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GOVERNMENT OF INDIA 

COMMISSION ON CENTRE-STATE RELATIONS 

Dear Sir, 

The Government of India constituted this Commis
sion vide the Ministry of Home Affairs Noti
fication No. IV/11017/I/83-CSR, dated the 9th June 
1983 with the following terms of reference :- ' 

"2. The Commission will examine and review the 
working of the existing arrangements between 
the Union and States in regard to powers 
functions and responsibilities in all sphere; 
and recommend such changes or other measures 
as may be appropiate. · 

3. In examining and reviewing the working of the 
existing arrangements between the Union and 
States and making recommendations as to the 
changes and measures needed, the Commission 
will keep in view the social and economic 
developments that have taken place over the 
years and have due regard to the scheme and 
framework of the Constitution which the foun
ding fathers have so sedulously designed to pro
tect the inde endence and ensure the unity and 
integrity of the country which is of paramount 
importance for promoting the welfare of the 
people". 

2. The scope of the enquiry to be conducted by the 
Commission and its parameters are thus governed by 
these terms of reference. 

3. In order to collect basic information (an analytical 
study of which would have enabled the Commission 
to identify with greater precision and exactitude the 
difficulties, problems and issues that might have arisen 
in the working of the present arrangements between the 
Union and the States), the Commission had written to 
all the Ministries of the Government of India, the pre
sent and former Chief Ministers of the State Govern
ments, and Lt. Governors/Administrators of Union 
Territories, requesting them to senrl their memoranda 
containing their views on the subject. Barring the 
brief, tentative replies of about 4 former Chief Minis
ters and a few others no memoranda have yet been 
received from the addressees, which might have 
enabled the Commission to formulate a more specific 
and comprehensive questionnaire, It is, therefore, 
not claimed that the questionnaire now being issued, 
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4th Floor, 'B' Wing, 

Lok Nayak Bhavan, Khan Market 
New Delhi : 110 003. 

Dated : 16th January, 1984. 

!s exhaustive. If necessary,_ the Commission may 
Issue a supplementary questiOnnaire, later. 

4. T_he questi~':IJ?.aire has been fr~med purely with 
the obJeCt of ehc•tmg from all possible sources views 
and suggestions on issues gleaned by the Co~ission 
from P';lbli~hed literature. Those issues have yet to 
be studied 1n depth by the Commission, which has no 
preformed opinion or predilections in respect of them 
It !'ill, ~her~ore_. be no~ correc~ to read, by any stntch 
of 1magmatwn, mto th1s questiOnnaire an indication 
or projection of the Commission's own views on any 
point relating thereto as, at this stage, it has not for
mulated thereon any view of its own. 

5. If some issues which you consider important, do 
not find place in the questionnaire, you are at liberty 
to point out the same and add a supplementary note 
containing your comments in respect thereof. 

6. To facilitate the .stupendo_us task of collating and 
processmg the rephes to different questions con
tained in the questionnaire reply to each question 
may be given on a separate sheet of paper (preferably 
typewritten and in duplicate). 

7. The task assigned to this Commission is of im
mense national importance. The Commission earnestly 
hopes that you will kind y e~ tend your unstinted 
cooperation to it in this national endeavour. 

Your replies to the questionnaire may be sent 
by the end of March, 1984 to the follcv.ing ~ddress:-

Shri K. A. Ramasubramaniam, 
Secretary, 
Commission on Centre-State Relations, 
4th Floor, 'B' Wing, Lok Nayak Bhavan, 
Khan Market, 
NEW DELHI 110.003. 

Thanking you, 
• 

Yours faithfully, 
(R. S. SARKARIA) 

Chairman 

ENc. : Questionnaire, 



QUESTIONNAIRE 

PART I 

INTRODUCTORY 

Q.l.l According to the Study Team of the Adminis
trative Reforms Commission, the Constitution-makers 
followed up their declaration that "the sound.:st 
framework for our Constitution is a Federation with 
a strong Centre" with "firm consistency in the fra
ming of the Constitution." Can our Constitution 
be called FEDERAL in the strict sence notwith
standing several unique features not found in other 
FEDERATIONS? 

Q. 1.2 Accepting the ''traditional" notion of Federa
lism, the Rajamannar Committee appointed by the 
then Tamil Nadu Government, urged for greater 
autonomy for the States by a redistribution of the 
legislative powers in the three lists of the Seventh 
Schedule; deletion, revision or substantial modi
fication of certain provisions (such as Articles 
251, 256, 257, 348, 349, 355, 356, 357, 365, etc.), 
which give the Union a supervisory role over the 
States; allotment of more tax-resources in List II 
to the States, abolition of appeals to the Supreme 
Court except in constitutional matters, etc. 

Would you subscribe to this view? 
Q. 1.3 It has been suggested that in large and hetero

genous country like India, there is a need for sub
tantial decentralisation, territorial as well as func
tional, of powers and functions in normal times 
in the interest of efficiency and equity, although 
there has to be provision for considerable centra
lisation in times of emergency. 

Do you agree? 

What in your view, would be the optimum Consti
tutional provision from this standpoint? 

Q. 1.4 Does a federation of the "traditional" type 
wherein the National and Regional governments are 
"coordinate and absolutely ind.pendent" within 
their respective jurisdi~tion set .apart b;r ~ts Consti
tution exist as a functiOnal entity as d1stmct from 
an abstract theory anywhere in the present-day 
world? 

Q. 1.5 Some eminent persons having special know
ledge, experience and understanding of the Indian 
polity and its functioning, have expressed the fol
lowing views : 

ta) The Constitution is basically sound and flexible 
enough to meet the challenge of the changing 
times; 

(b) The difficulties, iss~es, t~nsions and P.roble!lls 
whkh have arisen m Uruon-State relatiOnshipS 
are not due to any substantial defect in the 
scheme and fundamental fabric of the Con
stitution but because over the years these rela
tionship~ have not been worked in conformity 
with the true spirit and intent of the Con
stitution; 
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(c) These diffculties, problems and issues can be 
resolved and distortions rectified without major 
constitutional amendments, by 

(i) rhanging the executive procedures, practices 
and ~orne regulatory laws, impinging upon 
certam spheres of Union-State relations; 

fii) evolving healthy conventions and pro
cedures with the aid and advice of an 
effective consultative body (as envisaged 
by Article 263) compos_ d of the repre
sentatives of the Union and the States. 

. Do.you agree? If so, wha:i are your suggestions 
In th1s regard? 

Q. 1.6 Do you agree that the prot,ction of the inde
pendenc" and ensurance of the Unity and Integrity 
of the country is of paramount importance? If 
so, what provisions in the Constitution, in your 
opinion, have been designed to achieve that tnd? 

Q. I. 7 Are the constitutional provisions regarding the 
obligations of the Centre and the States in respect 
of the country as a whole and to one another, 
reasonable? In this connection, you may, among 
others, refer to Articles 256, 257, 354, to 357 and 
365 of the Constitution. 

Q. 1.8 Article 3 of the Constitution provides that 
Parliament may by law : 

(a) form a new State by separation of territory 
from any State or by untling two or more 
States or parts of States or by uniting any 
territory to a part of any State; 

(b) increase the area of any State; 

(c) diminish the area of any State; 

(d) alter the boundaries of any State; 

(e) alter the name of any State. 

A view has been expressed that this Article 
requires reconsideration. 

Do you agree with this view and, if so, what 
modification of this pro'·ision wou~d you sugg~st? 

PART II 

LEGISLATIVE RELATIONS 
Q. 2.1 A view has been expressed that there is noth
ing basically wrong in the scheme of distribution of 
legislative powers between the Union and States, 
which ensures in normal times a substantial measure 
of legislative autonomy to the States; but over the 
years, the Union has, under the cover of a declara
tion of 'national interest' or 'public interest' encroa
ched on the State legislative field. Can you give 
concrete instances, if any, of such encroachments? 

Q. 2.2 What changes would you suggest-commen
surate with the strength of the Centre and the unity 
and integrity of the country-in the distribution of 



powers under the legislative lists of the Seventh 
Schedule and or the contents thereof and other 
provisions oi· the Constitution? 

Q. 2.3 Under the Government of India Act, 1935, 
the lnstrnment of Instructions contained a provision 
that whenever any legislation by the Centre was 
undertaken on a Concurrent subject, the Provincial 
Government had to be consulted bewre-hand. 

Do you think the adoption of such _a course 
would be desirabk in the interest ol ensunng better 
relations between the Union and the States 'l 

Q. 2.4 Do you consider that ~eclarations ~n~bling 
Parliament to legislate on certam subJects Wlthrn the 
exclusive competence ol the States, in 'national 
interest', or 'public interest', should be of a perpetual 
nature or for particular durations subject to periodic 
review? 

Q. 2.5 Have you any other change or reform to suggest 
with regard to Union-State relations in the legisla
tive sphere? 

PART lJl 

ROLE OF THE GOVERNOR 

Q. 3.1. What are your co=entsfviews in regard to 
the role of the Governor in the context of 
Centre-State relations-

la) as envisaged by the Constitution, and 

(b) as practised by them during the last 34 years 
since the advent 01 the Constitution? 

Q. 3.2 What, in your opinion, should be the role of 
the Governor in fostering healthy Union-State 
Relations? 

Q. 3.3 What are your viewsjco=ents in regard to the 
performance 01 the tunctionsjduties by the Governor 
in the matter of-

( a) making report to the President suggesting action 
under Article 356 0), 

lb) appointment of Chief Minister under Article 
164, and 

(c) Prorogation of the Housejor dissolution of the 
Legislative Assembly under Article 174 C2) ? 

Q. 3.4 What in your view was the intent and purpose 
of the Constitution-makers in providing in Article 
200 tor reservation ot Bills by the Governor and, 
in Article 20 I, for the consideration 01 the President? 
Has the power 01 reservation by the Governor and 
consideration 01 State Bills by the President, been 
generally exercised in conformity with that intent, 
spirit and purpose of the provision? Please base 
your conclusion on concrete instances. Can you 
give insta._c~s if any, of cases where the Governor 
has withheld assent to a State Bill or reserved it tor 
consideration by the President without any advice 
from his Council of Ministers? 

Q. 3.5 A case study covering 170 Bills during the 
period 1956-65, conducted u1.der the auspices of the 
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Indian Law Institute reveals thatl "the Centre does 
try to dictate it, policies to the States in giving Presi
dential assent, though the fact that the assent has 
actually been withheld only in a lew cases, seems to 
indicate that, so far, the process of Presidential 
assent has not acted as a substantial threat to the 
autonomy of the States". 

Do you agree with the above conclusion? 
Jn case whether the assent was eventua.ly given do 
you think there was undue delay ? ' 

Q. 3.6 There is a view that the Governor is neither an 
agent ol the Centre nor a mae ornamental head of 
the State but "a close link" between the Centre and 
the States. Does this represe1.t the correct position? 
Have the Governors, in practice, generally acted 
impartially and fairly in accordance wi. h the 
Constitution and healthy conYentions in discharging 
their dual responsibility? Please support your answer 
with cc r.crete instances, if any. 

Q. 3. 7 ll has been suggested that to enable the Gover
nor to perform his 1 unctions under the Constitntion 
more efficiently and impartially, he should be 
guaranteed his full 5 year term and the procedure 
of his removal should be the same as prescribed in 
thecase of a Judge of the Supreme Court/High 
Court. 

Do you agree ? 

Q. 3.8 It has been suggested that the Governor 
should be empowered to summon the Legislative 
Assembly and himself check and verify in the House 
to decide the limited question whether the ruling 
party in the State has ,ost its majority in the Legis
lature. 

Do you agree ? 

Q. 3.9 Criticism is often levelled that in making his 
choice of the Chief Minister, in unstable party posi
tions, after a Ministry in the State re1,ions on account 
of a nu-confidence motion having been passed 
against it in the State Legislature, the Governor 
does not act fairly but in a manner calculated to ad
vance the interests of a particular political party 
or group. In order to guard against the instability 
of the Ministries, the Constitution of the Federal 
Republic of Germany has introduced a device. 
Article 67 of the Basic Law lays down that the 
Buncestag (Federal Legislature) can express its 
lack of confidence in the Federal Chancellor only 
by electing a successor simultaneously, and then re
questing the Fec.eral President to dismiss the Chan
cellor. Do you think that if a similar provision is 
incorporated in our Constitution, it will prevent 
unnecessary friction between the Governor and the 
elected representative on the one hand, and reduce 
occasions for the above-mentioned criticism against 
the Governor, on the other? Have you any other 
suggestion? 

Q. 3.10 The Administrative Reforms Commission 
recommended: 

"Guidelines on the manner in which discretionary 
powers should be exercised by the Governors should 
be formulated by the Inter-State Council and on 



acceptance by the Union issued in the name of the 
President. They should be placed before both Hou
ses of Parliament." 

What is your collllllent/view about the Constitu
tional validityfpolitical propriety and pragmatic 
utility of issutng sucn gutd~lines? 

PART IV 
ADMINISTRATIVE RELATIONS 

4.1 What are your views in regard to the pupose, 
function and use of Articles .l5o, 2:J 7 and .;6;; in 
the scheme and frameworK of our Constitution 'I 
Has there been a case wnere d1rect1ons were tssued 
under Article 256 or 257 andfor under both wnere, 
under the tnreat of mvokmg Article 365, .any :State 
was compelled to carry out suc11 dtrectlons ? 

Q. 4.2 There is one view that Article 365 should be 
deleted. Tnere is anomer vtew tnat smce trus is 
purely a conseque ... ual enaoli ... g clause t which 
h~s never actually been operated upon), it. may 
remain as reserve provtsion. · 

Which view would you support and for what 

reasons? 

Q. 4.3 The Administrative Reforms Commission 
in its report l19o9) observed : 

"The issue of direction (under Article 256 or Article 
257) by the Centre to a :State .............. is an 
extreme step and should be taken only in cases 
of absolute necesstty, where no other means of 
securmg the ObJeCtiVe are available. The assumption 
of governance oy tne l'restd<:nt t under ArtiCle J:J6) 
is a dro1suc· med1cme prescnoed m tne Cous,nutlOn 
as a last resort Willen co1unot oe adJ.llluJst.:r.:d as 
dally food as a matter of course". 

On the above reasoning, the Commission recom
mended: 

"Before issue of directions to a State under Article 
256, tne Centre snould explore tne posstOIUUes 
of setmng poiuts of cond.tct oy all otner avallaole 
means,. 

What is your reaction and comment with regard 
to the above-quoted recollllllendatton of A.R.C. ? 

Q.4.4 The Constitution-makers with remarkable 
foresight anticipated the arismg of situatiOns .. m 
whicn the Government of a State cunnv t be carried 
on. in accordance wtth the provisions of the Cons
titution" and provided ex-necessitas in Arucle 356 
for use by the Union as ultimate weapon to 
remedy such a s1tuat1on. Can you, after a survery 
of all or a suostantlal numbt:r of cases m 
which this Article w .. s invokeo, off~r you.1· con
siuer.:o Vt<::WS as to wuet •• er, geuaralJY, tn1s cx
traodinaiy, remedial power has been exercised 
properly ? 

If your answer is substantially or partly in the 
negative, please give reasons with reference to 
those cases in which, in your vpinion, tills power 
was misused contrary to the intent and purpose of 
this Article. 

Q. 4.5 The r·orty-Second Amendment Act, 1976 
had substituted "one year" for the words "six 
mon~hs" in clause (4) of Article 356, with the result 
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that the proclamation approved by Parliament under 
th.: preceding clause (3) unless revoked ceases 
to operate on the _expiratiOn of a pe'rivd of ~ne year 
from the date ot tssue ot the proclamation. The 
rorty-rourtu Amendment Act, b78. restored 
the ongmal pLrwo of "s1x mo,nths" in tnis 
clause, ~d also cut down the maximum total 
penod tor President's rule, mentioned in c1ause 
( 5) from "three years" to "one y.:ar" except where 
the two extremely stnngent conditions listed in 
sub-clause taJ ~nd tb) co-exi,t. Th,se changes were 
made as, a saleguard agamst unnecessary extension 
of the Central rule beyond the penod for which 
1t was absolutely necessary to restore tile normal 
functlomng of tne responsible Government in the 
State. 

A view has . been propounded with reference to 
ce1 tam SituatiOns that recently arose in a State and 
are likely to anse in some other States, that, where 
owmg to the contmued disturbed conditions, the 
~reaK:down or failure of Constitutional machinery 
m a State cannot_ be repa1red and normalcy restored 
wtthiu the um_e-hmits specified in clauses (4) & (5) 
~f Arttcle 3:>6, t~e said amendments, though 
mtended to be a sateguard may turn into a handicap 
to to..: dlicacwus use of tlus powe, by the Un1on. 

Do you agree with this view ? lf so, what oilier 
safeguard, if any, would you suggest in addttion to 
or m modtfication of clauses (4) and (5) which would 
wh1le minimising the possibility of misuse of the 
powe1 unuer A, tJcte 356, not 1nh<:bit its use as an 
ulumate weapon capable of effective action ? 

Q: 4.6 Unde~ the present arrangements, many of tile 
tunct10ns ot the Umon Government like census, 
CJeCL•ous, etc. are tillplemcntcu by tne State 
administration. 

Are the present a1Tangements working satisfac
torily '/ 

Do you have any comments to offer in this regard? 
Q. 4.7 At present, a number of Central agencies 
such as the Agricultural Prices Commission, Cen
tral Water Collllllission, Central Electricity Autho
nty, Dtrector-Gen.:rul . of Technical Development, 
Monopolies and Restnct1ve Trade Practices Com
mission, Employees State Insurance Corporation, 
National Savings Organisation, Employees Provi
dent Fund Organisation, Bureau of industrial Costs 
and Prices, Food Corporation of India, etc. handle 
activities relating to subjects in the State and 
Concurrent lists of the Seventh Schedule to the 
Constitution. It has often been alleged tllat through 
these agencies the Union has made undue inroads 
into tnt: States' autonomy. 

Is this criticism justified 'I 
lf so what should be the proper role of such 

Central agencies in such matters ? 

Q. 4.8 A specific provision was made in Article 312 
of the Constitution, with the unanimous support 
of the then provincial Governments, not only for 
regularising the two All-India Services, namely 
lnd.ian Administrative Service and Indian Police 
Service which had been earlier created by an Exe
cutive Order, but aJso empowering .Parliam~nt to 
create, by law, one or more All-lndia Services 

_ common to the Union and the States, if they arc 



deemed essential in the national interest. The 
recruitment, discipline and control of these 
Services was to be tackled on a basis of 
uniformity and under the directions of the Central 
Governmt:nt in order to foster stability and a 
broad natiOnal outlook which ace essential for the 
efficiency and effectiveness of the Services and 
conducive to nati nal integration. Do you think 
that the All-India Services have fulfilled the expecta
tk ns of the Constitution-makers 1 

Some States have conten<Jecl that they shodd be 
gtven greater control over the All-India Services. 

\Vhat are your views "! 

Q. 4.9 According to the Administrative Reforms 
Commission, the Union is competent by virtue of 
Article 355 to locate and use its Central Reserve 
Police and other armed forces in aid of civil power 
in any State, even suo motu. Some States, on the 
the other hand, have controverted this view and 
have opposed such Central intervention. 

What are your views ? 

Q. 4.10 In the Constitution, 'Newspapers, books and 
printing pressess' have been included in the Con-
current List (Entry 39, List III), while " ....... . 
broadcasting and other like forms of communi
cation" have been included in the Union List 
(Entry 31, List 1). 

It was suggested during the Constituent Assembly
debates that "broadcasting" should be included i.n 
the Ct-ncurrent List. Some States have also been 
urging that broadcasting and television facilities 
should he shared between the Union and States 
on a fair and reasonable basis as both have got 
equal need for acce~s to these mass communication 
media for putting across their views to th.: people. 

What are you views ? 

Q.4.11 How far have the Zonal Councils set up under 
the States Reorganisation Act, 1956 served the 
purpose of collectively pursuing States' interests by 
cutting across party lines? 

Q.4.l2 Article 263 of the Constitution, which appears 
under the caption "Co-ordination between States" 
empowers the President to establish an Inter-Stat~ 
Council, if it appears to him that the public interests 
would be served by the establishment thereof. The 
Administrative Reforms Commission has also 
recommended the establishment of such a 
Council. ..... 

Do you think that setting up of such an institu
tion would be desirable to iron out-inter-State and 
Union-State differences and issues and thereby 
to secure better cooperation between the States? 

If so, what should be the functions and composition 
of such a Council ? 

Shoul~ it be set up on a permanent basis, or as 
an expenmental measure for a specified period of 
years ? 

Should the Council have an independent Secreta
riat? 
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PART V 

FINANCIAL RELATIONS 

Q.5.1 The Constitution-makers expected that the 
revenue-gap bdween the resources and the fiscal 
needs of States to discharge their growing responsibi
lities, will be covered under a scheme of devolution 
partly by sharing with the States, proceeds of certain 
Central taxes and duties, and partly by grants-in
aid from the Union, under an arrangement "as 
automatic and free from interference as possible" 
while periodic changes will be made by the President 
on the recommendations of the Finance Commission 
which we hope, will command the confidence of all"' 

After a review of the working of the mechanisms 
for devolution and examination of details of re
sources transferred by the Union to the States 
during the last 34 years, can it be said that the scheme 
of devolution envisaged by the Constitution-makers 
has worked well and come up to their expectations? 

Q.5.2 The A.R.C. Study Team on Centre-State 
Relations has observed : " ................... . 
the outstanding feature of the financial relationship 
between the Centre and the States is that the former 
is always the Giver and the latter the Receiver ..... . 
The State resources on their own have not been 
enough even to meet all non-plan expenditure and 
there is thus heavy and increasing financial depen
dence on the Centre. 

After a survey of the resource-transfers recom
mended by the several Finance Commissions 
subsequently, does the overall position stated by 
the A.R.C. Study Team, and quot.,d above, still 
hold good? If so, which of the following alternatives, 
or combinations thereof, do you think should be 
adopted and for what reasons ? 

(a) Complete separation of the fiscal relations of 
the Union and the States, abolition of the scheme 
of transfer of resources and instead transferring 
more taxing needs to List II Seventh Schedule. 

(b) Transfer of a few more elastic taxation heads 
to List II. 

(c) All the taxing headsitaxing powers be transferred 
to the Union List to form a shareable pool, 
the respective shares of the Union and the 
States as a whole being specified in the Constitu
tion itself. The amounts and the principles 
on which the States' share would be distributed 
amongst the various States, be determined by 
the Finance Commission. 

(d) More Central taxes such as Corporation Tax, 
Customs Duty, Surcharge on Income Tax, etc., 
be brought into the shareable pool. 

(e) Financial resources, other than tax-revenues 
to the Union, be also distributed between the 
Centre and the States. · 

Q.5.3 The Directive Principles of State Policy spell 
out that the Stale shall endeavour, inter-alia, to 
provide social and economic justice and endeavour 
to eliminate inequalities amongst groups of people 
residing in different areas. Owing to historical 
reasons, the capacity of States to ensure .through 



their own resources. reduction of regional inequa
lities, and to attain social and economic justice 
varies widely. 

A view has been expressed that regional imbalances 
can be reduced only by a strong Centre, having 
elastic sources of revenue and more discretionary 
powers to use the funds available with it for the 
development of poorer States. Giving more 
financial powers to States will only further tilt the 
balance in favour of richer States. 

Do you agree? What are -your views on the 
above observations? 

5.4 The options available to the Centre to attain the 
objective set forth in the pr !Ceding question are : 

I. raising more revenue resources

(i) through taxation; 

(ii) through subventions from richer States to 
Central pool under some principles; 

2. better control over expenditure, and 

3. deficit financing. 

The Central revenue account appears to show fairly 
large deficits during the past several years after 
making the necessary devolutions to the State 
Governments, as recommended by the Finance 
Commissions and by the Planning Commission. 

Is deficit financing to cover this gap, in your view, 
in the national interest? If it is not, what suggestions 
would you take to bridge this revenue gap? 

.5.5 It is stated that the present devolutions made 
through the channels of the Finance Commission 
and the Planning Commission do not appear to bridge 
the gap in resources between the poorer and 
richer States. Keeping this in view, please give your 
suggestions regarding the objective criteria that 
should be used for determining : 

(a) the share of taxes, 

(b) plan assistance, and 

(c) non-plan assistance 

for each State taking into account the tax efforts as 
well as efficiency and economy in management. 
Please also indicate what relative weightage should be 
given to each criterian. 
5 6 A view bas been expressed that a 'special federal 
· f~nd' for ensuring 'faster development in economically · 
underdeveloped areas relative to other developed 
areas of the country, as provided for in the Yogolsav 
Constitution, should be established in India. 

Do you think that our Finance and Planning 
Commissions are not adequate for the purpcse? 

:).5. 7 There appears to be ce~ain imperatives. ill 
the allocation of taxation functiOns to the Umon 
and the States. One cardinal principle is that a tax 
should be imposed by the authority wh!ch ca~ best 
collect and administer it. The sec'!nd .1s the Impe
rative of Part XJII of the ConstJtutwn ensunng 
"fret'dom of trade, commerce and intercourse 
within the country". The third is the reduction 
of inequalities through use, inter alia of. the ~xa
tion system as an instrument of econom1c pohcy. 
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In the light of these three principles, what Cen
tral taxation powers can reasonably, be transferred 
to the States? 

Please elucidate end give reasons. 

Q.s.s•rt•is" helu by some experts that mnior taxes 
like Corporation Tax, Income tax, Wealth Tax, 
Estate Duty, Customs Duty, Excise Duty, Sales 
Tax etc. have a profound bearing on the economy 
of the country as a whole and considerable <i" mage 
may occur as a result of fragmentary approach to 
taxation. They advocate seneration between im
position of such taxes and distribution of the tax 
proceeds. For the former they recommended Central, 
levy or these taxes subject to control by a Council 
and Central and State Finane.: Ministers. 

What are your views in this regard? 

Q.5.9 It has been pointed out by some experts that 
devolution of revenue resources by the Finance 
Commission for non-plan expenditure once in five 
years and leaving it to the planning Commission 
to assess the financial requirements to sustain an 
exoandrd plan each year, is leading to serious 
difficulties. In their view, one organisation should 
deal with all financial transfers (plan and non-plan) 
on an assessment of caoital and revenue resources 
which could be best handled by a permanent Finance 
Commission. The Planning Commission's role will 
be limited to functioning as an agency for overall 
investment, planning and decision-making in the 
interest of rational utilisation of scarce capital re
sources . 

Do you agree with. this approach? If so please 
elaborate? 

Q.5.10 How frr in your view, have the transfers, 
both statutory and discretionary, from the Union 
to the States, on the advice of successive Finance 
Commissions or otherwise, promoted efficiency 
and economy in expenditure, on the one hand, and 
narrowed down the disparities in public expenditure 
among the States, on the other 1 

Q.5.1l A view has been expressed that the present 
mechanism of transfer of resources has in built pro
pensities towards financial indiscipline and im
providance in terms of exaggerated revenue-deficit 
forecasts, adaption of populist measures resulting 
in revenue loss, incurring expenditure unmatched 
by available resources, etc. 

Do you agree with this view, and if so, what cor
rectives would you like to suggest ? 

Q.S.l2 The Seventh Finance Commission had sugges
ted that the bulk of the resource-transfers should 
be done through tax-sharing and the role of grants
in-aid under Article 275, in the scht'll'e of total 
revenue transfer should, as far as possible, be supple
mentary. 

What is your comment with regard to this broad 
proposition? 



Q.5.l3 The Seventh Finance Commission has also 
laid down in order of priority, the following princi
ples for grants-in-aid under Article 275 :-

(i) Grants-in-aid may, in the first place, be given 
to States to enable them to cover fiscal gaps, 
if any are left after devolution of taxes and duties 
so as to enable them to maintain the levels 
of existing services In the manner considered 
desirable by the Commission and built in their 
revenue forecasts. 

(ii) Grants-in-aid may be made as correctives 
intended to narrow, as far as possible, dispa· 
rities in the availability of various administra
tive and social services between the developed 
and the less developed States, the object being 
to endeavour to assure certain basic national 
minimum standards of such services in the 
country irrespective of State boundaries. 

(iii) Grants-in-aid may also be given to individual 
States to enable them to meet special burdens 
on their finances because of their peculiar circum
stances or matter of national concern. 

What is your comment/view in regard to the princi
ples enunciated above and the methodology of their 
application? 

Q.5.14 It has been suggested that some of the Centre's 
other revenues, for e'lamote, the yield from the 
Special Beuer Bonds Scheme and the revenue acc·u
ing from raising administered prices of items like 
petroleum, coal, etc., should be brought within 
the divisible pool of resources. Are you aware of 
any other claims rna~ eon Central non-tax revenue 
to bring them within the divisible pool? Please 
give details. Are you satisfied about the logic of 
claiming that these revenues should properly come 
under the divisible pool of taxation? Please give 
detailed answers. 

Q.5.15 The total savings available in the community 
have to be shared between the public and private 
sectors. Within the public sector, share mobilised 
by it has to be distributert between the Centre and 
the States and their respective public undertakings. 

Do you think that the methods by ~hich such 
distribution is effected, at present, are satisfactory? 

Q.5.16 It has been stated that though the budgetary 
deficits of States have grown at a faster rate than 
that of the Centre because of the latter's increasing 
deficit the percentage ol the Centre's revenue re
ceipts being transferred to the States, has gradu~lly 
been showing declining trend in spite of there bemg 
a substantial increase in these transfers in absolute 
terms. It has also been observed that the fiscal 
imb· lance of the States is on the increase mani
festing in their mounting indebtedness. 

What are your comments in this regard? 

Q.5.17 The Sixth Finance Commission was speci
fically asked to look into this problem of grow!ng 
indebtedness ol the States and SUI!l!est remedies. 
Do you agree that a periodical review of this nature 
should be also to handle any anomalies in the in
debtedne>s of the State in future? The A.R.C. 
Study Team on Centre-State Relations, commenting 
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on the over-increasing massive indebtedness of the 
States had observed that the States find it increasingly 
difficult to repay their debts, or even the interest 
charges in some cases, and that repayment of Central 
loans constitutes an increasingly large part of the total 
States' borrowings Irom the Centre. 

W11at factors, in your opinion, have contributed 
to the above situation? What measures would you 
suggest to remedy it? 

Q.5.t8 It has been said that the States' capacity as 
well as freedom to borrow has been unduly res
tricted. 

Do you agree? If so, what extent these restrictions 
can be relaxed without affecting the basic principles 
of sound finance? 

Q.5.19 Jt has been alleged that on foreign borrowings 
the Centre charges from the States a higher rate of 
interest than what it pays to the foreign lender. 
If so, is this justified? Have you any comment to 
make on the present system of transferring foreign 
credit obtained for financing State Projects through 
the Centre to the States? 

Q.5.20 A suggestion has been made that a Loans 
Council should be set up, on the pattern of the 
Australian Loans Council, which could fix the 
borrowing limits of different States and the Centre 
on the basis of principles to be approved by the 
National Development Council. The Reserve Bank 
of India at present, coordinates the market borrow
ings not only of the Centre and the States but also 
of the Private Sector. 

In your view, would the Loans Council be a better 
institution than the Reserve Bank of India for this 
purpose. In the alternative, have you any suggestion 
to make about improving the working of the Re
serve Bank oflndia in this context? 

Q.5.21 Ways and Means Limits enjoyed by the State 
Governments with the Reserve Bank of India were 
doubled with effect from July, 1982. The annual 
report ol the R.B.I. for 1982-83 notes that the co~?-ti· 
nued.existence oflarge overdrafts even after doubhng 
the entitlement of Ways and Means advances points 
to the "unhappy position" of the States' Finances. 

What, in your opinion, are the factors contributing 
to this situation and what remedies would you 
suggest? 

Q.5.22 A view has been expressed that the States 
are not exploiting adequately their own sources 
of revenue. 

Do your agree? If so, what suggestions would you 
give in this regard? . 

Q.5.23 A view has also been expressed that the Cen~ 
is not assessing and collecting all revenues that 1t 
can and should do. In this connection, it is also 
cited that la) in spite of reaching commanding heights 
as intended, the public sector has not yielded the 
expected returns on capital investment, an~ lb} 
there is substantial leakage in Central taxatiOn. 

Do you agreeTif so, what suggestions have you to 
make to remedy the situation? 



).5.24 I?o you think it will be a healthy convention 
co~ductve to. the stability of State finances to re
quue the Umon to ascertain the views of the State 
Governments and give them due consideration 
before ~oving a Bill to levy or vary the rate-stntctur~ 
?f ab~hsh any ol the duties and taxes enumerated 
m Articles 268 and 269? 

0.5.25 Some states have suggested that Article 269 
of the Constitution should be better exploited to 
augment the resources of the States. 

What are your views in this regard? 

0 .5.26 A tax on Railway Passenger Fares was first 
levied by the Union Government in 1957 under 
Article269(d) Tor the benefit of the States. The Act 
was repealed in 1961 and in lieu thereof, a grant of 
Rs. 23 ·12 crores is now being given to the States. It 
has been pointed out that had the tax continued 
to operate, the ravenue on the basis of the greatly 
increased current passenger-fare earnings of Railways 
would have been much higher. On this reasoning 
it is urged that this grant in lieu of the passenge; 
fares tax should be revised and enhanced in propor
tion to the increase in the collection of railway fare. 

What is your view in regard to this issue raised by 
the States? 

Q.5.27 There are four Union Territories with Legi
slatures. A complaint has been made that although 
under Income-tax and Union Excise Duties shares 
are allocated to Union Territories taken together, 
the Government oflndia individually gives to them 
only grants-in-aid, thus depriving them of a share 
in the buoancy in Central taxes. 

Is this grievance justified? If so, what measures 
would you suggest to ensure appropriate shares of 
taxes to such Union Territories also? 

Q.S.28 What are your views on the working of the 
present arrangements in regard to provision of Cen
tral assist?nce to States for dealing with natural 
calamities? What suggestions would you make to 
ensure that relief assistance is put to optimum use. 

Q.5.29 A proposal has been made for the creation 
of three new All-India institutions involving the 
participation of both the Union and the States but 
without taking away the ultimate residuary role of 
the Union Government :-
(1) There should be a National Loan Corporation 

(N.L.C.) supported by a consortium of na
tionalised banks which will be exclusively and 
specifically incharge of both loan-raising. and 
loan-utilisation for productive, economtcally 
viable projects. 

(2) There should be a National Credit Councii(NCC) 
on which the States should have some represen
tation. It should be entrusted with the task of 
assessing credit reso~rces and gr~wth . possi
bilities without evokmg adverse mflattonary 
effects. The Council should also determine the 
share which the States as a whole can get but 
not exceeding 40 per cent, and also formulate 
the broad category of purpose fort which the 
States could use their share in their plan frame
work. 
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(3) There should 1:-e a National Fconcmic Council 
CNEC) on which the States should 1:-e given 
sorre representation. Thi~ Council will not 
only l-ave the function of seeino that comn,ercial 
and irdustrial pc>licv and eccn~n1ic n·aral!en,ent 
serve the Natknal interest as a v.role. 1:-ut also 
take into acccunt the differential interests of 
State~ in rega~d to Jndu~trial. .licensing export 
and tmport hcens1rg. suh!dles, incentives, 
employment, etc. The N" tion" I loans Corpo
rrtton ~nd the N.otion:·l Credit Council should 
also be represented on thi~ {'(11tnci1. 

The annual reports of all the~e three bodies 
sho~ld be p1aced 1:-efore Parliament for dis
cusston and suggestions a5 well as before the 
State Legislatures for infot mation. 

. What are your views with regard to the~e sugges-
hons? • 

Q.5.30 A view has oeen expressed that who collects 
the funds and how the collected funds should be 
distributed are not very relevant because all funds 
flow from the public. What is more important is 
that the funds are spent prudently and the benefits 
to back largely to the people. 

Do you agree? 

Q.5.31 (a) There is criticism that the expenditure of 
the.Union is not being organised in the best 
interest of the nation's growth and instead 
there are trends for incurrence of infruc
t~ous, unnecessary and uneconomic expen
dtture. A demand has been voiced in several 
quarters that the expenditure of the Union 
should be scrutinised so that such trends 
may be contained and additional re
sources found for helping the States, parti
cularly the poorer ones. 

Do you agree that such a periodical 
assessment is necessary? 

(b) It has also been asserted that the Sta.tes 
which complain of meagre developmental 
resources are indulging more and more 
in unnecessary expenditure mainly of a 
populist nature and not strictly on economic 

·reasons, thereby depleting the already 
insufficient resources available for deve-
lopmental purposes. 

Do you agree? 
(c.) For both the above reasons, a suggestion· 

has been made that there should be a perma
nent National Expendin~re Commission 
to assess the nature and quality of expen
diture and the need for revenue resources 
for both the Centre and the States, to 
enable them to discharge their respective 
obligations reasonably and satisfactorily. 

Do you agree or have you any other 
suggestion? Please elaborate. 

Q.5.32 Under Article 1~0 in Part V of the Consti
tution the accounts of the Union a11d the States 
are to be kept "in such form lS the President rr ay' 
on the advice of the Comptroller and Auditor Gene: 
ral of India prescribe". Likewise, under Article 



151 of the Constitution the reports of the Comp
troller and Auditor General of India relating to the 
accountl1 of the Union, r shall he submitted to the 
President and those relating to the accounts 
of a State shall be submitted to the Governor 
of the States, both of whom shall cause them to be 
laid hefore the Parliament and the Le!!islature of 
the State, respectively. -

What operational problems. and implications 
thereof, do you observe in t11e proper and timely 
preparation. examination and scrutiny of the accounts 
as having a bearing on Centre-State relations? 

Q.5.33 The prc.>sent system of audit relies very heavily 
on 'voucher audit' whereas the desirability of 
'evaluation audit' is well established. To what 
extent. in your view. the objective of efficiency 
and promptness in audit c?n be pursued <long with 
any meaningful progress in 'evaluation-audit'? 
Please give a specifio mgge~tions, if any, in this 
regard. 

Q.5.34 The C<'rnptr01ler and Auclitor General is a 
Constitutional functionary to perform srch duties 
and exercise such powers in relation to the accounts 
of the Union and the States as may be given to him 
by Parliament by law. Shri A~hok Chanda, Chairman 
ofthe Third FiPance Commission, had pointed 
out that the Comptroller and Auditor General was 
not doing all that was possible to keep a check on the 
accounts of the Union and the States. Under Article 
149 of the Constitution, the Parliament enacted 
a Law in 1971 (amended in 1976), defining the duties, 
powers. etc. of the Comptroller and Auditor General. 

In your view, does this answer the criticism madt 
by Shri Ashok Chanda? Has Parliament under this 
Act conferred sufficient powers and enjoined ade
quate duties on the Comptroller and Auditor General" 
to enable him to keep an effective watch on the 
expenditure of the Union and •he States? 

Q.5.35 The Comptroller and Auditor General is 
responsible only to the President and the Gov
emN of the State for submission of his reports which 
are presented to Parliament and the State Legi
slature, respectively. It is then for Parliament 
and State legislatures to exercise such checks that 
they feel necessary to ensure financial propriety. 

Are you satisfied that the reports of the Comptrol
ler and Auditor General presented to Parliament and 
State Legislatures are comprehensive enough and 
reasonablv accurate to~ enable them to take firm 
views in the matter. If not, what improvements, 
if any, would you suggest a"out the reporting? 

Q.5.36 The Public Accounts Committee of the Parlia
ment and the Public Accounts Committee of State 
Legislatures along with the Committee on Public 
Undertaking~ examine the reports of the Comptrol
ler and Auditor General and further probe into issues· 
that they think are important. In this exercise, the 
Comptroller and Auditor General helps them. Is 
this, your view, a su:ffcient check to answer the 
voiced COD'plaint of insu:ffcient expenditure' control 
at the Centre and in the States? 

Q.5.37 'He fstirr~tes Cc!1'1l'ittees of the Parliament 
and of the State legislatures go into the wider as
nects of policies and programmes than those covered 
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in the reports of the Comptroller and Auditor Gene
ral to the Parliament and the State Legislates, 
and advise the Government on the improvements 
necessary. Would you agree that in the light of the 
need for< scrutiny of expenditure of the Union and 
of the States, this Committee can act as a watch
dog to give useful legislative and administrative ad-· 
vice to the administration? 

Q.5.38 If you think that an Expenditure Commission 
is needed for assessing the propriety of expenditure 
of the Union and the States, is not such a Consti
tutional authority already provided in the Comp
troller and Auditor General of India? 

Q.5.39 Some State Governments are of the view that 
while there can be no objection to monitoring the 
accounts of the utilisation after the expenditure 
has been made the clearance of the plans of action 
formulated by the States by the administrative Minis
try concerned at the Centre is an irritant and a 
source of considerable delay. The State Govern
ments, which are the beneficiaries under the schemes 
should be authorised to decide the validity of the 
expenditure under the approval scheme without 
the intervention of an external agency. 

What is your comment in regard to the above 
view? By what other means can the Centre ensure 
that funds meant for a specific purpose are, in 
fact, utilised for that purpose? 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

Q.6.1 "Economic and Social Planning", an Entry 
in the Concurrent List of Seventh Schedule of the 
Constitution. recognises the vital role which the 
Centre might play in consultation with the States 
in the matter of undertaking planning in a national 
perspective, .to. J!!Cet na~ional n~ed~, subscri~ing 
to national pnont1es and m coordmatmg the vanous 
plans sectoral and territorial. The A.R.C. Study 
Teams and other Studies conducted by experts have 
noted, among others. three shortcomings in plan
ning relationship. 

(l) As a national endeavour, the plans to not secure 
the commitment of the States by involving 
them earnestly in the primary task of deter
mining goals and perspectives after a full and 
frank consideration of all the basic issues, 
the measure of consultation with the States 
effected through the National Development 
Council being inadequate and the consultation 
procedures at the meetings of the Chief Minister~ 
and the Central Ministers being superficial and 
hurried. 

(2) The Union Ministers tend c' o insist on the in
corporation of the schemes framed by them, 
and the departmental groups establish a 
'client relationship' with the Central Working 
Group and tend to accept the schemes 
framed by the· Central Group without proper 
scrutiny. 

(3) There is too deta;lcd involven:ent of the Centre 
with programmes legitimately falling wholly 
within State jurisdictions. 



What n:medial meaour~s and procedural changes 
would you sugge:>t to remove or, at any rate, to mini
mise the shortcommgs h>ted above, and for what 
reasons? 

Q.6.2 A view has be.en expreosed that a National 
Development Council, consisting of all the Chief 
Mm1sters of the States. presided over by the Prime 
Mm1ster, and experts m various lields as Members 
be set up on a statutory basis. It should have powers 
to d1scuss and approve the recommendations of 
the Planning Commission with regard to economic 
development. When once the development plans 
are approved by the Council, the States should be 
free to implement them, in accordance with the 
approved pattern and adequate financial resources 
should be provided to the States. The Council 
s~ould have the opportunity of expressing its opi
mon on matters of natwnal Importance. 

What is your opinion in regard to the above propo
sal? 

Q.6.3 The resoluliOD setting up the Planning Com
mission states thal the Commission would act "in 
close understanding and consultation with the 
Ministries of the Central Government and the 
C?overnment of the State_s". Do the .Present compo
sitiOn and procedures ol the CommiSSion allow for 
such close understanding and consultation with the 
State Governments? If not, what improvements 
would you suggest? 

Q.6.4 Three views have been expressed about the 
composition of the Planning Commission-

(i) The Commission should include suiiicient num
ber of Ministers who can authoritatively define 
for the experts on it, the preferences and ob
Jectives of the Government and then persuade 
the Centre and State Governments to accept 
and implement the Plan. 

(ii) It should be a high-grade advisory of econo
mists, technologists and management experts. 

(iii) It should be enlarged to include representatives 
of all the States and made an independent body, 
free from all pressures of Union Cabinet which 
generally reflects the opinion/policy of the ruling 
party at the Centre. 

Which of these three views would you support 
and for what reasons? 

Q.6.5 It has also be~n suggested that the Planning 
Commission should be not a department of the 
Government of India but should be made an auto
nomous body under the National Development 
Council for everseeing Planning, investment and 
decision-making at the national level. 

What are your views with regard to the above 
suggestion? 

/ Q.6.6 Do you agree that there is need to consider 
and incorporate national priorities in the State 
Plans? If you do, please consider the criticism that 
the Planning Commission has been examining in 
too great a detail the States' finances and Plans 
to ensure this objective, thereby raisiRg allegation 
of undesirable erosion of States' autonomy. In 
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this context, . what modifications of the procedures 
m the Plannmg Commission for scrutiny of the 
.state Plans, to ensure natiOnal priorities, should, 
m your VIew, be mtroduced '? 

Q.6.7 What are the merits and demerits of the present 
syste~ of channehsmg Central assista nee by way of 
loans and grants through the Plannmg Commission 
to the States? 

Q.6.8 Do you agree with the view that the present 
system of arnvmg at the States' Plan size by adding 
to their assessed resOt~rces independently, prc
determmed quantum ol Central Plan assistance on 
the basis. of the Mollilied Gadgil Formula, IATP, 
etc. (which may not provide for ~II Lite plan needs 
of States), operates harshly againot the economi
cally weaker States'! If so what changes if any 
would you suggest in this regard? ' ' 

Q.6.9 How far the Criteria evolved by the National 
De~elopment Council for allocating Central Plan 
assistance to States equitable 1 How far has the 
present system of allocation of Central assistance 
contnbuted to the attainment of the planning 
objectives of baJanced regiOnal development and 
removal of poverty 'I Please also comment on the 
present system of determining special Central asoi~
tance for Tribal. and Hill Areas' Sub-Plans, etc. 
and the. mechamsm of earmarking of State Plan 
outlays m aggregate and for certain priority sectors. 

Q.6.10 A view has been expressed that the large num
b~r of. Centrally Sponsored Schemes (through some 
of which substantial amounts of Central assistance 
on matching basis are channelised to the States), 
tend to distort State Plan pnontics as they induce 
the State Governments to opt for them. 

Do you agree with this view and would you like 
to suggest any change in this regard? If so, please 
spec1fy. 

Q.6.ll Do you think that the monitoring and evalua
tion machinery established in the Planning Commis
SIOn as.well as w1thm each State to watch the imple
~entatwn of the plans IS adequate'? If not, what 
Improvements would you suggest for ensuring 
that the Central and State funds invested in the 
development plans yield the desired results 'I 

Q.6.l2 Do ~ou think that decentralised planning 
would help m mtroducmg a spmt of "cooperative 
federalism" in our planning system, and if so would 
you brielly outline the steps which should b~ taken 
in that system to ensure proper cooperation between 
the States and the Centre at the stages of Plan prepa
ration and Plan implementation'! 

Q.6.13 Since the recommendation of the Adminis
trative Reforms Commission on constituting Plan
mug Boards m each State, many of the State Govern
ments have taken steps to strengthen their planning 
machinery. 

To what extent, in your opinion, the enhanced 
planning capabilities of States are playing an effec
tive role in plan formulation, implementation and 
review? What further improvements, if any, would 
you suggest in this di~ection '/ As State Planning 
Boards gam m expencnce, should. the National 
Plan become progressively more indicative and 
less imperative? 



Industries 

PART VII 

MISCELLANEOUS 

Q.7.1 By virLu~ of its pow.:rs unJu Entry 52. List 1, 
Parliam.!at, by makm~ the necessary dcclar.uion 
in tetmi of tl1is Entrj cna~:ted tile lildustries (Deve
lopment and Regulation) Act, 1951. The Act 
give .• powers to tne Central U0vcrum~nt to compel 
reg1strat1on of the ex.1sting industrial undertakings 
and not lO establish any nc:w industrial undertakings, 
mentioned 111 the hrst Sr.:heduk to t11e Act, eX~A;:pt 
under, aud in accordance w1tll, a licence issued 
in that benalf by tuc U;utral Government. 

The First Schedule to the Act, as originally enacted, 
includr.:d only a few industnes wllicb were of vital 
publiC 111Lerest and of aauonal importauce. liut the 
Act bas been repeatedly amended and 10 course of 
time, more an~ more inuu;tnes have been added 
to tue hrst Scucdule and the Centre nas now brought 
under lls comrol uems liKe razor b.ades, gum, match 
sticks, svaps, pamts, warnishes, we1grung ma
cllmes, s.;w111g mac111nes, hurncane lant.::rns, steel 
ruru.ture, cuuery, pr..:ssure cookers, agncultural 
implements, bicycles, lootwear, bouse-hold appli
ancc:s, nand tools, typc-wrllers, chinaware and 
pottery, oll-stov..:s, etc. 1t has been criticised that 
as a result of th1s indiscr1mmate extension of the 
brst S~.:ncdule to covc:r a very high proportion of 
industnes an terms of value of thell output, "the 
bas1c constituuoual scheme has been patently sub· 
vencd and "mdusllic:s" has been virtually trans
formed mto a Un1on subject". 

' Do you agree with this view'/ lf so can you give 
spccilic m:otanccs, if any, where this power has been 
used to the detruncnt of States' interests 7 . 

Q.7.2 ll). Should there not be laid down, in your 
opmion, some norms to deuae or dcscnbe what is 
"uauonaljpublic interest" in tile context of uational 
control over an industry, when Parliament alone 
can legislate 1 

lf your answer is i11 the allinnative, what should 
be such norms m your opmion '! 

(ii) From the present list oc' item:. in the First Schedule 
to the industries (Oevdopm.:ut and Regulation) 
Act, li.J5l, wuat items, in your opinion, can be 
deleted on the gr0uud tnat they are not really crucial 
to Ute n;lti0ll<U/PUI>Iic interest to justify control by 
the Uuion '/ 

Q.7.3 H;1ve you any suggcstion_to make for impro
ving and(or deceutrallsmg the present procedures 
for mdustnal licencmg aw.i Central clearance for 
capital-Issues, impon of capital goods and raw 
matenals and fore1gn collaboration ·r 

Q.7.4 The National Comm1ttee on Development of 
Backward Areas in its reports on "Industrial Dis
per~!", "Village and Coltage industries" and 
"industrial Orgauisauon"-bas pointed out the 
big gap in raw material supply at fair rates to the 
small sc . tor, marketing structures to ensure a non
cx.ploitative price for tile products of the small sector 
and tinaocial support tu U1c sc-:l~lr. The gap in t~hno
logy to ensure a drudgcry-ti·ee approach co the 
sector has also been empbasiscd. 
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In your opmtoG (a) have the States organised 

themselves . suilLaently to support this sector? 
lf not, in wha. time phase do you think this is possi
ble 1 (b) Wnat arc the glaring ddicieucies in the 
States' approach to l.l11s p.-oblem so far? 

Q.7.5 In the context of loans to the State Plan.> what 
comments, if any, have you to make on the working 
of the C:ntrally controlled national mdustrial 
iirl.incing instiLulions, such as, Ll<.l us trial 
Development Bank of India, Industrial finance 
Corporation of India, industrial Credtt and Invest
ment Corporation of India, Life Insurance Corpo· 
ration and Unit Trust of india? · 

Q.7.6 Locational decisions on Q11tral investments 
m the public sector are matters of crucial interest 
to the States. It is alleged that the States are not 
always taken into confidence before deciding on such 
locations, 

Is this criticism justified 'l 

Q.7.7 Criticism has been voiced that in several cases 
the Centre has either favoured or neglected individual 
States in the matter of its. direct investment in heavy 
mdustnes. Is there any JUSti1kation for such criti· 
cism? 1~· so have you any suggestions in this regard 
which mtght make such Central investment decisions 
more objective? 

Q.7.~ Are. ~ou .satisfie~ with t~e methodology adoptee 
for tdenuficattOn of mdustnally backward districts; 
areas for provision of various Central fiscal anc 
~ancial incentives for promotion of industries 
gtven the present limitations of information 1 Ti 
what extent, the various Central incentives fo1 
promotion of industries in backward areas have suc
ceeded iu your opinion 1 

Do you have any alternative suggestions, on the 
above maHers? 

Trade and Commerce 

Q.8.l .Article 307 of. the Constitution provides for 
~ppom~cnt by Parhament by law of an authority 
tor carrytng out the purposes of Articles 301 302 303 
and .30.4 which deal with the imposition of cer'tain 
restnct1ons on trade, commerce and intercourse 
aoiong States. No ruucn authority (under Article 
307) has so far been constltuted. Regulatory laws 
(tax and non-tax) imposing rc:strictions on freedom 
of trade and commerce are a perennial source of 
controversy between the Statc:s and the Centre aud 
among the States th~mselves. Do you think that in 
th~ t~tcrests of secunng better Centre-State relation· 
sh1p Ill tra~e and commerce, it is necessary to appoint 
an authortty to :-

(a) surver ~nd b~ing out periodically a report on the 
restriCtions 1mposed on intra-State and inter
State trade and commerce by different govern
ments; 

(b) recommt:~d. me~sure5 to rationalise or modify 
the restnct1ons Imposed with a view to facilita•e 
trade and commerce; and · 

(c) examin~ the .complaints from the public and the 
trade m th1s regard? 

Havo you any cornment5 to offer? Please specify 
them. 



AgricultW'e 

Q.9.l While agri~uiture, inciuding aaimal ilusb.tndty, 
forestry and ti.illl!il.:s, is in tne State List (List 11, 
Seveata S·:il~dule), th,·ougn s·:veral .Entries 
in tn! Union List and parttcutariy these in the Con
curl'eat List of tne S.:vcntn Scnedule, the Consti
tutio..t p,·ovid~~ a larg..: scoj;lc for C-:ntral i!litiative 
10 agricultUidl m.tcters. Tn.: Study team of the 
Ad:nlntstr<~.tlvc Ret'ornu Co.nmisston on Centre
State .Kelauons (1%7), W.Utle examming the scope 
of £aery 33, m tne Concurrent List, had obscrv.:d 
"'it appears to us ta.tt agncullure snould be treated 
as a State suoject and tna.t G;atral attachmcat ia the 
sCOJ:lC of tne assu.npuoa of responsibility for substan
tive activity snoutd not be permissible''. 

H ·JW far h:ts th.is pJ.;ition ciu:1c;d siu~e 1 ')6 7 '! 
To w.ut extent would you go witn tile above view 
point? 

Q .9.2 Exa,niuing the Centre-State relation:; in agri
cultural do.:vetopmeut, the National Commisston 
on Agri~ulture { 19/6) had recolll.ncnded that a long 
term pl!rspective be developed in which the "Central 
and Ceturally sponsored scnemes bemg implemented 
through the State agency ultJm.trely form part of the 
State se~tor" and tnat tb.eir number should be kept 
to a minimum. 

Would you agree with this view, and if so for 
what reasons ? Vo you have any specific suggestions 
to otfer in this respect? 

Q.9.3 The National Comlllis~ion on Agriculture 
(1976) had also suggested (i) that the States should 
be 'closely asso..:iated' with the formulation of the 
Central and Centrally sponsored sectors of the 
agncuitural plan through Joint Working Groups, 
and (ii) that tti.ere should be a continuous dialogue 
between the Central and the State Working Groups 
to ensure that adjustments effected in the pian on 
account of. resources constraints are "within the 
general acceptance of the Statl!s and their appre
ciation of pnorities of programmes and implementing 
capacity". 

To what extent do you think elll:ctive cooperation 
exists between the Centre and the States on the 
above aspects? What improvements, if any, would 
you like to suggest? 

Q.9.4. How far, and with what implications, Union 
Government's itlitiative affects the States with 
respect to (a) fixa[ion of minimum of fair prices of 
agncultural items, (b) irrigattou (including inter
State aspects), (c) provision of strategic inputs, 
includlllg crcdtt and {d) forestry policy and adminis
tration? 

1f you lind auy serious probh:ms in Ceutn:-S:at..: 
relations in these aspects, what solutions, if any, 
would you like to suggest? 

Q.9.5 Do yuu liud any problem in tile sphere o~ 
Centre-State relatiOns with re~pect to the role ot 
agricultural research (e.g., ludir.n Council for Agri
cultural Rescar~h) a11d tiuaucial institutions (e.g., 
National Bank tor A~ncultural and Rural Develop
mont) V-1A8AKV) 1 Wilat su~gestions, if any, 
would you like to give in tilil> re!>pect '? 
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hod & Chil Supplies 

Q.lO.l Do ,you thinl.. ... that the. preS~.:nt lU'l'Ul\SClllcnts 
for Centre-State consultation are consistent with U1c 
actual responsibilities of the State Government:; 
or there is scope for improving Centre-State Liaison 
in the areas or pro:.:urem..:nt, pndng, storage, move
ment and d1strioutioa of fooJJmins anu other essen
tial com:n.>Jities 'l Please give sp.:d lk suggestions. 

Q .lU.2 Do you think that the arrangements for 
administering the t:sscnti.Ll CommoJ111c~ Act and 
other regulatory Central Acts all.:cting State~· areas 
of r.:sponsibilitt.:s need to be peri0d1cally reviewed '! 
lt' so, what amUlgem..:nts would you hkc to suggest 
in this regard '? 

t::ducatiou 

(,l.ll.l Soml! St<.ttes h;.1ve e.\prc~ed thl! view that 
there is unnecessary centralisation and standardi~~a
tion in the field of education and too much of Central 
interference in the initiative nnd authurity of the 
States? How far is this criticism ju~tilied '! 

Q. l 1.2 Have you any conun:nts to make on tne ru.e 
of the University Grants Commission -(a) in exer
-cising inftuen~e over Univer,;ity education, and (b) 
in extending financial as~istauce '! 

Q.ll.3 What suggestion would you like to mukc to 
evolve a conscn~us among the States as well as bctwcuu 
the Centre and the States in the field of edueutiou 
through a pro~css or discussion, consultation anu 
persuasion '? 

Q.ll.4 Do you Jis~cm any dilliculty in tlle opcratiun 
of the Constitutional provisions under Articles 29 
and 30 which guarantee the rights of the minorities 
in regard to the es ~ablisilmcnt and munagcmcn1 
of denominational edu~atioual institutions '! If 
so, what improvements would you li i-.c sugge)t '! 

Q.li .S Call you give any other spccilic in~tauces 
of conilH:ts or issues betwc:en the Ccutre and the 
States in regard to programmes of edu.ational deve
lopment and suggesllons for resolution of th c~e 
issues 1 

luter-Guvcrcmcntal Co-urdinatiou 

Q.l2.1 In U.S.A. the Advisory Commi1oston on luter
govcrnmental Rdatious (AClR) \\a~ created by 
the Congress in 1959 to monitor the operation of 
the American Federal sy~tcm and to re~onuncnd 
imprl)vemcats. As a continuing body, the Commis 
sion approaches its work by addressing itself to 
spcciJic i~sucs anJ probkms, the resolution of w.1ich 
would produce improved cooperation among U1c 
levels of goverrunent and more eJTe~o:tive functioning 
of the federal system. 

Do you think it would be us..:ful to set up such 
an institution in v ur country which would promptly 
dc.al with many of the irritations and problems which 
arise with r.:ga :-d to Centre-State relations in India? 
If &o, pleaie elaborate as to what should be the role 

. end composition of SU(;h a body. 



SUPPLEMENTARY QUESTIONNAIRES NOS. 1 to 10 
ON DIFFERENT TOPICS ISSUED TO THOSE 

CONCERNED WITH THE SUBJECTS 
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COMMISSION ON CENTRE STATE RELATIONS 

Supplementary Questionnaire No.1 

(FOR CENTRAL GOVT.) 

I. A study conducted by the IIPA in February 1984 
on 'Small Scale Sector & Big Business' has pointed 
out that the reservations of certain categories of 
in.dustries have been circumvented by large indus
tn!ll houses. Do you agree with this conclusion? 
Will. ~ou ~lease enumerate the legislative and 
admmistratJve arrangements for preventing entry 
of big business houses in the reserved areas ? 

2. Kindly give a brief note indicating the number 
of units in the Small Sector which have come up 
during the last five years and the investment invol
ved in the reserved area and one non-reserved area. 

3. What are the present arrangements for consulta
tion with the State Governments for augmenting the 
schedules under the IDRA Act? Have you received 
any communication from any State Government 
pointing out the ne~d .for i~proving the arrange
ments and for penodic review ? Do you think 
there is such a need ? 

4. One of the complaints frequently made in the field 
of industries is that of excessive centralisation and 
inordinate delay in clearance of cases. Please 
comment ? Can you broadly indicate in what 
proportion of cases the clearance is delayed due to 
various reasons including the procedure. Please 
give details of a few cases. 

5. It has been reported in the press that a few State 
Governments are trying to circumvent the policy on 
MR TP by entering into joint ventures with the 
large/big business houses etc. in certain spheres. 
To what extent this is true and what are the impli
cations of such practices ? 

Supplementary Questionnaire No. :Z 

(FOR S'PATE GOVTS.) 

Industry 

I. The First Schedule to the Industrial Development 
and Regulation Act enables the Union Government 
'to take under its control' the industries specified 
therein particularly the larger units. There is a 
viewpoint that this arrangement is ~essential for 
effecting desired regulation over the 'setting up or 
expansion of such industries. On the other hand 
views have been expressed to the effect that regula: 
tion of industries in its different aspects should be 
done by evolving separate arrangements. 

What is your opinion on the above view point ? 
What concrete arrangements would you suggest 
for regulation of industries, if different from the 
present system-.? 

4-288187 
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2. One of the objectives of industrial regulation is to 
reserve certain categories of industries for the Small 
Scale Sector. It is held by many that this requires 
uniform legislation covering the entire country for 
which a centralised legislation is desirable. The 
alternative to this could be that each State Govern
ment separately legislates on the subject but it may 
lead to variations in the list of industries and the 
qualifying amount from State to State. 

Which of the above two approaches would 
you favour and for what reasons ? If you have 
any other alternative to suggest, please specify. 

3. What is the role of the State Governments in pro
moting the growth of Small and Medium Industries? 
Do you think there is scope for an expanded role 
for the States ? If so, please indicate how this can 
be achieved ? 

4. Do you agree that the reservation of some of the 
listed items in Schedule I for Small Scale Sectors 
is in conformity with your State Government's 
Policies to promote the growth of Small Scale 
Sectors ? Do you feel any of the items reserved 
for Small Scale Sector should be removed from the 
List ? If so why ? 

5. Some experts have commented that the Centre has 
virtually converted 'industries' which is 'essentially 
a State subject' into a Central subject by virtue of 
entry 52 of List-1. Do you agree with this view ? 
If so would you kindly specify the area of encroach· 
ment(s) alongwith the legislation and relevant 
sections in the legislation causing the encroach· 
ment ? 

1), Do you agree with the industrial policy resolutions 
announced from time to time ? What according 
to you would be the best way of drawing a balance 
between a uniform national policy and adequate 
power of the State in accordance with the interest 
of the Constitution ? 

'1, A view has been expressed that although industries 
is a· State subject, in formulating industrial policy, 
adequate consultations between the Centre and 
the States do not take place. To what extent do 
you agree with this view-point ? Do you have any 
suggestion to improve the present system ? 

8. Do the provisions and working of the Monopoli~s 
and Restrictive Trade Practices (MRTP) Act 1n 
any way affect the industrial development of the 
States ? If so, please specify in what manner, 
would you like to suggest any improvement in this 
regard 7 

Supplementry Questionnaire No. 3 · 

INTER-STATE RWER WATER DISPUTES 

1. Whether bodies like Damodar Valley Corporation 
(DVC) Bhakra-Beas Management Board (BBMB), 
set up 'under specific Acts are an effective way of 



management of inter-state river water and river 
nlleys ? If so, whether the Central Government, 
(Ministry of Irrigation and Power) have any 
plan to use the provisions of the River Boards 
Act. 1956 ? 

2. There has been adverse criticism about the inor
dinate delay in referring the Inter-State River 
Water disputes to the Tribunal under Section 4 
of the Inter-State River Water Disputes Act. The 
Study Team of the Administrative Reforms Com
mission on Centre-State Relations has, therefore, 
suggested that there should be a mandatory time
limit within which, after an application under 
Section-3 is received from a State Government, 
the dispute must be referred to a Tribunal by the 
Central Government. It has been suggested 
that this should be incorporated in the Inter-State 
River Water Disputes Act, 1956 by an amendment 
thereof. What are your views in this respect ? 

3. It has been suggested that the Tribunal's awards 
should by law be required to be given within a period 
of 3 years. This also will require an amendment 
of the River Water Disputes Act. What are your 
views in this respect ? 

4. It has been suggested that Section II may be 
amended to enable the aggrieved State or States to 
approach the Supreme Court for the enforcement 
of the duty enjoined on the Central Government 
to constitute the Tribunal and refer the dispute 
to it. in case no tribunal is set up within the man
datory time-limit suggested in Q. 2. What are 
your views in regard to this suggestion ? 

5. One of the difficulties in the expeditious disposal 
of Inter-State River Water disputes by the Tri
bunal may be the lack of availability of data, or, 
delay in supply of the data by the State Govern
ments. It bas been, therefore, suggested by some 
experts that if the State Governments do not pro
vide necessary data in time, the Tribunal may 
proceed to give its award on best-judgement basis 
making use of the existing data before it. This 
will require building up of necessay data base in 
resoect of the existing Inter-State Rivers and river 
valleys. At present, Central Water Commission 
bas some arrangements to collect data of the waters 
of such Inter-State ··ivers and river valleys. Insti
tutional arrangements should be strengthened to 
collect this data from the major rivers and to ensure 
their regular review and up-dating : 

(a) What are the present arrangements for collec
tion of data in this respect ? 

(b) Does the Central Water Commission have its 
own arrangements for such data collection or 
do they rely on data supplied by the State 
Government ? 

(c) Is any separate institutional arrangement is 
necessary for this purpose ? 

6. Have you any improvements to suggest in the exis
ting arran!!ements between the Union and the States, 
which would ensure not only equitable distribution 
of river waters between the States concerned but 
also their optimum use for the wider national 
interest ? 

Supplementary Questionnaire No. 4 

QUESTIONNAIRE ON A GOVEPNOR'S DISCRE
TIONARY POWERS UNDER ARTICLES 

163 & 200 

/-Statement of Broad Issues 

This Questionnaire seeks to elicit views on the dis
cretionary powers of the Governor under Article 
163 of the Constitution and in particular on his 
discretion in reserving Bills for the consideration of 
the President under Article 200. 

2. The discretionary power of the Governor to 
reserve Bills passed by the State Legislature for the 
consideration of the President, and the extent and 
manner of the exercise of that discretion have been 
questioned. Delays sometimes occur at the level of 
the Government of India in conveying President's 
assent or withholding of assent to Bills so reserved. 
The broad issues therefore are :-

(i) the scope of a Governor's discretionary power 
under Article 163; 

(ii) the scope of the discretionary power of a Gover
nor to reserve a Bill under Article 200 for the 
consideration of the President ; 

(iii) the principles/norms/considerations that should 
govern the exercise of discretionary power 
particularly in reserving Bills for President's 
consideration; and 

(iv) the advisability of prescribing time-limit within 
which a Governor and the President should 
take one of the other steps specified in Articles 
200 and 201 respectively. 

3. In the following paragraphs an attempt has 
been made to give a brief description of how articles 
163 and 200 came to be adopted by the Constituent 
Assembly and background information on these and 
other Articles of the Constitution which have been 
taken into account while framing the Questions. 

II-Background 

4. Views of Constitution framers Art. 163.-When 
Clause 143 of the Draft Constitution (as Article 163 
then was) was under discussion in the Constituent 
Assembly, Shri H.V. Kamath moved an amendment 
for deletion from this Article the words "except in 
so far as he is by or under this Constitution required 
to exercise his function, or any of them in his discre
tion". and consequent deletion of sub-clause (ii), 
(which corresponds to clause (2) of the present 
Article giving a definitive power to the Governor 
to decide the question, if any raised, whether any 
matter is or is not one as respects which he is by or 
under the Constitution required to act in his discre
tion). 

5. The proposed amendment was vigorously suppor
ted by Dr. H.N. Kunzru, ~rof. ~h.ibban La! Saksena! 
Shri H.V. Pataskar and Shn Rohmt Kumar Chaudhun. 
The focal point of their criticism was that the wide 
phraseology in which Clause ·143 was couched, gave 
the Governor a general power to choose in his dis
cretion, whether or not in the pe~formance of any 
of his functions he had to solicit, abtde by or overrule 
the advice of his Council of Ministers. [vide extracts 
in Appendix A (i)]. 



6. In concurrence with Shri T.T. Krishnamachari 
and Shri Alladi Krishnaswami (who opposed the 
amendment) Dr. Ambedkar tried to dispel the 
apprehensions of Dr. Kunzru and others by giving 
this interpretation about the use and scope of 
Clause 143 : "This Clause is a very limited clause, 
it says except in so far as he is by or under this Cons
titution. Therefore, article 143 will have to be read 
in conjunction with such other articles which speci
fically reserve the power to the Governor. It is 
not a general clause giving the Governor power to 
disregard the advice of his Ministers in any matter 
in which he finds he ought to disregard (emphasis 
added). [For fuller extracts, see Appendix A (ii)]. 

7. Present position-Discretion of Governors.-What
ever might have been the views of the fral!lers of the 
Constitution, it would appear from a plam readmg 
of Article 163 that clauses (I) and (2) of the Article 
confer on the Governor the general power to exercise 
discretion in respect of any of the functions entrusted 
to him by the Constitution. The expression "by or 
under the Constitution" in clause (I) can be taken as 
covering all situations in which t~e power to exerc~se 
discretion is either expressly mentiOned or necessanly 
implied in the relevant Articles. Further, a decision 
of the Governor to act in his discretion in a particular 
situation is protected from being questioned by any 
court or other authority by clause (2). 

8. In practice, situations have arisen . and will 
arise in which a Governor may necessanly have to 
exercise his discretion even though there may be no 
express provision to that effect in the relevant Articles. 
Thus there may be no Council of Ministers duly 
respo'nsible to the Legislative Assembly ~o. advise him; 
or, the advice given by the Counctl o~ M1rus~rs c_annot 
be reconciled with the course of act10n which~ m _the 
opinion of the Governor, should be adopted m v1ew 
of his responsibility either to. th~ Ce!ltre und~r ~e 
Constitution or to the Const1tut10n 1tself which m 
accordance with his oath of office he is required to 
preserve, protect and defend. 

The following are some examples : 

(a) appointment of a Chief Minister [Article 
164(1)] when no single party has a clear 
majority; 

Cb) dissolution of the Legislative Assembly [174 
(2) (b)] when no stable Ministry can be formed; 

(c) reserving a State Bill for the consideration 
of the President (Article 200); and 

(d) reporting to the President ~hat th~ Government 
of a State cannot be earned on m accordance 
with the provisions of the Constitution [Article 
356(1)]. 

9. Art. 200--The substantive pa~ of Article 200, 
whenitwasconsidered by the Constituent Assembly, 
carried the same wording as .it does now .. 1The 
Draft Article had only one Proviso cor_responding to 
the First Proviso to the present Article 200. It 
empowered the Governor on a Bill being presented 
to him for assent, to return it in lzis di~creti~n with a 
message to the Assembly for recons1derat1<?n· . Dr. 
B.R. Ambedkar moved an amendm~nt subsl.!~utmg a 
new proviso (viz. the present FlfSt Prov1so to 
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Article 200) in which inter alia the words "in his 
discretion" did not find a place. This was done 
in pursuance of a decision taken by the Special 
Committee of the Constituent Assembly to remove 
all references to discretionary powers of the Governor 
from the Draft Constitution. Dr. Ambedkar ex
plained that in a responsible Government there could 
be no room for a Governor to act in his discretion. 
The amendment was adopted. The provisions of 
Article 163 were apparently lost sight of. 

10. The Second Proviso to Article 200 owes its 
origin to Schedule IV of tl1e Draft Constitution which 
contained Instruments of Instructions for the Gover
nor. The Constituent Assembly deleted the Sche
dule but retained the provision which required the 
Governor to reserve a Bill for the consideration of 
the President, if in his opinion the Bill would have 
the effect of endangering the position of the High 
Court. The rationale for this was that it was essential 
to give this power to the President (of halting such 
legislation) in order to maintain an important institu
tion like the High Court. 

11. Assent to Bills.-When a Bill passed by the State 
Legislature is presented to the Governor, Article 
200 gives him the following alternatives :-

(i) Assent to the Bill; 
(ii) Withhold assent. from the Bill; 
(iii) Return the Bill, if it Is not a Money Bill to the 

Legislature for reconsideration alongwith a 
message ; 

(iv) Reserve the Bill for the consideration of the 
President. 

12. Distribution of Legislative powers.-The alterna
tive in Article 200 of reserving a Bill for the considera
tion of the President if that Bill is on a State List 
subject, has to be viewed in the context of the confer
ment of Legislative powers by Article 245 and their 
distribution between the Union and the States under 
Article 246 and Seventh Schedule. Article 246(3) 
gives exclusive power to th~ State Legisla~ure to m_ak.e 
laws in respect of matters m the State L1st. This IS 

subject to :-
Ci) the rule (a} that in case of an irreCO!J-Cilable 

conflict and overla_pping between U won and 
State powers, the Union power as enumerated 
in List-1 shall, to the extent of the conflict, 
prevail over the State powers enumerated in 
Lists II and lil ; (b) that in the Concurrent 
sphere in the event of repugnancy between 
a State Law and a law made by Parliament, 
the latter shall, to the extent of the repugnancy, 
prevail, 

(ii} the limitations in other provisions of the Cons
titution e. g. Arts. 249, 250, 252, 253, 353, 357 
etc. 

13. Bills to be reserved for President's consideration:
Bills on States List subjects fall into three categones 
viz.-

(i) Bills which must be reserved for President's 
consideration viz. those-
( a) containing provisions which would so 

dcro~:ate from the powers of the Hiah 



Court as to endanger the position which 
that court is by the Constitution designed 
to fill (Second Proviso to Article 200); 

(b) relating to taxation in respect of water or 
electricity stored, generated, consumed, 
distributed or sold by an inter-State 
river or river-Valley authority established 
by Parliament by law [Article 288(2)]; 
and 

(c) being Money Bills and Finance Bills in 
respect of which directions have been given 
during a financial emergency in terms of 
Article 360 (4) (a) (ii). 

(ii) Bills which may be reserved for President's 
consideration and assent to immunise them 
against challenge on the ground of Article 
14 or Article 19 or to otherwise ensure their 
constitutional validity viz. those 

(a} providing for acquisition of estates etc. 
(First Proviso to Article 31 A); 

(b) giving effect to Directive Principle of 
State Policy (proviso to Article 31 C); 
and 
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(c) legislation imposing restrictions on trade 
and commerce and intercourse among 
States, when the necessary previous 
sanction of the President was not obtained. 
(Proviso to Article 304(b) read with 
Article 255). 

(iii} Bills other than those failing under (i) and 
(ii} above e.g. under Article 254(2). 

14. Responsibilities of a Governor.-The Governor 
is the Constitutional head of the State. But it may 
not be possible for him to follow invariably, as the 
President is required to do under Article 74, the con· 
vention in a parliamentary system of government of 
acting only on the advice of his Council of Ministers 
As explained in paras 7 & 8 above, he may be required 
to exercise certain functions in his discretion. 

15. The need for over-rulling the advice of his 
Council of Ministers arises mainly because of the 
Governors responsibility as Head of State and res
ponsibility to the President and to the Constitution. 
Thus under Article 356, he has to report to the Presi
dent if a situation arises in which the Government of 
the States cannot be carried on in accordance with 
the provisions of the Constitution. Certain Govern
ors have special responsibilities vide Articles 371, 
371A, 371C, and 371 F. The oath or affirmation of 
the Governor under Article 159 which requires him 
~ preserve! protect and defeJ?-d . the . Constit?~on 
provides him an overall gUldeline m dectdmg 
whether or not to act in his discretion in a parti
cular situation. 

III-Questionnaire 

1. (i) Keeping in mind the above background viz., 
all that was said in the Constituent Assembly in regard 
to the deletion or retention of the mention of the dis
cretionary power in Article 163. Can this language of 
the Article, in your opinion, reasonably be construed 

as vesting the Governor with discretionary power of 
a general nature to be exercised in respect of any 
one or more of the functions assigned to him under 
the Constitution ? Does the expression "by or under 
the Constitution" in clause (l) read with clause (2) 
of the Article lend itself to this interpretation '/ 

(ii) Does the explanation-cum-interpretation, 
as to the above scope of clause (I) of Article 163 
given by the Constitution-makers (S/Shri B. R. 
Ambedkar, T.T. Krishnamachari and A. K. Ayyar) 
hold good ? In other words, is the scope of the phrase 
"by or under the Constitution" in this Article, limited 
to those functions of the Governor in the performance 
of which he is specifically required by any provision 
of the Constitution to act in his discretion ? 

(iii) If you agree with the aforesaid interpretation 
expounded by the Constitution-makers, could you 
identify .such provisions which specifically reserve 
discretionary power to the Governor and read in 
conjunction with Article 163, have the effect of limi
ting its scope ? 

(iv) Will the phrase "by or under this Constitution", 
occurring twice in Article 163, referentially take in 
those provisions of the Constitution also, which not 
expressly but by necessary implication require the 
Governor to discharge his functions or any of them 
in his discretion ? If so, could you identify those 
provisions ? 

(v) If you agree with the suggsetion posed in the 
preceding question, would you include among others, 
the following constitutional provisions, as requiring 
the Governor, by necessary implication to exercise his 
functions or any of them in his discretion normally 
or in extraordinary situation ? 

(a) Article 164 under which the Governor is vested 
with the power to appoint the Chief Minister 
and dismiss the Ministers as they "held office 
'It the pleasure of the Governor". 

(b) Article 167 which gives the Governor the right 
to be informed of all dicisions of the Council 
of Ministers relating to administration and all 
proposals for legislation, to call for informa
tion relating _to administration and legislation, 
and to reqUlre that any matter on which a 
decision has been taken by a Minister alone 
should be submitted for the consideration of 
the Council of Ministers. 

(c) Article 174 which gives the Governor the power 
to summon, prorogue the House or Houses 
of Legislature of the State and to dissolve its 
Legislative Assembly. · 

(d) Article 175-Right of Governor to address 
and send messages to the House. 

(e) Article 200 which gives the Governor the power 
to assent to a Bill, withhold assent therefrom 
or return it for reconsideration, or reserve it 
for the consideration of the President. -

(f) Articles 355 and 356 (I) read together-givia'g 
the Governor the power to report to the 
President i.e. the Union Government as to 

_ ~het~er or n<;>t the ~ovemment of bhe State 
1s bemg earned on IU accordance with. the 
Constitution. · 



(vi) If a Ministry resigns and declines · to· stay in 
office till another is formed or till President's rule is 
proclaimed, is the Governor empowered under Article 
163(2) to decide that the various executive functions 
will be exercised by him in his discretion witinhout 
the advice of a Ministry 'l 

2. (i) On the assumption that you agree with the 
suggestion posed in Q.l (iv), is it not desirable in 
your opinion to circumscribe that discretionary 
power which he may claim by implication on his 
own decision under Article 163 read with other 
relevant Articles of the Constitution ? If so, in what 
manner ? Should it be done by making the necessary 
changes in Article 163 orjand other relevant provisions 
of the Constitution so that little is left to the Governor 
to imply, assume and decide 'that he would exercise 
any of his functions, under the ConstitutiOn m h1s 
discretion ? 

OR 
(ii) Would you like merely to regulate _such dis

cretionary power of the Governor by laymg down 
broad principle~ ? If so, in what manner ? Should 
it be done by mcorporatmg those pnnc1ples m the 
Constitution itself, or in any instrument issued under 
the authority of the Constitution ? 

(iii) A Governor's oath of office under Article 
159 binds him to "preserve, protect and defend the 
Constitution and the law". Does this Article read 
with Article 163 allow a Governor to exercise his 
discretion in any matter wher~ the advice ~f _his 
Ministry appears to him to go agamst the ConstitutiOn 
or the law 'I 

3. (i) Whether under Article 163 read with A_rticle 
200 in choosing one of the alternatives aVailable 
the:eunder when a Bill is presented to him for assent, 
the Governor has (without or against the advice of the 
Council of Ministers) _any discretionary power to re
serve it for consideration of the Pres1dent 'I 

(ii) Can the discretion of the Governor, if any, 
to reserve a Bill under Article 200 for the considera
tion of the President he spelled out from the re_spon
sibility cast on him directly or by necessary impli
cation by or under ~rllclc? 159! 355 ~nd 35~, the cons
titutionality of wh1ch, m his opm10n, 1s -

(a) merely doubtful or debatable ; or 

(b) patent on the face of it; or 

(c) which is manifestly against the National interest 
or harmful to the unity and integrity of the 
country as a whole ? 

The views expressed by some experts on this point 
are summarised in Appendix 'B'. 

(iii) If the answer to the. prec_eding question (i) 
be in the positive, is such d1scret10n untrammelled? 
If not, what principles/ norms/ considerations should 
govern the exercise . of this d1scret10nary power, 
particularly in reservmg B1lls passed by the State 
Legislature for President's consideration ? 

(iv) Will it be expedient to specify such principles/ 
norms/considerations in or in any m_strument 1ssued 
under the authority of the Constitution ? 

(v) Whether any time-limit be specified in Articles 
200 and 201 within which the Governor and the Pre
sident shall exercise their respective powers, failing 
which the Bill shall be deemed to have been usscrted 
to ? lf so, what those limits should be 1 

(vi) When a State Bill is returned by the President 
through the Governor for reconsideration as provided 
in the Proviso to Article 201, and the Bill, after it is 
passed by the Legislature with or without amendment, 
is again presented to the President for his considera
tion, should it not be laid down (on the analogy of 
the First Provision to Article 200) that the President 
shall not withhold assent ? 

4. (i) When State Bills referred to in Article 31A 
or 31C are reserved for the consideration of the 
President and receive his assent, they cannot be 
challenged on the ground that they contravene Article 
14 or 19. It may happen that the State Council of 
Ministers from the opinion that it is not necessary for 
the Bill to seek immunity from challenge on the 
ground of' Article 14 or 19 and advise accordingly 
the Governor to accord his assent thereto and not 
reserve it for the consideration of the President. 
Should the Governor in such a situation, after over
ruling the advice of the Council of Ministers, reserve 
the same in the exercise of his descretion for the 
consideration of the President ? 

(ii) If a Bill passed by the Legislature of a Stale 
relating to trade, commerce and intercourse amongst 
States is presented to the Governor for assent on the 
advice of the Council of Ministers would the Governor 
be justified in the exercise of his discretion to with
hold his assent and reserve it for the consideration 
of the President on the ground that the previous 
sanction of the President was necessary for its intro
duction in the State Legislature under the Proviso to 
Article 304 (I) ? 

(iii) A Bill which has received the sanction of the 
President in terms of the Proviso to Article 304(b) 
is passed by the State Legislature with amendments 
which, in the Governor's view, place restrictions on 
the freedom of trade, commerce and intercourse 
which cannot be considered as reasonable in the public 
interest. Can the Governor in the exercise of his 
discretion reserve such a Bill for the consideration 
of the President ? 

(iv) If the in-built policy of a State Bill passed by 
the State Legislature with respect to any of the matters 
in the State List (List 1/) is at variance with the policy 
laid down in a Union law, should the Governor 
reserve such a Bill in the exercise of his discretion 
for the consideration of the President on the ground 
that, in his opinion, it appears to infringe the policy 
of the law made by Parliament ? 

(v) If in the above case, the Policy of the Union 
is not incorporated in any Union Law but is being 
pursued in implementation of an executive order 
of the Central Government, will it be proper for the 
Governor to reserve such a State Bill [relating to a 
matter in List IIJ in the exercise of his discretion 
for the consideration of the President on the ground 
that, in his opinion, it is at variance with the Union 
Policy 7 



(vi) In view of Article 254, will it be proper for the 
Governor to reserve a Bill passed by the State Legis
lature for the consideration of the President merely 
because, in his opinion, it is repugnant to or may be 
in conflict with an existing Central Law or a Bill 
pending for legislation before Parliament ? 

(vii) Assuming that the Governor has a discretion 
in reserving Bills for the consideration of the President, 
is he competent under the Constitution to reserve 
indiscriminately all State Bills for the consideration 
of the President merely on the ground that they relate 
to matters mentioned in the Concurrent List (List III)? 

(viii) If a Bill on a State List subject is reserved by 
the Governor for the consideration of the President 
on the ground that it infringes some provision of the 
Constitution or some Central statute or some policy 
laid down in a Union statute, will it be proper for the 
President to require the State Government to make 
modifications in the Bill which would require a sub
stantial change in the Policy underlying the State 
Bill ? In such a case, will the entire procedure of 
reserving such a Bill for the considera~on of the 
President and the President's assent to the Bill being 
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made conditional on certain Policy changes being 
made by the State Government amount to an encroach
ment by the Union on the field of legislation set apart 
by the Constitution for the State ? 

5. (i) When a State Bill is reserved by the Governor 
for the consideration of the President on the ground 
that it infringes some provision of the Constitution 
or that in the opinion of the Governor so derogates 
from the powers of the High Court as to endanger 
its position, is the Union Executive the appropriate 
authority to decide on the nature and extent of repu
gnancy or unconstitutionality of the Bill ? 

(ii) For the above purpose, should the Union 
Council of Ministers advise the President to refer 
the Bill to the Supreme Court under Article 143 and 
act in accordance with such opinion as that Court 
may give ? 

(iii) Should the Union Executive or the Supreme 
Court, as the case may be, examine the entire Bill 
on only those provisions of the Bill which are in 
question ? 



APPENDJX·A(i) 

Sbri H. V. Kamath's amendment In wostltueot Assembly to draft Article 143 -~Extract or speeches or Sbrl Kamath 
and other Memhen "ho sopported the amendmtnt 

SHRI H. V. KAMATH (C.P. & Berar: General): Mr. Presi
dent, Sir, I mave : "That in clause (I) of article 143, the words 
'except in sa far as he is by or under this Constitutian required 
to exercise his functians or any of them in this discretion' be 
deleted.". 

If this amendment were accepted by the House, this clause 
or article 143 wauld read thus :-

"There shall be a Cauncil of Ministers with the Chief Minister 
at the head to aid and advice the President in the exercise 
of his functions.'' 

Sir, it appears from a reading of this clause that the Govern
ment of India Act of 1935 has been copied mare <>r less blindly 
withaut mature consideration. There is no strong or valid 
reason for giving the Governar more authority either in his 
discr¢tio_t or othxwise vis-a-vis his ministers, than has been 
given to the President in relatian to his ministers. If we turn to 
article 61(1), we find it reads as follaws :-

There shall be a Cauncil af Ministers with the Chief Minister 
at the head t<> aid and advise the Gavernor in the exercise af 
his functions." 

When yau, Sir, raised a very impartant issue, the ather day, 
Dr. A:nb~dkar clarified this clause by saying that the President 
is baund ta accopt the advice af his ministers in the exercise 
af all af his ministers in the exercise af all af his functians. But 
here article 143 vests certain discretianary pawers in the Gaver
nar, and t<> me it seems that even as it was, it was bad enaugh, 
but naw after having amended article 131 regarding electian af 
the Gavernar and accepted naminated Governar, it wauld be 
wrang in principle and cantrary t<> the tenets and principles 
af canstitutianal Gavernment, which yau are gaing ta build up 
in this cauntry. It wauld be wrang I say, ta invest a Gavernar 
with these additianal pawers, namely, discretianary pawers. 
I feel that n<> departure fram the principles af canstitutianal 
Gavernment shauld be favaured except far rea.ans af emergency 
and these discretianary pawers must be dane away with. I hape 
this amendment af mine will cammend itself t<> the Hause. I 
move, Sir. 

PANDIT HIRDAY NATH KUNZRU: (United Pravin
ces :General) : Mr. Presidnet, I shauld like t<> ask Dr. Ambedkar 
whether it is necessary to retain after the wards • 'that the Gaver
nar will be aided and advised by his Ministers" the wards 
• •exoept in regard ta aertain matters in respect af which he is t<> 
exercise his discretian". Suppasing these words, which are 
reminiscent af the aid Gavernment of India Act and the old 
order, are omitted, what harm will be done ? The functions 
of the Ministers legally will be only to aid and advise the Govern
nor. The article in which these words occur does not Jay down 
that the Gavenar shall be guided by the advice of his mini
sters but it is expected that in accordance with the Constitutional 
practice prevailing in all countries where responsible Govern
ment exists the Governor will in all matters accept the advice 
of his Ministers. This does not however mean that where the 
Statute clearly lays down that action in regard to opecified 
matters may be taken by him on his own authority this article 
143 will stand in his way. 

My friend Mr. T.T. Krishnamachari said that as article 188 
of the Constitution empowered the Gavernor to disregard the 
advice of his Ministers and to take the administration of the 
province into his own hands, it was necessary that these words 
should be retained, i.e. the, discretionary pawer of the Governor 
should be retained. If however, he assured us, section 188 was 
deleted later the working of article 143 could be reconsidered. 
I fully undei-stand this position and appreciate it, but I should 
like the words that have been abjected ta by my Fnend Mr. 
Karnath t<> be deleted, Ida nat persanally think that any harm 
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will be dane if they are not retained and we can then cansider 
nat merely article 188 but als<> article 175 an their merits; but 
in spite af the assurance af Mr. Krishnamachari the retentian 
afthe wards abjected ta does psychalogically create the impres
stan that the Hause is being asked by the Drafting Cammittee 
ta cammit itself in a way t<> a principle that it might be faund 
undesirable ta accept later an. I shall say nathing with regard 
I<> the merits af article 188. I have already briefly expressed 
my awn views regarding it and shall have an appartunity of 
discussing it fully later when that article is cansidered by the 
Hause. But why shauld we, ta begin with, use a phrasealogy 
that is an unpleasant reminder af the aid order and that makes 
us feel that thaugh it may be passible later ta reverse any deci
sion that the Hause may came ta naw, it may far all practic'l 
purpases be regarded as an accamplished fact ? I think, Sir, 
far these reasans that it will be better to accept the amendment 
of my hanaurable Friend Mr. Kamath, and then to discuss 
articles 175 and 188 an their merits. 

I shauld like ta say ane word more befare I close. If article 
143 is passed in its present farm, it may give rise to misappre
hensians of the kind that my hanaurable Friend Dr. Deshmukh 
seemed ta be 1abauring under when he asked that a pravision 
shauld be inserted entitling the Gavernor I<> preside over the 
meetings af the Cauncil of Ministers. The Draft Canstitutian 
daes nat pravide far this and I think wisely does nat pravide 
far this. It wau1d be cantrary ta the traditions af respansible 
gavernment as they have been established in Great Brit· in and 
the British Dominians, that the Gavemar or the Gavenror· 
General shauld, as a matter af right, preside aver the meetings 
af his cabinet. All that the Draft Canstitution does is to lay 
an the Chief Minister the duty af informing the Gavemor of 
the decisians came Ia by the Cauncil of Ministers in regard 
t<> administrative matters and the legislative pragramme af the 
Gavernment. In spite af this, we see that the article 143, as it 
is warded, has created a misunderstanding in the mind of a 
member like Dr. Deshmukh wha takes pains ta fallow every 
article af the Canstitutian with care. This is an additianal 
reason why the discretianary power af the Gavemor should 
nat be referred ta in article 143. The speech af my Friend Mr. 
Krishnamachari daes nat hold out the hope that the sug~est ion 
that I have made has any chance af being accepted. Nevertheless, 
I feel it my duty ta sav that the caurse prapased by Mr. Kamath 
is better than what the Drafting Sub-Committee seem ta ap
prave. 

PROF. SHIBBAN LAL SAKSENA (United Provinces : 
General) : Mr. President, Sir, I reard Very carefully the 
speech af my honourable Friend, Mr. Krishnam•chari, and 
his arguments far the retention of the words which Mr. Kamath 
wants to omit. If the Governor we .. e :-n elected Governor, 
I cauld have understoad that he should have these discretionary 
powers. But now we are having noninated Governors who will 
functian during the pleasure af the President. and I do not think 
such persons shauld be given the pawers which are contemplated 
in section 188. 

Then, if article 188 is yet to be discuS'ed and it may well be 
rejected-then it is not proper to give these powers in this article 
before hand. If article 188 is passed, then we may reconsider 
this article and add this clause if it is necessary. We must not 
anticipate that we shall pass article 188, after all that has been 
said in the Hause about the pawers of the Governor. 

These words are a reminder of the humiliating past. I am 
afraid that if these words are retained, some Governor may try 
ta imitate the Govemars of the past and quote them as pre
cedents, that this is haw the Govem<>r on such and such an 
occasion acted in his discretion. I think in our Canstitution as 
we are now framinr. it, these powers of 1he Governors are C"Ut 
af place; and no less a persan than the Hanourat>le Pandit 
Gavind Ballabh Pant had given notice of the amendment which 
Mr. Kamath has moved. I think the wisdom of Pandit Pant 
should toe suffident guarante~ that this arrendment he acceped, 



It is just possible that article 188 may not be passed by this 
House. If there is an emergency, the Premier of the province 
hirruoelf will come forward to request the Governor that an emer
gency should be d~lared, and the aid of the Centre should 
be ,,btained to meet the emergency. Why should the Governor 
d«:lare an emergency over the head of the Premier of the Pro
vinoe? We should see that the premier and the Governor 
of a Provin.::e are not at logger heads on such an occasion. A 
siutation slwuld not be allowed to arise when the Premier says 
that he must carry on the Government. and yet the Governor 
d~lares an emergency over his head and inspite of his protesta
tions. This will make the Premier absolutely important. I 
think a mischievous Governor may even try to create such 
a situation if he so decides, or if the President wants him to do 
so in a province when a party opposite to that in power at 
the Centre is in power. I think article 188, even if it is to be 
re!ained should he so modified that the emergency should 
be declared by the Governor on the advice of the Premier of 
the Province. I suggest to Dr. Ambedkar that these words 
should not find a place in this article, and as consequential 
amendment, sub-section (ii) of this article should also be deleted. 

SHRI H. V. KAMATH : Sir, on a p~int of clarification, 
Sir, may I know why it is that though emergency powers have 
been conferred on the President by the Constitution no less 
than on Governors, perh<tps more so, discretionary powers as 
such have not been vested in the President but only in Governors? 

SHRI H. V. PATA'>Ko\R (Bo-nbw 'General): Sir, article 
143 is perfectly clear. With regud to tho amondment of my 
honourable Friend Mr. K~'ll~th ~rious points were raised 
whether the Governor is to be merely a fi.=·head, whether he 
is to be a constiturional head only or whether he is to have 
discretionary powers. To mv mind the question should be 
looked at from an entirely different point of view. Article 143 
merely relates to the functions of the ministers. It does not primari
ly relate to the powers and functions of a Governor. It only 
says : 

"There shall be a Council of Ministers with the Chief Minister 
at the head to aid an advise th• G~vernor in the exercise of his· 
functions.'' 

Granting that we stop there. is it likely that any compliC'l
tions will arise or th~t it will interfere with the discretionary 
powers which are proposed to be given to the Governor ? 
In my view article 188 is prob'lblv necessary and I do not mean 
to suggest for a moment that the Governor's powers to act in an 
emergency which powers are given under article 188, should 
not there. Mv poi'lt is this, whether if this provision, viz .. 
"except in so far as he is by or under this Constitution required 
to excercise his functions or any of them in this discretion is not 
there, is it going to affect the powers that are going to be given 
to him to act in this discretion under article 188 ?I have carefully 
listened to my honourable Friend and resnecte~ c~nstitutional 
lawyer Mr. Alladi Krishnaswami Ayyar. but I wa• not able to 
follow why a orovision like this is nece-sary. He said that ins•ead 
later on, while considering article 188, we mi~tht have to say 
'Notwithstanding anvthing contained in article 143". In the 
first place to mv mind it is not necessary. In the next place. even 
granting that it becomes necessary at a later stage to make 
provision in article 188 by saying "Notwithstanding anything 
contained in article 143", it looks so obnoxious to keep these 
wo•des here and they are likely to enable certain people to 
create a sort of unnecessarv and unwarranted prejudice against 
certain people. Article ldJ primarily relates to the functions 
of the m'nisters. Why is it necessary at this sta~e to remind 
the mi.nisters of the powers of the Governor and his functions, 
by telling them that they shall not give any aid or any advice 
in so for as he. the Governor is required to act in his discretion? 
This is an article which is intended to define the powers and 
functions of the Chief Minister. At that point to suggest this, 
looks like lacking in courtsey and politenes•. Therefore. I 
think the question should be considered in that way. The 
question is not whether we are J!'Oing to gtve discretionary 
powers to the Governor or not. The Question is not whether 
he is to be mPTely a fillurehead or Otherwise. These arP- questions 
to be debated at their pr<'per time and plaCP.. When we 
are CM<iderin~ article 143 which define< the functions of the 
Chief Minister it looks so awkward and unnecessary to say in 
the same article"except in so fM as he is by or under this Con
stitution required to exercise his functions or any of them in 
his discretion." Though I entirely ~gree that artie]~ 188 is 
absolutely necessary I suggest that in this article i4~ these 
words are entirely unnecessary and should not be there. Looked 
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at from a practical point of view this provision is misplaced 
and it is not courteous, nor polite nor justified nor relevant. I 
therefore suggest that nothing would be lost by deleting these 
words. I do not know whether my suggestion would be acceptable 
but l think it is worth being considered from a higher point of 
view. 

SHRI ROHINI KUMAR CHAUDHURI ((Assam : General) : 
I rise to speak more in quest of clarification amd enlighten
ment than out of any ambition to make a valuable contribution 
to this debate. 

Sir, one point which largely influenced this House in accepting 
the article which provided 'for having nominated Governors 
was that the Honourable Dr. Ambedkar was pleased to assure 
us that the Governor would be merely a symbol. I ask the 
honourable Dr. Ambedkar now, whether any person who has 
the right to act in his discretion can be said to be a more symbol. 
I am told that this provision for nominated governorship 
was made on the model of the British Constitution. I would 
like to ask Dr. Ambedkar 'if his Majesty the King of England 
acts in his discretion in any matter. I am told-1 may per
haps be wrong-that his Majesty has no discretion even in 
the matter of the selection of this bride. That is always done for 
him by the Prime Minister of England. 

Sir, I know to my cost and to the cost of my Province what 
'acting by the Governor in the exercise of his discretion' 
means. It was in the year 1942 that a Governor acting in his 
discretion selected his Ministry from a minority party and that 
minority was ultimately converted into a majority. I kPow also, 
and the House will remember too, that the exercise of his dis
cretion by the Governor of the Province of Sindh led to the 
dismissal of one of the popular Ministers- Mr. Allah Ft•x. Sir 
if inspite of this experience of ours we are asked to clothe the 
Governors with the powers to act in the exercise of their dis
cretion, I am afraid we are still living in the past which \\e all 
wanted to forget. 

We have always thought that it is better to be governed by 
the will of the people than to be governed by the will of a single 
person who nominates the Governor who could act in his dis
cretion. If this Governor is given the power to act in his dis
cretion there is no power on earth to prevent him from doing 
so. He can be a veritable King Stork. Furthermore, as the article 

· says, whenever the Governor thinks that he is acting in his 
discretion nowhere can be questioned. There may be a dispute 
between the Ministers and the Governor about the competence 
of the former to advice the Governor; the Governor's voice 
would prevail and the voice of the Ministers would count for 
nothing. Should we in this age countenance such a state of 
affairs? Should we take more than a minute to dismiss the idea 
of having a Governor acting in the exercise of his discretion? 
It may be said that this matter may be considered hereafter. 
But I feel that when once we a~:rCC to his provision, it would 
not take long for us to realise that we have made a mistake. 
Why should that be so? Is there any room for doubt in this 
matter? Is there any room for thinking that anyone in this 
country not to speak of the members of the legislature, will 
ever countenance the idea of giving the power to the Governor 
nominated by a single person to act in the exercise of his 
disc;·etion ? I would submit, ~ir. if my promise Is correct, 
we should not waste a sln~tle moment in discardin11 dte provi• 
sion whtch can power the Governer to act in his discretion. 

I also find in the last clause of this article that the question 
as to what advice was given by a Minister should not be enquired 
into in any count. I only want to make myself clear on this 
point. There a~ two functions to be discharged by Governor. 
In one case he has to act on the advice of the Ministers, and 
in the other case he has to act in the exercise of his discretion. 
Will the Ministry be competent to advise the Governor in matters 
where he can exercise his discretion? If I remember ariFht, 
in 1937 when there was a controversy over this matter whether 
Ministers would be competent to advise the Governor in 
matters where the Governor could use his discretion. it was 
understood ohat Ministers would be competent to advise the 
Governor in the exercise of his discretion also and if the Governor 
did not accept their advice, the Ministers were at lirerty to 
say what advice they gave. I c1 o not know what is the intention 
at present. There may be cases where the Ministers are competent 
.to ~ive advice to the Governor but the Governor does not accept 
their advice and does something which is unpopular. A Governor 
who is nominated by the Centre can afford to be unpopular 
in the province where he is acting as Governor. He may be 



25 
nervous about public opinion if he serves in his own province 
but he maY not care about the pub! ic opinion in a province 
where he ts. only act mg._ Suppose a Governor, instead of acting 
on. the advtce of hts Mmtsters, a~ts m a different way. If the 
Mmtsters are crtltctsed for anythmg the Governor does on his 
o":"l_. . and the Ministers wa 1t . to prosecute a party for such 
cnttmsm, would not the Mmtsters. have the right to say that 
they advtsed the Governor to act m a certain way but that 
the Governor acted in a different way? Why should we not 
all ow the Ministers the liberty to prosecute a paper, a scurrilous 
paper, a misinformed paper, which indulged in such criticism 
of the Ministers? Why should not the Ministers be allowed to 
say before a court what advice they gave to the Governor? 
I would say, Sir- and I may be excused for saying so-that 
the best that can be said in favour of this article is that it is a 
close limitation of a similar provision in the Government of 
India Act, 1935, which many Members of this House said, 
when it was published, that they would not touch even with a 
pair of tongues. 

PANDIT HIRDAY NATH KUNZRU :Well, Dr. Ambedkar 
has missed the point of the criticism altogether. The criticism 
is not that in article 175 some powers might not be given to 
the Governor, the criticism is against vesting the Governor 
with certain discretionary powers of a general nature in the article 
under discussion. 

APPENDIX-A(ii) 

Shri H. V. Karnath's Amendment in Constituent Assembly to 
Draft Article 143-Extracts of Speeches of Members who 
opposed the Amendment. 

SHRI T. T. KRISHNAMACHARI : Mr. President, I am 
afraid I will have to oppose the amendment moved by my 
honourable Friend Mr. Kamath, only for the reason that he 
h«S not understood tne scope of orticle clearly and his amend
ment arises out of a misapprehension. 

Sir, it is no doubt true that certain words from this article 
may be removed, namely, those which refer to the exercise by 
the Governor of his functions where he has to use his discretion 
irrespective of the advice tendered by his Ministers. Actually, 
I think this is more by way of a safeguard, because there are 
specific provisions in this Draft Constitution which occur sub-· 
sequently where the Governor is empowered to act in. his 
discretion respectiVe of the advtce tendered by hts Councd of 
Ministers. There are two ways of formulating the idea under
lying it. One is to make a mention of this exception in this 
article 143 and enumerating the specific power of the Governor 
where he can exercise his discretion in the articles that occur 
subsequently, or to leave out any mention of this power here 
and only state it in the appropriate article. The former method 
has been followed. Here the general proposition is stated that 
the Governor has normally to act on the advice of his Ministers 
except in so far as the e~er~ise _of hi~ discr~tions ~overed by 
those articles m the Constttuuon 1 n whtch he ts spectfically em
powered to act in his discretion. So long as there are articles 
occurring subsequently in the Constitution where he is asked 
to act in his discretion, which completely cover all cases of 
departure from the normal practice to which I see my honourable 
Friend Mr. Kamath bas no objection, I may refer to article 
188 I see no harm in the provision in this article being as it is. 
If i'i happens that this House decides that in all the subsequent 
articles the discretion ;_ry power should not be there, as it may 
concei~able do, this particular provision will be of no use and 
will fall into desuetude. The point that my honourable Friend 
is trying to make, while he concedes that the discretionary power 
of the Governor can be given under article 188, seems to be 
pointless. It is to be given in the article 188, there is no harm 
in the mention of it remaining here. No harm can arise by 
specific mention of this exception in article 143. Therefore, 
the serious objection that Mr. Kamath finds for mention of this 
exception is pointless. I therefore thmk. that the arttcle 
had better be passed without any amendment. !fit is necessary 
for the House either to limit the discretionary power 
of the Governor or completely do away with it, it could be done 
in the articles that occur subsequently where specific mention is 
made without which this power that is mentioned here cannot 
at all be exercised. That is the point that I would like to draw 
the attention of the House to and I think the article had better 
be passed as it is. 

SHRI ALLADI KRISHNASWAMI AYYAR (Madras : 
General) : Sir, there is really no difference between those who 
oppose and those who approve the amendment, In the first 
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place, the_ general principle is laid down in article 143. namely, 
~he pnnc1ple of mm1stenal resp~nsibtilty, that the Governor 
m the vartous sp~eres of executive ac:ll\'ity should act on the 
'dvice ~f Jtis mimstcrs. Then the arucle goes on to provide 
~·except ~n s~ far as ~e is by or u!ldcr this Consu.tutio~?- required 
to exerc1se h1s functions or any ot them in Uns d1s~reuon." So 

· long as there are anicles in the Constitution which enable the 
Governor to act in his discretioil and in certain circumstances 
it may be, to over~ride the cabinet or to refer to the President' 
this arude as it is framed IS perfectly in orJcr. lf I a ter on th~ 
House comes to the cooclusi.on that those art ides w hi h enable 
the Governor to act in his discretion in spa:itk cases should be 
deleted, it will be_ open to revise this article. But so long as 
there are later art1cles wh1ch permit the Governor to act in his 
discretiOn and not on ministerial responsibility, the article as 
drafted is perfectly in order. 

. The . only other question is whether first to make a provision 
tn arttcle 143 that the Governor shall act on mmisterial res
ponstbility and. then to go on providing "Notwithstanding 
anythmg contamed an article 143 .... he can do this" or 
hNotwilhstanding anything contained in article 143 he can act 
in his discretion." 1 should think it is a much better met,wd of 
drafting to provide in article 143 itself that the Governor shall 
always _act on ministerial ~poosibihty excepting in particular 
or specific cases where he IS empowered to act in his dicrctioo. 
If of course the House comes to the conclusion that in no ca~c 
shall the Governor act in his discretion, that he shall in 
every case act only on ministerial responsibility, then there wiU 
be a consequential change in this article. That is, after those 
articles are considered and passed it will be quite open to the 
House to delete the later part of a• ticle 143 as being consequential 
on the dectston come to by the House on the later articles. But 
as it is, this is perfectly in order and I do not think any chang~ 
is warranted in the language of article 143. It will be cum
brous to say at the opening of each arttcles "Notwithstanding 
anything contained in article 143 the Governor can act on 
his own responsibility". 

The Honourable Dr. B. R. AMBEDKAR : Mr. President 
Sir, I did not think that it would have been necessary for me t~ 
speak and take part in this debate after what my Friend 
Mr. T. T. Krishnamachari, had said on this amendment of 
Mr. Kamath, but as my Friend, Pandit Kunzru, pointedly asked 
me the question and demanded a reply, I thought that out of 
courtesy I should say a few words. Sir, the main and the crucial 
question is, should the Governor have discretionary powers? 
It is that question which is_ the main and the principal question. 
After we come to some deciSIOn on th1s question, the other ques· 
tion whether the words used in the last part of clause (I) of article 
143 should be retained in that article or should be transferred 
somewhere else could be usefully considered. The first thmg, 
therefore, that I propose to dots to devote myself to thts question 
which, as I said, is the cructal question. It has been said in the 
course of the debate that the retention of discretionary power 
in the Governor is contrary to responsible government in the 
provinces. 1t has also been said that the retention of discre
tionary power m the Governor smells of the Government of 
India Act, 1935, which in the main was undemocratic. Now, 
speaking for myself, I have no doubt in my mind that the reten· 
tion in or the vesting the Governor with certain discretionary 
powers is in no sense contrary to or in no sense a negation of 
responsible government. 1 do not wish to take up the point 
because on this point I can very well satisfy the House by 
reference to the provisions in the Constitution of Canada and 
the Constitution of Australia. I do not think anybody in this 
House would dispute that the Canadian system of Government, 
is not fully responsible system of Government, nor will anybody 
in this House challenge that the Austr:1 1ian Government is not 
a responsible form of government. Having said that, I would 
like to read section 55 of the Canadian Constitution. 

"Section 55-Where a Bill passed by the Houses of Parliament 
in presented to the Governor-General for the Queen's assent 
he shall, according to his discretion, and subject to the provision; 
of this Act, either assent thereto in the Queen's name, or with
hold the Queen's assent or reserve the Bill for the signification 
of the Queen's pleasure." 

PANDIT HIRDAY NATH KUNZRU : May I ask Dr. 
Ambedkar when the British North America Act was passed? 

The Honourable DR. B. R. AMBEDKAR : That does not 
matter at all The date of the Act does not matter. 



SHRI H. V. KAMATH :Nearly a century ago 1 

THE HONOURABLE DR. B. R. AMBEDKAR : This is 
my reply. The Canadians and the Australians have not found 
it no:essary to delete this provision even at this stage. They 
are quite satisried tnat the retention of this provision in section 
55 of the Canadtan Act IS fully compatible with responsible 
government. lf they had felt that this provision was not com
patible with responsiole government, they had even today, as 
Dominions, the fullest right to abrogate this provision. They 
have not done so. Therefore in reply to Pandit Kunzru I can 
""ry well say that the Canadians and the Australians do not 
think that such a provision is an infringement of responsible 
government. 

SHRI LOKNATH MISRA (Orissa : General) : On a point 
to order, Sir, are we going to have the status of Canada or 
Australia? Or are we going to have a Republican Constitu
tion? 

THE HONOURABLE DR. B. R. AMBEDKAR : I could 
not follow what he said. If as I hope, the House is satisfied 
that the existence of a provision vesting a certain amount of 
discretion in the Governor is not incompatible or inconsistent 
with responsible government, there can be no dispute that the 
retentton of this clause is desirable and, in my judgement, 
necessary. The only question that arises is. 

PANDIT HIRDAY NATH KUNZRU: Well, Dr. Ambedkar 
has missed the point of the criticism altogether. The criticism 
is not that in article 175 some powers might not be given to the 
Governor, the cnticism is against vesting the Governor with 
certain discretionary powers of a general nature in the article 
under diSCUSSIOn. 

THE HONOURABLE DR. B. R. AMBEDKAR : I think 
he has misread the article. I am sorry I do not have the Draft 
Constitution with me. "Except in so far as he is by or under 
this Constitution", those are the words. lf the words were 
"except whenever he thinks that he should exercise this power of 
discretion against the wishes or against the advice of the mi
nisters", then I think the criticism made by my honourable Friend 
Pandit Kunzru would have been valid. The clause is a very 
limited clause; it says: "except in so far as he is by or under this 
Constitution". Therefore, article 143 will have to be read in 
conjunction with such other a, tides which specifically reserve the 
power to the Governor. It is not a general clause giving the 
Governor power to disregard the advice of his ministers in any 
matter _in which he finds he ought to disregard. There, I 
think. hes the fallacy of the argument of my honourable friend, 
Pandit Kunzru. 

Therefore, as I said, having stated that there is nothing in
compatible wtth the retentton of_ the discretionary power in 
the Governor m spectfied cases wtth the system of responsible 
Government, the only questiOn that arises is, bow should we 
provide for the mention of this discretion' ry power? It seems 
to me that there are three ways by which this could be done. 
One way is to omit the words from article 143 as my honourable 
friend, Pandtt Kunzru, and others desire and to add to such 
articles as 175, or 188 or such other provisions which the House 
may hereafter introduce, vesting the Governor with the discre
tionary power, saying notwithstanding article 143, the Gover
nor shall have this or that power. The other way would be to 
say in article 143 "that except as provided in articles so and so 
specifically mentioned-articles 175, 188, 200 or whatever 
they are". But the pomt I am trying to submit to the House is 
that the Hocse cannot escape from mentioning the some manner 
that the Governor shall b .• ve discretion. 

Now, the matter which seems to find some kind of favour 
with my honourable friend, Pandit Kunzru and those who have 
spoken in the same way in that the words should be omitted 
from here and should be transferred some-where else or that 
the specific articles should be mentioned in Article 143. It 
seems to me that this is a mere method of drafting. There is no 
quest1on of substance and no question of principle. I per
sonally myself would be quite willing to amend the last portion 
of clause (I) of article 143 if I knew at this stage what are the 
provisions that this Constituent A>sembly proposes to make 
with regard to the vestmg of the Governor with discretionary 
power. My difficulty ts that we have not as yet come either to 
1)11Cle 175 or 188 nor have we exhausted aU the possibilities 
or other prOVISIODS bemg made, vesting the Governor with 
discretiOnary _power. If I knew that, I would very readily agree 
to amend article 143 and to mention the specific article, but that 
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cannot be done now. Therefore, my submission is that no 
wrong could be done if the words as they stand in article 143 
remain as they are. They are certainly not inconsistent. 

SHRl H. Y. KAMATH : Is there no material difference bet
ween article 61(1) relating to the President vi•-a-vis his ministers 
and this article 1 

THE HONOURABLE DR. B. R. AMBEDKAR : Of course, 
there is, because we do not want to vast the Pr.esident with any 
discretionary power. Because the provincial Governments are 
required to work m subordination to the Central Government, 
and therefore, in order to see that they do act insubordination 
to the Central Government the Governor will reserve certain 
things in order to g1ve the Presidem the opportunity to see that 
the rules under which the provincial Governments are supposed 
to act according to the Constitution or in subordination to the 
Central Government are observed. 

APPENDIXB 

Views of some Experts on the discretion of the Governor to Reserve 
A Bill under Article 200 for the Consideration of the President. 
M.C. SETALYAD 

"A very unusual feature of the Indian Constitution is thecontrol 
which the Constitution enables the Union Executive to exercise 
over legislation passed by the State Legislature. Under Article 
200 of the Constitution a Bill passed by the Legislature of a 
State consisting of one or two Houses, as the case may be, has 
to be presented to the Governor for his assent; and it is pro
vided that "the Governor shall declare ettber that be assents to 
the Bill or that he withholds assent therefrom or that he 
reserves the Bill for the consideration of the President". 

"Apart from the discretionary power of the Governor to 
reserve a State Bill for the consideration of the President con
tained in Article 200, there are certain other provisions in the 
Constitution which require either that Bills on certain State 
subjects shall not be introduced in the Legislative A>sembly 
of the State without the previous sanction of the President, 
or that certain legislation, though competent to the State, must 
be reserved for the assent of the President in order to obtain 
validity. 

There is no provision for the ~rvation of State legislation 
for the consideration of the Nat10nal Execulive etther 10 the 
United States or in Australia. No d: ubt, in certain Consti
tutions in the Commonwealth, provisions are found which 
empower the Governor-General to reserve the Bill for the sig
nification of the Queen's pleasure, or which empower the Queen 
to disallow an Act which has been duly passed by the Parliament 
of a member of the Commonwealth and assented to by the 
Governor-General. Powers of this nature are found in the 
Constitutions of Canada, Australia and New Zealand. Con
vention bas, however, established that the Queen would take 
no action in regard to a reserved Bill contrary to the wishes of 
the Government of the member of the Commonwealth 
concerned and that her exercise of the power of disallowance 
is- no longer possible. The founding fathers of the Indtan 
Constitution seem, however, to have relied on the Canadian 
Constitution for the introduction of this control over State 
legislative power in the Constitution. 

The Canadian Constitution, besides giving the power of 
disallowance of enactments passed by the provincial legislature 
to the Governor-General also _provides for the reservation of 
provincial Bills for the Signification of the pleasure of the 
Governor-General. A Bill so reserved does not become law 
unless the Governor-General has, within, one year, signified his 
assent. It may well be that the framers of the Canadian Consti
tution, having before _them the work10g of th~ Umted ~tates 
Constitution, thought It best to pro~tde for this _power 10 the 
Governor-General so that the Dommton executive may be 
able to control the exercise of their legislative power by the 
provincial legislatures and prevent Its abuse by them. It appears 
that, in all, about 69 l?rovincial Bills were reserved in Canada UP• 
to 1955 for the signification of the pleasure of the Governo~; 
General, thirteen of which were assented to by hun .....•.• 

" As early as 1873 the federal authorities instructed 
the Li~~i~nant-Governor of Ontario not to reserve Bills relating 
solely to matters of provincial concern, and thts mstrcclion was 
repeated on many occasions to othe~ Li~utenant-Governors 
The Federal Government dtd not consider II pr'?pe~ to assum~; 
responsibility in respect of matters of purely provmCJal "co~ce_?I· 
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"It appears from the study (made by the Indian Law Institute) 
that when Bills are sent to the Union Executive for the assent 
of the President, they are examined by the Union Government 
with reference to vari_ous matters, such as (a) compliance with 
Central statutory requorements; (b) conformity with the policies 
of the Central Government; (c) ultra vires the exi<ting Central 
legislation; (d) constitutionality; and (e) availability of pro
cedural. safeguards to aggrieved parties. The study points out 
that it •s a matter of doubt that a conditional assent which it 
has been the practice to accord is strictly in conformity with the 
Constitution. It points out that "the Centre may be helpless 
against a recalcitrant State, disregarding the direction issued 
or the condition imposed in an informal manner and not in 
strict compliance with the terms of Article 20 I ...•.... " 

"Though the matter is not free from controversy, the better 
opinion seems to be that the powers vested in the Governor 
under Article 200 are discretionary powers. Having examined 
the proposed legislation, it would be for him to decide whether, 
as a part of the Legislature, he would assent to it. If he feels 
some doubt about the validity or the advisability of the course 
of action outlined in the Bill, he can ask the Legislature to re
consider the whole or a particular part of it. It may be that 
he may feel the matter to be of such importance that he should 
not take the responsibility of assenting to the Bill, himself, but 
reserve it for the consideration of the President. All these are 
indications that the power vested in the Governor requires him 
to exercise his own judgment in the matter. That judgment 
may be exercised from the point of view of the constitutionality 
of the legislation or its advisability in the interests of the State 
or in the larger interests of the country. These aspects emphasise 
the importance of the part intended to be played by the Gover
nor as the Constitutional Head of the State". 

" ...... This is a very debatable question. On a proper 
interpretation of the Article 200, it would seem that each of the 
three alternatives which the Governor has under Article 200 is 
a function to be exercised by him in his discretion. Ordinarily, 
a Governor would reserve a Bill for the consideration of the 
President only in special circumstances. He may have doubts 
about the constitutionality of the Bill; or he may feel that the 
Bill conflicts with some parliamentary legislation or that is 
not in consonance with the policy adopted in the matter all over 
the country . ....... n 

" ...... The Union Executive seems to have exceeded its 
powers under the Constitution by intimating th"t the President 
would assent to the Bills on certain alterations being made in 
them or on cert ·in conditions being satisfied. 

[Shri M.C. Setalvad : pages 73 to 77 and I 61 to 166, Union 
and State Relations (1974)] 

Dr. HARI CHAND 

"Then there are two articles of the Constitution, namely, 
articles 200 and 356 which give discretion to the Governor, if 
not directly at least by implication. It is argued that while 
reservmg a Bill for the consideration of the President under 
Article 200-, the Governor must exercise his discretion irrespective 
of the advice tendered to him by the Council of Ministers. 
Otherwise the purpose of Article 200 would be entirely defeated 
and it would be reduced to a dead letter. 

(Dr. Hari Chand :Page 88, Constitutional Developments since 
Independence-Indian Law Institute). 

SHRI CHANDRA PAL 

"Articles 200 and 356 of the Constitution also provide dis
cretionary powers to the Governor, not directly but by necessary 
implication. The Governor must use his discretion for reserving 
a Bill for consideration of the President under Article 200 of 
the Constitution irrespcetive of the advice given to him by his 
Council of Ministers. 

(Shri Chandra Pal : Page 128, Governor's Power to appoint 
Chief Minister : Some recent trends and problems, Journal of 
the Institute of Constitutional & Parliamentary Studies, Vol-

XVII). 

H. M. SEERY AI 

"In K. A. Mathialaqan v. The Governor (A.I.R. 1973 Mad. 
198 F.B.) a Full Bench of the Madras High Court held that the 
exception in Article 163(1) has reference only to these functions 
in which the Governor is expressly required to use his own 
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discretion. In the matter of Pr<>r<•sation the Governor is sub. 
ject to a11d bound by the advice of the Chief Minister when be it 
so authorised under allocation of Government business rules. 

After the Supreme Court's decision in Shamsl~tr Singh's case 
(A.I.R. 1974 S.C. 2192)-the proposition that the Governor is 
required to act in his discretion only by exprtss prorisions is no 
longer good law, for, both the judgments (of A.N. Ray, C.J. 
and Krishna lyer, J.) in that case held that in some cases the 
Governor had power to act in his discretion as a matter of neces .. 
sary implication. Again, the statement that the words 
"in his discretion" have the technical meaning given to them 
under the G.I. Act 1935, is also not good Jaw, for the Supreme 
Court gave those words their plain natural meaning. namely, 
that where the Governor acts "in his discretion .. he is not 
obliged to follow the advice given to him by the 
Council of Ministers. The Full Bench did not g:vc 
weight to the language of Article 163(2) which postu!Jtcs that 

:'a question might arise whether by or under the Constotuloon 
the Governor is required to act in his discretion; nnd Article 
163(2) provides an answer by making the Governor the sole and 
final judge of that question, and by further provodmg that no 
action of the Governor shall be calico in question on the ground 
that he ought or ought not to have acted in his discretion. It 
is submitted that in view of Article 163(~) the Court had no 
jurisdiction to decide whether the Governor ought or ought 
not to act in his discretion as rightly held by the Calcutta Hogh 
Court in M. P. Sharma's case." 

(H.M. Seeravai, Para 18.48, page 1730, Constituional Law 
of India, Third Edn., Vol. II). 

N. A. PALKlflVALA 

"The object of the "Constitution·m~kers" in ena~tin~ th~se 
provisions was simple and clear.- Whale the co~st atuuonahty 
of any State legislation can always be challenged m a court of 
law, its wisdom cannot be; and. further. tt IS b~tter to prevent 
a clearly unconstitutional measure from reachmg the statute 
book than to have it struck down later by the court. A Go
vernor is expected by the Constitution to reserve only such Bolls 
for the President's assent as are patently unconstitutiOnal or 
palpably against the national interest." 

"The Rajamannar Committee recommended repeal of that 
provision of Article 201 which permits the Governor to reserve 
any Bill for the consoderatoon of the Pres1dent. However, thos 
power may be usefully retained if its indiscrima~ate use can be 
checked by some machinery, e.g. by provodmg mandatory 
guidelines in the Instrument of Instructions to the Governor". 

(N.A. Palkhivala : Pages 12 and 13, Centre-State Relations : 
A Broad Perspective). 

PROF. M. P. JAIN 

"A general provision authorises th~ State Governor. to ~· 
serve a Bill passed by the State Legoalature for prestd~ntlal 
consideration and assent. No norms have been la.td do~n m the 
Constitution as to when the Governor _can ~xerctse thas power, 
or when the President can refuse to gtve h1s assent to a state 
Bill, and on its face, it appears to be a blanket power. The 
Governor is a nominee of the Centre. It has not been made 
clear whether the Governor is to act in thos matter on the ad voce 
of the state ministers or on his own ~~ponsab.al ty .. Ob.vtously, 
it is difficult to think that the state mmosters woll gove hom. sucil 
an advice and therefore, he will act either on hos own motoatovc 
or on th~ •diciate' of the Centre." 

(Prof. M. P. Jain: Page 219 Constitutional Developments since 
Independence-lndoan Law lnstotute). 

DR. R. B. TIWARI 
"When a Bill has been passed by the State Le~islature, it is 

presented to the Governor for his assent under article 200 of the 
Constitution. The Governor has power. to rese.rve the Boll for 
the consideration of the Presodent. Thos he .woll do by. usmg 
his discretion. A legislative measure whtch, on tho opmoon of 
the Governor, must have the approval of the Central G()ver~-

nt will be reserved by the Governor for the Presodent s 
:,ensideration. In the exercise of his powet: the,Govemor bas 
to play a constructive role in federal relations. 

Further the Governor is bound by virtue of. secon.d proviso 
to article 200 to reserve a Bill for the c"nstderallon of the 
President "Which in the opinion of the Governor would, ll 



it be.:ame law, so derogate from the powers of the High Court 
as to endanger the position which that court is by this consti
tution designed to fill." 

Thus. the Governor's opinion in such matters is very impor
tant for the purrose of upholding judicial independence 
and inreg:rity which is at the base of the democratic government. 

(Dr. B.R. Tewari : Page 343, the Union and the States, 
Editors, s. N. Jain, Subhash C. Kashyap and N. 
Srinivasan). 

D. D. BASU 

As regards the Governor's power under Article 200, obviously, 
it is not included in the list of his functions which are to be 
e'i:ercised "in his discretion'. 

Some complication is, howeve··, introduced by the fact that 
there is the second R(oviso to Article 200 as well as some other 
provisions in the Constitution, e.g. the 1st Proviso to Article 
31A (Vol. D. pp. 350, 368) which make it obligatory for the 
Governor not to give his assent to a Bill, even though he may 
be so advised by his Ministers, but to reserve the Bill for consi
deration of the President in the specified cases. In such cases, if 
the Governor acts according to ministerial advice, contrary 
to the Er:prtss prow"sions of the Constitution~ his assent would 
be void. [of. State of Bihar V. Kameswar, A. 1952 S.C. 252 
(265)]. 

The question is whether even outside these cases, the Governor 
has the implied authority to withhold his assent and reserve 
the B'll for the consideration of the President. Ray, C.J., opined 
(para 56) that even in these cases the Governor would be justi
fied to act according to 'the best of his judgment' and to 'pursue 
such courses which are not detrimental to the State'. It is quite 
possible that when different politicial parties are in power at 
the Union and the State levels, the Counctl of Mmtsters of a 
State may not like sensitive legislative measures to be forwarded 
to the President for acting according to the view of the Union 
Council of Ministers. Can the Governor, in such a situation, 
withhold his assent against the advice of his Council of 
Ministers, en the grcund fh"f such advice cf Ministers, 
responsible to the State Legislature, would be detrimental 
to the nation,) interest ? The advocates of State power would 
point out that the power under ~rt. 200 stands outsi<!e the list 
of discretionary powers or func!Jonsiunder the Constnul!on as 
well as those express provisions which make it obligatory for 
the Governor to reserve a Bill for the President's consideration. 
such contention deserves a fuller considration by the Supreme 
Court in some future case, because the pros and cons do not 
appear to have been fully examined in Samsher case (para 56). 

From the legal standpoint. one thing is clear, namely, that 
once it is evident that the Constitution does not include the 
function under Article 200 within the discretionary jurisdiction 
of the Governor, the same view should be taken under Article 
200 as under Article 111,-so that the Governor must act 
according to the advice of his Council of Ministers to give 
his assent to a Bill passed by the State Legislatu~. except in 
those cases where the Constitution itself requires him to reserve 
a Bill for the consideration of the President. 

(D. D. Basu :pages 309-310,commentary on the Consti
. tution of India, Volume-E. Sixth Edition). 

D. D. BASU 

It may be expected that the President will use"his power 
to refuse assent to a reserved State Bill only upon the federal 
principle, viz., where t_he pro~ose<! law may be a~prehend~d 
to clash with some Unton Legtslatton or Umon pohcy. Agam, 
the power of refusal should be resorted to only in extreme 
cases where the power of return fails or may be expected to fail 
or where it is not quite safe to leave the constitutionality of the 
State Jaw to be determined by the courts e.g., where there is 
a patent violation of some fundamental right or uncf'nstitutio
nality on some other ground upon ~hich authori~ativ~ judicial 
opinion may have been already avatlable; or a VIOlatiOn of the 
Directive Principles of State Policy as regards which annulment 
by the Courts is not open. Another salutary object may be the 
s>feguardine of uniformity of legislation, i.e. the avoidance of 
unnecessary diver<ity in orinciple (as distinguished from details) 
between laws of different States relating to the same subject. 
Perhaps the President may also use his power where legislation 
by one State un~eoes~rily affects the legitimate interests of 
~nother State or tis ctttzens. 
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Apart from such exceptional cases, the President should 
not veto Jaws passed by the representative Legislatures of the 
States, who have the primary right to determine their policies 
and implement them within the limits set forth by the Consti
tution, simply because the Union Executive does not approve 
of those policies, may be• owing to difference in the party com
plexion. If that is done, the veto power would be an instrument 
for transforming the federal system into ~ unitary one. Again, 
since the Prestdent, under our Constllutton has no power of 
direct disallowance, and his power of veto relates only to re
served Bills as regard which he has also the power to return the 
Bill with a message for reconsideration, it is evident that the 
President will, in the first instance, resort to the milder alterna
tive of return and that the power of veto will be used only if 
the State Legislature persists in its views and the Bill is again 
presented to the President in the same form, under the latter 
part of the Proviso to Article 201. 

(D.D. Basu : Page 198, Commentary on the Constitu
tion of India, Volume H, Sixth Edition,) 

DR. S. N. JAIN 
There are a large number of provisions in the Constitution 

through which the Central executive gets a controlling band in 
State legislation. 

In practice the process of giving the President's assent to 
State Bills involves two distinct stages : (I) Before a Bill is 
introduced in the State Legislature, the Stcte sends the Bills for 
obtaining the administrative approval of the Union Government. 

This is in short is the prior approval of the Union Government, 
this is in short is the pdN epp rrval stage 
which is normally followed, though may not be required by 
the Constitution. (2) After the Bill is passed by the State Legisla
ture it is sent to the Union Government for assent. The Bills 
are ~sually sent to the Ministry of Home Affairs, Government 
of India for scrutiny at both these stages. The Ministry sends 
the bill t~ the Ministry of Law and various other Ministries 
concerned with the subject-matter <'f the Bill. The Bill is 
ex:amined from various angles, such as constitutionality, polic) 
perspectives, procedural safe guards etc. 

Grounds of Central scrutiny for Bills other than those re 
ceived under Article 304(b )-

(a) Compliance with Central Statutory Requirements. 
(b) Conformity with the policies of the Central Government. 
(c) Ultra vires the existing Central Legislation. 
(d) Examination from the point of view of constitutionality 
(e) Availability of procedural safeguards to aggrieved parties 

(Dr. s. N. Jain & Dr. Alice Jacob :pages _347 to 351 
The Union and the States, Edttors: S. N. Jam, Subl.ast 
c. Kashyap and N. Srinivasan). 

DR. ALICE JACOB 

"Thus the question arises as to whether a Governor car 
reserve a Bill for the assent of the President when such reserva 
tion is not agreed to by the State Governmet;>t. I~ he mere!y th! 
constitutional head of the State or can be act m bts discretron ? 

"When a Bill of the State Legislature is presented. to the 
Governor for his assent, he has three courses. open to htm unde1 
Article 200. First, he can assent to the Btll; second, he ~~ 
withhold assent and i'! the case of Btl!s other ~han Money Btlls 
return the Bill with hrs recommendations; thtrd, be can reserv· 
the Bill for the consideration of the President. The secon< 
Proviso further mentions a specific situation in which the. constl 
tution enjoins on the _Governo_r ~o reserve a Btll_for. ~restdentla 
consideration when, m hts optmon, the Btll pre)udtctally affect 
the powers of the High Court. 

Regarding the question whether t~e Governor ~n rese_rv 
a Bill for the Presidential consideratton when advtsed a_gaml 
by the State Cabinet, the du~l role of the Governor envtsa(!t' 
by the Constitution becomes tmportant. The Governor in v1e1 
of his capacity as the nominee of _th~ President, has to fulf 
certain obligations. Consequently, !1 ts reasona~le to. pr~um 
that the Governor can exercise h1s p~rson~l d1scre~ton ure: 
pective of the advice of the State Cabmet, m referrmg a Bt 
to the President. However, in the interest o~ ami~bl~ Cen!f' 
State relations, the Governor should ex~rc!Se hts dtscrettOJ 
only in exceptional and warranted cases. 

(Dr. Alice Jacob : pages 30-31, The Union and tl 
States, Editors : S. N. Jain, Subhash C. Kashy: 
and N. Srinivasan). 



The following propositions emerge from the judgment of Ray 
C. J, : (Samsher Singh's case)-

RAY C. J. 

Propositions emerging from his judgment which show that the 
President and the Governors are Constitutional beads of the 
Union 

and the State Governments. 

·· ......... . 
(e) The expressions used in relation to the powers and func

tions of the President are :"is satisfied", "is of opinion", 
"as he thinks fit" and "if it appears to"; as to the Governor 
the expressions used are the first three. 

(f) However the position of the Governor is slightly different, 
because, 'Article 163 provides : "Council of Minister:' 
to aid and advise Governor-{!) There shall be a Council 
of Ministers with the Chief Minister of the head to aid 
and advise the Governor in the exercise of his functions, 
except in so far ~s h~ is by ?r under this Constit.utio!' 
required to exerctse hts func!tons or any of them m hts 
discretion. (2) If any question arises whether any matter 
is or is not a matter as respects which the Governor is 
by or under this Constitution required to act in his 
discretion the decision oft he Governor is his discretion 
shall be final, and the validity of anything done by 
the Governor shall not be called in question on the ground 
that he ought or ought not to have acted in his discretion. 
(3) The question whether any, and if so, what advice was 
tendered by Ministers to the Governor shall not be in
quired into in any court". 

(g) Provisions of our Constitution which use the expression 
"in his discretion" with reference to the Governor are : 
Article 371A(I)(b) and (d) and (2)(b) and (f), and Sch. VI 
paras 9(2) and 18(3). In addition to the express provisions 
mentioned above there are two proviSions where by, 
necessary implications, the Governor can act in his dis .. 
cretion. Thus Art. 356 shows that the Governor can make 
a report to the President that a situation has arisen in 
which the Government of the State cannot be carried on 
in accordance with the provisions of 1 the Constitution 
"Here the Governor would be justified in exercising his 
discretion even against the advice of his Council of Ministe
rs (because) the failure of the Constitutional machinery 
may be because of the conduct of the Council of Minis
ters". Again, "Art_. 200 requires ~he Governo~ to TC?Serye 
(for the consideration of the Prestdent) any Btl! whtch m 
his opinion if it became law would so derogate. from ~he 
power of the High Court as to endanger the posttton whtch 
the High Court is designed to fill under the Constitution 
......... Art. 200 indicates another instance where the 
Governor may "C' irrespective of the advice from the 
Council of Ministers. 

(H. M. Seervai, para 18. 23, pages 1711-1712, Constitu
tional Law of Indta, Thtrd Edn. Vol. II). 
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M.V. PYLEE 

Under Article 200, power is vested in the Governor to return 
a Bill passed by the State Legislature and presented for his 
assent with a message requesting the Legislature to reconsider 
the Bill, either as a \\bole or any part of it, and SU!l..<e
sting recommendations for amendments. The Governor, 
however, cannot return a Money Bill. Although this power 
of the Governor can be made use of by the Ministry as a 
safeguard ago inst hasty legislation, it appears to be little 
significant if its use is restricted to this purpose only: In fact, 
under a parliamentary system. almost all lc~uslat10n IS 8 pro-
duct of the Government's initiative. If 8 Private Member's 
Bill finds an occasional place in the huge volume of Govern
ment business in the Legislature. even that cannot be passed 
without the support of the Government which commands a 
clear majority. In other words, almost every Bill that is presented 
to the Governor for his assent is the result of policy decisions 
taken at Cabinet level and of detailed consideration in the 
Legislature. 

It is unlikely that such legislative enactment would be sent 
back for reconsideration either as a whole or in parts at the 
instance of the Cabinet. This should lead us to the conclusion 
that the Governor, in his discretion, may return a Rill for re
consideration and suggest suitable amendments although the 
occasions for the exercise of such a power seem to be rare. 

There is another provision under Article 200 which empowers 
the Governor to reserve a Bill for the consideration of the 
President if in the opinion of the Governor the provisions of 
the Bill will "so derogate from the powers of the High Court 
as to endanger the position which the Court is by this Consti
tution designed to fill". Although the Constitution has special 
provisions safeguarding the independence of the High Court 
and its powers and jurisdiction are defined therein, it operates 
within the boundaries of the State and as an integral part of 
the overall machinery of the State Government (consisting of 
the executive, the Legislature and the judiciary). Hence the 
State Legislature is competent to legislate on a number of matters 
which will directly or indirectly alfcct the working the High 
Court. This provision, therefore, safeguards the position of 
the High Court against any measure that may alfcct its inde
pendence. 

The power of promulgating Ordinances is a power which the 
Governor exercises with the aid and advice of the Ministry. 
But there are three circumstances under which the Governor 
cannot promulgate Ordinance without prior instructions from 
the President. The second of these States : 

The Governor shall not, without instructions from the Pre
sident, promulgate any such Ordinances if he would have 
deemed it necelisary to reserve a Bill cont~1 ining the same pro
visions for the consideration of the President. 

The power of the Governor to reserve a proposal of the 
State Cabinet to issue an Ordinance. for instructions from the 
President, should naturally be one that he exercises in his dis· 
cretion. 

(M.V. Pylee, pages 405-406, Constitutional 
Government of India). 



Additional Questions Regarding A Governor's Discretionary Powers Under Article 200 
(Please also see Appendices A & B to this Questionnaire) 

POINT 1 

I. The views on the discretionary powers of the 
Governor in regard to reserving Bills for the consi
deration of the President differ widely. One view 
is that the Governor must invariably go by the advice 
of his Council of Ministers except when the Second 
Proviso to Article 200 is attracted. (cf A. G. Noorani). 
This view derives support from what was said by the 
Constitution-makers with regard to the purpose, 
scope and use of draft Articles 175 and 176 (Corres
ponding to Articles 200 and 201). 

[Vide Appendix A(i) and (ii)] 

A limited variation of this view is that apart from 
the second proviso to Article 200, the Governor 
must reserve a Bill for the consideration of the Pre
sident where it is obligatory to do so under the Consti
tution (e.g. First Proviso to Article 31A and Article 
288). In respect of other Bills the Governor is bound 
by the advice of his Council of Ministers (cf. R.C.S. 
Sarkar). According to this view, the question of the 
Governor exercising his discretion in assenting to 
a Bill, or in withholding assent from a Bill or returning 
a Bill to the Legislature with a message does not 
arise at all. 

2. Para 18.23 of Seervai's "Constitutional Law of 
India, Volume II" summarises the Judgement of 
Ray C. J. in Samsher Singh's case and para 18.32 
gives the view of the learned author on the question 
whether the Governor can exercise certain powers 
in his discretion and if so what those powers are. 
Seervai goes no further than pointing outth at the 
second proviso to Article 200 requires, by necessary 
implication, the Governor to exercise his discretion in 
reserving for consideration of the President any Bill 
which in the opinion of the Governor if it became 
law would so derogate from the powers of the High 
Court as to endanger the position which that 
Court is by this Constitution designed to fill. 

3. The contrary view is that each of the alternatives 
under Article 200 is a function to be exercised by 
the Governor in his discretion. If he has doubts 
about the constitutionality of a Bill, or he feels that 
a Bill conflicts with a Parliamentary enactment or 
a national policy, he should reserve the Bill for the 
consideration of the President. (cf. M.C. Setalvad). 
A substantially similar view is that under Article 200 
the Governor, though he has no general power to 
veto legislation, can withhold his assent to a Bill 
or reserve it for the consideration of the President. 
The Governor should reserve a Bill if the Bill is patent
ly unconstitutional or is palpably" against the national 
interest, or is in direct opposition to a directive 
principle of State policy or is of grave national im
portance (cf. Soli J. Sorabjee). There is also the view 
that a Governor would violate his oath of office if 
he assented to a Bill which deals with a subject falling 
in the Union List (cf. L.P. Singh). In Basu's ."Com-

30 

mentary on the Constitution of India" Sixth Edition, 
Volume-II (Pages 195 and !98) it is expressed that 
it is within the Governor's discretion to reserve a 
Bill passed by State Legislature for consideration of 
the President. The learned author suggests that the 
Governor has a discretion to reserve a Bill and the 
President i.e. the Union Council of Ministers a similar 
discretion to refuse assent to a Bill, only in extreme 
cases, where it is patently violative of some funda
mental right or is unconstit?ti<?nal . on. ~orne <;>t~er 
ground upon which authontahve JUdtctal optmon 
may have been already avail~ble or it violate~ a 
Directive Principle of State Pohcy as regards whtch 
annulment by the Courts is not open _or is repugn~nt 
to any Act of Parliament, or where 1t unnecessanly 
affects the legitimate interests of another State or 
its citizens. 

Question 1.4-If, the view stated in para 2 above is 
the correct one, could you please comment on 
the other views summarised· above and throw 
light on the incorrect assumptions if any on which 
they are based ? 

POINT 2 

5. Under the First Proviso to Article 200, when a 
Bill other than a Money Bill is presented to the Go
vernor for assent, the Governor may inter alia. return 
the Bill, together with a me~sa~e, to the L~gtslature 
for reconsideration. If the Btllts passed agam by the 
Legislature and presented to th~ Governor for assent, 
the Governor cannot withhold his assent. 

6. If the Governor returns a Bill with a ~essage 
to the Legislature on t_he ground ~hat t?e BtU was 
unconstitutional or agamst the. natiOnal 1t;ttere~t and 
if the Bill is passed by the Legtslature agam Without 
removing those defects, it has been argued f!tat 
there is nothing to prevent. the Govern~r fr?m With
holding his assent to the. Btll and rese!""mg 1t f<?r the 
consideration of the Prestdent: (cf. Soh J. Sorabjee). 

Question 2.7--Is the above view correct ? 

POINT 3 . 
8 The Government of Nagaland has put forward 

the· following views on the implications of Article 
371A(l)(a). 

9 According to that Government, Article 37IA 
(!)(~) empowers the State Legislature to enact laws 
relating to th(following"-'matters::enumerated in that 
sub-clause :-

(i) Religious or social practices of the Nagas; 

(ii) Naga customary law and procedure; 

(iii) Administration of Civil a!ld Criminal justice 
involving decisions accordmg to Naga custo
mary law; 

(iv) Ownership and transfer of land and its re
sources. 



The Government of Nagaland argues that no act of 
Parliament in respect of the above matters can apply 
to the State of Nagaland unless its Legislative Assem
bly so decides by a resolution. 

10. The subjects at (i), (ii) and (iii) overlap Entries 
I, 2 and 13 of List Ill. The first segment of (iv) viz. 
"ownership and transfer of land" is convered by 
Entry 18, List II. The last segment of (iv) namely, 
"and its resources" impinges upon Entries 53 and 54 
of List I. According to the Government of Nagaland 
the effect of the operation of Article 371A{l)(a) is 
that notwithstanding anything in the Constitution, 
legislative competence with regard to the aforesaid 
subjects at (i) to (iv) vests exclusively in the Legislative 
Assembly of Nagaland and that Articles 200 and 254 
(2) also would not apply to State legislations on 
these subjects. 

II. The Government of Nagaland claims that 
Article 371A{l)(a) has retrospective effect. That is, 
a law of Parliament on the four subjects in question 
which was passed prior to 1-2-1963 (1·iz. the date of 
formation of Nagaland) cannot apply to the State 
unless the Legislative Assembly of the State decides 
by a resolution that it applies. This interpretation 
is in accordance with the aggreement between the 
Government of India and the Naga People's Conven
tion on the basis of which Article 371A was incorpora
ted. 

Question 3. 12. (i) Is the above reasoning correct 'I 

(ii) What are the implications of Article 37JA(l)(a) 
in relation to Lists I, II and III in the Seventh 
Schedule? 

(iii) Does Article 371A{I){a) have retrospective 
effect 'I 



APPENDIX' A(i) 

Comments and Suggestions received on articles 175, 176 & 231 (2) of the Draft Constitution, views thereon of the drafting and the 
Special Committees, and final recommendations of the Drafting Committee 

The Draft Constitution as settled by the Drafting Committee 
was submitted to the President of the Constituent Assembly on 
Zl-2-1948. It was published on 26-2-1948 and comments and 
suggestions were invited from all. The Drafting Committee 
considered on 23rd, 24th and 27th March, 1948 the comments 
and suggestions received till then and recommended certain 
amendments to the Draft Constitution. 

2. In April 1948, the Special Committee consisting mostly 
of the Members of the Union Constitution Committee, the 
Provincial Constitution Committee and the Union Powers 
Committee, examined the Draft Constitution, the comments 
and suggestions received and the recommendations of the 
Drafting Committee thereon. In October, 1948, the Drafting 
Committee considered the reconunendations of the Special 
Committee and examined the comments and suggestions on 
the Draft Constitution which were received after the Drafting 
Committee had last met (i.e. after 27-3-1948). Before the Draft 
Constitution was considered by the Constituent Assembly, 
a reprint of the Draft was made available to members, showing, 
opposite the relevant Articles, the amendments which the 
Drafting Committee had reconunended for adoption. 

3. The comments and suggestions received on draft Articles 
175, 176 & 231(2) [which correspond to the present Articles 
200, 201 & 254(2) respectively], the notes of the Constitutional 
Adviser which reproduce the views thereon of the Drafting/ 
Special Committee and the recommendations of the Drafting 
Committee for amendment (vide pages 125 to 127 and 264 of 
Part I, Volume IV ofB • Shiva Rao's "The Framing of India's 
Constitution-select Documents" are summarised below : 

DRAFT ARTICLE 175 (Present Article 200) 

4. It was suggested that-

(i) Article 175 should provide that when a Bill passed by the 
State Legislature is presented to the Governor, "the 
Governor shall assent to the Bill". This should replace 
the provision that "the Governor shall declare either that 
he assents to th,tt Bill or that he withholds assent there
from or that he reserves the Bill for the consideration of 
the President". 

(K. Santhanam, M. Ananthasayanam Ayyangar, T.T. 
Krishnamachari and Shrimati G. Durgabai). 

(ii) This Article should provide inter alia thot if the Governor 
does not assent to the Bill, the Legislatives Assembly of 
the State should get automatically dissolved and fresh 
elections should be held immediately. 

(Tajamul Husain). 

(iii) The provision that the Governor may reserve the Bill 
for the consideration of the President should be omitted. 

(Jaya Prakash Narayan). 

S. The notes of the Constitutional Adviser observed that 
under draft Article 175 the power of the Governor to declare 
that he assents to the Bill or that he withholds assent therefrom 
or tha the reserves the Bill for the consideration of the President 
would be exercised by him on the advice of his Ministers. Also 
as the Governors would be nominated by the President instead 
of being elected by the Provinces, all references to the exercise 
of functions by the Governor in his discretion would be omitted 
from the Draft Constitution. Accordingly, the words "in his 
discretion" would be omitted from the Proviso to Draft Article 
175 and the power of the Governor to return the Billl to the 
Legislature under this Proviso would be exercised by him on 
the advice of his Ministers. 

Further, the provision regarding reservation of a Bill for the 
consideration of the President would be necessary in view of 
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draft Article 231(2} [present Article 254(2)]. Besides, a provisio~ 
was being made for reservation by the Governor of Bills affectin~ 
the powers of High Courts for the consideration of the President, 
It was therefore essential that the provision regarding reservation 
of Bills for the consideration of the President should be retained 

6. The Drafting Committee recommended amendments (i) 
deleting the words "in his discretion" in the First Prt viso tt 
Draft Article 175 and (ii) inserting the Second Proviso to that 
Article. (These correspond to the First and Second Proviso to 
the Present Article 200). 

DRAFT ARTICLE 176 (Present Article 201) 

1. K. Santhanam, M. Ananthasayanam Ayyangar, T. T. 
Krishnamachari, Sbrimati G. Durgabai and Jay a Prakash 
Narayan suggested that this Article should be deleted. The 
Constitutional Adviser's note pointed out that, as the provisio~ 
relating to reservation of Bills for the consideration of the Pre
sident could not be omitted from Article 175, it was not possibl• 
to delete Draft Article 176. 

DRAFT ARTICLE 231(2) [Present Article 254(2)) 

8. K. Santhanam, M. Ananthasayanam Ayyangar, T. T. 
Krishnamachari and Sbrimati G. Durgabai suggested that this 
clause should be deleted. The Constitutional Adviser's note 
explained that the expression "repugnant" used in clause (I) 
of this Article had sometimes been construed very widely. If 
the amendment was accepted, the State Legislature would 

!..hardly have any power to make laws with respect to a Con-
• current List matter on which there was an earlier Jaw made by 

Parliament or there was an existing law. This would unduly 
restrict the powers of the State Legislature to make laws in 
respect of the Concurrent List matter. The amendment could 
not therefore be accepted. 

APPENDIX-A(ii) 

Extracts of Speeches in Constituent Assembly on Draft Article 175. 

DR. B. R. AMBEDKAR : The old proviso contained three 
important provisions. The first was that it conferred power 
on the Governor to return a Bill before assent to the Legis
lature and recommend certain specific points for consideration. 
The proviso as it stood left the matter of returning the Bill to 
the discretion of himself. Secondly, the right to return the Bill 
with the recommendation was applicable to all Bills including 
money Bills. Thirdly, the right was given to the Governor to 
return the Bill only in those cases where the Legislature of a 
province was unicameral. It was felt then that in a responsible 
government there can be no room for the Governor acting on 
discretion. Therefore, the new proviso deletes the word "in 
his discretion". Similarly, it is felt that this right to return 
the Bill should not be extended to a Money Bill and consequently 
the words "if it is not a money Bill' are introduced. It is also 
felt that this right of a Governor to return the Bill to the Legis
lature need not necessarily be confined to cases where the Legis
lature of the province in unicameral. It is a salutary provision 
and may be made use of in all cases even where the Legislature 
of a province is bicameral. 

SHRI BRAJESHWAR PRASAD : Under Article 175 the 
the Governor has no power to veto a Bill in his own discretion 
or initiative but can do so only if he is so advised by his Ministry. 
I am not in favour of this provision. Then, he cannot veto a 
Bill that has been twice passed by the Legislative Assembly; 
even that is not acceptable to me. He has not got power in his 
discretion to veto a Bill or to reserve a Bill for the consideration 
of the President. There are two classes of cases in which a Bill 
can be reserved for the consideration of the President. It can 
be so reserved under certain articles of this Constitution, and 
also if the Governor is advised by his Ministry to do so. I want 
that the Governor should have power in his discretion to veto 
a Bill passed by the legislature, whether passed once or twice 
by it. 



PROF. SHIBBAN LAL SAKSENA : I completely disagree 
with my friend, Mr. Brajeshwar Prasad, who seems to favo~r 
everything which gives power to the GoYernor and the Council. 
He wants that the Governor should have power to held up any 
legislation. 

I know he is the moninee of the President, but it is quite possible 
that the party in power in the province may not he the same as 
th<.' parry in power in the Centre and the President may not be 
persona f!rata with that party. I therefore think that it will intro· 
duce a very wrong principle to give the Governor this power 
to go against the express wish of the Assembly and even of the 
Council. I think that the original proviso should remain and 
the Governor should have power to send back a Bill only where 
there is no Second Chamber. 

SHRI T. T. KRISHNAMACHARI : The Governor will 
not he exercising his discretion in the matter of referring a Bill 
hack to the House with a message. That provision has gone out 
of the picture. The Governor is no longer vested with any dis
cretion. If it happens that as per amendment No. 17 the 
Governor sends a Bill back for further consideratton, he does 
so expressly on the advice of his Council of Ministers. The 
provision has merely been made to be used if an occasion arises 
when the formalities envisaged in article 172 which has already 
been passed, do not perhaps go through, but there is some point 
of the Bill which has been accepted by the Upper House which 
the Ministry thereafter finds has to be modified. Then they 
will use this procedure; they will use the Governor to hold up 
the further proceedings of the Bill and remit it back to the 
Lower House with his message. 

It is a saving clause and vests power in the hands of the 
Ministry to remedy a hasty action that they might have under
taken or enable them to take an action which they feel they ought 
to in order to meet popular opinion which is reflected outside 
the House in some form or another and for 'his purpose only 
this new proviso has been put in. It does not abridge the power 
of the responsible Ministry in any way and therefore, it does 
not detract from the power of the Lower House to which the 
Ministry is undoubtedly responsible; it does not confer any 
more power on the Governor. On the other hand it curtails the 
power of the Governor from the•-position envisaged in the 
original proviso which it seeks to supplant. 

APPENDIX-B(i) 

Views of some experts on the discretion of the Governor to 
r"'erve a Bill under Article 200 for the consideration of the 

President 

SOU J. SORAR.JEE 

Under Article 213, the Governor performs functions which 
are legislative in nature, namely, promulgation of ~rdinances. 
This function is to be performed on ministerial adv1ce and not 
in the Governor's diSl."'t'etion. However, in deciding whether 
the ordinance falls· within any of the categ;orie5 set out in the 
proviso to Article 213, the Governor necessarily hast"! 3:ct in 
his individual discretion and judgment and arrive at h1s mde~ 
pendent conclusion and in such a situation he cannot be bound 
by ministerial advice. 

The rationale underlying this proviso is to prevent the state 
executive from promulgating an Ordinance which is of such 
a nature that the State Legislature, were it in session, would 
not be able to enact it as a law on account of certain constitu
tional requirements, or because the Ordinance is such that. 
if it were a Bill passed by the Legislature, the Governor would 
withhold h!S assent and reserve it for Presidential consideratiOn 

Under Article 200. the Governor can withhold his assent 
to a Bill or reserve the Bill for the considoration of the PreSident. 
Obviously, in '\UC'h matters he is not expected to act on the adv1ce 
of the Council of Ministers when the Rill has hcen passed by 
the Legislature of the State. 

The Governor has no general power of vetoing legislation 
passed by the State Legislature .. None the less, he c~n stall the 
legislative measure by •vithholdmg hiS assent, not tndefinttely, 
but for a reasonable time, and request the Legislature to recon
sider the Bill and introduce such amendments as he recommends 
in his message. If. however, the Bill is passed again by the 
Legislature with or without amendment, the Governor shall not 
withhold assent therefrom, vide first Proviso to Article 200. 
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There is another cour!'~ oren to the Governor. 
straightway reserve the BiH for Ct"~nsiderJtion of the 
and therehy st•ll the legi,l.tion. 

He't 
Pre<;ido:nt 

What are the norms anc.l cri tcria that the Governor should 
follow in reserving Bills for Presidcntml consideration ? .•.•.• 

It is suggested the Governor should exercise the fun"tions 
of reserving a 81!1 for Presidential con'\ideratilln, if (n) the 
Rill is patently unconstitutional e.g .• if ttx (adt• it dis~o.·riminatcs 
against certain pcrsnns or c''mmunities in a hnstile manner, 
or it is a patent usurpation of the Union's lc~islativc powers; 
(b) if it is palpably against the larger intcre.<ts of the country 
from the point of view of its unity and integrity and the na..-cssity 
of maintaining the federal principle, and clashes head on with 
the general policy of the Union: or (c) if it is in dira:t llll1W15itilln 
to the directive principles of State policy; or (d) if the Bill pass:d 
by the State is of grave national importance, and e~recially in 
a c1se where it is apparent to him that the recon~1deration 
of the Bill in the I ight of the amendment~ recommended in hi.;. 
message by the House or Hou<;es would be an idle 1\lrmality. 

These examples are only illustrative. What needs to be empha
sized is that this power should he exercised on rare o~~a'\iom; 
and in exceptional cases. 

Divergent views have been expressed on the que."'tion whether 
the Governor after the second reading of the Bill and its passaJ.te 
in the Legislature can thereafter reserve the Rill for Presidential 
consideration. According to one school of thought, after the 
second reading the Governor cannot withhold assent to the Bill. 
The other-and the hetter-view is that the Governor's power is 
not exhauated after the passage or the Bill for the second time 
in the Legislature. If the Governor is of poinion that the Bill 
continues to contain provisions which are patently repugnant 
to the Constitution, there is nothing to prevent him from with .. 
holding his assent to the Bill and reserving It for consiJeration 
of the President. 

Again the second proviso to Article 200 provides that the 
Governor shall not assent to a Bill which would, if It became 
law so derogate from the power of the High Court as to 
endanger its position under the Constitution. This provision 
does not confer a discretion but ca<ts an obligation upon the 
Governor. But the point is that the question whether the Bill 
does or does not derogate from the power of the High Court 
is a matter left to the opinion of the Govern')r-and again, from 
the very nature of the situation, he has to act in this contingency 
independently of the Council of Ministers and irrespective of 
their advice. 

(The Governor, Sage of Sahatcur : 
Rnli R1lOk'\ International) 

R. C. S. SARKAR 

The Govl!rner has the discretionary power to rdurn a Bill 
for reconsideration of the Legislature and sugge~t "'uitaht~ amend
ments. He may do so on the ground that the con'\titutionality 
of a Bill is doubtful or a Bill is mainfestly again<! state interest 
or national interest. This discretionary powe-r i5 analogous 
to the President's power under the Proviso to Article 74(1), 

This power of the Governer may be used by the Mini•try 
to remedy defects in the Btll. But such cases wtll he rare. Th" 
provision will lose its significance if its use is re~trtcted to thi• 
purpose only. 

2. The Governer·s power to re~rve a .Bill ror. the COMidcration 
of the President is in general terns. If literally '.nterpreted. every 
Bill can be reserved for President's consideration und thi'i ha01 
given rise to controversy. 

3 In view of the erosion of the legislative authority or the 
Staies and their demand ror greater autonomy. Artide 20U 
should not be interpreted so as to give wider powers .h~ the Ur:tion. 
Secondly. in a parliamentary system, the prov1s1ons ol the 
Constitution should not be so mh:rrretcd a., to cnt·.trl.! ... ' thll 
powers of the Governor. at the co~t of the powers or the real 
executive viz. the Cabmate. 

4. The mandatory provisions where Bills have to he re<;erved 
for the consideration of the President are (t) Second Proviso 
to Article 200, (ii) Artie!~ 288(2), (iii) Article 31 A, (iv) Article 
JIC and (v) during a. tinanct>l emor~ency, A"•c.le 360(4)(a) 
(ii). The previous sanct•on of the PreSident "re~utred for the 
introduction of a Bill referred to in Article 304(v) or for moving 



an amendment thereto. If the necessary previous sanction is 
nN ol:>tamed. the Bill after 11 is pa>Sed has to be reserved for 
the President's con~ider.ltion. 

In all the above cases, the Governor, in the exercise of his 
discretionary power, has to reserve Bills for the President's 
consideration even without or against the advice of his Council 
of Mini•ters. In all other cases he should act only on the advice 
of his Ministry. Article 200 should be amended to make this 
clear and also lo provide a time limit of. say, 3 momhs within 
which the Governor should exercise his power. This power 
of the Governor cannot be regulated by an Instrument under 
the Constitution. 

5. A Governor should not reserve a Bill either in the Concur
rent field or in the State field for President's consideration, 
unless he is so advised by his Ministry. 

6. If a Bill in respect of a State List matter represents a policy 
whkh. according to the Governor. is at variance with the policy 
laiJ down in a Union law, the Governor should not 'e . .:;erve 
the Bill except on the advice of his Council of Ministers. Similarly 
the question of reservation does not arise if the Union policy 
is laid down merely by an executive order. 

7. When a Bill is reserved for the President's consideration 
the Union examines it not only from the point of view of its 
constitutionality but also from all possible angles to find out 
whether it conforms to the policies of the Union and whether 
there are procedural safeguards for aggrieved parties. The 
Union often tends to dictate its policies to the State. If a Bill 
on a State List subject is reserved under the Constitution, the 
President has the right to veto the Bill unless it conforms to the 
policy laid down by the Union. The Constitution gives powers 
to the Union executive to control State legislation. Whether 
this power should be restricted is a matter for discussion. 

8. When a Bill is reserved either because it affects the powers 
of the High Court or its constitutional validity is in doubt, it 
is the duty of the Union executive to examine the entire Bill 
from all possible angles. 

The advisory opinion of the Supreme Court should be sought 
only in exceptional cases where grave issues are involved. 

9. When the President returns a Bill to the State legislature 
and it is passed again with or without amendment, the President 
should have the power to veto the Bill without giving reasons. 
In the peculiar circumstances prevailing in our country, the 
Union executive should have necessary control over State 
legislation. 

10. A time limit of, say, 3 to 6 months should be provided 
f<'T the exercise of President's powers under Article 201. If the 
President is dissatisfied with any Bill, he should in the first 
instance return the Bill for reconsideration of the State legis
lature. When the Bill is again received by the President he may 
either give his assent to the Bill or veto it. But no reasons need 
be given for vetoing a Bill because the President's action will 
become subject to judicial review. 

Article 201 may be amended to give effect to the above 
suggestions. 

A. G. NOORANI 

[Summary of views communi
cated to this Commission] 

Be it remembered that the Constitution of India does not 
confer on the Union the power of disallowance over State 
legislation as is enjoyed by the Union in Canada. What the 
Constitution• confers, on the contrary, is a facility to the States 
to depart from and override Central legislation on a matter 
in the Concurrent List of topics for legislation if its own parti
cular needs so dictate. The President's assent-i.e. the Govern
ment of India's approval-was intended by the framers of the 
Constitution as a necessary regulation of the facility lost it make 
a mockery of Central legislation which makes for uniformity. 
It was not intended to confer an arbitrary veto on the Centre 
or a licence for dilatoriness. It is a gross perversion of the 
Constitution that a power conferred on the Union to enable it 
to assist the States in enlarging their autonomy is abused by 
it systematically to curtail the autonomy. The Concurrent 
List covers subjects on which both the Union and the State 
would wish to legislate from their respective stand-points of 
uniformity and diversity. Balancing the two calls for states-
manship, · · 
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2. The constitutional position is perfectly clear. First the 
States are not at all obhged to refer to the President for his 
assent any Bill on a topic in the State f:ist. Secondly, it is not 
open. to Governor to reser.ve any B11l for the f>resident's consi
deratton except on the advtce of the Council of Ministers. Both 
preposthons are subJect to one proviso alone, namely, a Bill 
~h1ch m the opm1on of the Governor would, if enacted, so 

derogate fro~ the .Powers of the High Court as to endanger 
the postlton. w,uch tl ts destgned to fill by the Constituiton'. 
However, Btlls on matters m the Concurrent List are preferable 
by the Governor to the President for his assent on the advice 
of hts Counctl. of Mmtster~ when the State wishes to enact, 
for reasons of 1ts local condtttons, legtslatton to override centra 1 
legislation on a matter in that List. 

3. Once a. Bill is passed by the Stat~ Legis hi! ure, the Gov
ernor ~an etther a~rd hts assent to tt, withhold assent or 
refer tt to the Prestdent (Art. 200). He is, however, bound to 
wtthhold assent and refer the Bill to the President if in his 
opinion it. "derogates" from the po':"er of the High Court. 
Under arttcle 201 the Prestdent can etther accord or refuse 
assent or return it for "reconsideration". 

L.P. SINGH 

["Centre's Veto on States laws" 
by A. G. Noorani-Indian 

Express dated 20-9-19S5], 

Articles 200 might give the impression that the Governor 
has wide discretion in the matter cf giving assent to a Bill or 
reserving it for the consideration of the president. If in the 
opinion of the Governor •. a Bill is likely to derogate s~riously 
from the powers. of the H tgh Court, the Governor is required 
to reserve the Btl! for the constderatton of the President; It 
is not so much a matter of exercise of discretion as of a consti
tutional obligation. However, a m0re complex. question arises 
when the Governor is presented a Bill which deals with a subject 
falling within the Union List of the Seventh Schedule. I had 
a .case iry which the S.tate . :Legislat'!re had p~ssed a Bill dealing 
w1th a mter-State mtgratton, whtch falls m the Union List. 
I felt that in assenting to the Bill I might be violating my oath 
of office-'to protect, preserve and defent the Constitution'
and in reserving it for the assent of the President if advised 
by the Council of Ministers not to do so, I would 'be departing 
from a healthy convention which I was anxious to respect. The 
understanding Chief Minister helped me out by leaving me free 
to reserve it for the assent of the President. 

2. There was a case in one of the other States, in which 1 
was asked to approve Draft Regulations purporting to have 
been framed under the proviso to Article 320(3), which went 
beyond the scope of the proviso, and were violative not only 
of statutory rules but also of certain Fundamental Rights. 
I returned the papers with the observation that a Governor 
ought not to be required to append his signature, even by way 
of acquiescence, to proposals which were clearly violative of 
the Constitution and the law; and the matter rested at that. 

3. I have mentioned these two instances because they involved 
a basic question : to what extent could a Governor, guided 
by his oath of office. refuse to agree to a course proposed by 
the Ministry? The view I took was that in marginal or doubtful 
case~ t~e Governor should act on the advice of the Ministry, 
and 11 ts only when an obvtous mfrmgement of the Constitution 
is involved, and he has failed to persuade the Ministry to give 
up its proposal, that he should withhold his approval. 

[The Governor, Sage or Saboteur : 
Roli Books International] 

GOVIND NARAIN 

It may be noted, in the context of Article 200, that in some 
catagories of Bills which are passed by both Houses of Legis
lature, it is obligatory on the part of the State Government to 
recommend to the Governor that the Bill be reserved for the 
assent of the President. Such Bills, in the normal course, are 
referred to the President and, after examination by the Union 
Ministries concerned. are put up for the President's orders. 
The powers of the President in respect of such Bills are laid 
down in Article 201 of the Constitation. A very important 
responsibility devolves on the Governor in respect of Bills 
which are derogatory in any manner to the position and prestige 
of the State High Court. The Second Proviso to Article 200 of 
tl]e Constitution makes it obligatory on the part of the Governor 



to reserve ~or the consideration of the President any Bill which 
m hts opmton w~uld, "Jf it became law, so dcrogah: from the 
powers of the H1gh. Court as to endanger the position which 
that Court IS by th1s constitutiOn, designed to fill." 

[The Governor, Sago or Saboteur : 
Roli Books International] 

API'ENulX-B(ii) 

Extracts from Supreme Court J,,d~ement in Sam;her Singh 
v. State of Punjab/Air 1974 SC 219l/Relating to Exercise of 
Discretion by Governor under Article 200. 

RAYC. J. 

54, The provisions of the Constitution which expressly 
requlfe the Governor to exercise his powers in his discretion 
are contained in Articles to which reference has been made. 
To illustrate, Article 239(2) states that where a Governor is 
appointed an Administrator of an adjoining Union Territory 
he shall exercise his functions as such administrator independently 
of his Council of Ministers. The other Articles which speak 
of the discretion of the Governor are paragraphs 9(2) and 18(3) 
of the Sixth Schedule and Articles 371-A(l)(b), 371-A(l)(d) and 
371-A(2)(b) and 371-A(l)(f), The discretion conferred on the 
Governor means that as the constitutional or formal head of 
the State the power is vested in him. In this connection, reference 
may be made to Article 356 which states that the Governor 
can send a report to the President that a situation has arisen 
in which the Government of the State cannot be carried on in 
accordance with the provisions of the Constitution. Again 
Article 200 requires the Governor to reserve for consideration 
any Bill which in his opinion if it became law, would so derogate 
from the powers of the High Court as to endanger the position 
which the High Court is designed to fill under the Consti
tution. 

55. In making a report under Article 356 the Governor 
will be justified in exercising his discretion even against the aid 
and advice of his Council of Ministers. The reason is that the 
failure of the Constitutional machinery may be because of the 
conduct of the Council of Ministers. This discretionary power 
is given to the Governor to enable him to report to the President 
who however, must act on the advice of his Council of Ministers 
in all matters. In this context Article 163(2) is applicable that 
the decision of the Governor in his discretion shall be final and 
the validity shall not be called in question. The action taken 
by the President on such a report is a different matter. The 
President acts on the advice of his Council of Ministers. In all 
other matters where the Governor acts in his discretion he will 
act in harmony with his Council of Ministers. The Constitution 
does not aim at providing a parallel administration within the 
State by allowing the Governor to go against the advice of the 
Council of Ministers. 

56. Similarly Article 200 indicates anoth.r instance where the 
Gove~n_or may act irrespective of any adv i1."C from the l'oun~:il 
of Mm1stcrs. In such matters where the Governor is to ex.crdsc 
~1is discretion he must dis..:harge his duties to the bcst of his 
Judgement. The Governor is required to pursue su..:h courses 
whkh arc not detrimental to the State. 

K. IYER J. 

153. We declare the law of this brandt of our Constitution 
to be that the Presidenl and Governor, custodians of all executive 
and other p~wers under var1ous Artides shall, by virtue of 
these provisions, exercise their formal constuutional powers 
only upon and in accordance with the advi~,."C of their Mmistcrs 
save in .a few wel1-k~own except.iona~ situations. Without being 
dogmatic or exh:J.ustlve, these Situations relate to ( 1) the choi~..-c 
of Prime Minister (Chief Minister). restricted though this choic-e 
is by the paramount consideration that he should command 
a mi\iority in the House; (b) the dismissal of a Govermnent 
which has lost its majority in the House but refuses to quit 
office; (c) the dJs~oluuon of the !:louse where an appeal to the 
country ts necessnous, although tn this area the Head of State 
should avoid getting involved in politics and must be advised 
by his Prime .Minister (Chief Minister) who w1ll av<ntually take 
the responsJbJhty for the step. We do not examine in detail the 
constitutional proprieties in these predicaments except to utter 
the caution that even here the action must be compelled by the 
peril to democracy and the appeal to the lluusc or to the 
country must be~omc blatantly obligatory. We have no doubt 
that de Smith's statement• regardmg ro)al assent holds 
good for the President and Governor in India : 

"Refusal of lhe royal assent on the ground that the monan.:h 
stro~1gly disapproved of a Bill or that it was intensely contro
vcrstal would nevertheless be unconstitutional. The only circum· 
stances in which the withholding of the royal assent might be 
justifiable would be if the Government itself were to advise such 
a coU<se-a highly improbable contingency-or possibly if it 
was notorious that a Bill had been passed in disregard to man· 
datory procedural requirements : but since the Government 
in the latter situation would be of the opinion that the devi· 
at1on would not affect the validity of the measure once it bad 
been assented to prudence would suggest the giving of assent." 

•constitutional and Administrative Law by S.A. de Smith
Penguin Books on Foundations of Law. 



!::-oupp:cmcntary Questionnaire !'lio. 5 

QLTSTIONS ON THE OFfiCE OF THE GOVERNOR AND PRESIDENT'S RULES ETC. 

Appointment of Governors. 

1.1 To ensure that in the appointment of Governors 
due regard is paid to the criteria envisaged by the 
framers of the Constitution, it has been suggested 
that a Governor should be selected from a panel 
of names cleared by an Advisory Group consisting 
of the Speaker of the Lok Sabha and the Chairman 
of the Rajya Sabha, the final decision being left to 
the Prime Minister. Do you agree 1 Should the 
Leaders of the Opposition in the Lok Sabha and the 
Rajya Sabha be included in the Advisory Group 1 

1.2 The convention of consulting the Chief Minister 
has reportedly fallen into disuse. lt has been suggested 
that since this convention bas failed, requirement 
of sud1 consultation be made mandatory by so 
incorporating it in the Constitution itself, through 
an amendment. Do you agree '/ 

1.3 What are your views in regard to selecting 
Governors from among (a) politidans and (b) retired 
civil, defence personnel '/ 

Remo,·al of Governors. 

2.1 According to one view, the fact that the tenure 
of a Governor is precariously dependent on the 
unfettered pleasure of the President i.e. the Union 
Council of Ministers, has impaired his (Governor's) 
capacity to act m his own judgment in matters in 
respect of which he is required by or under the Consti
tution to exercise his d1scretion. On these premises 
it has been sugge>ted that the Governor should be 
made remO\able only after following and impeachment 
pnxxdure on the same lines and grounds as applicable 
to the President. 

2.2 Alternatively, it has been suggested that a 
Governor should be made removable only in consul
tation with the Advisory Group proposed earlier 
for advising on the appointments of Governors. 
What are your views on this issue 1 

Transfer and appointment for a second term. 

3.1 Very often a Governor, before the completion 
of his tenure, is transferred as Governor of another 
state. Do you consider that this feature has affected 
the dignity of the office or the indpendence of its 
incumbment ? 

3.2 After completion of his tenure should the 
~Governor be eligible for appointment for a fresh term 
as Governor in either the same State or another 
State 1 

Pension and Post-retirement restrictions. 

4.1 Should a Governor on the completion of his 
full term be eligible for a liberal pension '/ Will 
this make for greater objectivity in the exercise of 
his discretionary power while in office 1 
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4.2 Should a Governor after completion of h1s 
•~rm, be made ineligible to hold any office of profit 
under the Government of India or the Government 
of a State 1 

4.3 Should the Governor, after completion of 
his term, be made ineligible to hold any elective 
offico such as Minister at the Centre or in a State, 
President of India, Vice-President of India or Member 
of Parliament or of a State Legislature 1 

Role of Governor-Fortnightly reports. 

5.1 According to the current practice, the Governor 
sends and the Centre expects fortnightly reports 
from the Governor as to how the activ1ties and 
afl'airs of the Government in the State are being 
carried on. Can the authority for this practice be 
spelled out from the duties imposed on the Union 
inter-alia, under article 355 1 ln any case, would 
you prefer the making of an express provision in the 
Constitution authorising or requiring such reports 
from the Governor '/ 

5.2 Is there scope for improving the content and 
purpose of the Governor's fortnightly report to the 
President ? Should he send a copy ot th1s report to 
the Chief Minister ? 

5.3 Besides reporting important developments in 
the State, should the Governor highlight major 
problems in which the Centre could help t11e State 1 
What should be the Governor's role vis-a-vis that 
of the Chief Minister in regard to such problems '/ 

Discretionery Powers. 

6.1 What are the situations in which a Governor 
may be called upon to exercise his discretion as 
envisaged in Article 163(1) ? Could a situation arise 
in wh1ch a Governor may be constrained, in order 
to conform to his oath of office under article 159, 
to over-rule the advice of his Ministry and exercise 
his discretion 1 

6.2 ln his capacity as Chancellor of a University 
appointed ex-officio under a State Act, is it obligatory 
for a Governor to act according to the advice of his 
Council of Ministers ? On the contrary, should the 
Governor act according to his individual judgment 
after consulting his council of Ministers '/ ln either 
case what would be the Constitutional justifica
tion 1 

6.3 (i) When a Governor is satisfied that the Chief 
Minister no longer enjoys majority support in the 
Legislative Assembly, should be proceed to (a) 
dismiss the Ministry or (b) ask the Chief Minister 
to face the Asssembly within the shortest possible 
time 1 

(ii) lf the Chief Minister is unwilling to face the 
Assembly within a reasonable time, should the 



Governor ·(a) dismiss the Ministry or (b) summon 
the Legislative Assembly with the sole purpose of 
verifying the majority support of the Ministry, or 
(c) suggest to the Centre that President's Rule may 
be proclaimed ? 

(iii) Should it be expressly provided in Artide 
174(1) that the Governor may in a situation like (ii) 
above, summon the Assembly in his discretion 1 

6.4 If a Chief Minister or a Ministry is found 
indulging in or encouraging anti-national activities 
or engaging in corrupt practices, will it be consti· 
tutionally valid for the Governor to dismiss the 
Ministry and made efforts to identify another leader 
who can form a stable Ministry 1 Alternatively, 
should the Governor recommend proclamation of 
President's Rule 1 

6.5 In view of the controversies that have been 
raging around the actions of certain Governors' 
should a set of guidelines be issued to Governors 
by the President '/ lf so, will this need an amendment 
to the Constitution '/ 

Law and Order. 

7.1 lf there is public disorder (not amounting to 
'internal disturbance') in a State, which the ::itate 
police is unable to quell, will the Centre be competent 
to deploy suo motu 1ts armed forces in aid of the State 
Police or its law enforcing agencies under Article 
355 or in the exercise of its executive power under 
Article 73 read with Entry 2A of List-1 ? 

7.2 Do you agree with the view that under Article 
355 the Union has the executive authority to deploy 
its armed forces in a State in order to protect the 
State against mternal disturbance '/ On the other 
hand, does the expression, "deployment of any armed 
force of the Union .... in any ::itate in aid of the civil 
power" occuring in Entry 2A of List 1 mean that the 
Centre can deploy its armed forces only 11 there IS 
a request to that effect from the State Government '/ 

7.3 Assuming that the duty imposed on the Union 
by Article 35~ forms part of the executive power 
of the Union can the Union require that a State 
should sent t~ it information on the subject ot public 
order and security within the State ? lf the State 
fails to do so would such failure amount to 1mpedmg 
the exercise of executive power of the Union and 
JUstify Centre's giving appropriate directions under 
Article 257(1) '/ 

7.4 ln the Constituent Assembly Dr. B.R. Arnbedkar 
explained that the word "and': interposed betwee~ 
"external aggressiOn" and "mternal disturbance, 
on the onehand and between "mternal disturbance 
and "to ensure' that the government in every State 
is carried on in accordance with this Constitution" 
on the other, can be read both conjunctively and 
disjunctively, as the occasion may requ1re. 

This implies that occasions are conceivable where 
"External aggression" or "internal disburbance" eXIsts 
as a fact but does not involve or g1ve nse to a situation 
in. which the Government of the State cannot be 
carried on in accordance with the Constitution. 
1t follows that on such an occasion iuvolving 'internal 
disturbance' simpliciter, Article 356 (1) cannot be 
val,idly invoked, If that be the nght pOS!tJOn what 
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other steps or alternatives are permissible under the 
ConstitutiOn to enable the Union to dischar~e the 
duty imposed on it under Article 355 '! ' 

7.5 Conversely a situation or "external aggres>ion'' 
may not be so serious in extent and nature as to cause 
or involve a situation or grave emergency threatening 
the security of india or any part thereof, to justify 
action under Article 352. What alternat1v~s would 
be available under the Constitution to the Union in 
such a situation of 'external aggression" for perfor
ming the duties laid on it by Article 355 '/ 

President's Rule. 

8.1 The phrase "a situation has arisen iu whidt the 
Government of the State cannot be carried on in o.:cor· 
dance with the provisions ofthe ,Constitution" GC(urr
ing in Article 356 (1) is capable of both a wide as well 
as a narrow interpretation. ln its widest amplitude 
it may comprehend each and every infringement of 
any provision of the Constitution, whakver be the 
extent and nature or the infringement or the relative 
importance of the provi>iun infringed in the LOll>· 
titutional >et-up, as a breakdown ol the l on>titutiou. 
ln the narrow sense this phr<t>e would mean no morQ 
than an a<.:tual failure or break-down of the Cons· 
titutional machinery or the system of Cl>mlltutional 
government in the State as contemplated iu the Cons
titution. 

In Basu 's "Shorter Constitution of India the renu11 ned 
author has coordinated several intrinsic factors in
cluding what was said in the Constituent Assembly 
Debates and as tu the marginal heading of the Article 
SO as tO reach the conclUSIOn that this phra>C >hould 
be given the narrow interpretation indicated above. 
Do you think the expression ··cannot be carried on" 
postulates that all possible_ rem~dial alternatives 
were explored or availed ol but tailed. I he 11 ords 
"cannot be" imhcalc that th1s power IS to be 111vol..cd 
as a last resort the situation being such tl1at it I> nut 
possible to redtify the aberration from the cou>~itu
tional path by adopting any other alternative. fhe 
use of the word "provisions" in plural in the contcxual 
expression ·'in accordance with the. provi>lons of the 
Constitution" read w1th the marg111al uute, lurlher 
fortifies the conclusion that it was mtendcd to convey 
the sense of failure of the constitutional system of 
responsible government in the State and no.t astray 
infraction ot some orjany provJsJOn ol lllc Comtitu
tion which could be rectified by having recourse 
to ~ther remedial action. Do yuu agree with this 
interpretation? (b) Further, does the afore>aid phrase 
in Article 356(1) compreheud a sllualwn where the 
failure or breack-down of the ConstitUtiOn 1s Jrommcnt. 

~.2 To what extent, if any, is the s~ope of Artidc 
356ll) controlled by Article 355 '! 

Coordination between States. 

9.1 Do you consider that setting up of an Inter· 
Stale Council under Article 263 should nut be po~t
poned any longer'/ What should be 1ts compositiOn 
and functions'/ 

9.2 It lu1s been suggested that the.re >ho~ld be 
pnm cumullalton Willl the !tiler-Stale ( ounc1l, 
among oth~rs, in matters like ~ppumlm~.nt,!emuval 
of Governors, proclamatiOn ol Pres1dent s rule 1n a 



State under Article 356, undertaking legislation under 
Article 249, undertaking legislation under those en
tries in List 1 which impinge upon linked entries in 
List II or List III, State Bills reserved for the Consi
deration of the President, border disputes etc. Do you 
agree? 

9.3 What are the reasons for Zonal Councils not 
being effective in achieving their objective of colle
ctively pursuing States' interests? 

9.4 How should the Inter-State Council function in 
relation to (a) the National Development Council and 
(b) Zonal Councils 1 

Failure to comply witb Centre's directions 

10. A view has been expressed that under Article 
365, the President can lawfully hold that the govern
ment of the State cannot be carried on in accordance 
with the provisions of the Constitution, only if the dire
ction of the Central Executive which is not complied 
with by the State, falls within the four corners of any 
of the provisions of the Constitution which expressly 
extend the executive power of the Union to the giving 
of such direction, namely; Article 353, 360(3), during 
the period when the appropriate proclamation of 
Emergency is in force, or Articles 256, 257 and 339 
(2) when no such proclamation is in force. Conversely, 
the saction in Article 365 cannot be invoked if the 
direction disobeyed or ignored was issued under any 
other provisions of the Constitution e.g. Articles 347, 
344( 6 ), 350A, which do not expressly extend the 
executive power of the Union to the giving of the dire
ctions mentioned in those provisions, the reason 
being that non-compliance with direction issued 
under such directory provisions does not create a situa
tion of substantive or constructive failure of the Con
stitutional machinery in the State. 

Do you agree with this view'! 

Supplementary Questionnaire No. 6 

QUESTIONS REGARDING ARTICLE 249 OF 
THE CONSTITUTION OF INDIA 

Background 

There was no provision in the Government of India 
Act, 1935 corresponding to the present Article 249. 
No such provision exists in the Constitutions of Aus
tralia, Canada and United States. 

However, the author of this draft, Shri B. N. Rau, 
the Constitutional Adviser, cited the following extract 
from the Privy Council decision, Attorney-General 
for Ontario v. Canada Tempoerance Federation(l946 
A. C. 193) to support the draft Article 226 (now 
Article 249). 

"The true test is to be found in the real subject 
matter of the legislation ; if it is such that it goes 
beyond local or provincial concern or interests and 
must from its inherent nature be the concern of the 
Dominion as a whole, then it will fall within the com
petence of the Dominion Parliament as a matter 
affecting the peace, order and good Government of 
Canada, though it may in another aspect touch 
upon matters specially reserved to the Provincial 
Legislatures". 

A perusal of the entire judgment however shows 
that this decision did not lay down any sweeping rule 
that by virtue of Sections 91 and 92 of the British 
North America Act, 1877, the Dominion Parliament 
is competent to legislate as regards any Provincial 
or local subject whenever, in its opinion, it has assu
med national importance. In that case, the Privy 
Council was interpreting the residuary power of the 
Dominion Parliament to legislate for "the peace, 
order and good Government of Canada". In an ear
lier case Russell v. The Queen. (1882) 7 A. C. 829, the 
Canada Temperance Act, 1878 was "held to be within 
the legislative competence of the Dominion Parlia
ment under s. 91 of the British North America Act, 
1867, on the ground that it related to the peace, order 
and good Government of Canada, and did not deal 
with any of the matters exclusively reserved to the 
Provinces by s. 92 of the Act of 1867". The crucial 
lines are those that have been underlined. In 
Attorney-Genera/for Ontario's case (ibid) decided 
on Junuary 21, 1946, the earlier decision in Russel's 
case was upheld and accordingly it wr.s decided 
that Parts 1, 2 and 3 of the Canada Temperance 
Act, 1927, which replaced the Act of 1878, were 
equally valid Dominion Legislations. 

Be that as it may, when the draft Article 226 (cor
responding to the present Article 249) was on the anvil, 
it was severely criticised both inside and outside the 
Assembly. The Hindustan Times claimed in an Edi
torial that it dealt a death blow to Provincial au
tonomy. Several Law Professors expressed the 
belief later voiced by members of the Assembly-that 
it perverted the amending process and ought, therefore, 
to be removed from the draft Jayaprakash Narayan 
also urged that this provision should be dropped. 
The Legislatures of Bombay and East Punjab, when 
debating the merits of the Draft in the autumn of 
1948, favoured its ommission, regarding it as a grave 
infringement of Provincial rights. Many Assembly 
members held this view, and twenty proposed an 
amendment deleting the article. Amount the many 
supporters of the amendment were K. Santhanam, 
M. A. Ayyangar, Smt. Durgabai, T.T. Krishnama
chari and V. T. Krishramachari, Acharya Jugal 
Kishore, and five Muslims. 

This Article was referred to a Special Committee 
which again considered the subject at its meeting on 
11-4-1948, and recommended:-

"(i) A resolution authorising Parliament to legis· 
late with respect to a State subject in the national 
interest should not be moved in the Council 
of States "without prior consultation with the 
Governments of States concerned." 

(ii) It would have to specify the period during 
which Parliament was to have the power thus 
granted and this period was not to exceed 
3 years; and 

(iii) Further extensions for not more than 3 years 
at a time could be made by fresh resolutions." 

The proposal of the Special Committee was accepted 
and the draft article was accordingly included. The 
Constitutional Advisor again defended the original 
draft article. 



On 18-1 0-19-t8, the . Drafting Committee again 
constdered the draft Article and opined that it would 
not be necessary to dilute the provision to the extent 
of the suggestions made by the Special Committee 
that there should be previous consultation with the 
States. It decided therefore, to delete this condition 
and th~ draft article was accordingly revised. 

This article was considered by the Constituent 
Assembly on 13-6-1949. Dr. Ambedkar moved and 
amen~ment restricti~g the scope of the legislation to 
a penod not exceedmg one year at a time. 

Even thereafter, most of the members, including 
Pataskar, Alagesan, V. S. Sarwate, criticised that this 
article will be a mockery of Provincial autonomy and 
pleaded for its deletion. Shri B. M. Gupt~, (who later 
became the Attorney-General of India), opposed 
the inclusion of the Article on the following 
grounds :-

"(i} One House of the Parliament cannot do this; 

(ii) the State Legislature also should vote for 
the resolution; 

(iii) there is nothing to warrant that such powers 
are necessary or required; and 

(iv) during non-emergency times it should not 
be possible for the Centre to encroach upon 
the State fields." 

However, this clause was adopted by the Assembly 
and incorporated as Article 249 in the present form. 

Article 249 has been made use of on very few 
occasions. On August !2, 1950, consequent upon the 
requisite resolution passed by the Council of States, 
Parliament assumed powers under this Article in 
respect of all matters in Entries 26 and 27 of List II, for 
the effective control of black-marketing for a period 
of one year. It was later extended for one more year. 
The said resolution enabled Parliament to enact,
(!) Prices of Goods Act of 1950; (2} the Essential 
Supplies (temporary powers) Amendment Act of 1950. 
Later, another resolution passed by the Council of 
States under Article 249 enabled Parliament to enact
(3} The Evacuee Interest (Separation) Act of 1951. 
Subsequently, by the Constitution (Third) Amend
ment Act of 1954, items " (b) foodstuffs, including 
edible oilseeds and oil (c) Cattle fodder including 
oilcakes and other concentrates; (d) raw cotton, whe
ther ginned or unginned, and cotton seed; and (e) 
raw jute" were added to Entry 33, List Ill to which 
Entries 26 and 27, List IT, were, in terms subject. 

After 1951, no occasion has arisen for exercise 
by Parliament of the power under Article 249. Thus, 
for the last 34 years, this Article is lying otiose. 

Some State Governments and Political Parties 
have urged for deletion of the Article. To the same 
effect was the recommendation of the Rajamannar 
Committee (1971 ). Other have suggested its amend
ment for introducing safeguards against its misuse 
while the rest are not against its retention as it is. 

Article 249 is vulnerahle to criticism on these 
grounds :-

Grounds of criticism 
(I) A resolution passed by the Council of States 

with a 2(3rd majority of the memb~rs present and 
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voting does not necessarily mean that ~/3rd vf the 
~2 States support the authorisation. became even the 
seven bigger States having larger representation in 
the House, namely, Uttar Pradesh (34). Bihar (22), 
Maharashtra (19). Andhra Pradesh 118), Tamil Nadu 
(18), Madhya ~radesh (16), and West Bengal (16), 
plus the nom mated block ( 12) may furnish the 
requisite 2/Jrd majo.rity notwithstanding opposition 
from ~he representaltves of the remaining 15 Slates. 
Thus tt makes not only a mockery of the division of 
powers effected by Article 246 read with Schedule 
VII but also perverts and short-circuits the normal 
amending process enjoined by Article 368. 

(2) The experience of the u:e of the Article in ena
cting the three enactments aforesaid in 1950-53 shows 
that this power has been invoked not to tide over n 
p~oble~ which has temporarily assumed nationul 
dt~enswns .but as a s~op-gap arrangement with the 
ulttmate object of takmg away the explusi1•e compe
tence of the States, permanently, in regard to that 
matter, through a constitutional amendment. 

(3} None of the resolutions passed under this 
Article by the Council of States in the cases aforesaid 
~er': in keeping with the hope expressed by the Cons
tttuhon makers, that the Resolution should "limit 
it~el~ to a particular . aspect of a subject in the State 
Ltst mstead of extendmg to the whole of that subject" 
(see B. Shiva Rao's Framing of India's Constitution, 
vol. IV, p. 261). 

( 4) In any case, Article 249 has remained otiose 
for the last 3! ye.ars. It is redundant, particularly 
when the same object can be achieved by resorting to 
the better alternative in Article 252. 

Suggestions 

Some of those who are not in favour of deletion of 
Article 249, suggest-

It) That this Article should be so amended that 
the "matter" referred to in it should be limited 
to a particular aspect or items of an Entry in the 
Stale List so that Parliament should not, hy 
passing a resolution under this Article, take over 
the entire field, even it be for a temporary period 
encompassed by that Entry. 

(2) A resolution under Article 249 should not be 
moved in the Council of States, without prior 
consulation with the Jntor-State Council 
which should have, among others, on its mem
bership the Chief Ministers of all the 22 States. 

(3) A not her suggestion is that in addition to No. 
(2) above, previous consent of at least half of 
the State Governments and State Legislatures 
must be obtained. 

(4} The most moderate suggestion which will least 
disturb the present provision is that in Article 
249 in between the words "members present 
and voting" and "that it is necessary and ex
pedient", should be inserted the following 
words:-

"representing not less than half of the total 
number of States" 

Q. What is your reaction with regard to the comments/ 
views and suggestions summarised pbove in this 
]'lote7 



ANNEXVRE 

Article 249 

(I) N0twithstandin~ anything in the foregoing proviSions 
0fthi< Chapter. if the Council of States has declared by resolution 
!'upported by not less than to-thirds of the members present 
and voting that it is necessary or expedient in the national 
interest that Parliament should make laws with respect to any 
mauer enumer;1ted in the State List specified in the resolution. 
it shall be lawful for Parliament to make Jaws for the whole 
or any part of the territory of India with respect to that matter 
"h~le the resolution remains in force. 

C) A resolution passed under clause (I) shall remain in 
fon .. --e flli- such period not exceeding one year as may he specified 
therein : 

Pro,·ided that. if and so often as a resolution approving the 
crntinuance in force of any such resolution is passed in the 
n~;"~rmer orovidect in cJause (1). such resolution shall continue 
in force for a further period of one year from the date on which 
under this clause it would otherwise have ceased to be in force. 

(3) A law made by Parliament which Parliament would not 
but for the passing of a resolution under clause (1) have been 
competent to make shall. to the extent of the incompetency. 
cease to have effect on the expiration of a period of six months 
after the resoluti0n has ceased to be in force, exceot as respects 
th;ngs done or omitted to be done before the expiration of the 
said period. 

Supplementary Questionnaire No. 7 

QUESTIONS REGARDING ARTICLE 252 OF 
THE CONSTITUTION OF INDIA 

Background 

This Article largely corresponds to Section 103 
of the Government of India Act 1935. Whereas 
Secti<Jn 103 enabled the Provincial Legislatures to 
amend or repeal a law so made by the Federal Legis
lature, clause (2) of Article 252 takes away this power 
of the State Legislatures and provides that an Act 
passed under clause(]) of Article 252 can be amended 
or repealed by following the same procedure. Thus. 
Clause (2) contains a bar to amendment or repeal by 
anv State legislature of the law passed by Parliament 
under Clause (1) of the Article. 

Clause (2) was severely criticised in the Constitu
ent A~semblv and fVen after its enactment it has been 
the subject of perennial criticism by knowledgeable 
persons. rolitical parties and others. During the 
Constitutent Assembly Debates. K. Santhanam 
expressed "'l aporehension that Clause (2) "may 
become i•' ·nerative because no State would like to 
J!et into a •·0ose from which it cannot get out at all. 
As things stand. they can hand over the power 
to Parliam'nt: but once the Act is passed, then the 
State becon1es practically powerless even though the 
m~tter is n11e with respect to which it has power. 
This i~ rather unsatis 0actory". Seervai. in line with 
several other critics. comments .... "it is difficult to 
understand the reason for this departure (from its 
parent Section 103 of the Government of India Act 
1935). for the Article lo~es its utility if the power of 
the State Legislature is permanently taken away .... " 
(Parenthesis added). 

On the other hand. the apprehensions so prophe
tically voiced bv K. Santhanam have turned out to 
be true; for, even the _Central Legislature finds it 
difficult to amend or reVJse a statute once passed by 
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following the procedure laid down in clause (1) of 
Article 252. This difficulty stems from the fact that 
the consent/comments of the State Legislatures con
cerned solicited for the proposed amendment either 
may not be forthcoming or be so qualified and hedged 
around by discordant conditions, that it may not 
amount to the 'consent' requisite under Clause (!). 
The diflicully e'pcrienccd in revising the Estate Duty 
Act, 1953 in its application to 'agricultural land', and 
the Urban Ceiling Act 1976 are in point. The foll
owing solutions ha•·e, therefore, been suggested 
to facilitate the working of the provisions in Article 
252 :-

Suggestions 

(l) Before framing the Bill and soliciting the reso
lutions/views of the State Legislatures under clause 
(I) of the Article, the Inter-State Council should be 
consulted. 

(2) Clause (2) should be omitted and the power 
of the States to amend or repeal the Act passed under 
Clause (l) should be restored as under the Government 
of India Act, 1935 but subject to a proviso on these 
lines : 

"Provided that where such an amending or re
pealing law is made by the Legislature of a State. 
such an amending and repealing Law shall not take 
effect, unless having been reserved for the consi
deration of the President, it has received his 
assent." 

(3) Any law passed by Parliament in respect of a 
matter in List II, by consent and adoption obtained 
under Article 252 (I), should not be of perpetual 
duration but for a specific term, say, for three years 
and subject to periodic review and re-enactment, 
if necessary, for a term not exceding the original term, 
by following the same procedure as specified in Clause 
(I) of Article 252. 

Q. What is your reaction with regard to the comments/ 
views and suggestions summa.rised above in this note? 

ANNEXURE 

Artirle 252 

(1) lf it appears to be Le~islatures of two or more States 
to l:>e desirable that any or the matters with respect to which 
Parlioment has no power to make laws for the States except as 
provided in Articles 249 and 250 should be regulated in such 
States by Parliament by law. and if resolutions to that effect 
are possed by all the Houses of the Legislatures of those States, 
it shall he lawful for Parliament to pass an Act for regulating 
that matter accordingly, and any Act so passed shall apply 
to such States and to any other State by which it is adopted 
afterwards by resolution passed in that behalf by the House or, 
where there are two Houses. by each of the Houses of the 
Legislature of that State. 

(2) Any Act so passed by Parliament may be amended or 
repeO)cd by an Act of Parliament passed or adopted in like 
manner but shall not·, as respects anv State to which it applies, 
he amended or repealed by on Act oft he Legislature of that State. 

Supplementary Questionnaire No. 8 

MISCELLANEOUS QUESTIONS REGARDING 
V ARlO US ARTICLES OF THE CONSTITUTION 

OF INDIA 

Q. I Can our Constitution be called 'Federal" not
withstanding several unitary features not found 
in other 'Federation"? 



Q. 2 Whic~ provisions/features of the Constitutio~ in 
y ~ur owmon, are f~ndamental for the protection 
of t~e m~ependence and ensurance of the unity 
and tntegnty of the country? 

Q. 3 (i) A~e. the obligations of the Union and the 
States ansmg expressly or by necessary implication • 
from Art!cles 256, 257, 339(2), 354, 355, 356, 357 
and 365 of the Constitution reasonable and neces
~ary for preserving the independence, unity and 
mtegnty of the country? 

(ii) Is any of these provisions susceptible to easy 
misu~e? .If so, would you suggest any safeguards, 
constttuttonal or extra-constitutional to minimise 
their possible misuse? 

Q. 4 Criticism has been levelled that over the years 
under the colour of a declaration of "National 
interest" or "Public interest" purportedly made 
under certain Entries in List-I, the Union Parlia
ment has drained out the content of the linked 
Entries in List II of the Seventh Schedule and thus 
improperly encroached upon the State legislative 
field. 

Do you agree? If so, can you give any instances 
of such encroachments? Do you consider that•such 
declarations should be of a perpetual nature or for 
particular durations subject to periodical review? 

Q. 5 (i) Article 263 which appears under the caption 
"Coordination between the States", empowers the 
President to set up an Inter-State Council charged 
with the duty of:-

"(a) enquiring into an advising upon disputes which 
may have arisen between States, or · 

{b) investigating and discussing subjects in which 
some of the States have a. common interest: or 

(c) making recommendations upon any such sub
ject and in particular for the better coordination 
of policy and action with regard to that subject". 

It further invests the President with power 
to define its duties, organisation and procedure. 
What are your views/suggestion in regard to the 
necessity of setting up an Inter-State Council, its 
composition, specific role and authority? 

(ii) Are the provisions of Article 263 wide enough 
to enquire into and advise upon any dispute which 
may have arisen between the States, or between a 
State or States and/or the Union? In other words, 
should an Inter-State Council, step up pursuant to 
Article 263, be competent to enquire into and advise 
upon a dispute which would otherwise be within 
the competence of the Supreme Court by virtue 
of Article 131? Will not in that situation, the fun
ctions of the Inter-State Council and the Supreme 
Court, if it is seized of the suit under Article 131, 
overlap and conflict with each other? 

Q. 6 In Keshva Nanda Bharati's case, the Supreme 
Court ruled that Parliament was not competent 
under the exercise of its amendatory power under 
Art. 368 to alter or change the basic features/ 

structure of the Constitution. 
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. W~at. should be the criteria, in your opinion, for 
tdenttfymg. such features? Would you 'categorise 

· the followmg as such features:-

(1) Unity and integrity of the Nation, 

(2) Sovereign domocratic republican structure. 
(3) Federal or quasi-federal feature of the Con-

stitution. 
(4) Judicial Review. 
(5) Rule of Law. 

(6) Supremacy of the Constitution. 

(7) The objectives specified in the Preamble to the 
Constitution. 

(8) Secularism. 

(9) Freedom and dignity of the individual. 
(10) The concept of social and economic justice-

to build a welfare State. 

(11) The principle of free and fair elections. 
(12) The principle of separation of powers. 
(13) Parliamentary system of Government. 

Q. 7 What changes, if any, would you suggest in the 
distribution of legislative powers' under the Seventh 
Schedule and other provisions of the Constitution? 

Q. 8 Generally, can you point out any specific pro
vision, or defect in the working of the Constitution 
which has generated friction between the Union 
and the States? What are your suggestions or 
solutions for minimising or alleviating such frictions, 
if there are any? 

Q. 9 What are your views on Article 370 of the Cons
, titution ? 

Q. 10 Do you subscribe to the view that Sales Tax 
should be abolished, and instead, additional excise 
duty be levied by the Union in consultation with the 
the States and collected by the States themselves? 

Supplementary Questionnaire No. 9 

ARTICLE 356 
1. In the Constituent Assembly Dr. B. R. Ambedkar 

explained that the power given under Art. 356 was a 
last resort power, to be exercised very springly 
when all other correctives fail. He also indicated some 
of these alternatives, which should be tried before 
invoking this extraordinary power. He Said :-

" .... I share the sentiments that such articles will 
never be called into operation and that they remain 
a dead letter. If at all they are brought into opera
tion. I hope the President who is endowed with 
these powers will take proper precautions before 
actully suspending the administration of the pro
vinces. I hope the first thing he will do would 
be to issue a mere warning to a province that has 
erred that things were not happening in the way they 
were intended to happen in the Constitution. If 
that warning fails, the second thing for him to do will 
be to order an election allowing the people of the 
Province to settle matters by themselves. It is 
only when these two remedies fail that he should 
resort to this Article". 



How far was the use of Art. 356 by the Janata Govern
ment in 1977 in accordance with the procedure sug-

igested above by Dr. B.R. Ambedkar? In Jthis connec
tion it may be kept in mind that the power to dissolve 
the State Legislative Assembly vests under Art 
174 in the Governor, and it can be assumed by the 
President only after, and not before, the imposition 
of the President's Rule. 

2. In Rajasthan Case, the Supreme Court (per Mr. 
Justice P. N. Bhagwati) observed : " .... merely 
because the ruling party in a State suffers defeat 
in the elections to the Lok Sabha. . . . by itself 
can be no ground for saying that the Government 
of the State cannot be carried on in accordance 
with the provisions of the Constitution. The federal 
structure under our Constitution clearly postulates 
that there may be one party in power in the State 
and another at the Centre." Do you-agree with this 
observation. 

In the light of this observation, will it be in accord 
with constitutional propriety as distinguished from arid 
legality, to use Art 356 for the purpose of dismissing 
the Ministry and dissolving the Legislative Assembly 
of a State on the sole ground that in Elections to" the 
Lok Sabha the ruling party in the State has suffered 
an overwhelming defe~t? 

3. Two divergent suggestions have been made 
before the Commission. One which seeks its support 
from the extracted statement of Dr. B. R. Ambedkar, 
is that, if a Ministry is defeated in the Assembly and 
thereupon resigns and all efforts made by the Governor 
to have an alternative Ministry enjoying support of 
the Assembly fail, the Governor should not straight
:~ way report and recommend of imposition of the 
President's Rule but he must try another alternative. 
viz., dissolve the Assembly in the exercise of his own 
judgement, irrespective of the advice of the defeated 
Chief Minister, keeping a care-taker Ministry and 
leaving the resolution of political dead-lock to the 
electorate. 

The contrary suggestion put before the Commission, 
is that the Governor should not in the aforesaid 
situation dissolve the Assembly on the advice of the 
defeated Chief Minister or even in his own discre
tion, but recommend forthwith, imposition of Presi
dent's Rule, leaving it to the President (i.e. the Union 
Government), eitherto keep the Assembly in a state 
of suspended animation for a period not exceeding 
two months or to dissolve it earlier. 

What are your comments/views regarding these 
divergent suggestions? 

4. A suggestion has been made that as a safeguard 
against the misuse of the power under" Art. 356 and to 
make the control of Parliament over its exercise real 
and effective, provisions similar to these contained in 
clauses (7) and (8) of Art. 352 should be drafted on 
Art. 356. also. What is your reaction and comment 
in regard to this suggestion? 

5. A suggestion has been made that as a safeguard 
against the misuse of the power under Art. 356 and 
for making the remedy of judicial review meaningful 
the material facts and grounds, on the basis of which' 
President takes action under Art. 356, must be stated 
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in the report of the Governor and also made an inte
gral part of the Proclamation issued under Art. 356(1). 
It is further suggested that such self-contained report 
of the Governor and the Proclamation may first be 
laid before the Inter-State Council, and thereafter 

. together with its advice/comments, they should be laid 
by the Union Cabinet before Parliament, not later 
than 2 months of the date of the issue of the procla
mation. What is your comment with regard to this 
suggestion? 

Additional Questions 

l. Can the provisions of Art. 356 be legitimately used 
to resolve a ministerial crisis caused by an intra
party dispute or dissensions, or. for reform of mal
administration in a State ? 

2. Does the last segment of Art. 355 allow some Central 
action other than that stipulated under Art. 356. 
That ·is to say, can the Union Government legally 
constitute a Commission of Enquiry against a State 
Chief Minister or Minister, on charges of corrup
tion, nepotism or misuse of power ? 

3. Certain academic, legal and political circles read 
clause (3) of Art. 356 as specifically requiring that the 
Presidential proclamation as- to the failure of the 
constitutional machinery in a State must be placed 
before each House of Parliament for approval/or 
ratification within a period of two months. Do you 
agree With this interpretation ? 

4. In a number of cases, the Proclamation issued under 
Art. 356(1) was not placed before Parliament within 
the prescribed period of two months. at all. It was 
avoided in various ways : 

(i) By dissolving the Legislative Assembly of the 
State concerned within two months of the im
position of the President's Rule. This happened 
in the case of West Bengal (1970). Mysore (1971) 
and Gujarat (1974). Similarly, in 1977, the 
proclamation dissolving the 9 State Legislative 
Assemblies, was never put before the Parlia
ment. 

(ii) By rescinding the first proclamation and reis
suing the same before the expiry of the period 
of two months stipulated in clause (3). This 
course was followed in the cases of Orissa (1971) 
and Bihar (1972). 

If your answer to the preceding question is in the 
affirmative, did not the failure to place the procla
mation before both Houses of Parliament within 
the specified period of two months, in the above 
instances, amount to contravention or circumven
tion of the requirement in clause (3) ? 

5. If the control of Parliament provided in clause (3) 
of Art. 356 was intended to operate as a safeguard 
against the arbitrary or improper exercise of the 
power, what solution would you suggest to plug the 
loopholes or to remove deficiencies in this safeguard. 
revealed by the decision of the Supreme Court 
in State of Raiasthan Vs. Union of India (AIR 1977 
SC 1361) (Please see Annexure-A) ? 

6. A suggestion has been made that even within the 
present framework of the Constitution the President 
can rightly insist that he will not take any irrever
sible action (including dissolution of the Assembly) 



unless h<' is assureJ of m1jority support for the 
measur<', not only 10 .the Lok Sab.1a, bi.lt also in the 
Rajya Sabha, that Ill domg so h~ would uot be 
act111g against any nor.n; of d",no~r.llic pria~iplt:s. 
Here ne would b~ acting wtth a vi~w to assure that 
h1s otli~e is not allo>V~d to b~ us~d for cm;umv~nting 
or by-passmg th~ c.>nstltUtlOn.il re-1uir~ment of 
appr.Jval by each J:l.Juse o{ PM!iament. Wuat IS 
your comlll~nt in r~gard to this suggestion 'l 

7. If you do not agree with the suggestion posed in 
the preceding question, what IS your comment 
with regard to the alternative suggestion propoun
ded in certain circles that by a constitutional 
amendment such a discretion to stop or prevent 
lllisuse of the power under Art. 356 be conferred 011 
the President '/ 

ANNEXURE 'A' 

Abstract from Rajastilao ColSe 

"Approval by either Hoase of l:'arlia.neut bofo>re the expiration 
of two monlhs hlS no cou5titution11 relevance to the life of 
.l:'rvcl•mltioo and the l:'rocl•mati"n would cootiou: in (full) 
fJr.;j (anJ e f~.;L) iJr J. p~(h>l ..:>( t•Y.J tllJ,zt,u d.!lpite su;h d1s· 
approval." 

(Parenthesis within brackers and e.nphask added). 

Supplementary Questionnaire ~No. 10 

SUPPLEMENTARY QUESTiONNAiRE ON 
TAXATION OF AG.W.:ULTUJ<AL iNCOMES 

1. The subject "faxes on agricultural income" i1 
shown in Entry 46 of List-11-State List of tne Seventh 
Schedule to the Constitution. A view has been 
expressed that the States hav.: not adequately 
exploited this source of tax ass1gn~d to them to 
augment their revenues. 

ls any direct tax on agricultural incomes b~ing 
levieJ 10 y.Jur Stac~·z lf so, please give mfor.n<ltion 
with respect to th~ following : 

(a) Since when it is being levied 1 

(b) Toe tax-base and broad rates of cax 'l 

(c) The yield during the last 5 years (l9JO.g5) and 
as percentage oi total tax rev.:nue 111 the 

·state. 

(d) Toe rebates, coac<'.>sio.Is, reli~f • .:tc. giv.:n from 
tim.: to time. 

(e) Serious dilli~ultie.>, if any, t:;.,, .. !: ~xpert.:uced in 
the administration of the tax. 

(f) Any estimate.> of tax-evasion wuich ar.: available. 

(g) Any otll~r informattotl r~levant with. resp~ct 
to Laxation of agncultural mco.ne 10 your 
State. 

2. If at present no direct tax on agricultural incomes 
is being levied in your State, please mform about 

_tho following 1 
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(i) Was it ever levied in some fo.rm and then aiven 
up 1 If so, 

(a) the p~ri.>J durin~ whi.:b it was :evied; 

(b, the lev.:! of yield (both amount and as 
.perc~ntagJ ot' total talt revJnue of tb.e 

State), and 

(c) the.- reasons for giving up the tax 1 

(ii) lf not levied.,.at any time in your State, 

(a) was it ever considered to levy tb.e tax '1 If so, 
when and the main reasons for not:levymg. 

(b) lf levy of th~ sam<' has not been conside· 
r<'d at all so far, what are the views of the 
State Government in regard to it1 

3 .• l.re there any other direct taxes on agricultura.l 
. _sector which arc being levied or were levied in your 

State 1 

lf so, broad details of their nature base, y1eld (also 
as percentage of total tax revenue of the State) and 
rebatesjrelier, etc. given with respect to them from 
tinle to time or reasons for discontinuing them, if 
given up. 

4. A specific suggestion has been made that the Con
stitutiOn be amended_ for transferring the subject 
of 'Taxation of Agricultural Income' from the 
State List to the Uruon List and the States should 
get the net proceeds of such a tax. Sucll an amend
ment would help the States in getting over the re
sistence they lllight face should they consider to 
levy agricultural income-tax, make available of 
more revenue to the States, and also ensure a uniform 
approach to taxation in this field. 

Wnat ts your rea.:tiou to the above proposal 1 If 
you not do agree, please giv.: reasons '/ 

5. Should you be favourably inclined to the proposal 
stated in Question 4 above, please comment on the 
following : 

(i) What should be the exact tax base 1 

(ii) Whether the proceeds of the tax should become 
available to the States in terms of the arrange
ments under Article 268 or 269 of the Consti
tution 1 (Please give reasons also). 

(iii) Whether in the levying of the tax Statol should 
be consulted (a) initially and (b) also at sub
sequent stages while varying tax rates, etc 'l 
lf so, what would be the appropriate forum 
for sucll a consultation 1 

6. Please give a short note higlllighting any other 
matter which· you might cons1der ~elevant for t~e 
Commission on Centre-State Relations to keep 1n 
view but not covered by the above Questions. 
The ' note may also mention, inter alia, _the facts 
with respect to structure of agncultur~l mcomesJ 
economy in your State and the changes 10 the same 
aince 1960. 



NOTE : In the "Replies to the Questionnaire", received from the State 
Governments and Political Parties, reproduced in the following pages, 
the paragraph numbers correspond to the serial numbers of the 
questions coatainttd in the Questionnaire issued by the Commi111ioo. 
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Andbra Pradesh 

REPLIES TO THE QUESTIONNAIRE 

PART I 

INTRODUCTORY 

1.1 Our country has been described as a Union 
of States. It is a federal Constitution. The provisions 
of the Constitution as well as the working of the 
Constitution has shown that there is a bias towards 
concentration of power with the Union. 

1.2 The Articles mentioned in the question have 
found a place in the Constitution to ensure smooth 
administrative relations between the Union and the 
States. However, Article 356 has come in for a lot 
of criticism. We recommend the abolition of the 
Office of Governor as we have found in actual practice 
that Governor is a convenient and willing tool in the 
hands of the Union Executive to subvert the demo
cratic process in a State. A review should be made 
of the needs or the States which have to shoulder 
heavy welfare responsibility and adequate tax resour· 
ces should be provided to meet these commitments. 
Greater autonomy for States should be welcomed 
in national interest. The clause regarding 'Autonomy' 
should not be misconstrued for aggrandisement of 
powers. It should be considered as a logical concom
mitent to discharging welfare responsibilities. 

1.3 Territorial as well as Functional decentralisation 
is inevetable in a vast and heterogenous country like 
India. There can be no quantitative analysis to arri
ve at optimum solutions in these matters. 

1.4 No. federal Constitution of modern coun-
tries have co-ordinated national and provincial 
Governments. 

1.5 Our Constitution is basically sound and flexible 
enough to meet the challenges of the times. If the 
Constitution worked under true spirit and intent, 

. there may not be occasions for confrontation between 
the Union and the States. Recourse to Article 263 will 
provide a very healthy way out of all delicate problems 
of Union-State relationship. What is required is 
mutual consultation and avoidance of mistrust. 
Particularly, constitutional amendments of far-rea
ching character should be done through a consultative 
process with State leadership. This will be in keeping 
with the tradition of our original Constitution where 
Members of the Constituent Assembly were drawn 
from the leadership of the States also. 

1.6 It is absolutely necessary to ensure the unity 
and integrity all over the country. The emergency 
provisions under Article 352, 353, 355 and 356 take 
care of this problem. However, we would like to 
reiterate that we do not consider it necessary to rely 
on Governors report for proclamation of Emergency 
under Article 356. In fact we recommend that the 
Office of Governor be abolished. 

1.7 Articles 256 and 257 relate to directions by the 
Union Executive to the State Governments for com
pliance of laws made by the Parliament. These Articles 

s-28SJS7 
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have rarely been i_nyoked and no controversies arising 
out of these proviSions have been reported. Article 
365 gives a constitutional backing to the President to 
secure the implementation of directions. This is 
a penal provision and is part and pared of the 
earlier provisions. What is important in all these 
matters is that these provisions should not be misused 
~r worked in a prejudicial manner. There is nothing 
mherently wrong with the provisions themselves. 

So far as Articles 356 of the Constitution is concern
ed, it is our considered view that keeping a Legislative 
under suspended animation for more than six months 
is not advisable. 

1.8 Reorganisation of boundaries may become 
necessary under public and national interest. Any 
alteration of States' boundaries should be done only 
after consultation with such States after eliciting 
the popular views in the affected areas. 

PART II 

LEGISLATIVE RELATIONS 

2.1 The scheme of distribution of Legislative 
powers between the Union and the States is inherently 
weighed in favour of the Union. The Constitution 
has laid down in the Seventh Schedule, the three 
Lists, namely, the Union List, the State List and the 
Concurrent List. By virtue of Articles 248 and 249, 
the Union Parliament is in a position to enhance 
its legislative powers beyond the normal scope 
contained in the Lists. A judicious scheme of distribu
tion of powers would vest with the State Legislatures, 
unequivocal powers relating to its discharge of 
responsibilities. This is absent in our Constitution. 
The State List consists of 66 items but some of them 
are subject to restriction flowing from the provision 
made in respect of them in the Union List and the 
Concurrent List. For example, Parliament has been 
empowered under Entries 7 and 52, 53 and 54 and 
56 of List I (Union List) to legislate in respect of 
Industries, mines and minerals and water, which 
occur in the State List at Entries 24, 23 and 17 
respectively. Similarly, there are Entries in the 
Concurrent List such as 20, 22, 23 and 34, which 
read with Article 251 circumscribe the power of the 
States in regard to Economic and Social Planning, 
Trade Unions, Industrial and Labour Disputes, 
Trade and Commerce in, and the production, supply 
and distribution of essential goods and Price Control. 
The phrase 'public interest' occuring in Entries 
52, 53 and 54 have virtually nullified in practice the 
corresponding Entries in the State List. Some of 
the important Entries in the Concurrent List of the 
Seventh Schedule are : 

(a) Entry 20, Economic and Social Planning; 

(b) Entry 17 (a), Forests; and 



(c) Entry 34, Price Control; 
(d) Entry 33 (b), Trade and Commerce in, and 

production, supply and distribution of food
stuffs including oil seeds and oils; 

(e) Entry 38, Electricity; 
(f) Entry 25, Education including technical 

education, medical education and universities, 
subject to the provisions of Entries 63, 64, 
65 and 66 of List I, Vocational and technical 
training of labour ; and 

(g) acquisition and requisitioning of property. 
Most of these Entries have enlarged the powers of 
the Union at the expense of the States. The Andhra 
Pradesh State would like to bring to focus two 
specific irritants. The Government of Andhra 
Pradesh had apprcached the Government of India 
for cutting forests to the required extent to lay road 
and lay on electric line. One of these instances 
related to the Telugu Ganga Project. The Union 
Government has treated the State Government as 
though it is a private party indulging in denudation 
of forests. This has been possible because of the 
Central Legislation under Article 317(a) Forests. 

Entry 33 of the Concurrent List has been arbitrarily 
used by the Union Government to thwart the State 
Government's scheme of supplying rice at Rs. 2 
a kilo, to the weaker sections. 

2.2 In the first place, it must be ensured that the 
Union Parliament should evolve a criteria for legislat
ing on State Lists. Wherever practicable, prior 
consultation with States by the Union should be 
imperative whenever Union Legislates on State List. 
These safeguards will ensure that the complementary 
legislative powers of the Union and the States are 
exercised in harmony. As regards Concurrent 
Legislation, it must be ensured that terms like 'public 
interest' and 'national interest' are not used as a 
cover for encroaching on the States' domain. Perhaps 
Entries like Broadcasting, T.V., etc., may be, included 
in the Concurrent List. 

2.3 Prior consultation with the State Governments 
will promote trust and confidence in the States, 
when the Union Parliament is legislating in nati<>nal 
and public interest. However, consultation should not 
be reduced to formality. The spirit of the Consti
tution must be observed and Union Legislation on 
Concurrent List should be restricted to national 
and public interest which cannot be legitimately 
discharged by the State Government. 

2.4 In a country with differing political parties 
at the Union and States, concepts of public and 
national interest may connote differently to different 
States and the Union. Any legislative measure in 
public of national interest will, therefore, be viewed 
differently by the constituent States and the Union. 
The law to be enforced cannot have a predetermined 
life. Like any other legislation, the life of legislation 
on these matters also will depend on the exigencies 
of national needs. What is important is that there 
must be a machinery for prior consultation and an 
institutional arrangement for review. This may 
assuage the feelings of those States or the Union which 
feel aggrieved. 

so 

2.5 The Seventh Schedule which spells out the 
jurisdiction of the Union and the States in legislating . 

matters must be reviewed, keeping in view the over
all national requirement. Consistent with national 
integrity and unity, equl importance should be given to 
development of a nation. The powers and responsi
bilities should be shared as co-equals. 

PART III 

ROLE OF THE GOVERNOR 

3.1 The Political experience of the States where 
President's rule has been imposed under Article 
356 has also necessitated a rethinking on the institu
tion itself. We feel that the office of Governor has 
outlived its utility and we recommend the abolition 
of the office of Governor. 

3.2 We are convinced that the Governor invariably 
acts as an agent and tool of the Union. We do not 
think any healthy convention can be fostered by 
Governor. We recommend the abolition of this post. 

3.3 As mentioned earlier Governor's Report 
under Article 356 (l) to the President has shown an 
alarming degree of variations. It is not always that 
the recommendation of the Governor was in the 
spirit of the Constitution. 

We have had instances where the Governors have 
preferred minority party leaders to form the Govern
ment. Whenever the political situation in a State 
gets confused and the party position in the Legislative 
Assembly is not clear, Governor's role become 
important. The functioning of democracy in the 
States cannot be left in the hands of the Governor 
who is a nominee of the Prime Minister. We recom
mend the abolition of office of Governor. 

The Governors, by and large, accept the advice of 
the Council of Ministers for prorogation or dis
solution of the Legislative Assembly. But we do not 
think that there is any need for the office of Governor. 

3.4 We are convinced that there has been a g~oss 
misuse of the office of Governor. We do not constder 
it necessary to have the institution of Governor. 
The question of ~iscretion .o~ Governo~ in reserving 
bills for Presidential assent IS Irrelevant m the context 
of our recommendation to abolish the post of 
Governor, 

3 5 No we do not agree with the conclusion of 
the· Indi;n Law Institute. What is important in 
such matters is not how many Bills ha~e been delayed 
but what Bills have been delayed, and tn what manner 
the President acting on the advice of Union Ministries 
revised the intention of the State Legislatures. 

3.6 Is the Governor the Consti~utional head of 
the State or is he an agent of the Uruon Government? 
Article 153 and 154 do not spell out the exact posi
tion and it is widely believed that he does act for the 
President and the Union Gove!nment. This impressi<?n 
has gained ground by the actiOns of the Govenors m 
different States at different times. The Constitu
tional Bench of the Supreme Court unequivocally 
held that the Governor, though he is appointed by 

·the President which means in effect and substance 
·the Government of India, he is not a~enable t? 
the directions of the Government of India, nor ts 
he accountable to them for the manner in which he 



carries out his functions and duties. He is an inde
pendent Constitutional office which is not subject 
to the control of the Government oi India. Inspite 
of this judicial pronouncement by the Supreme 
Court in all significant respects the actual practice 
bears no relation to the constitutional position. 

The white paper on the office of Governor released 
by Karnataka Government spells out the grave and 
dubious actions and decisions of Governors. The 
misdeed of Governor reached the Himalayan Height 
when the Governor of Andhra Pradesh dismissed 
the Telugu Desam majority party leader and Andhra 
Pradesh Chief Minister Sri N. T. Rama Rao on an 
alleged suspicion that Sri N. T. Rama Rao had lost 
majority support. Mter this incident the Governor 
forfeited whatever little credibility was left in that 
office. Andhra Pradesh State is convinced that no 
useful purpose is being served by the office of Gover
nor which is a relic of the imperial past and the post 
should be abolished. 

3.7 We recommend the abolition of the office of 
Governor. The mode of selection, security of tenure 
and other related issues does not therefore deserve 

. any consideration. 

3.8 The Governor need not per(orm the function 
of assessing majority in the House. We recommend 
the abolition of the Office of Governor. The question 
whether. a Chief Minister enjoys a majority or not 
can always be tested on the floor of the House like 
any other issue coming up for decision and voting. 

3.9 It is not always possible for the Legislature 
to elect a Chief Minister before passing vote of no
confidence against the previous Government. In 
the event of no political party having absolute majority 
and where coalition is also not possible, the only 
solution is to dissolve the House. In any case we 
do not propose any role for the Governor. We re
commend the office of Governor be abolished. 

3.10 We recommend the abolition of the office 
of Governor. The question of examining guid~;:lines 
to Governor therefore does not arise. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 Articles 256, 257 and 365 are intended to 
ensure compliance of Union laws by recalcitrant 
States. Article 365 strengthens the hands of the 
Union by giving a Constitutional backing to enforce 
the Union directions. On no occasion did the State 
receive any direction. 

4.2 Article 365 is penal provision intended to secure 
compliance of the States. If the law of the land is 
to be upheld, there is no other alternative. What 
is important is the exercise of power under this pro
vision in good faith and in a bonafide manner. 

4.3 It is always advisable for the Union to explore 
possibilities of ~ecuring compli~nce of Union dir~c
tions by persuaSion before resortmg .to the compulsive 
penal provisions of the ConstitutiOn. 

4.4 We have already explained in the answer to 
Q. 3.6 that w~ recommed the ab;;lition in the office 
of Governor and given the extreme example of gross · 
misuse of the Governor's office. 
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4.5 Prolonged President's Rule will kill democratic 
initiative and make permanent solution even more 
difficult. Provisions under Clause 4 and 5 require 
no change. 

4.6 The present arrangements for implementation 
of functions like Census and Elections by the State 
administration are working satisfactorily. In fact, 
these are the two areas where the State administration 
have acquitted very creditably in completing the time 
schedule operations. 

4.7 It is a fact that Union intervention on State 
and Concurrent Lists has increased on account of 
the creation of a number of central agencies as cited 
in the question 4. 7. These agencies may have been 
created in pursuance of a national policy to ensure 
a stable economy and a uniform Economic and Social 
balance in the country. There have been criticisms 
about the Agricultural Prices Commission and Food 
Corporation of India. In Central agencies which 
do not include representatives of the State Govern
ment, there is always a feeling that the Union does 
not take the States' view point into account before 
taking decisions. 

4.8 In a co-operative federal structure like ours 
there is need for interdepend~nce between the State 
Government on the one hand and the Union Govern
me!lt on the other. T~e pn~sent arrangement by 
which the bes.t .talent available m the country is har
nessed and utilised for both Governments is necessary. 
The composition of the All India Services and the 
facility for national reference at any time will be a 
great cementing factor in Union-State relations 
It must be appreciated that once an All India Servi~ 
Officer is allotted to a State Cadre, he has to function 
under the authority of the State Government which 
utilises his services. Especially in disciplinary matters 
the State Government. must have suJlicient control. 
Under the present gnevances procedure a Member 
of All India Service who is suspended by the State 
Government has right of appeal to the President 
The appeal is decided by the President on the aid and 
advice of the Union Home Ministry. In other words 
it is the Union Government which sits in judgement 
over the State Government in such matters. We 
recommend that the President should be advised by 
an independent and autonomous body like the Union 
Public Service Commission in such disciplinary 
matters. 

It is necessary to remember that most of the senior 
posts in the Union Ministries are to be occupied by 
officers of the All India Seryices a~d, in particular 
of the ~· ~· S.! on a deputatwn basis the 'period of 
deputation bemg fixed. ljnfortu~ately, in the past 
this aspect has been lost SJght of, If not deliberately 
ignored. If the practice of officers of the State cadres 
working in Delhi reverting to the State Government 
at the end of the period of their deputation is followed 
strictly, it would result in such feeling being avoided 
It would also have the additional advantage of mor~ 
people wo~king both in the Uni<?n Mini~tries in the 
States havmg ~e benefits of seemg both sides and, 
therefore, havmg a better understanding of the 
functioning of the Governments at both these levels. 
Such a ~owledge cannot but be u~eful in removina 
aay Uwon-State 'lmtant' real or Imaginary. 



4.9 The experience of the State Government that 
the Union Government has so far deployed the Central 
Reserve Police and other armed forces in aid of civil 
power only, on requisition from the State Govern
ment. Since the State Governments are not in a 
position to maintain a large force permanently which 
is very expensive, recourse to forces like the Central 
Reserve Police become necessary for the State Govern
ment. 

4.10 In a democracy, media plays an important 
role. At present the Government media like Radio 
and Television (T. V.) are with the Union. Unlike 
some of the western countries where even private 
bodies control these media, in India even the State 
Government do not have these media under their 
control. For a variety of reasons it is felt that the 
State Governments also must be permitted to have 
their own media or at least a fair share of time in the 
Union Government's Radio and (T. V.) Television 
Programmes. In the absence of autonomous corpora
tions controlling these media, this is a solution 
which should be acceptable to aU concerned. We 
are not unaware that the misuse of these media can 
have global repurcussions and could land the country 
into strange situations affecting foreign relations. 
We recommend that a law be made, or the present 
law be amended, to enable State. Governments, 
wherever feasible, to set up their stations, subject 
to such conditions or restrictions as necessary in the 
national interests. A statutory body may be set up 
to administer this Act so as to inspire in the State 
Government the confidence that any restriction 
which is imposed in really in the interests of the nation 
as a whole. 

4.ll There has not been much impact on account 
of the deliberations of the Zonal Councils. 

4.12 Much of the friction between the Union and 
the States in areas not covered by the Planning 
bodies could be reduced if the provisions of article 
263 for setting up an Inter-State Council are utilised. 
This article has not been put to any worthwhile use 
ti1J now, except in a very peripheral manner. There 
are several instances which will be outside the scope 
of the Planning process but need to be considered 
at the highest level. It will remove much of the 
misunderstanding not only beteween the Union and 
the States but among States inter se, if this Council, 

. as envisaged in Article 263, is formed on a firm basis 
and also meets regularly, say not less than once or 
twice a year. 

The State forum could also be taken advantage 
of for discussing even items which fall within the 
Union List so that even the Central Policies could 
be formulated after giving an opportunity to the 
States to express their view and simultaneously hear 
and unde;stand the reasons of the Union Govern
ment for any proposed policy. The Inter-State Coun
cil is really a high-powered body and the consensus 
which emerges on various issues discussed in it should 
be given the highest consideration and not merely 
brushed aside after having gone through the formalities 
of holding such meetings. Such a course of consul
tations and consensus is likely to have results which 
are more lasting than discussions held between in
dividual Ministers or among individual officers. 
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PART V 

FINANCIAL RELATIONS 

5.1 Transfer of resources, from the Centre to the 
States, has been taking place through the Finance 
Commission, Planning Commission and others. 
Some of these are statutory and others are discre
tionary transfers. In spite of sizeable transfers the 
States have not become financially stable and i~ fact 
thei! position has . deteriorate~. The objectives of 
eqwty and reductiOn of regiOnal imbalances also 
have not been achieved so far. 

2. W ~ feel that thi.s situation, even after a suffi
Ciently lo~g. ~nod <?f 34 ye.ars, is mainly due 
to the spmt m which vanous Constitutional 
measures have been worked and its inherent 
federalism allowed to deteriorate into an arbi
trary unitary system, and not to any inherent 
short-comings of the Constitution as such. 
Examples of this situation are very well known 
and the States have been pointing them out 
to various Finance Commissions and in the 
meetings of the NDC. Some of them may be 
briefly mentioned here. 

3. (i) Surcharge on income tax levied in 1962-63 as a 
temporary measure, is still being continued 
thus depriving the States of legitimate resources: 

(ii) By an amendment of the Income Tax Act in 1959 
the income tax J?aid by companies was brought 
under CorporatiOn Tax which is not divisible 
with the States. Thus, a very elastic source of 
revenue has been denied to the States. 

(iii) Resources collected through CDS, Bearer 
Bonds etc. which flow out of and A kin to 
Income Tax, are denied to the States. 

(iv) The 3 commodities transferred from State Sales 
Tax to Additional Excise Duties under a tax 
rental.agre~ment are not being exploited pro
perly m spite of very strong sentiments of the 
States. Further, States are being steam rollered 
into transferring 5 more commodities from 
sales tax. 

(v) Grant in lieu o~ the. abolish~d tax on railway 
passenger fares IS bemg fixed m a cavalier fash
ion, depriving the States of sizeable resources. 

On a number of the above grievances of the States 
the Finance Commission were convinced of th~ 
validity of the States' claims, but were constiained to 
make any amends because of their Terms of Refe
rence and the Letter of the Constitution. Unless 
the Constitution is worked in the spirit in which it 
was framed and the federal polity is restored in its 
true sense, the States will continue to the suppli
cants for resources only and not true and full partners 
with the Centre. 

5.2 The situation described by the ARC Study Team 
on Centre-State Relations, is more true now than 
before. The remedy lies in bringing more taxes such 
as Corporation Tax, Surcharge on Income tax etc. 
into the divisible pool and also equitable sharing of 
some of the non-tax revenues of the Union (i.e., 
(d) and (e) of the alternatives mentioned]. 



5.3 Without adequate transfer of resources and their 
equitable distribution among the States, the States 
have naturally failed in reducing regional imbalances 
in their own respective areas and the disparities among 
the States have also increased. This situation created 
as a result of the Centre's own mistaken actions can
not be cited as a reason for putting more powers in 
the hands of the Centre. Symptoms should not be 
mistaken for the disease. The remedy lies in restoring 
to the States their due status envisaged in the Consti
tution. Further, statutory transfer of resources 
account for about 40% of the total transfers to States. 
Over the years, the transfers from the Finance Com
missions are becoming more equitable. lnspite 
of sizeable discretionery transfers by the Centre, 
backward States have not been able to advance rela
tively. It is precisely because of this that we contest 
the view that only a strong Centre with elastic re
sources can reduce regional imbalances. 

5.4 We do not agree with view expressed in Q.5.3 
above. However, to be in a position to transfer larger 
resources to the States for their balanced development, 
the Centre should mobilise resources through tax and 
non-tax measures, economy in expenditure and only 
a reasonable and safe deficit financing as a last resort. 

2. We consider that the classification of budgets 
into Revenue and Capital is not so material as the 
overall picture. The Centre may be having Revenue 
Account deficits but its Capital Accounts has always 
been a surplus. Further, the deficits on Revenue 
Account are not simply because of transfer of re
sources to the States, but also in a large measure due 
to heavy non-plan expenditure (defence, etc) and 
encroachment into development sectors· which 
are best left to the States for planned development. 
In view of this, the Centre can avoid a large measure 
of deficit financing by rearranging the priorities 
between the States <tnd the Centre and economies 
in expenditure. 

5.5 (a) We have already indicated our views in 
this regard in our Memorandum to the Eighth Fi
nance Commission. 

{b) The present formula is acceptable. 

(c) Non-plan assistance should be limited to Na
tural Calamities Relief and a few other items. These 
discretionary transfers should be strictly limited. 

5.6 We are not in favour of a 'special federal fund'. 
The existing institutions i.e., Finance Commission· 
and Planning Commission are adequate, provided 
these instruments are utilised in the proper ~pirit. 

5.7 The States have not beeri asking for transfer 
of certain taxation powers from the Centre to the 
States. The 3 principlef of taxation mentioned in the 
Questionnair~ are unexcep~i~nable. ':"hR;t we are 
submitting 1s that the ex1stmg ConstitutiOnal pro
visions should not be nullified through Centre's 
unilateral actions, and a large measure of financial 
strength should be injected into the States for per~ 
forming the tasks assigned to them under the Consti
tution. 

5.8 We agree with this view except for the inclusion 
of Sales Tax. The Constitution had dready allocated 
various taxes to the Centre and the States on the basis 
of sound principles of taxation Sales Tax, which is 
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the sheet ancho1 of States tax revenues and is an imtru
ment of States' economic policies, should .. remain 
with the States. A Council of Central and State 
Finance Ministers exercising ccntrd ovu 4 Central 
taxes will go a long way in curbing the tendency of 
the Centre attribute to itself resources from surcharge 
on Income Tax, Bearer Bonds, etc. 

5.9 We do not agree with the view that a permanent 
Finance Commission should deal with all resources 
transfers. Finance Commisdon and Planning Com
mission are meant for different purposes and they 
should continue to discharge them. A better co
ordination of their activitief, however. is desirable. 

5.10 We do not think that transfer of resources 
from the Union to the States have so far any direct 
bearing on promotion of efficiency and economy 
in expenditure and reduction of disparities in public 
expenditure. 

2. We have alwa)S been trying to promote adminis
trative efficiency and observe economy in expendi
diture, more so in the context of paucity of resources 
due to iuadequate transfer of resources from the 
Centre. 

3. Public expenditure includes all expenditure 
incurred by a Government both under Plan and 
Non-plan artd also capital and revenue accounts. 
Because of the overall inadequacy of resources trans
ferred and their intquitable distribution among the 
States, the disparities in Public Expenditure have 
not narrowed down. 

5.11 This view reflects only one side of the coin. 
Transfer of resources by the Finance Commissions 
are made not on the basis of the allegedly inflated 
revenue deficit forecaste by States but on the basis 
of thorough examination and scrutiny by the Com
missions on the basis of actuals for the previous 
years, firm decisions taken and implemented by the 
Governments etc. Finance Commission also evolve 
norms both for receipts and expenditure. To say 
that States would first waste funds simply because 
the resources are being transferred from the Centre, 
is far from the truth. As long as one is a 'giver' and 
the other is a 'taker', some exaggeration in claims 
cannot be ruled out. But transfers are made after 
a thorough scrutiny of the claims only. 

2. Ours being a parliamentary democracy, different 
political parties come into power from time to time 
on the basis of their manifestos. Perceptions in re
gard to priorities are bound to differ from party to 
party and from one Government to another. What 
may appear populist viewed in one context, may not 
be perceived in the same manner in a different con
text. It would be far-fetched to presume that States 
waste resources only to earn more from the Finance 
Commissions. At the same time any scheme of de
volutions should provide for encouraging financial 
discipline. 

5.12 We have made this proposition before the 
Sixth and Seventh Commissions. We submitted 
to the Eighth Commission also that the approach of the 
Seventh Commission, in this regard should be conti
nued. 

5.13 We fully agree with the views expressed by the 
Seventh Finance Commission, 



5.14 Even though the two examples given in the 
questionnaire appear as non-tax revenues in the 
Central budget, in essence they are not so. 

2. Special Bearer Bonds Scheme was envisaged to 
mop up at least part of the black money circulating 
in the economy. The proceeds of the bearer bonds 
were primarily from the concealed incomes. Had 
the Government of India's tax collection machinery 
been more efficient, these incomes would have been 
subject to Income Tax and the net proceeds shared 
with the States. Hence we feel that the receipts from 
this scheme should have been shared with the States. 

3. As regards administered prices of petroleum 
products, coal, iron, etc., being raised instead of 
excise duties on these items being increased, every 
one knows that this is only a stratagem employed 
by the Centre to deprive the States of their due share 
in resources. 

4. Surcharge on Income Tax, Compulsory Deposit 
Scheme, etc., also come under this category of re
sources denied to the States. 

5.15 No, they are not satisfactory and there is scope 
for improvement specially under market borrowings. 

2. During the First Plan period, the share of States 
in the total market borrowings was 76% and came 
down to 63% in the Third Plan. It deteriorated there
after and stood at 23 % in the Sixth Plan period. 
Since the plan outlays of States and Centre are almost 
equal, there is every justification for the States' share 
being increased to at least 50% of the total market 
borrowings. 

5.16 Because of the inadequate transfer of re
sources on the one hand and the ever incerasing bur
dens of committed expenditure, D.A. and pay in
creases to Government employees and teachers rising 
aspirations of the people, compulsions to underta~e 
larger plan outlays etc., on the other, have resulted m 
larger deficits in State Budgets. This dis-equilibrium 
has to be remedied through larger transfer of re
sources on a permanent basis. Instead of this, the 
transfer of resources as a percentage of Centre's 
revenues has been steadily declining. It is this situa
tion which requires urgent remedial measures. 

5.17 A periodical review of the States' indebted
ness (mainly to the Centre) and the measures sugges
ted by the Sixth and Seventh Commissions, are only 
fire fighting exercises and do not touch the root causes. 

2. We suggested to the Eighth Finance Commission 
that 

(a) Loans and advances from the Central Govern
ment consolidated by the Seventh Finance 
Commission as well as those not consolidated, 
and outstanding as on 31-3-1984 may be written 
off. This will give a considerable relief to the 
capital account as well as revenue account. 

(b) Loans and advances from the Central Govern
ment advanced during 1979-84 and expected 
to be outstanding as on 31-3-1984 but exclu
ding special loans for clearing over-drafts 
may be consolidated and gi~en a repayment 
period of 30 years for the entire amount. 
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(c) Plan and non-plan assistance from the Central 
Government expected to be given after 31-3-
1984 may be given in the shape of 50% grants 
and 50% loans in view of the fact that even 
the outlays on irrigation and power projects 
and such other capital assets are not turning 
out to be productive in terms of finances of 
the State Government. 

(d) The States' share of net small savings collec
tions may be given as loans in perpetuity. 

5.18 After nationalisation of major institutions of 
finance and the commercial banks, the questions of 
State's capacity does not arise; and the States never 
had any freedom, since these questions were always 
decided by the R.B.I. What we would like to see is a 
more reasonable vertical division of these drawings 
on private savings and their equitable distribution 
among the States. 

5.19 We do not think the Centre is justified in char
ging a higher rate of interest from the States than 
what they were paying to the foreign creditors. 

2. Some States are cornering a major portion of 
the "assistance for externally aided projects" for 
various reasons. It should be possible in devise a 
formula, outside the Gadgil formula, to compen
sate those States who could not avail of the assistance 
for externally aided projects. 

5.20 No. Reserve Bank of India only fixes the total 
borrowing limits for the country as a whole for any 
year, based on its assessment ofthe economy, market 
conditions etc. It is the Central Government which 
is fixing the limits of individual States and the Cen
tre. We have been urging the Planning_ Commission 
to evolve certain objective criteria for this purpose 
also to be approved by the N.D.C. But this has not 
been done so far. A loan council will only be dupli
cation of the existing machinery and will not serve 
any purpose. 

5.21 Doubling or trebling of the Ways and Means 
limits are not going to rectify the basic imbalance 
in the States' resources position, which results in 
overdrafts year after year. What is required is streng
thening of the States' resources structure signi
ficantly. After this is achieved the States should be 
able to manage their finance prudently and without 
getting into overdrafts. Unless the resources based 
of States is widened and strengthened, no amount 
of tinkering with it by way of enhancing the "limits" 
etc. will help. 

5.22 No. The Seventh Finance Commission had 
stated that : "in the matter of additional resource 
mobilisation the States as a whole have not lagged 
behind the Central Government and the performance 
of the States has been on the whole creditable." 

(Chapter 9, Para 11) 

However, there is always scope for improvements 
and further exploitation, especially in the rural sector 
of the economy. 

5.23 We fully agree with the view expressed regard 
ing the Centre. The Centre is obviously aware of 
these short-comings and is taking remedial measures. 

5.24 Yell, we think so. 



· 5.25 We feel that although 34 years have passed since 
the framiug of the Constitution the Government 
of India has, with the exception of two measures, 
not taken any action to exploit the levies visualised 
under Article 269. Even out of these two, the tax on 
-Railway Passenger Fares was abolished long ago 
and only the Estate Duty remains in operation. The 
Centre should take urgent and appropriate measures 
under Article 269 to augment the resources of the 
State. 

5.26 All States have been representing this issue be
fore the various Finance Commissions. Our Govern
ment's views may be seen in our Memorandum 
submitted to the Eighth Finance Commission • We 
are of the view that the Central Government has been 
extremely remiss in this regard by limiting the annual 
grant to Rs. 23 crores, whereas it could be as high 
as Rs. 125 crores on a conservative estimate. in this 
connection, reference is also invited to Chapter 7 
of the Report of the Seventh Finance Commission. 

5.27 This grievance does not appear to have any 
substance. The budgets of Union Territories (Plan 
and Non-plan) are approved by the Ministry of 
Finance and fully financed by the Centre. Hence there 
is no question of depriving them of their share in 
. the buoyancy in Central taxes. 

5.28 Our views on this question were clearly spelt 
out in our Memorandum to the Eighth Finance 
Commission. The State Government has every inte
rest in seeing that the amounts are efficiently utilised 
for the purpose for which they are meant. The finan
cial procedures and evaluation methods applicable 
to all other expenditure, are employed for this ex
penditure also. 

5.29 We consider that the creation of N.L.C., N.C.C. 
and N.E.C. is not necessary and they will serve no 
useful purpose. 

5.30 We do not agree. Who collects the funds 
(or has a right to them) and on which people they 
are spent are very important for us. We do not want 
our State Government to be reduced to a non-en
tity We are equal partners with the Centre in our 
great endeavour for economic and social progress 
of our country. We do not welcome the idea of being 
a mere spending agency, directed and controlled by 
somebody else. Our Government represents our 
people and we have to be fully capable of discharging 
our responsibilities to them. in this connection the 
following extract from our Memorandum to the 
Seventh Finance Commission is relevant 

"Our submission is that revenues are not the crux 
of the matter in some of these issues. Just as man 
does not live by bread alone. state do not exist 
by revenues alone. It is not the powe_r to spen.d 
that is the sine qua non of a State. Th1s power IS 
enjoyed by several bodies by a process of delegation 
or devolution. The crucial test of the State even of 
its pale version in a federal struct.ure, !s t~e power 
to tax. If this power of the field m wh!ch 1t ca_n be 
exercised is so abridged as to be of httle residual 
significance, the very nature of the Sta~e will un~er
f!,O a change and consequently a basic alteratiOn 
m the Centre-State balance in our federal structure 

ss 
would have taken place. We are aware of the many 
arguments for centralisation of the powers for taxa
tion in a federal structure together with decentra
lisation of functions and the matching of the two 
through a process of devolution. But in this matter 
as in many others a stage comes when ·quantitative 
change becomes a qualitative change and we would 
submit that the reduction of the sphere of taxation 
of the State to only income-tax from agriculture 
would be such a state." 

5.31 (a) We agree, Yes. 

(b) We consider this criticism is not justified. Atten
tion is drawn to the reply to Q. 5.1!. 

(c) We do not think that a permanent National 
Expenditure Commission will serve any useful pur
pose, besides creating a few more jobs and adding 
to the existing infructuous expenditure. 

5.32 There are no problems in this regard. 

5.33 Audit reports contain evaluation audit also in 
the sense that different sectors are covered through 
a review of schemes. 

5.34 Yes, we think so . 

5.35 Yes, Even if there are some gaps, they are 
covered in the process of PAC's thorough discussions 
on the audit Reports. 

5.36 Expenditure control through exchequer control 
can be and is exercised by the concerned State or 
Central Government only and this procedure is 
correct. C.A.G. has accounting and auditing functions 
and they should not be confused with expenditure 
control. 

5.37 Yes, definitely. 

5.38 We do not think that an Expenditure Commis
sion is required. The existing statutory and legislative 
bodies are adequate for the purpose. 

5.39 The scope of the question apparently covers 
need for detailed approvals at the level of Government 
of India for schemes fully or partially funded by 
them. While it is entirely correct that adequate moni
tory arrangements should be evolved, there is no 
need for the Centre to approve the minutes details 
of the projects. Since the States have adequate ap
paratus for formulating and approving the schemes, 
Centre may with advantage limit itself to issuing 
broad guidelines. Detailed approvals lead only to 
delays. 

As regards Centrally Sponsored Schemes once the 
broad details of the scheme are finalised by the con
cerned Ministry the details framing of the scheme 
should be left to the State Government concerned 
where the local conditions may vary. There is consi
derable delay at present in getting sanctions from the 
concerned Ministries for these schemes. As in the 
case of State Plan Schemes there is a similar difficulty 
in furnishing audited figures of expenditure for 
Centrally Sponsored Schemes. The Central Govern
ment should not insist on furnishing of audited 
figures of expenditure. 



PART VI 

ECmo/0::\IIC AND SOCIAL PLANNING 

6.1 Eventhough "economic and social planning" 
is an entry in the concurrent list of Seventh Schedule 
of the Constitution, this also covers a large variety 
of activities which legitimately fall in the States 
sphere. As this entry is important for the develop
ment of national economy, it has contributed more 
than any other single entry, to the erosion of fede
ralism and to the disturbance of the equilibrium 
between the Union and States. People's participation 
in the political process has increased enormously 
over the years and being very close to the people, 
the State Governments have to the very sensitive 
to the aspirations of the people. But there is in
adequate participation of the States in the entire plan
ning process. The Union has been getting involved 
increasingly in programmes which are within the 
domain of the State Governments. There have been, 
therefore, persistent complaints against the process 
of planning and decision taking at the Union level. 
The Planning Commission which came into existence, 
not through the Constitution but through an execu
tive decision, is the all important body which formu
lates the national as well as the State level plans to 
conform to the overall objectives of the national 
plan. The Centrally Sponsored Schemes are con
ceived ·and formulated in detail by the concerned 
Union Ministries and the States are left with the task 
of execution only. Most of the schemes like soil and 
water conservation, minor fishing ports, DPAP, 
etc. are in the areas of States' constitutional respon
sibilities but are encroached upon by the Central 
Ministries. After several attempts through the NDC 
for reducing the expenditure on Centrally Sponsored 
Schemes, the NDC decided in 1968 that the expen
diture of these Centrally Sponsored Schemes, should 
be limited to !/6th of the total Central Assistance 
to States. Even this directive has been ignored in 
practice. Therefore, we feel that the Study Group 
of A.R.C. was right in its observations. 

The remedial measures, therefore, lie in promoting 
initiative in the States and secure involvement of the 
States in the planning process. The national planning 
process should be witalised as a conjoint and co
operative effort of the Union and the States. This 
can be achieved by the establishment through a consti
tutional provision of the National Planning Develop
ment Council with the Prime Minister as the Chairman 
and Chief Ministers as the Members. The Planning 
Commission will be a technical are to be controlled 
and directed by the NPDC. 

Broadly speaking, the functions of the p~oposed 
National Planning and ·Development Council could 
be: 

(a) formulate the guidelines for economic and 
Social Planning to be undertaken by the Union 
and States in their respective spheres. 

(b) consider and approve the Five Year Plans from 
time to time. 

(c) mobilise the efforts and resources of the na
tion in support of the Five Year Plan. 

(d) formul~te and approve the principles governing 
allocatwn of plan resources between the public 

56 

sector and the private sector, between the 
Union and the State and among the States. 

(e) review from time to time the implementation 
of Five Year Plans. 

(f) review the progress towards balanced deve
lopment of all the States and to recommend 
appropriate measures for achieving this ob
jective as soon as possible. 

(g) consider and advise on all important policies 
that have a bearing on the economic and social. 

(h) identify major projects in crucial sectors like 
irrigation involving large outlays with a view 
to ensuring liberal funding by the Centre to 
supplement State's . resource. (This flexible 
approach for larger irrigation projects is re
quired to ensure full utilisation of river waters 
at the same time not imposing undue burden 
on the State's resources). and 

(i) in particular decide on allocation as between 
Union and the States, of the market borrowings, 
the external finances, discretionary transfers 
and advise on all taxation· measures that effect 
both the Centre and the States.· 

6.2 As stated earlier, we conceive of a body esta
blished through a constitutional provision with larger 
involvement and of greater power than the existing 
N.D. Council and call it NPDC which is also to be re
presentative both of the Union and States. The Plann
ing Commission is envisaged to advise and assist the 
NPDC in its planning, process and functioning 
wholly, under the control and direction of NPDC 
instead of under the direction and control of the 
Union Government as hitherto. Indeed, Planning 
Commission would cease to have independent exis
tence. It would only be technical arm and secretariat 
of NPDC. NPDC may remit specific matters to 
ad hoc or standing sub-committees constituted with 
the membership of NPDC itself. It may be noted that 
the NPDC is deliberately structured to be different 
from the Inter-State Council envisaged in Article 
263. 

6.3 The Planning Commission over the years has 
acquired a strategic position and has been weilding 
considerable power over the States in economic and 
financial matters. Since latter half of 60s there have 
been complaints about the . working of Planning 
Commission, the process of planning and. the manner 
of decision making on important economic matters 
of interest to States in general. The Planning Com
mission was originally envisaged to be an expert body 
which can command the confidence and respect of 
entire nation the Union and the States alike. Pre
viously all acknowledged experts in the field were 
at the helm of it. The manner in which its mem
bers have been changed in recent past has reduced 
its credibility as a truely national institution of com
petence. Though national consensus is an essential 
desideratum for success of plan, the Planning Com
mission does not always view itself as a body answer
able equally both to the Union and States. Its tone, 
superiority complex, rigid procedures, dictatorial atti
tude have given rise to resentment among the State 
Governments who have over the years developed 
their own competence and expertise and have become 



increasingly assertive of their constitutional position. 
Some have come to think that it has become an instru
ment at Union Level to thwart the State programmes 
and policies. The Planning Commission has come to 
usurp some of the functions relating to financial 
devolution which properly belonged to Finance Com
mission in terms of Constitution. There has been lack 
of understanding and consultation between Planning 
Commission ·and State Governments and some eco
nomists observed that under the present system of 
planning the States tend to lose their initiative, fail 
in fulfilling the role set for them by the founding 
fathers of the Constitution-some suggesting even 
redefining the roles of Union and States in regard 
to economic Planning reorienting the existing insti
tutions. 

The present composition and procedure of Plan
ning Commission provide for arithmetical exercises 
and to some extent imposing priorities/Schemes 
through the machanism of M.N.P. earmarked outlays 
and centrally sponsored Schemes. The Secretariat 
of N.P.D.C. should take on its rolls officials from the 
State Government who have had technical background 
and practical experience in matters relating to the 
development activities in the States so that the N.P. 
D.C. can advise the States better. 

6.4 This is already covered. 

6.5 This is already covered. 

6.6 This is already covered. 

6. 7 At present, Central assistance is being given on 
the basis of 30% grant and 70% loan, the loan being 
repayable in I 5 years. In view of increasing Central 
assistance to the States and the above pattern of 
assistance, the debt burden of the States has been 
going up, the effect of which is to reduce the quantum 
of resources actually available to the States for deve
lopmental purposes. Recognising this fact, assess
ment of the non-plan capital gap has also been in
cluded in the terms of reference of the Sixth, Seventh 
and Eighth Finance Commissions. It will be much 
better to prevent the problem from arising by in
creasing the grant component of the Central Assis
tance rather than creating it. by attaching unrealistic 
conditions and then referring it for review by a body 
like the Finance Commission. Even from the point 
of view of the schemes included in the Plan, it would 
be evident that 70% of Plan investments cannot be 
said to be capable of generating resources for repay
ment thus justifying the 70% loan component. The 
grant component should therefore be increased to 
50%. 

Simultaneously, the terms of repayment of the 
loan component sh··-ul i b~ m>de much softPr thnn 
they a· eat pres· nt. The loan component should con
sist of half ordinary loans as at present and half 
soft loans the repayment pe riodof which could for 
instance be 50 years and a reasonably low interest 
rate on the lines of I.D.A. loans to the Centre. 
It might superficially appear that this will :· ffect the 
resources position of the Central Government, but 
it can easily be seen that in the ultimate analysis this 
would not be correct. To the extent repayment conci
tions are onerous and the States have an obligation 
to:·pay interest and repay the original the resources 
of the States for their Plans will be less which would 
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mean the Central assistance ftlr a given Plan outJ.,y 
would have to be more. Ay making the terms more 
generous the States' resources will be released for 
financing the Plan and to that extent the need for 
Central Assistan~e will go down. But achieving 
this ultimate purpose, bv makin" the terms of Central 
assistance more liberal, improves the States' own 
resources position and to that extent strengthens 
tht'ir financial autonomy. 

The present pat!< rn of release of Central assistance 
by the Ministry of Finance is all right and no change 
is called for in the present pattern. 

The present distribution of Central as•istance among 
the States based on the Ga,Jgil Formula, which was 
evolved after a great deal of deliberation and as a 
result of consensus among States, h:~s worked well 
in a field so complicated and so diverse. However, 
this formula and pattern of releases could continue 
only till such time the NPDC evolves new criteria 
on a comprehensive basis covering external finance, 
borrowing, other discretionary transfers etc. 

6.8 It is seen that statutory transfer~ accounts 
for 40% while discretionary transfers 60 ~~ of total 
transfers. It is this pr :ponderance of discretionary 
transfers (which are mostly in the form of loans) 
that negated the princip'e of viability of State Unit 
and made States vulnerable in their relations with 
the Union Government. 

Once the Plan is approved, the quantum of assis
tance to each State from out of the total set aside 
for States in the Five Year Plan is determined 
mostly on the basis of the population as per modified 
Gadgil Formula. But the States under the constitu
tion have a much larger developmental sphere than 
the union and being in immediat" touch with the 
people they are sensitized to the stirrings at the grass 
roots. Yet they play no me"PingrHI r• 1<- in 
Planning process. The concentration at the Union 
level of decision making in econnmic matters in 
general and planning, in particular field to provide 
the requisite challenge to bring out the needed res
ponse from the States. 

Secondly the quantum of resources set aside in the 
national plan for assistance to State Pl~ns which 
affects the size of the State Plan is settled by the 
Union Finance Ministry and allotted to the Planning 
Commission. There is no known objective basis 
behind the decision ?f Finance Ministry. 

Thirdly with regard to Centrally Sponsored Scheme 
States share is shown in State Plans though both 
Central and Centrally Sponsore Schemes are con
ceived and planned in detail by the Union Ministries 
only and the task left for the State is execution. 
Most of the-;c schemes, as alr!'~dy stated, fall in the 
areas of States' constitutional responsibility. 

The additionality given through the external 
assistance operates in favour of stronger States only 
besides the allocation of market borrowing and the 
investments through institutional finances. 

We would therefore suggest that the transfer of 
resources outside the purview of Finance Commis
sion should be the sole responsibility of the N.P.D. 
Commission who~e constitution we propose. 

6.9 This is already covered. 



6.10 It is very much true that State Plans are 
c:listNted by large number of Centrally Sponsored 
Schemes. These schemes-are conceived and planned 
in detail by the Union Ministries and not by the State 
Government. The only action called for is to provide 
for State's sh:tre in the State Plan and the task is to 
execute the schemes, most of which are in areas of 
State's constitutional responsibility. Given the com
plex system of the C. S. S., M. N. P. and earmarked 
outlays the States hav~ very little m"n~euvercbility to 
determine their own priorities. Further over the years 
there have been several changes in these schemes
some schemes transferring to State. some being add~d. 
There were therefore several attempts through N.D.C. 
to reduce the expenditure on a number of such schemes 
"hereupon in 1968 theN. D. C. cleared that the ex
penditure on these be limited to 1/6 or 117 of total 
assistance of State Plans which is ignored. Further 
attempts also yield~d no results. 

6.11 The existing. monitoring and evaluation 
machinery in the Planning Commission is of very 
little help to the State Governments. There is need 
for d~vehpment of r1onikr;ng and evaluation techn;
ques relevant to the nature of the activities in the 
State Government. Such a technical expertise and 
guidance by the Planning Commission in the field 
monitoring & evaluation will be of use to the State 
Governments also. T!1e State Govocnments will 
naturally avail of guidance and expertise if they are 
worthwhile. Perhap~ monitoring and evaluation 
techniques will ha·,e to be d~signed to suit different 
sectors and indeed different departments within the 
State should be encouraged to build their own 
monitoring and evaluation syst ·ms. Trying to centra
lise monitoring and evaluation has not helped in the 
past. 

6.12 This is already covered. 

6.13 The basic problem in regard to the Planning 
Boards in the State G;,vernment is that their effective
ness is very limited si,ce the frame available in deter
mini,--g plan priorities within the State Government 
is very marginal given the pattern of approval of the 
State Plans by the C~ntral Government. Further, the 
relationship between the State Planning Boards and 
the Planning Commission of India is not at all defined. 
It may be b~tter to leave each State Government to 
decide about the type of Planning Boards that they 
would like to build up. Prescribing the composition 
and functions of boards on a uniform pattern will 
not be d~sirable. 

Industries 

PAP.T VII 

MISCEIJLANEOUS 

I 

7.1 The constitution makers wanted Union of 
India to limit their control to spe~ific ind·Jstries and 
!ewe the rest to the State Government. However, 
Jn<l.ustries Development Regulation Act 1951 lists 
out various Industries which are brought under the 
purview of the Act and which gives complete powers 
to th~ Central and its agencies to control and regulate 
the d !Velopment of industries. In actual practice, 
unless an industry gets the clearance under the IDR 
Act or is exempted from the purview of the Act by 
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virtue of the Industrial size limit specified it will not 
be possible for the industries to come up. This has 
afl'ected promotion and development of industries 
in the State. 

7.2 (i) All industries except those connected with 
the Defence or National Security or war effort should 
be allowed to be regulated by the State Governments. 

(ii) A large number of industries particularly in 
the consumer field and light industries will automati
cally get excluded from the purview of the control 
exercised by the Industries Development and Regula
tion Act. 

7.3 The Planning Commission can recommend 
to the National Development Council in each plan 
period the broad indications of the level to which 
production can be increased in the different industries 
and what could be the pattern of specious distribu-

, tion with reference to demand, transport capability 
etc., when these guidelines are adopted by the National 
Development Council each State Government could 
decide on the number of industries that can be en
couraged in the State and what type of encouragement 
could be given. The normal rules relating to pollu
tion etc. would be observed by the State Government 
as they are much interested in these as the Central 
Agencies. The applications for capital goods im
ports and the raw material from these industries 
will be dealt with as p~r the normal rules in force at 
each point of time. 

7.4 The list relating to the import of machinery or 
raw material for small scale industries should be 
announced by the Govt. of India from time to time. 
When once that is done all efforts towards the deve
lopmental of small industries should be left to the 
State Govt. Lib~ral provisions regarding institu
tional finance to small Industries will greatly boosted 
by encouraging small local banks to be established, 
which would help in mobilising savings and channe
lising 'it to industrial investment. 

7.5 The States which already have the developed 
base of industries and enterpreneurship have been 
able to get better share of the finances available 
through the Central Financing Institutions. There 
is need for the Central Financing Institutions to lay 
greater emphasis in the promotional aspects in so 
for as industrial backward states are concerned 
particularly having regard to availability of natural 
resources. 

7.6 & 7. 7 It is necessary that the location of Central 
Sect0r Public Enterprises-l'ke-Steel Plants of Defe
nce Establishments-shon'd be decided with reference 
to techno economic, considerations and the approval 
of location should be a matter that should be d~
cided by the National Development Council. The 
National Development Council may not be able to 

"'discharge this function by itself but it is "possible'l 
''that the National Development Council should set~ 
· up some arrangements which would enable proper 1 

l'rationable•deci~ions~to'lbe taken on this issue. 

'7.!WThe! i11centive policy !->?s'ry a'nd Jpr~ 'worked" 
well.' However, unless the concept of bP.ckward 
area is limited to block or! Taluk level the irnpa('t 
of incentive policy is very limited at present. 



Trade and Commerce 

8.1 Any matter affecting Centre and States or 
one ?r more States require a proper consultative 
mach1~ery and furom. We feel that Inter-State 
Coun~1l .contemplated under Article 263 of the 
Const!tut1on would be an effective machinery for 
resolvn~g the d1sputes to a considerable extent. In 
a growmg economy there is always need for adjust
ment ~etween States and as between State and Centre. 
Appomtment of an authority is not likely to solve 
the pr'?bl.em by Itself. What is really required is the 
apprec1atton of the genuine problems of the States 
and the traders, and practical solutions will have to 
be found as and when problems arise. 

Agriculture 

9.1 We would agree with the stand taken by the 
Study Team of the Administrative Reforms Commis
sion on Centre-State Relations (1967). 

9.2 We agree with the stand that Central and 
Centrally sponsored schemes being implemented 
through the State agency should ultimately form 
part of the State Sector and that their number should 
~e kept to a .min'mum. However in practice this 
IS not happenmg. At the time of approval of State 
Ar:m~al ~Ian an~ Five Year ~Ian the Planning Com
mlss!on _IS ~bvtously aJJprovmg a lower provision 
keepmg tn v1ew the deme of Government of India 
to have more and more Centrally sponsored schemes. 

This is not a desirable practice. 

9.3 The role of the State Governments in the 
formulation of ~entral and Centrally sponsored 
sectors of the agncultural plan is only nominal and 
the suggestions of the State Government in effecting 
adjustments in the working of the Central and Centrally 
sponsored schemes are also not given the due 
weight they deserve. The Central Government should 
have a dialogue with State Government before for
mulating any Central or Centrally sponsored scheme 
and it should also have annual review meeting wherein 
the State Government's view should be kept in view 
in making necessary adjustments. 

9.4 Confining to fixation of minimum prices and 
provision of inputs we are to state that the Govern
ment of India is observing only a formality in con
sulting the State Government in the fixation of 
minimum or fair prices for agricultural items. The 
State Gove~nment's vi~w~ are called for by the Agri
cultural Pnces Comrn1Ss1on through a questionnaire 
and the Government of India calls for the remarks 
of the State Government before accepting the re
commendations of the APC. Instead of resorting 
to the paper correspondence it is desirable for the 
APC to convene a meeting of all Secretaries of State 
Governments before finalising their recommenda
tions. The Government of India should also convene 
a meeting of all the Chief Ministers before finalising 
their decisions in fixation of prices. 

In regard to the provision of strategic inputs, the 
Government of India allots the fertilisers to State 
Government, The State Government has no control 
over the distribution of fertilisers by the manufactures 
through private dealers and co-operatives. Once 
the Government of India allots certain quantity 
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to a Stat~ from. a particular manufacturer, the manu
facturer 1s at hberty to allocate it between private 
dealers and co-operatives. Since the State Govern
ment .would be interested in encouraging the dis
tnbutton of fertthsers through co-operative sector, 
the Sta~e. Government ~must have power to distribute 
the fert1hsers. g1ven to a State between co-operatives, 
Agro-Industnes and pnvate dealers instead of vesting 
this power with manufacturers. 

9.5 ~here are no particular problems in regard 
to agncultural research. So far as NABARD is 
concerned it is acting more like a wing of Govern· 
ment of India rather than a national autonomous 
~ody helping agricultural and rural development. This 
IS clear. from .the fact that they have not been hopeful 
at all m ass1sttng the MARKFED of this State in 
getting cash credit limits even against the Government 
guarantee from the State Co-operative Bank for 
undertaking stabilis<.tion operations in cotton and 
groundnut. 

Food and Civil Supplies 

LO.l The present arrangements for Centre-State 
consultations are inadequte and does not help the 
State Government to discharge their responsibilities 
in a satisfactory manner. 

10.2 Yes. Periodical review is absolutely necessary. 
(A consolidated note on the above two questions 

is submitted below). 

The Essential Commodities Act is issued by the 
Government of India and any order issued by the 
State Government under Section 3 of the Act can 
only be with the prior concurrence of the Govern
ment of India even though it is the State Government 
that alone is in a position to implement the provisions 
of this Central Act. 

The Rice Mill Levy Order (Andhra Pradesh Rice 
Procurement (Levy) Order 1984) has been issued 
under the Essential Commodities Act. According 
to this order every mill which manufactures rice 
has to deliver 50% as levy at the procurement prices 
to the Government agency viz. the Food Corporation 
of India. In 1974 the A. P. State Civil Supplies 
Corporation Ltd. came into existence and it was 
also made a State agency for procuring rice under 
mill levy. Though the A. P. State Civil Supplies 
Corporation Ltd. continued to be the procuring 
agency in the mill levy order, the procurement for 
Central Pool was only being done through the Food 

· Corporation of India which is a Central agency. 

Because of heavy commitment on the part of the 
State Government to supply rice to the vulnerable 
sections at Rs. 2/- per K. G. the State Govt. wanted 
to the supplement the needs of the Public Distribution 
system through procurement by the A. P. State Civil 
Supplies Corporation Ltd. also as the quantities 
that we have been getting from the Food Corpora
tion of India are not sufficient to meet the entire 
demand of the public distribution system. However, 
though the Government of India have concurred in 
our proposal to have the A. P. State Civil Supplies 
Corporation Ltd. as another procurement agency 
in the levy order, they have, called upon us not to do 
any procurement through the A. P. State Civil Supplies 
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Corporation Ltd., and have mentioned that there 
should be only one agency for procuring rice i. e. 
Food Corporation of India. 

In view of the need to procure more rice, the State 
Government proposed to increase the levy percentage 
in 1983-84 from 50% to 62.2/3%. Howev~r, the 
Government of India have not concurred m this 
and desired that the exi>ting percentage of 50 should 
be continued. The State Government have also in 
order to maintain the price of rice at reasonable 
levels, proposed a clause in the Mill Levy ~rder to 
enable the Government to fix reasonable pnces for 
purchase of levy-free stocks available with the mille~s 
by the State agencies. The qovernment of India 
have however turned down this proposal also and 
informed the State Government that there should 
not be any control over the prices of the levy-free 
stocks held by the millers. 

The follwoing prices were suggested for paddy by 
the State Government for the crop year 1984-85; 

Common 

Fine 

Superfine 

Rs. 160/- per quintal 

Rs. 167/- per quintal 

Rs. 177/- per quintal 

The Government of India fixed only the following 
prices : 

Common 

Fine 

Superfine • 

Rs. 137/- per quintal 

Rs. 141/- per quintal 

Rs. 145/- per quintal 

Even though the Agricultural Prices Commission 
bad recommended to the Government of India to 
fix paddy prices at higher levels for the Southern 
States, the Government of India did not take into 
consideration the recommendation of the Agricultural 
Prices Commission but have just fixed support prices 
uniformly throughout the country. 

When the Government of Andhra Pradesh pro
posed a payment of Rs. 10 per quintal over and above 
the support prices for paddy by the Rice Milling 
Industry and the Co-operatives (and not even by the 
State Government itself), the Government of India 
instructed that price over and above the support 
prices should not be paid by the State Government 
or even arranged to be paid by the Millers and Co
operatives. The Government of India desired the 
orders in which the millers have been requested to 
pay Rs. I 0,': per quinta_! over and above the support 
prices be withdrawn With the result that the State 
Government had no alternative left except to follow 
the instructions given by the Government of India, 
though the State Government wanted to help the 
farmers by arranging purchases of paddy at a little 
more than support prices announced by the Govern
ment of India through the Rice Milling Industry 
and Co-operatives. Such restrictions go against 
the interests of the farmers of the Andhra Pradesh 
who grow paddy under extremely adverse agro-climatic 
conditions and whose prices for Kharif paddy, 
their main production never average the support 
prices announced by the Government of India. 

The Government. of India have fixed support 
prices for coarse grams but have not been undertaking 

price support operations through Food Corporation 
of India. · 

For the open market operations of price to be made 
through A. P. State Civil Supplies Corporation 
Limited, the Reserve Bank of India will not provide 
cash credit accommodation unless it is cleared by 
the Government of India. For release of cash credit 
accommodation, even for open market purchases for 
the public distribution system (not procured parallel 
to Food Corporation of India) the R, serve Bank of 
India insist on clearance from the Government of 
India. 

The requirement of the State Government is about 
1.75 lakh tonncs of rice per month, in view of the ra
tionalisation of distribution. Despite repeated offers 
by us to procure more, give more to the Central Pool 
for Centre's own retention and draw more also for 
our use, the Government of India have only been 
making 80,000 tonnes of rice per month and the re
maining 9,53,000 tonnes have to be bought from the 
mills at negotiated prices from levy-free stocks and 
not at procurement prices in view of Government 
of India's direction that no agency other than the Food 
Corporation of India should procure rice. Recently, 
the Government of India have been taking the stand 
that higher levels of procurement are unhealthy, even 
though there is dire need to build up buffer rice stocks 
in the country and rice is just not available in the in
ternational markets, unlike wheat, whatever may be 
the price of Government of India is prepared to pay 
for the foreign rice. 

The Government of India have not been able to 
allot palmolien oil to meet our minimum requirements. 
In order to ensure availability of groundnut oil in the 
open market and also with a view to making availa
ble groundnut oil to the consumers at reasonable 
prices. We approached the Government of India for 
giving concurrence for a levy order on groundnut 
oil so that ihe State could procure groundnut oil and 
supply to the vulnerable sections at reasonable prices 
and to regulate movement of :evy free groundnut 
oil as in the case of rice. However, the Government 
of India did not permit a levy on groundnut and 
groundnut oil on the ground that Andhra Pradesh is 
a deficit State in groundnut production. 

Solutions 

I. The Goverrnnent of India may permit fJe State 
Government to carry out any amendments in Control 
Orders issued under the Essential Commodities Act 
in the interests of ensuring fair and equitable dis
tributio:; of essential commodities in Andhra Pradesh 
without reference to Government of India for con
currence. However, the Government of Andhra 
Pradesh will keep the Government of India informed 
of the amendments carried out in the control orders 
under the Essentail Commodities Act. 

2. The State Government may be delegated with 
the powers to have its own agency besides Central 
Government's agency for procurement of rice. 

3. The State Government may be delegated with 
the powers to fix the prices of levy-free rice also with 
a view to controlling the prices in the open market, 
and also for sale to the Andhra Pradesh State Civil 
Supplies Corporation i..imited, of course keeping in 



view ~he cost o~ pr?duct~on ~y the millers, less, if any, 
sustat.ned by htm m dehvenng levy etc. This mea
sure ts necessary to ensure that the prices are 
kept under the contcoJ in the open market and also 
to ensure availability of rice within the State. 

4. The Government of India may permit the State 
Government arranging payment of ext•·a amount 
than that fixed by the Government of India for paddy 
by the rice milling inuustry ; nd co-operatives 
(Not by State Government). 

5. The State Government may also be delegated 
with the powers to fix the levy percentage taking 
into consideration the local needs, etc. 

6. The State Government may be permitted to 
draw the rice required for its public distribution sys
tem from out of the quantities delivered to the Food 
Corporation of India as levy by the millers. No cei
ling need be imposed on these drawals. The State 
Government may be given power to deliver to the Food 
Corporation of India, whatever quantity is possible 
and draw the quantity after giving tte rice meEnt 
for Central Pool. 

7. The stocks remaining unlifted from the Food 
Corporation of India of a particular month may be 
permitted to be drawn in the next mo.tth, without 
imposing restriction that it should be drawn only 
before lOth of the succeeuing month. 

8. The Reserve Bank of India may be informed 
that cash credit accommodation to the State agen
cy may be given without any clearance from the 
Government of India so long as the State Govern
ment is adopting the policy laid down by the Gov
ernment of India in the matter of procurement. 

EDUCATION 

11.1 The Criticism does not seem to be justified. 
In fact our view is that the Central Government 
should take greater initiative and leader ship provide 
financial support to the State Governments, in par
ticular, in the following areas : 

(1) Status and Education of Teachers. 

(2) Universal Elementary Education. 

(3) Vocationalisation of Secondary Education. 

(4) Equalisation of educational opportunities 
and improving the levels of educational growth 
in different States. 

(5) Improvement of educational Standards. 

11.2 The University Grants Comtnission with its 
main objective of co-ordinating, promoting and main
taining educational standards in Higher Education, 
should ensure fair and equitable distribution of its 
grant among different Universities in various parts 
of the Country. There has been a feeling that the 
funds from this organisation are not reaching the 
needy Universities. to the required. extent. It w!II be 
worthwhile to constder whether settmg up of RegiOnal, 
U.G.Cs for different regions in the country, could 
help in more equitable ~llocatioD: of funds to U:niver
sities in different regiOns or m the alternattve a 
representative of the. s.tate Governmen~ should be 
included in the Commtsswn so that the VIews of the 
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State can be projected. There should be detailed and 
indepth inspection of Universities by the U.G.C., 
say, once in three years to assess objectively the 
development needs of Higher Education and to 
provide the required financial support. 

11.3 The University Grants Commis,ion helps 
to evolve consensus among the States as well as 
between the Centre and the States in the field of 
higher education. There is no such body to achieve 
this objective as far as primary and secondary Edu
cation is concerned. The setting up of a Commis
sion on the lines of University Grants Commission 
may be considered for evolving consensus among 
the States as well as between the Centre and the States 
in the field of Primary and Secondary Education. 

11.4 The Constitution of India confers certain 
cultur1l and educational Rights to minorities. Art, 
30 of the Constitution enjoins that all minorities whe
ther based on religion or language shall have the right 
to establish and administer educational institutions of 
their choice. Further the State shall not in gran
ting aid to educational institutions discriminate agai
nst any educatunal institution on the ground that 
it is under the management of a minority based on 
religion or language. Various religious institutio"s 
and other denominal Institutions have established 
educational institutions. Some of them are also re
ceiving grants-in-aid. Though the institutions are 
established and managed by a paticular religions 
denomination etc., admission into these intitutions is 
open to all irrespective of the religions or language 
to which the candidates belcng. Taking protection 
under the guarantees enshrined in the constitution, 
the managements of these institutions are not follow
ing various rules and regulations in admissions, ap
pointments and also service protection to the teaching 
and the non-teaching staff. At present there docs not 
seem to be any guidelines to determine whether an 
institution is a minority instituion etc. This Govern
ment Feels that it is necessary to define classified 
minority institutions and their privileges. There have 
been no specific instances of conflicts. 

ll.5 Hither-to the issues are sought to be fina
lised through discussions and consultations, in for
ms like the C.A.B.E. (Central Advisory Board 
of Education). 

Inter-Governmental Co-ordination 

12.1 In India there are agencies like National 
Development Council, the Planning Commission, 
Inter-State Councils, etc., which are expected to 
resolve problems which arise with regard to Centre
State relations. We recommend that a National 
Planning and Development Council (NPDC) be cre
ated through and appropriate consitutional provi
sion. The members of N.P.D.C. should have the Pri
me Minister as the Chairman and Chief Ministers 
as Members. The Planning Commission should be
come a technical arm and Secretariat of the NPDC. 
In addition to the matters relating Five Year Plans, 
the NPDC should become a body in which conti
nuous consultations take place on all matters tou
ching the Union-S• ate relations on finance and plan
ning. In particular this should cover the extent of 
allocation of resources for Plan, borrowing, external 
finances, discretionary transfers and taxation measures 
affecting both the Centre and the States. Further the 



~ PDC should identify major projects in crucial sec
tc'rs like Irrigati.:Jn involving larg~ outlays with a 
\iew to ensuring liberal funding by the Centre to 
supplement States resources. This flexible approach 
for larger Irrigation projects is required to ensure 
full utilisation of river waters at the same time with
out imposing undue burden on the States' resources. 
It should be possihle for the NPDC to remit speci
fic matters to ad-hoc or standing Sub-Committees 
constituted with the memberships~ of the NPDC it
self. It may be noted that the NPDC is deliberately 
structureJ to be differential from the Inter-State Coun
cil envisaged in Article 263. This Council which has 
to be created by a Presidential order may not have 
the requisite degree of stability, conti .. uity and immu
nity from the sudden changes that may be demanded 
by the Union Cabinet through recourse to Article 
7~. 

In addition, more effective use of Inter-State Coun
cils envisaged in Article 263 will go a long way in 
resolving inter-governmental problems. This res
tructuring is in lieu of the present arrangement. 

Andhra Pradesh 

MEMORANDUM 

Federalism in India is a relic of the imperial past. 
In origin, the British India administration was no 
more than company management. With the Queen's 
Proclamation in 1863, the Head of British India 
became a Crown's Representative. Ever since, the 
entire political and administrative structures within 
the country were oriented towards serving the colonial 
master abroad with the labour of local vassals. Neither 
the cultural heritage nor other bonds of unity of the 
Indian people was ever a factor in the delimitation 
of the British Empire into various federal units. 
Provincial boundaries were formed to suit military 
strategy and administrative convenience. Province 
itself had no meaning as it did not cannote a common 
clime or culture. In reality, there was no federation. 

When India heard the lilting notes of dawning 
freedom on 15th August, 1947, ecstasy was effervescing 
over the country. The triumph epiated the most 
int~llectual mind._ In their anxiety to proclaim a 
wntten consutut10n, the founding fathers relied 
heavily upon the Government of India Act 1935 for 
spelling out the federal features of the Co~stitution. 
Defin,kly, t~e fur:C:amcnt~·! Ia w of th~ cc.ur.try 
intended to govern the slaves could not be made 
the basis for the governance of a free people. The 
Government of India Act, 1935, could not have 
an_ticipated the soaring ambitions and aspiration of 
a JUbilant free people. nor was there any realisation 
of the tmportance of finer and subtler influences like 
language and culture. 

It is not _proper to compare the Union of a free repu
blican lndta v.tth an Emptre or a Kingdom iJc Indi;; in 
the pre-Bnttsh era, and to stress that an Empire or a 
Kingdom, dtsmtegrated, and India suffered, whenever 
the central pov:·er became weak, the analogy is er
roneous. Emptres and Ktnl!doms of earlier times 
were acquired by force and maintained by force. 
The Repubhc of Indta was established willingly by 
the people of !mila .. Over centralisation of authority 
and the uncomtilut10nal accumulation of power by 
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a Union Government are more like the force that is 
associated with autocratic Empires and Kingdoms. 
It is that very Central authocrucy, and not the rightful 
claims of our States that can endanger the unity and 
integrity of the country. It is such danger to the 
country's interests which requires to be investigated, 
loacated and guarded against. The Sarkaria Commis
sion is entrusted with that investigation .. The language 
of reference made it clear that it is not just that the 
working of the Constitution for three decades is to be 
academically reviewed. Distortions and perversions 
introduced into the nations, political and economic 
life by forces not altogether democratic, not alto
gether untouched by party selfishness and individual 
selfishness, call for an analysis of those forces, cons
titutional and extra-constitutional, which hinder
democracy rather than straighL n it out, and which 
stand in the way of development of the people. 
Also, it is not as if the Union and States are separate 
solidified political and economic blocks of power or 
as if the States as solidified blocks of power suffered, 
at the hands of the Union as another solidified block 
of power. It is that the people of each State as part 
of the people of India suffered a set-back politically, 
economically and socially, in the administrative areas 
of the States, by the unconstitutional accumulations 
of power in the hands of the Union Government 
(so far away) and by the un-constitutional depletion 
of power in the hands of the State Governments 
(so near). 

The basic feature of the Indian Constitution is 
cooperative federalism. All federalism is co-operative. 
Ours particularly is. In the U. S. A., Canada and 
Australia, for instance, in a matter like Income-tax 
which both, Union and State can levy against a 
citizen, there can be said to exist an avoidable form 
of competitive federalism. Duel citizenship in State 
and Federation is another example of that competi
tion. The Constitution of India does not countenance 
competition between Union and State or between 
State and State. There is an anticipatory elabora
teness in our Constitution by the incorpcration into 
the Articles of our Constitution of the import of 
many classic decisions of the highest courts adjudicat
ing political and fiscal rights in the other three federa
tions. Still, our Constitution takes added care to 
stress the principale of co-operation between the 
Union of India and the States of India. It strives 
to eliminate conflict between the Union and the 
States, or between State and State. It leaves no 
possible situation of disagreement really unprovided 
for. It makes room for constitutional or statutory 
bodies which are to step in to avoid conflict or con
fusion of rights and duties, as between the Union 
and the States. Even then, it must be agreed, first 
that constitutional hurts and irritations experienced 
by the federal units in India are real, and scound, 
that they are not peculiar to India. 

If the nature of the Indian Constitution is co-opera
tive federalism, the aim of the Indian Constitution 
is equilibrium, political, economic and social Parts 
III and IV. Fundamental Rights and Directive 
Principles, stress social equilibrium desired as between 
man and man or group and group. Parts XU and 
XIII, Finance, Trade and Commerce, decide the 
economic equilibrium desired as between the Union 
and the States. The preamble itself first, then Part 



XI (Relations between the Union and the States), 
then the Seventh Schedule, then Chapter TV of Part V 
and Chapter V of Part VII (the Judiciary) and, in 
fact, all the provisions of the Constitution define 
the political and functional equilibrium desired as 
between the Union and the States, as between the 
Legislature and the Excecutive and as between 
them both and the Judiciary. There is no assumption, 
search where you like in the Constitution, of authority 
in one creature of the Constitution and of subordina
tion in another creature of it. And yet Reports asso
ciated with some eminent men of law and Seminars 
associated with well-known sch.•lars and administra
tors proceed on a contrary assumption even when 
seeking the goal we all seek : a harmonious Union
State relationship under our Constitution. In fact, 
the equilibrium we speak of as cleraly contemplated 
by our Constitution is disturbed whenever unconsti
tutional authority is assumed, or unconstitutional 
subordination is imposed in the name of the so-called 
'quasifederality' of the Constitution of India. Such 
an imbalance is today's reality. That error, we assert 
again, is not so much in the Constitution itself as in 
the working of it differently by different political 
parties at different times for their bwn benefit. The 
dominance of a single political party for three decade' 
between 1947 and 1977, in the affairs both of the 
Union and of the bulk of the units of the Union was 
the most important of the reasons for the fall in 
practical political standards of federality. Political 
parties and political personalities failed the federal 
Constitution of India far more than the Constitu
tion of India failed the federal people of India or 
the federal States of India. 

Ineffective or inadequate representation of a State's 
point of view in the affairs of the Union, however 
caused, certainly leads to a sense of negl~ct among 
the people of that State. State governance touches 
a citizen far more surely and far more frequently, 
and directly than the Union governance. It is a familiar 
constitutional principle of federal distribution of 
legislative and executive powers that subjects or 
items of governance (Entries like in the Lists of the 
Seventh Schedule of the Constitution of India) 
which bear upon a citizen most in life's routine 
should, as far as possible be placed and governed 
nearest to him : for his due appreciation or effective 
protest in matters political and administrative. For 
that very reason, a citizen of India, in normal times 
and in a normal way, identifies himself more than 
closely with the State to which he belongs or in which 
he is domiciled rather than with the Union to which he 
also belongs and of which he is a citizen. His L:>y3lty 
to the Union is un"mbipuol's rn(\ cJmplete His 
identification, in a national crisis, with the governance 
of the Union is total, forgetful of all regional ties 
and reckless of all odds. The Wars with China and 
Pakistan have shown that the Indian citizen is Indian 
to the core. But a citizen's identification with his 
State in normal times is more spontaneous, and he 
wears his loyalty to his State nearer his skin : Never
theless, a citizen of the Union of India who is at the 
same time domiciled in his State-the State of Andhra 
Pradesh, in this instance-has no divided loyalty in 
him. The people of Andhra Pradesh stood formost 
in the ranks of patriots who fought for Indian free
dom whether India fou!!ht the British or fought the 
stooges of the British. The history of those times 
both in Andhra and in Telangana, now one Andhra, 
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Pradesh, is replete with instances of man and women 
who sacrificed their all for their nation and their 
country, and for nothing lesser. 

The idea of 'Federalism' is also inherent in Part 
XII of the Constitution which deals with financial 
rights. duties and obligations in matters of t;lxation. 
etc., as between the Union and the States. Seventh 
Schedule proclaims a federation. The desire of the 
States, expressed vehemently hy some of them and 
not so vehemently by some oti1ers that there should 
be a re-evaluation of the relations in the political. 
legislative, administrativ,·. fiscal and financial areas 
between the Union and the States. and that healthier 
conventions and practices (and even constitutional 
amendments, if necessary) should he brought about 
in order to give effect to the new thinking released hv 
a re-evaluation of the existing system is proof of healthy 
democratic urges in the nation. 

We are still a largely illiterate people in all the 
States of India. The great bulk of our villages are 
without drinking water. More than half our popu
lation literally starves every day for want of a second 
square meal. Quite a large numher go without a 
satisfactory first. The nation's health is suhstandard. 
In cities, towns and villages. one finds that hospitals. 
doctors. nurses and medicines are notoriously scarce 
or inadequate. We are a poor nation. Industry and 
Agriculture are only making the rich richer, and not 
quite changing the lot of the poor. The greater part 
of the items of welfare govern.cnce are entrusted to 
the States by the Constitution. and the States are 
systematically deprived of financial resources 01' 
required pol:tical power and economic enterprisL'. 
by insidious processes. The Union Government 
prescribes policies and programmes to a State within 
the State's own sphere. If it is not some body's Twenty
Point Programme, it is somebody's else's Six-Point 
Programme, each an encroachment on the jurisdic
tion of the States. Political Propaganda on behalf 
of the party ruling the Union and attempting to 
spread its rule to the States become more important 
than State activity on its own initiative for its own 
economic progress. Union Governments steadily 
expand their Ministries and Departments to include 
more and more State Subjects. The States become a 
happy hunting-ground for the Union in crucial political 
and economic areas of State activity. The State slowlv 
ceases to be a viable political or economic unit. • 

The powers of Articles 270. 275. 2R2. etc., are 
misinterpreted and misused hy successive Union 
Governments. Political parties, with High Commands 
at the All-India level and with an obedient following 
in the regions, create a hierarchy of party leadership 
and party following. encourage the dependence of 
the men of the regions on the men of the High Com
mand, and imbue the body politic with sub-servience 
and lack of initiative. Political parties, when they 
also occupy seats of power in the Union and in the 
States, tend to confuse their constitutional positions 
of responsibility, and their 'little hrief authority' in 
the Union and in the States with their own stc<p 
grades of party hierarchy, with their Central High 
Command and their dumb regional following. To 
them it is a one-party Government ruling an amalgam 
of their Union and the States, not known to the Con
stitution. And 'in th~ir view their High Commands 
govern Union and State as one monolithic political 



structure. The States are treated by successive Union 
Governments as mere owned subsidiaries and not the 
equals of the Union. The truth is ~hat their r_espective 
powers may be unequal but their p_ower IS equal. 
It is in this spirit that the States of India now seek the 
restorJtion of this constitutional equality between 
the States of India and the Union of India. When a 
federal constitution drawn up by the people of India, 
vests certain power~ in a Federal. Union and ~ert_ain 
other powers in the Federal Umt, the ConstitutiOn 
so drawn up treats both the Federal Union and the 
Federal Unit equally, as equal creatures of the Con
stitution. The Constitution is equi-distant from both, 
looks on both with an equal eye. This Memorandum 
seeks to assert this Constitutional equality, and to 
press for this equi-distance of the <;onstitution f~om 
both the Union of India and the Umts of that Umon. 

THE GOVERN:JR 

Article 153 of the Constitution lays down that 
there shall be a Governor for each State and Article 
154 vests the executive powers of the State in him. 
Through the personality of the Governor, the Conti
nuity of Administration is expressed. However, 
most States have grave suspicio!lS about the office 
of Governor which can be misused and perverted 
beyond the pale of recognition. A catalogue _of mi~
takes and mischiefs played by the Governors IS avat
able in the 'White paper on the Office of Governor' 
released by the Government of Karnataka. Since the 
publication of the white paper, many m<?re mechi
nations of the Governor have come to hght. The 
most desoicable and cruel assault on democracy was 
inflicted by the Governor of Andhra Pradesh when 
the Telu"u Desam majority party leader Sri N. T. 
Rama R;o and his cabinet was dismissed on an alleged 
suspicion that the Chief Minister did not enjoy the 
majority support in the legislature. By virtue of this 
sin"le action of the Governor of Andhra Pradesh, the 
o!fi;e of Governor has forfeited credibility for ever. 
No offort on the part of well meaning statesman and 
politicians would convince Andhra Pradesh State that 
the O'fice of Governor is of high ;public importance, 
invested with dignity and decorum. The State Govern
ment is convinced beyond any doubt that the Gover
nor has no useful role to play in the working of the 
Constitution or in the Administration of the States. 

However, noble or moral a Governor may be, 
however successful or statesman like he may be, 
however' thoughtful and subtle he may be, he is a 
marionette whose strings are pulled by the Prime 
Minister of India. 

An objective analysis of the. office o~ Gov~r~or will 
show that he is the last vesttge of Impertahsm, a 
modified version of the agent of Viceroy. Whatever 
may have been his importance during British adminis
tration, he has no place in moder_n democracy. An 
appaintee who holds office by VIrtue of the fancy 
of the Prime Minister and during the 'Pleasure of 
the President' c1nnot but be a servant of the Union. 
Dernocratic political systems based on direct elections 
have thrown up ma>S leaders who owe an obligation 
to the people to fulfil their aspirations. The Chief 
Minister re'Jresents the quintessence of popular will 
in the State and there can be no higher authority in 
the State than the Chief Minister. It is the responsi-
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bility of the Chief Minister who has got elected by 
the people to run the Administration and to satisfy 
the people. A Prime Minister's nominee overseeing 
the actions <1>f the Chief Minister is anachronistic. 
The least that we can do to such an office is to 
accord an unceremonious burial. It is strongly re
commended that the institution of the Governor be 
abolished. 

HIE ROLE OF ALL INDIA SERVICES 

At present the top Civil Services posts in the State 
are held by member of the All India Services belonging 
to the Indian Administrative Service, the Indian Police 
Service and the lndi n Forest Service. Prior to 1947 
the top Civil posts in the country, especially at the 
Government level were managed by Members of the 
Indian Civil Service. The same British tradition 
has been continued even today and All India Service 
Officers are appointed to the State Cadtres with the 
provision for deputation to Serve in the Union 
Government. 

The All India Service Cadre and Recruitment 
rules and also other basic service rules regarding 
the discipline, control and appeals are vested in the 
Union Home Ministry, Even though there is a pro
vision that whenever amendments to these statutory 
rules are proposed, consent of the majority of States 
has to be obtained, it has been possible for the 
Union Home Ministry to secure whatever changes 
it wanted in the com~osition and control of the 
All India Services. It must be appreciated that once 
an All India Service Officer is allotted to a State 
Cadre, he has to function under the authority of the 
State Government which utilises his services. 

Recently, the Andhra Pradesh State Government 
has been faced with serious embarrassment by Central 
interference in disciplinary matters pertaining to 
Members of All India Services. The State Govern
ment bad taken action to suspend some of the All 
India Service Officers on grounds of corruption and 
lack of integrity but the Union Government had 
ordered their reinstatement pending enquiry. These 
Officers against whom the State Government had 
initiated preliminary action of suspension but have 
got reinstated by the Centre canot be effective and 
cannot be entrusted with any responsible position 
until their enquiry is over. In this context, it becomes 
imparative to keep these officers virtually under 
suspension by not giving them a suitable posting. 
This anomalous situation could be avoided if the 
Union Government refrains from interfering with the 
disciplinary action of the State Government until 
the enquiry proceedings are over. In the alternative 
if the Union Government feels strongly about the 
reinstatement of an officer pending enquiry then it 
should be possible for the Union Government to 
accommodate such officers in the Union Government's 
duty posts till such time as enquiry is over. 

Under the present grievances procedure a member 
of All India Service who is suspended by the State 
Government has a right of a;)peal to the President 
who is the appointing authority for such officers. 
The President, however, acts on the aid and advice 
of the Union Home Ministry who is a part of the 
Union Government. In effect, the appeal of the 
All India Service Officer is decided by the Union 



Government and not by the President. Perhaps 
the States will have greater confidence in the findinos 
and judgements and also the final orders of the 
President if he were to act as President on the aid and 
advice of an ,indcpemknt and autonomous body like 
the U mon Public Serv1ce Commission. 1 n the ab
sence of such an arrangement it is clear that the 
Sta!e Government's judgement is ~questioned by the 
Umon Government. This cou,ld lead to unnecessary 
fnct1on between the Union and the States. It is time 
that the Union Go~ernment considered setting up 
an Independent adv1sory agency to the President 
to deal with the All India Disciplinary appeal matters. 
.The State Government is of the view that if the 
President passes an order on the advice of Union 
Home Ministry, it ceases to have the stamp of im
partiality and objectivity. 

Considering the fact that a large part of adminis
tration is dealt with and even finally disposed otT at 
bureaucratic levels even in the Union Government, 
it is very necessary that the States' interests are pro, 
tected by adequate representation of the officers from 
the States at the various levels of bureaucracy in 
Union posts. States must have a right to be re
presented in the Union bureaucracy. 

INTER-STATE COUNCIL 

The constitutional provision under Article 263 for 
establishment of Inter-State Council should be 
effectively utilised. There has been some controversy 
about the nature of this constitutional body called 
Inter-State Council and its role. The Article reads : 

"If at any time it appears to the President that 
the public interest would be served by the establish
ment of a council charged with the duty of-

( a) Inquiring into the end advising upon disputes 
which may have arisen between States; 

(b) Investigating and discussing subjects in which 
some or all of the States, or the Union and one 
or more of the States, have a common interest; 
or 

(c) Making recommendations upon any such 
subject and, in particular, recommendations 
for the better co-ordination of policy and 
action with respect to that subject; 

it shall be lawful for the President by order to 
establish such a council, and to define the nature 
of the duties to be performed hy it and its organisa
tion and procedure. 

By notification of 8th August, 1952, the Government 
of India in the Ministry of Health constituted a 
Central Council of Health with the following duties 
to he performed: 

(a) to consider and recommend broad lines of 
policy in regard to matters concernin~ health 
in all its aspects, suggest the prov1s1ons of 
remedial and preventive care, environment 
hygeine, nutrition, health education and the 
promotion of facilitieslfor training and re
search; 

(b) to make proposals for legislation in fields 
of activity relating to medical and public health 
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matters, laying down the pattern of develop
ment for the country as a whole; 

(~} to examine the whole field ,,r possi"k co-opera
lion on a wide basis in rccard to inter-state 
quarantine during time of 'festivals, outbreak 
of epidemic diseases and serious calamities 
such as earthquake and famine and to draw 
up a common programme of action: 

(d) to make recommendations to the Central 
Government regarding distribution of available 
grants-in-aid for health purposes to the States 
and to review periodically the work accomp
lished in different areas through the utilisation 
of the grants-in-aid; and 

(c) to establish any organisation or organisations 
invested with appropriate functions for pro
moting and maintaining co-operation between 
the Central and State Health Administmtions". 

Other notifications issued so far relate to Panchayat 
Raj and Sales Tax and have similar features. These 
Co.uncils, however, have not been put to objective 
use for resolving Inter-State or Union-State problems. 
This forum should be utilised for discussing matters 
which do not pertain to planning and development 
and which are mostly administrative in character. 
The composition, the duration and the functions of 
such councils could be decided on the basis of local 
and administrative requirements. It would be a 
healthy practice to refer all proposed legislations in 
the Concurrent List to such representative Inter-State 
Council for eliciting their opinions. A forum where 
free and fair discussion could take place on issues 
affecting Inter-State and Union-State relations is not 
only useful but is also necessary. It shall be a noble 
constitutional devise for discussing the nations' 
problems T generally before those problems become 
intractable hut particularly to maintain fair and just 
harmonious constitutional relations between the 
Union and the States or between State and Stale 

CONCURRENT U:GISLATTON 

Concurrent Legislation hy the Union and hy the 
States on the States on the entries enumerated to 
List-Ill of the Seventh Schedule givcs scope for 
controversy between the Union and the States. 
Parliamentary Legislation in Concurrent List does 
not require the consent of the States. There is no 
machinery or process even for consul tat ion between 
the Union and the States in the manner of Legislation 
by Parliament on an Entry in the Concurrent List. 
Nor any convention or practice grown in respect 
of Concurrent List by the Parliament. This is an 
unfortunate State of affairs. 

Some of the important Entries in the Concurrent 
List of Seventh Schedule arc: 

(a) 

(b) 

(c) 

(d) 

Entry 20. Economic and Social· Pbnnin['; 

Entry 17 (a), Forests; 

Entry 34, Price Control; 

Entry 331b) Trade and Commerce in, and 
Production, supply and distribution of food 
stuffs, including oil seeds and oils ; 



(c) Entry 38, Electricity; 

(f) Entry 25, Education including technical edu
cation, medical education and universities. 
suhject to the provisions of Entries 63, 64. 65 
and 66 of List I: Vocational and technical 
training of Labour; and 

(g) Acquisition and requisition of Property. 

A glaring example of legislative arrogance on the 
part of the Un.ion relates to. the Entry f?rest.. It 
was mentioned 1n the State L1st and was hfted mto 
the concurrent List as late as 1976 and became 
effective from 3rd Januarv, 1977 by the 42nd Amend
ment. As early as 1967, A. P. Act of 1967 . (Sec. 
28) had provided "No owner of any forest Without 
the previous permission of a District Collector, 
cut trees or do any act likely to denude the forest 
or diminish its utility". The same theme was almost 
repeated by Parliament in 1980 by its Act of 1980 
(Sec. 2 of the Act 69 of 1980). The 
State Government of Andhra Pradesh applied to the 
Union Government for permission to cuts a few 
trees in the forests to lay the road and another to 
lay electric line. One of these related to Telugu 
Ganga Project. The Union . ~.o:-ernment rai~ed 
several querries about the possJblhtles of alternative 
courses etc. The Union Governments correspo· 
ndence with the State Government smacks of dealing 
with a party rather than a responsible State 
Government. 

On the very encroachment by the Union on the 
State Powers through the device of concurrent 
Legislation serious damage has been done to the 
States' powers even in respect of the State List. 
Three sets of Entries are important in this context : 

(a) Entries 7 to 52 of List-I and Entry 24 of List
IT, which deal with Industries; 

{b) Entry 54 of List-I and Entries 23 and 50 of 
List-II which deal with Mines and Mineral 
Development and Taxes on mineral rights; 

{c) Entry 56 of List-I and Entry 17 of List-II which 
deal with water and irrigation. 

Industries is a subject primarily of the State and 
they are subjected to some restrictions that may be 
imposed in the Parliament in the Public interest but 
as a result of Industries Development and Re
gulation Act, 1951. State lost their jurisdiction in 
respect of Industries wholly and completely. Under 
the pretext of public interest the parliament has 
emasculated the State Le~islatures of its legitimate 
riszht to regulate industries. Similarly Mines and 
Minerals Regulation and Development Act openly 
ousted the Legislative Jurisdiction of the State in 
respect of Mines and Minerals. Only saving grace 
left in the train of destruction of States Powers was 
a feeble provision under section 15 of the Act by 
which the State Governments have been given powers 
to frame rules in respect of Minor Minerals. 

It is only worthwhile noting that although Irrigation 
is a State Subject (Vide Entry 17 of List-liD the 
competence of the State is limited by the provision of 
Entry 56 of t.he Union List, "Regulation ~nd Deve
lopment oflnter-State rivers and river valleys to the 
extent to which such regulation a11d development 
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under the co11trol of the Union 'is declared by Par
liament by law to be expedinet in the Publieinterest". 

The main object of including entries in the Con
current List is to enable the Union to legislate on 
a matter which prima facie is State's domain, 
but which in the l;1rger interest of nation do require 
union legislation. But the indiscriminate use of 
Concurrent List by the Union and the transfer of 
entries from State list to Concurrent List has des
troyed the spirit of this enabling provision. The Con
current list has become a convenient tool in the hands 
of the Union to encroach upon the legitimate spheres 
of States activities. This should not be allowed to 
happen. We feel that Union should not have recourse 

· to the concurrent list of transfer entries from State 
list to Concurrent List unless the subject is of such 
a national importance and in real national interest 
which compel such a transfer of Power from the 
States to Union. Even in such cases there must be 
a prior consultation with the States. before any Un!on 
legislation is placed before the Parliament. The Umon 
must take the States into full confidence in dealing 
with matters relating to concurrent list. 

PLANNING AND FINANCIAL RELATIONS 

Transfer of Resources 

1. The Constitution of India has ·provided for 
division of responsibilities between Union and States, 
and financial powers to meet these responsibilities. 
The instrument of Finance Commission was devised 
by founding fathers of the Constitution to meet 
the changing circumstances. However, a number of 
developments have taken place in the last 35 years 
leading to a totally unsustainable level of a symmetry 
between the resources and the responsibilities of the 
State Governments. The reasons for the emergence 
of this situation must be recognised as follows : 

(a) The Union Government adopted a number of 
devices to circumvent the Constitution in the 
field of taxation affecting the States adversely. 

(b) The mechanism of market borrowings has 
emerged as an important source-the access 
to which is virtually controlled and allocated 
by the Union Government. 

(c) External borrowings and External assistance 
have also become extremely important sources 
of funding public investments and are monopoly 
of the Union Government. 

(d) The discretionary transfers (as distinct from 
statutory devolution under awards of Finance 
Commission) have increased in quantum as 
well as complexity-apart from the terms of 
such transfers themselves being designed to 
perpetuate dependency relationship. 

(e) Large scale acceptance of the concept of welfare 
State has resulted in larger responsibilities for 
the State Government than coulp have been 
envisaged by the Constitution-makers. 

2. Some of the measures adopted by the Unio!l 
which are in the nature of circumventing the Const1· 
tution and depriving the States of their due share 
are : 



(i) Surcharge on Income-tax levied in 1962-63 as 
a temporary measure and continued indefinitely 
(abolished very recently only). 

(ii) By an amendment of the Income Tax Act in 
1959, the Income-tax paid by the companies 
was brought under Corporation Tax which is 
not shareable with the States. 

(iii) Additional excise duties on three commodities 
levied by the Union in lieu of Sales Tax are 
not being exploited properly. Union is making 
further attempts to take over 5 more commodities 
from sales tax. 

(iv) Revenues collected under CDS and Special 
Bearer Bonds, though flow from the &amci 
source as income tax, are not shared with 
States. 

(v) Grants in lieu of tax on railway passenger fares 
are fixed in an ad-hoc manner depriving the 
States of their due share. 

(vi) Instead of raising the excise duties, the Union 
has resorted to raising admmistered prices, 
thus depriving States 01 their due share. 

{vii) The Union has been lax in exploiting the levies 
under Article 269 of the ConstitutiOn. . 

3. Large scale recourse to market borrowings to 
finance public investments is essentially a phenomena 
of planned era. Tht: Constitution makers could not 
have envisaged a situation where all the States Will 
have to be mdebted to the Union and all the States 
will have to get acce' s to the open market oorrowings 
only as dictated the Union Government. Thus, the 
States share in the open market borrowings had 
come down from about 50 per cent in the Third 
Plan to about 22 per cent in the Sixth Plan. In fa~t, 
the States should be getting a major part of this re
course. Further in a matter lik.t: National Small 
Savings, The Union Government passed on only 
2/3 share of the net savings to the State Governments. 
Further, the monetary and fiscal policies are invoked 
to virtually throttle the State Government's initiative 
to take recourse to borrowings to finance specific 
developmental projects. Such restricted role to the 
financing of a development projects in a State Govern
ment could not have been dreamt by the Constitution 
makers. 

4. Similarly, with increasing inter- dependance of 
the World and interest taken by the developed coun
tries in the growth of poorer nations, there has been 
increasing impor ance to aid both !rom bilateral 
and mUltilateral (World .Bank, lMF, AD.B, etc.) 
Channels. Further, International Commercial banking 
has become an important instrument of transfer of 
resources. The Uruon Government emerges as the 
sole beneficiary. Only if the donors insist on tak.ing 
up of projects in the State sector, does the Union 
Government permit such .linancing and even here 
the State Government cannot receive the assistance 

! in full and in any case the terms are standardised to 
be consistent with plan assistance. 

5, The discretionary transfers between the States 
and Union Government exceed the amount of sta· 
tutory transfers. The primary reason for this situation 
is the transfers made to the States on Plan account, 

67 

While there has been an agreed formula for distri· 
bution of Plan assistance as between di!Ierent States 
in practice, the Union Government has been un: 
authorisedly (i.e. violative of the decisions of the 
NDC) increasing projectjprogramme under central 
sector or centrally sponsoreo schemes. More impor
tant, the terms on which most of the discretionary 
transfers are made involve a larger proportion of 
loans than of grant. To the extent the Plan invest
ments themselves are increasingly meant to financt 
welfare activities such as Educauon and Health, the 
pattern of financing such investments by a major 

share of loans has resulted in a State of perpetual 
Indebtedness of the States. 

6. The adoption of socialistic State with cmphasia 
on welfare has resulted in large amount of recurnna 
expenditures on scholarships and hostels for weaker 
secuons, schools, hostels, etc, Apart from the fact 
that these are inelastic, involve recurring expenditure 
and staff-intensive, there are no mechamoms by which 
the States, in good conscience can contract their 
obligations in tlus regard. Any State which intends 
to carry out its obligauons to the people by appropri· 
ate level of welfare activities is unable to do so within 
the rigid financial constraints imposed. The States 
are particularly frustrated by the fact that the Union 
territories such as Delhi, Chandigarh are able to 
provide a far higher level of services and are also 
permitted to subsidise essential items (like transport, 
water) on a very liberal scale. Similarly, the Union 
Government's eltort in mobilising resources in areas 
within its jurisdiction but totally analogous to the 
States' sales tax (viz., Central Sales Tax and additional 
excise duties in lieu of sales tax) is strikingly inade
quate compared to the ellort of the States. The re
cord of Union Territories in this area is no better. 

7. In this light, instruments have to be conceived 
and developed so that a fundamental reform and 
restructuring :of Union-State financial and plannmg 
relations is brought about. The restructurmg ~houlu 
be able to capture the current realities of the asym
metry between resources and responsibility, proviomg 
at the same time, mechanisms to meet the changing 
and dynamic situations ot socio-economic growth 
and roles of Governments. Major elements of the 
proposed reform can be summansed as follows : 

(a) The Union Governments' recourse to the tax 
measure that might a !feet the tax revenues of 
the State shoula be subject to consuhations 
involving the State Governments. Some of the 
measures that have been taken by the Union 
Government such as surcharge, (.orporate tax 
etc. should be remedied. 

(b) The relative shares of the Union and States in 
recourse to market borrowings should be 
determined by either an independent body or 
preferably a body having repre~entation of both 
Centre and the States. Such a body should 
have a close involvement in the process of 
financing of Planned development. 

(c) The States should be enabled and in fact en
couraged to raise local resources through bor. 
rowing for financing specific projects. The 
broader issues like monetary ana fiscal policies 
are certainly not inconsistent with eflorts for local 
resources-mobilisation. For instance, specific 



projects can be financed through issue of project
related savings Bonds on the same terms as 
National Savings Certificates. In other words, 
these project-related Bonds w•ll be analogous 
to small savings : except that those Bonds are 
related to specific local project and 10~ % 
amount will be available to State's project 
rather than 2/3rd of the net as in the case • of 
small saviiigs now. 

(d) Similarly, in respect of external assistance and 
external borrowings, the monopoly of the 
Union in the actual disposition of tl!e resol:'f~S 
as between different States and proJects wtthin 
the country is untenable. While external finance 
is rightfully the domain of the Union Govern· 
ment, the allocation of such financial resources 
available to· the country as a whole should be 
a matter of joint consultations between the 
Union and the States. 

(e) The di>crctionary transfers which are currently 
funnelled through a vanety of channels should 
be replaced by a more equitable and continuous 
arrangements of transfers through mstltutwnal 
mech~nisms for consultations. The package of 
measures should involve assessment of the wel
fare needs and responsibilities, the relative · 
shares of loans and grants, the inter-se alloca
tions among the States etc. Further benefits of 
Central sector investments are allocated ar
bitrarily by Union Government (such as Power 
from Kalpakkam). These are also in the nature· 
of discretionary transfers. 

(f) It would be necessary to appreciate the link 
between International Trade, Commerce and 
Development in the light of increasing role of 
exports and imports in the process of growth. 
It will not be easy for the State Governments 
to perceive and participate. in the developmental 
process if they are not mvolved m handhng 
the exports and imports. For instance, State 
level institutions must be given a greater role 
in export trade. 

(g) Major Irrigation projects involvin~ huge outlays 
which ultimately benefit the natiOn as a whole 
should be liberally funded from the national 
resources. Starving these state projects will be 
to the detriment of the nation. 

8. To meet the above requirements, it is suggested 
that a National Planning and Development Council 
(NPDC) be created through an appropriate consti-
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tutional provisions. The members of NPDC should 
have the Prime Minister as the Chairman and Chief 
Ministers as Members. The Planning Commission 
should become a technical arm and Secretariat of 
the NPDC. In addition to the matter relating to 
Five-Year Plans, the NPDC should become a body 
in which continuous consultations take place on all 
matters touching the Union-State relations on Finance 
and Planning. In particular, this should cover the 
extent of allocation of resources for Plan, borrowings, 
external finances, discretionary transfers and taxation 
measures' affecting both the Centre and States. Further 
the NPDC should identify major projects in crucial 
sectors like Irrigation involving large outlays with 
a view to ensuring liberal funding by the Centro 
to supplement State's resources. This flexible approach 
for larger Irrigation projects is required to ensure 
full utilisation of river waters at the same time without 
imposing undue burden on the States' resources. 
It should be possible for the NPDC to remit specific 
matters to ad-hoc or standing Sub-Committees consti
tuted with membership of the NPDC itself. It may 
be noted that the NPDC is deliberately structured 
to be different from the Inter-State Council envisaged 
in Article 263. This Council which has to be created 
by a Presidential Order may not have the requisite 
degree of stability, continuity and immunity from 
the sudden changes that may be demanded by the 
Union Cabinet through recourse to Article 74. 

MEDIA 

In a democracy, media plays an important role. 
At present, the Government media like Radio and 
Television (T.V.) are with the Union. Unlike some 
of the western countries where even private bodies 
control these media, in India, even the State Govern
ment do not have these media under their control. 
For a variety of reasons, we feel that the State 
Governments.(also must be permitted to have their 
own media and also have a fair share of time in the 
Union Government's Radio and Television (T.V.). 
We recommend that law be made, or the present 
law be amended, to enable State Governments, 
wherever feasible, to set up their stations, subject to 
such conditions or restrictions as may be necessary 
in the national interest. A statutory body may be 
set up to administer this law so as to inspire in the 
State Governments the confidence that any restriction 
which is imposed is really in the interests of rhe 
nation as a whole. It is also recommended the All 
India Radio and D~,;or Darshan should function as 
au~onomous corporations and not as departmental 
umts. 
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Assam 

REPLTES TO THE QUESTTONNAIRE 

PART I 

INTRODUCTORY 

1.1 The Constitution of India is a quasi-federal 
one suited to its geo-political requirements. It is 
not a federal one in the classical sense as applied 
to the Constitution of the United States of America. 
It cannot also be called unitary in as much as it 
provides for a duel polity with the Union Government 
at the Centre and States Governments at the peripheral 
levels with the added features of Union Territories. 
The quasi-federal character of the Constitution 
is highlighted by the fact that while on the one hand, 
as Article 1(1) of the Constitution stipulates, India 
is a Union of States, on the other hand, the areas 
or boundaries of the States can be altered by the 
Parliament, as laid down in Article 3, by law made 
by it and the distribution of legislative powers in 
Chapter I of Part XI of the Constitution provides 
for a Union List, a Concurrent List and a State 
List with the stipulation that the Parliament has 
exclusive power to make any law in respect of any 
matter not enumerated in the Concurrent or State 
List. Thus, while the States forming the Union 
of India have their governments with well defined 
and independent powers in the spheres allotted to 
them to give the Constitution a federal structure, 
the operation of the Concurrent List and the residuary 
powers apart from those in the Union List, provides 
for a role more akin to a unitary system. This 
feature of the Constitution though demanded and 
justified by the Indian situation, brings in a unitary 
bias away from the principles of orthodox federal 
Government. As, however, the unitary bias becomes 
manifest more in an emergency or in particular situ
ations without undermining the functioning of the 
State Government at the local, regional and peripheral 
levels in their allotted shperes as in a federation, 
our Constitution as a whole is a federal one in normal 
times with provisions to convert itself into a unitary 
one in emergency to justify its being classed as a 
quasi-federal one. 

1.2 The Rajamannar Committee advocated the 
classical form of federalism to make the Indian 
polity closer to that of the United States of America 
in the distribution of powers between the Centre and 
the States. Such an approach is not germane to 
Indian soil. Apart from the wisdom of the framers 
of our Constitution, based on the history of the 
Indian polity over hundreds of years, the experience 
we have gained during the last thirtyfive years on 
the functioning of our Constitution leads us to 
the conclusion that the approach of the Rajamannar 
Committee cannot be accepted on the basic logic 
of integrity of the Union of India. No Modification in 
the basic frame-work of our Constitution is called for. 
There is, of course, a need for continued review 
of some of the provisions of the Constitution 
particularly in the matter of devolution of the overall 

71 

national .resources. This, .in fact, is being· done not 
only dunng the debates m the Legislatures at the 
Unio~ and t~e State levels but also through the 
workmg particularly of the Finance Commission 
In view of this, we cannot subscribe to the vie~ 
of the Rajamannar Committee. 

1.3 The view that for our country there is a need 
for substantial decentralisation with adequate safe
guard for considerable centralisation in times of 
emergency cannot be disputed. This, however, 
does ~ot ~all for any ~aJor amendment to our present 
Constitution. The existmg provisions in the Consti
~uti~n .are adequate to provide for the necessary 
mstltutional arrangements for a constant dialogue 
between Governments at the Union and the State 
le~e~ to ~acilitate the right ))altern and degree of ad
mmistratlve decentrahsatlon, both vertical and 
horizontal, the interest of development administration 
and balanced regional development. 

1.4 The "traditional" type of federation as men
tioned does not seem to exist anywhere in the modern 
world. 

1.5 The Constitution of India as it stands amended 
now is basically sound and flexible enough to meet 
the requirements of Indian polity as it has emerged 
over the last 35 years. The evolution of our polity 
and the amendments made. so far in the Constitution 
have been in a healthy democratic direction. The 
framework has provided for a viable socio-economic 
system as .ens.hrined in the Directive ~rinciples of 
the Constitution. For the problems and Issues which 
are bound to arise in the working of a developing 
economy with a democratic form of Government 
having by and large a federal frame work as ours: 
the mechanism of a Standing Council like the Inter
State Council, as envisaged in the Article 263 for 
coordination between States should be adequate. 
It. c.an take care o~ all issues of national importance 
ansmg out of relatiOns between States or the Union 
and the States. The composition and function of this 
Council may, however, be formalised either through 
ena~tment or th~ough development of healthy demo
cratic conventiOns. 

1.6 We wholly subscribe to the view that the protec
tion .of th~ independence and ensurance of the unity 
and mtegnty of the country are of paramount import
ance. The structuring of the distribution of legis
lative powers in Chapter I of Part XI of the Consti
tution as reflected in the three Lists in the Seventh 
Schedule; and in particular, Articles 3, II, 256, 
257, 258, 260; .and, the emergency provisions in 
part XVIII of the Constitution i.e. in Articles 352 
to 360 and Articl~s 365: are de~igned to provide ample 
safeguard for this basic national objective. These 
provisions have armed the Union Government with 



a·l~pu.l!e p.:>wa .1nd cast on them the respo~1sibili1y 
Of pi lying the fl'Bm·)Unt rvJe for achieving this 
end. 

I. 7 We are of the view that the extent proviSions 
in the constitution in· this regard are reasonable. 
This can ensure achievement of the end mentioned 
in question 1.6 above. The Articles mentioned 
in the question are to be interpreted in a spirit of 
mutual trust so essential to the functioning of a 
democracv and should also he viewed in the- context 
of the unity and integrity of the country. In such 
a view, these Articles arc reasonable. 

1.8 The view that the provision in Article 3 requires 
re-consideration deserves attention. Th~ virtual 
unfettered power enjoyed by the Parliament in forma
t ion of new States and alteration of areas, boundaries 
or names of existing States, with a h'ken requirement 
of taking the views of the Legislature(s) of the concerned 
State(sl. may be modified to provide that the 
concurrence of the concerned State(s) Legislature(s) 
would be obtained or. iol the alternative, the concur
rence of a majority of the State Legi,Jature(s) would 
he required. · 

PART II 

LEGISLATIVE RELATIONS 

2.1 While there is nothing basically wrong in the 
scheme of distribution of legislative powers between 
the Union and the States, the Lists in the Seventh 
Schedule to the Constitution call for a further 
review in the context of the experience gained by 
us over the last 35 years. Such reviews have of course 
taken place because of national debates on issues 
like Education and Forest leading to items in the 
State List being brought to the Concurrent List. 
Similarly, an entry 92 A was inserted in the Union 
List bringing taxes on the sale or purchase of goods 
under the control of the Parliament and making the 
hither to befo e existing entry 54 in the State List 
subject to the provisions of entry 92A of the Union 
List. The entries pertaining to , distribution of 
legislative powers on economic and financial rc
s;urces governing the development etlorts of the 
State Governments should be re-examined in th~ light 
of corresponding provisions which exist in the 
Governm~olt of India Act, 1935 and the submissions 
made by the State Governments before the succ:ssive 
Finance :"'J mmissions. 

2.2 W ~ do not propose any change in the basic 
s;heme ,· distribution of legislative powers as well 
a, the d, ils of the subjects entered under the three 
li ;ts in t' 1! Seventh Schedule. The State Gaver.1ment 
would ho .vever, suggest that where there is a necessity 
L1r central enactments on subjects otherwise included 
i11 the State List, such enactm~nts should h~ made 
only after consultation with the Standing Inter-State 
Council as mentioned in our reply to Q. 1.5. 

2.3 Tl1e adoption of the system of consultation 
as was envisaged under the Government of India 
Act 1935 and as already mentioned in our answer 
to Question 2.1 above, would be desirable for ensuring 
a better working relation between the Union and 
the State Governments, 
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2.4 In view of the answer given to Question 2.1 
above such declarations should be subject to periodic 
review by the standing consultatiYe body. 

2.5 None. 

PART ITI 

ROLE OF THE GOVERNOR 

3. I The role of the Governor as envisaged in the 
Constitution and established by conventions is ideal 
and suitable for the Indian conditions. 

3.2 The role of the Governor should be that of 
a friend, philosopher and guide even in the discharge 
of the discretionary functions. The Governor should 
consult the concerned State Ministry though the 
opinion given by such State Ministry may not be 
binding either on the Governor or on the Union 
Government. 

3.3 While making report to the President suggest
ing action under Article 356(1), the Governor 
is to make report in his discretion. Since the provision 
is intended to be used only in emergency, the desira
bility there of is beyond doubt; but there should 
be certain additional safeguards. The exercise of 
such power for purposes other than constitutional 
should be preve11;ted. 

In regard to the appointment of Chief Minister, 
the role of the Governor should be akin to that of 
the President of India. 

In regard to the prorogation or dissolution of the 
Legislative Assembly, the Governor should act in 
accordance with the advice tendered by the Council 
of Ministers. 

3.4 Articles 200 and 201 give general power of 
reservation of the hills for consideration by the 
President. In this respect, no guidelines have been 
given to the Governor. It will be adviseable to have 
an Instrument· of Instructions to the Governor 
giving them certain guidelines in this matter. The 
power, though discretionary in nature, cannot be 
exercised in an arbitrary manner. In so far as this 
State is concerned, such a situation has not arisen. 

3.5 No comment. 

3.6 The Governor is not an agent of the Centre 
and may not exactly be described as an ornamental 
head of the State. He is undoubtedly "a close link" 
between the Centre and the States. But the position 
of the Governor is not an independent one. Alike 
the President of India, he should also act in accordance 
with the advice tendered by the State council of 
Ministers except in the sphere where he is required 
to function in a discretionary manner. There should 
be a clear demarcation between the functions where 
t)le Governor is expected to work in his discretion 
and the functions where he is expected to work in 
accordance with aid and advice of the Council of 
Ministers. The more precise this demarcation is made, 
the less will be the chances of confusion and ambi· 
guity. The confusion has arisen mostly in cases where 
the Governors have been designated as the ex-officio 



President of Corporations, Public Institutions 
or other bodies which are not directly within the 
control o~ the State Government. In such cases also, 
the functions of the Governor should be exercised 
on the aid and advice of the Council of Ministers. 
Sphere of discretionary powers should be kept limited 
to the cases covered by Articles 356 and 365, and 
in the matter of selection of the Chief Minister under 
Article 164. In regard to other functions, the 
Governor should be bound to act in accordance with 
the advice of Council of Ministers. 

3. 7 The functions of the Governor are different 
than that of the High Court Judges and as such, the 
tenure of his office and the manner of his appointment 
or removal cannot be the same as prescribed in 
the case of a Judge of Supreme Court or of High 
Court. · 

3.8 The positioniof the Governor is that of the 
constitutional Head of the State. The frame work 
of the Indian Constitution is such that question of 
empowering him in this manner cannot be recommend
ed. The position of the Governor in this regard is 
not in any way different from that of the President 
of India except only in the cases where he is to 
discharge his duties in his this discretion. Even 
though some amount of discretion is inevitable in 
the matter of appointment of the Chief Minister 
under Article 164, the same power for the purposes 
of checking and verifying the loss of majority in the 
legislature cannot be given to a Governor who might 
elect to act as an Agent of the Union Government. 
Such power, if given, would be contrary to the principles 
of federalism. 

3.9 The system introduced in the Republic of 
Germany by Article 67 of the Basic Laws may not 
be suitable under the Indian Constitution where 
there is shifting of allegiance amongst the political 
leaders and Members of Legislative Assemblies 
and Parliament. Even though the solution offered 
by the Republic of Germany appears to be idealistic 
in nature, it cannot be treated as practical in the 
Indian context. 

3.10 The guidelines regarding the manner in which 
discretionary powers of the Governors are to be 
exercised should be formulated in consultation with 
the States by the Union and these guidelines could 
be contained in an Instrument of Instructions in a 
similar manner as they were adopted under the Govern
ment of India Act, 1935. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 While on such instance of any direction issued 
under these Articles has come to the notice of this 
State Government, the provisions are in the •interest 
of national security and unity and to be used only 
when the dictates of an emergent situation made 

: it unavoidable for the President in the national 
~interest. 

4.2 In c:msonance with our replies to Q. 4.1 above, 
we are in agreement with the latter of the two views 
indicated in the question. In our view, no country 
with a federal type of government can uphold its 
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sovereignty and integrity if the directions given by 
the Union Government in the national interest, as 
determined by the Parliament through enactments, 
can be disregarded by a State Government. The 
Union Government cannot remain helpless because 
of absence of any reserve provision in the Constitution 
enabling it to enforce such directions. Articles 355 
being such and enabling reserve provision should, 
therefore, remain as it is. 

4.3 While the recommendation of the Administra
tive Reforms Commission as quoted here would 
help sound Centre-State Relations, the State Govern
ment are not aware of any instance of issue of direc
tions under these Articles by the Centre to a 
State. 

4.4 This State has no experience of any arbitrary 
invocation of the provisions in Article 356. It would, 
however, be desirable in the interest of sound 
Centre-State relations to provide for some safeguards 
in the Article itself in the form of specific conditions 
president which must be satisfied before the President 
can take over the administration of a State on the 
ground of failure of the Constitutional machinery. 
Such conditions precedent may be say, a loss of 
majority in the State Legislature by the party in power 
and the like. 

4.5 The logic of any time-limit to be prescribed 
under Article 356 is that of an emergency created 
by a failure of the Constitutional machinery" in State. 
As emergency situations of this nature are bound 
to differ from State to State or from time to time 
in a given State, it is difficult a priori to say what 
time-limits would be adequate for restoring normalcy 
in any one case. At the same time, to do away with 
any time limit in clauses (4) & (5) of the Article 
would be against the very spirit of the Constitution 
providing for an elected Government in every State. 
The President's Rule is not in itself a solution to 
the problem but provides only a stop-gap arrangement 
till a solution is found. No change or modification 
in the existing provisions in clauses (4) & (5) of the 
Article is, therefore, necessary. 

4.6 The present arrangements are working satis
factorily. However, the arrangements in this regard 
can be improved further to remove the feeling that 
while the State Administration is extending all 
co-operation in this regard, the relationship is f'ne
way only. The Central agencies should have regular 
and prior consultations with the State Government 
and administration before issuing directives to their 
State units for smooth conduct of the functions like 
in the matter of deployment of State Government 
staff and Police Force for election work. 

4. 7 These agencies are undoubtedly functioning 
as nodal organisations in the national economy 
as a whole and are assisting the States in fulfilling 
obligations cast on them by the rconstitution. They 
have a role to play in removing regional disparities 
in development and supplementing the efforts of 
the State Governments whose resources are inade
quate to fend for themselves even if the subject dealt 
with by .. these Central agencies are enumerated in the 

' State List. Therefore, it would not be appropriate 
to criticise the role .. of these Central -agencies or 
to nndo the arrangement merely on the ground that 



through the.>e agencies, the Union has made inroads 
into the States autonomy contrary to the scheme 
of distribution of powers, or of subjects in the 
Seventh Schedule to the Constitution. What is, 
however, necessary is that the policies in pursuance 
of which the agencies continue to function are 
reviewed regularly by the Union Government in 
Cons ltation with the State Governments preferably 
through the Standing Inter-State Council suggested 
in our replies to Part-I of this Questionnaire. As 
these agencies are designed to deliver the goods 
more etrectively and if in f ct they do so, the Seventh 
Schedule itself can be re-fashioned to give them the 
Constitutional cover instead of deriding them as 
Union agents against State autonomy. These agents 
would, howewr, be eftective only if the Union Govern
ment ensure that these are responsive to the problems 
and requirement~ of the States. It would also be 
advisable that as a matter of national policy it should 
be discussed in the agencies like the National Develop
ment Council as to at what level such Central agencies 
should function when their role extends to subjects 
covered in the State List. These agencies would even be 
more eftective for supplementing and not suppl~ment
ing the role of the corresponding State Agencies as 
for instance in the c?se of food procurement and 
distribution. In other subjects also it would be desirable 
to suggest that the Central agency should be concerned 
only with projects or programmes having above a 
certain minimum resources or outlay level or when 
it has Inter-State Implications. 

4.8 The State Government are of the view that 
All-India Services have been serving the purposes 
for which these were created. There is no need for 
further control by the State Government in addition 
to what is already provided now under the All India 
Services Act and the Rules made thereunder. The 
State Government have control over the members 
of the I.A.S. in all matters except that no major 
punishment can be infficted on them without con
currence and approval of the Union Public Service 
Commission and the Government of India. This 
limitation on the power of the State Government is 
essential to retain the All-India character of the 
Services. 

4.9 Maintenance of law and order is a State matter 
and the State Governments should be given total 
freedom in controlling any situation arising in their 
respective States. The duty of the Union as specified 
in Article 355 should be so construed as to mean 
making available the Central Reserve Police and 
other armed forces in aid of civil power in any 
State. The assumption of direct control in regard 
to maintenance of law and order by the Central 
Government is neither desirable nor can it be 
assumed under the existing provisions because the 
Article 355 will have to be read with Schedule VII, 
List II (Entry-I). 

4.10 Television & Radio should continue in the 
Central List in the interest of national intergation 
but the State Governments should be allowed to have 
a share in the broadcasting programmes on a fair 
and re- son able basis to meet their problems of mass 
communication in the interest of administration and 
development. This does not require any amendment 
in the Seventh Schedule but a healthy convention of 
N a tiona! Policy to be evolved through consultations 
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by the Union Ministry of Information and Broad
casting with the State Government through Inter
State Councils or a consultative body in the Ministry 
comprising all State Ministers in charge of Infprmation 
and Public Relations. 

4.11. The Zonal Coun.cils have becom~ virtually 
non-existent now. In VIew of the rephes given 
to Q.4.12 below these agencies would be super
ficus now especially for the States in the North 
Eastern Region which has an additional agency of 
the North Eastern Council. 

4.12 The State Government are of the view 
that an Inter-State Council under Article 263 of 
the Constitution should be established. Its roles 
and functions should be designed after taking into 
consideration what has been stated in our replies 
in Part II of the Questionnaire about the role of 
such a Council. It should encompass the matters 
of institutional planning and development policies 
and may even take over the role of the National 
Development Council if it is constituted in the 
pattern suggested by the Administrative Reforms 
Commissions with Prime Minister as its Chairman 
and Union Minister of Finance and Home, Chief 
Ministers of States and the Leader of the Opposition 
of the Parliament as regular members with provi
sion for co-option of any other Central or State 
Ministers whose subjects come up for deliberation 
on a particular occasion. The functioning of such 
a Council, therefore, should be detailed in laws 
to be enacted by the Parliament after consulting 
the State Legislatures. It should also be serviced 
by a permanent Secretariat which may be that of 
the Planning Commission. This device may also 
make planning a more co-ordinated and co-operative 
exercise between the Union and the State Govern
ments. 

PART V 

FINANCIAL RELATIONS 

5.1 The Constitt·tion allocated to the States 
subject such as agriculture, medical, public health, 
law and order etc. that touch intimated. the lives 
of the people. Such subjects can be efficiently adminis
tered only by the States who are closer·to the people 
and are .more keenly alive to their problems and 
n~ds •. With the advent o~ planning there has been a 
sh1ft m strategy and natiOnal priorities. The fiscal 
burden of the. newly devised development strategy 
and t.he reordenng of plan priorities has fallen relatively 
heavily on the States compared to any time in the 
pas~. The gradual sh~ft towards emphasis on social 
JUstice calls for a realignment of resources in favour 
of the States bec~use servi~es and programmes that 
favo1;1r more eqUitable social order come within the 
pury•ew of the States. There can be no doubt that 
havmg regar~ t~ th~ growing responsibilities of the 
States, the d1stnbut10n of taxes and revenues is very 
unfare. to. the States. This has resulted in a chronic 
and wmding gap between the States' own resources 
and their expenditur~ nece.ssitating dependence on 
the. Ce~tre for financial ~ss1stance to meet growing 
obbgat1ons. Of late, th1s has generated a persistent 
demand from the States for larger transfer of funds 
from th~ Centre, 



The existing scheme of fiscal transfer from the 
Centre to the States is marked by the prevalance of 
a. parallel assess~ents of needs of the States by the 
Fmance Commtsst?n and the Planning Commission, 
Thts new element m fiscal transfer was not envisaged 
by the framers of the Constitution. To a certain extent 
there ~ight be ~verlapping of efforts if two independent 
agenc~es are . stmultaneously responsible for recom
~end~ng . asststance to the States. This overlapping 
sttuatwn ts sought to be corrected by a distinction 
between plan and Non-Plan expenditure on revenue 
account. While the Finance Commission confines 
itself to tax sharing and grants-in-aid covering non
plan revenue account of the States, Plan assistance 
!s channelised through the Planning Commission 
!n the shape of both loans and grants. The tax sharing 
IS regarded as a matter of right and can leave the States 
with surpluses which they are free to spend. The 
grants under Art. 275 are generally unconditional 
and not on a matching basis. They have also never 
exceeded the Non-Plan deficits of the States though 
the terms of reference do not seem to prevent the 
Finance Commission from recommending grants 
to poorer States in excess of their non-plan deficits. 
On the other hand the scheme of tax sharing leaves 
some States with large non-plan surpluses. Since 
the States contribution for plan should generate from 
non-plan surpluses and additional resource mobili
sation undertaken by the States, the poorer States 
fined themselves in a weak bargaining position 
in the matter of plan finalisation. In this context, 
the Finance Commissions might accord a develop
mental orientation to the flow of funds recommended 
by them considering the existing disparties in the 
provision of State Services as between advanced States 
and others. There seems to be no need for a change 
in the present system or the establishment of a 
single body to recommend all financial assistance 
frc-m the Centre. The Planning Commission may re
commend assistance for plan projects. This will divest 
the Commission of the responsibility of finding 
resources and enable them to discharge planning 
functions in a better way. 

5.2 The observations of the A.R.C. Study team are 
not only valid even now but by and large financial 
dependence on the Centre bas been growing over the 
years. This process cannot be halted or reversed by 
a mere redistribution of taxing powers in favour of 
the states. There can be no controversy on the need 
to enlarge the size of the national kitty in terms 
of tax resources. Nor can the advantage of a vast 
all India market with free mobility of capital & skill 
be lost sight of. Having regard to all these aspects 
the present division of tax resources given in the 
Constitution appears to be by and large well conceived 
and needs no radical change except to the extent 
indicated below. 

By virtue of entry 46 of list II of the 7th Schedule 
to the Constitution of India tax on agricultural 
income is a State subject. On the other han<!, Article 
366 of the Constitution defines agricultural income 
as such income as defined for purposes of the enact
ments relating to Indian Income Tax. The Income 
Tax Act, 1961 includes income derived from the 
performance of any process to render the produce 
marketable within the purview of agricultural income. 
The Supreme Court has recently held in the case of 
Commissioner of Sales 'fax, Lucknow, Vs. D. S. 
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Bist (44 STC 392) that the process of converting 
green tea leaf into manufactured tea is a process 
necessary for rendering the green tea leaf market
able. In view of this judgement of the Hon'ble Supreme 
Court, income derived from manufacture of tea 
should be treated as agricultural income. On the 
O'ther hand, however, rule 8 <>f the Income Tax 
Ruks, 1~62 lJys dvwn t'u.t 40% uf th~ income deri
ved from cultivation and manufacture of tea shall be 
treated as non-agricultural income. Consequently, 
the States cannot levy tax on the income derived 
from manufacture of tea which is contrary to the 
views expressed by the H<>n'able Supreme Court 
in the aforesaid case. The Central Inc, me Tax Rules, 
should therefore, be amended so as to enable the 
States to treat income derived from cultivation and 
manuf.·cture tea as fully agricultural income and 
to tax it accordingly. It may be observed that through 
this is not a matter relating strictly to the division 
of power under the Constitution as between the 
Union and the States, the aforesaid rule under the 
Income Tax Act made by the Central Government 
on the strength of Article 366 of the Constitution 
constitutes an in-road on the powers of the State 
to levy tax. 

.. 

Another matter which n~~ds attention is the provision 
of Article 276 of the Constitution under which the 
total amount of tax payable in respect of any one 
person to the State or any one Municipality, 
District Board or other Local authority in the State 
by way of tax on professions, trades, callings and 
employments shall not exceed Rs. 250 per annum. 
While this provision might have been reasonable 
at the time of framing the Constitution the ceiling 
imposed by this provision constitutes an unreasonable 
restraint on the powers of the States to levy and realise 
tax from this source. With the escalation in the general 
price level and the inflation that has taken place in the 
country since the early sixties a change in this limit 
has become necessary so as to enable the States to 
augment their resources. It is felt that the ceiling 
should be suitably raised from Rs. 250. 

It is also necessary to bring about changes in 
in the distribution of nationally collected taxes, 
inclusion of the proceeds of new items like Cor
poration tax, Surcharge on I.T. Custom Duty etc. 
in the divisible pool full implementation of the 
tax powers given to the Union for exclusive distri
bution to the States. Apart from devolution of taxes, 
grants-in-aid on the basis of the principle of equali
sation will serve to restore the financial imbalance 
of the States particularly of the backward areas. 
That apart, huge financial resources at the command 
of the Centre through its control over the nationalised 
banks, financial institutions, .domestic loans, foreign 
aid and deficit financing need to be shared with 
the States with a view to reducing growing dependence 
on the Centre. 

' 5.3 While the need for a strong Centre is not denied, 
a strong Centre is in no way inconsistant with strong 
States. On the contrary, a strong Union can only 
be a Union of Strong States. The Indian Constitu
tion provides the Centre with much greater powers 
than the States in the legislative, administrative and 
financial spheres. The Constitution provides for the 
levy and administration of taxes with wider economic 
base such as Income Tax, Corporation Tax, Union 



Excise Duties and Customs Duties by the Union 
Government whereas the resources allocated to 
the States a;e comparatively meagre and ~ave only 
limited growth potential. Apart fro~ elastic sources 
of tax revenues the Centre has at. Its command all 
resources mobilised through natwnahsed banks, 
financial institutions domestic and foreign . l~~ns 
and deficit financing. While the present diviSion 
of resources provided in the Constitution is not sought 
to be disturbed, the pattern of transfer _should be 
such that the resources are applied at pomts ":here 
they are most needed with a view to reducm~ n:gw_nal 
disparties and attammg social and economic JUStice. 

5.4 In order to attain the objectives, the C~n~re 
may take recourse to better administratiOn of ex1stmg 
taxes as well as implementing the tax power given 
to the Union for exclusive distribution to the States 
which has had hitherto remained unexploited. Secondly, 
there need to be proper vigilance over the m..igmtude, 
propriety and efficiency_ of Union expen_diture. Better 
administration of pubhc undertakings IS one of the 
many measures that can be taken for a_chievem~nl 
of better control over expenditure. Deficit financml 
to a limited extent may be adopted as a last resort. 
So long at it boost up effctive demand there may not 
be adverse affect on the economy. The Indian econ?my 
is marked by high rate of unemp_loyll?-ent ~ombmed 
with inflation. In such a situatiOn mflat10n tends 
to get aggravated if massive dose of deficit financing 
is pursued. 

5. 5 The objective criteria that should be used 
for determining the share of taxes may be as 
follows:-

(a) Share of taxes 

Income Tax:-The divisible pool of income tax 
should be stepped up from the existing 85 p. c. to 
90 p. c. The distribution of the net proceeds of 
income tax may be on the basis of 90 p. c. population 
and 10 p.c. backwardness. 

Surcharge of Income Tax:-Surcharge of income 
tax has been levied year after year and raised from 
10 p. c. to 15 p.c. but its proceeds have been retained 
exclusively by the Centre. The estimated yield from 
surcharge is Rs. 219 crores in the budget for 1984-
85. A surcharge is levied for meeting the requirements 
of some unexpected events and it should remain for 
the limited period of such requirements. But a 
surcharge continued indefinitely could well be regarded 
as an additional income tax shareable with the rest 
of the proceeds of income tax. It sh<-uld be merged 
with the basic rates and~made shareable with the 
States. 
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Corporation Tax:-The growth of Coropration tax 
over the years has been phenomenal. In 1952-53, 
the income tax realisation was Rs. 143 crores and that 
of Corporation tax about Rs. 44 crores. The position 
has comiderably changed since then. In the budget 
for J9g4-85 the income tax revenue is estimated at Rs. 
1801 crores and the Corporation tax revenue at Rs. 
2588 crores. Thus in the past 32 years while income 
tax has grown by 1159 p.c., Corporation tax has grown 
by_ 5782 p.c. The exclusion of Corporation tax from 
the divisible pool has depnved the States of a source 
of re\'enue that is more buoyant than income tax. 

It is suggested that 50 p. c. of the Corporation tax 
which is only a form of income tax, should be brought 
into the divisible pool by appropriate amendment 
of the Constitution and distributed among the 
the States in the same manner as income tax. 

Union Excise Duty :-The States' share in the net 
proceeds of Union Excise _Duties should be ra!sed to 
50 p.c. in place of the ex1stmg 40 p.c. Int~r _se distr_Ibu
tion among the States may be on the ex1stmg basis. 

Additional Duties of Excise:-The incidence of addi
tional excise duties as a perentage of the value of 
clearance should be raised to 10.8 p.c. and should not 
be allowed to fall below this level in future and a 
ratio of 2:1 should be maintained between the yield 
from the basis and the additional duties. Distribution 
of net pr~ ceeds among the States may be on the 
basis of 70 p.c. weightage for population, 20 p.c. 
for State domestic product and 10 p.c. for production. 

Estate Duty in respect of property other than agri
cultural l&nd: Distribution of net proceeds shot.ld be 
on the basis of location of property in respect of 
immovable property and on the basis of population 
in respect of property other than immovable. 

Grant in lieu of tax on railway passenger fares. 
The quantum of grants should be increased to match 
the buoyancy of the passenger fares from the present 
static level of Rs.l6.25 crores. The quantum of grants
sh~ uld be redetermined with a view to compen
sating the loss that the State Governments are sustai
ning over the years. Inter se . distributi?n among 
the State may continue on the existing basis. 

(b) Plan Assistance 

Prior to Fourth plan, assistance was mainly schcma
atic being tied to particular projects or schemes and 
thereby assumed a character of conditional grants. 
The Gadgil Formula made it more general thro·~gh its 
recommendation of block loans and grants. To a 
large extent such assistance was freed from the string 
attached to it. The whole plan assistance, however, 
depends on approval by the planning Commission 
of the plan as a whole. 

Even now on some items the assistance is tied to 
some earmarked sectors and a spending shortage in 
such sectors could invite a proportionate cut in assi
stance. The-pattern of assistance under the present 
system is 70 p.c. loan and 30 p.~. grant. F_or the purpose 
of distribution of Central assistance, eight States are 
kept outside the purview of Gadgil formula an~ termed 
as Special category States. These are Assam, Himachal 
Pradesh, Jammu and_ Kashmir,_Manipur, Meghalaya, 
Nagaland, Sikkim and Tripura. C~ntral ~ss1stance to 
special category States IS determmed m term~ of 
their actual need and past perf~ance. The pattern 
of assistance is 70 p. c. loan and 30. p.c. grants for 
general areas and 10 p.c. loan and 90 p.c. grant for 
hill areas. The present system and procedure . of 
cnannelising Central assistance through the planmng 
Commission may continue. Assam may be allowe~ 
to retain its special status outside the Gad•gli 
formula. However, in recognition of the special a 
position accorded to Assam, the pattern of Ce?tral 
assistance may be changed to a uniform patte~n. of 
90 p.c. grant and 10 p,c. Joan abandoni_ng the existing 
distinction as between general and h1ll areas. 



(c) Non-Plan Assistance 

The States are receiving statutory assistance under 
the provision of Art 275(1) as per recommendations 
of the suc(essive Finance Commissions. Besides, 
Assam is receiving a small sum under clause (a) of 
the second proviso to Art. 275(1) for administration 
of the Tribal Areas. Apart from the statutory assis
tance, the States are also receiving from the Centre 
non-plan assistance channelised through respective 
Ministries for other purposes, the more important 
being (i) relief and rehabilitation of displaced persons, 
(ii) relief necessitated by hostilities, (iii) construction 
and maintenace of border roads, roads of strategic 
impoartance and national highway, (iv) modernisation 
of police for.:e, (v) labour and emplo}ment. (vi) 
Education, (vii) Social Welfare and (viii) C. R. F. 

So far assistance under the provisions of Art 275 (i) 
is concerned the non-plan revenue gap should be ascer
tained haveing regard to backwardne>s, special pro
blems and matters of national concern. The non-plans 
grant sh . uld not only cover the gap so assessed but 
should leave the backward States with sufficient 
surplus on revenue account which can be ploughed 
back for fresh development. 

The composite State of Assam was receiving a sum 
of Rs. 40 Iakhs as grant under clause (a) of second 
proviso to Art 275 (I) which has been reduced toRs. 
13 Iakhs following the reorganisation of the State. 
This amount has been fixed on the basis of the average 
excess of expenditure over the revenue in Tribal Areas 
during the two years immediately preceding the 
commencem~nt of the Constitution. The expediture in 
in the Hill District in recent years has grown conside
rably above the preconstitution level though income 
has not gone up proportionately. This situation needs 
to be reviewed. 

Most other non-statutory assistance takes the 
the form of reimbursement of expenditure on a limi
ted number of specific items combined with advance 
assistance for which provision is made in the State 
budget. Though there is no complaint with regard to 
the procedure adopted for this purpose, it is increa
singly being felt that some more items of expenditure 
should be fully reimbursable for instance of late, the 
the State Government has received a substatial amount 
for relief necessitated by hostilities but the pattern 
of assistance adopted by the Central is 70 p.c.loan and 
30 p.c. grant. The nature of such assistance calls for 
a revision of the pattern of assistance by treating the 
entire amount as outright grant. So far as exped iture 
on outside BNS is concerned, the States do not receive 
any non-plan assistance. The MHA charges Rs. 24 
Iakhs per annum per Bn of CRPF/BSF, plus actual 
cost of transportation, movements, accommodation, 
water supply etc. 

Though maintanance of law and order is a State 
subject yet in abnormal situations large scale delpoy
ment of Central Bns. becomes necessary in addition 
to full deployment of Stat~ forces. I~ the Cen~re insists 
on payment for such serv1ces th1s w1ll have d1sastrous 
effects on State finances particularly considering the 
abnormal situation that calls for such deployment. In 
this context the observation of the Sixth Finance Com
mission is of special relevance. That Commis~;ion urged 
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the Government of India to waive payment altog~ther 
for the services of CRPF made available to the State 
for maintenance oflaw and order. They further obser
ved that the Government of India "ould continue to 
have a decisive voice in determining whdher or not 
the law and order situation in a State warrants supple
mentary support in the form of CRPF tllld there is no 
reason to apprehend that the State Government may 
invoke assistance of the CRPF on a large scale if pay
ment for the same is waived. After all the Govern
ment of India have an equal stake with the State 
Governments in tne maint:nancc of law and Ndcr 
thr._ugnout th~ Country This aspect need 
consideration. 

5.6 The exi.tence of inter-regional and inter-State 
disparities in the rates of economic growth even after 
sustained efforts of over three decades by FC and PC 
clearly shows the inadequacy of measures taken in 
this regard. With a view to reducing inter-State 
c:isparities and ensuring social justice a part of the 
share of taxes may be set apart and credited to a spe
cial fund exclusively for distribution among the 
backward States. The Fund so created may be lman
ccd out of any increase in States share of taxes and 
suggested incorporation of Corporation Tax and sur
charge in the divisible pool. Th1s would narrow down 
inter-State disparities and the backward States will 
be left with adequate surplus for investment in dcve
lcpmcnt activities. 

5.7 & 5.8 The framers of the Indian Comtitution 
have adopted the principle of separation and clearly 
demarcated the spheres of taxation both the Union 
and the States and two separate lists of taxation were 
drawn up for the purpose. While allocating the taxa
tion functions to the Union and the States due regard 
was paid to the principles enumerated for a sound 
taxation system. As a result, the Union was vested 
with the powers to levy broad-based taxes both direct 
and indirect like IT, CT, Customs and Excise which 
satisfy the canons of economy, efficiency, convenience, 
etc. The States were left with the powers to levy taxes 
on consumption and localised items of income and 
wealth. Judging from the stand point of economy, 
freedom of trade and commerce and equity, it may at 
this staoe, perhaps not be po~sible to transfer any 
item ottaxation from Union list without adversely 
affecting internal trade and economy. There is no 
denying the fact that major taxes like IT, CT, Customs 
Duty, Excise, etc. have a profound bearing on the 
economy of the country as a whole and as such the 
present division of tax resources in the Constitution 
need not be changed. Nevertheless, any concession, 
exemption and incentive that the Centre is now giving 
or propose to give which have the effect of reducing 
the divisible pool and other rdevant matters the 
fiscal effect of which fall on the States, should be 
reviewed in depth by a Committee on whid1 Centre 
and State Finance Ministers are represented. Th1s 
State has already extended support to the proposal 
for replacement of sales tax by additional excise on 
live commodities provided that not only the current 
revenues from sales tax on these commodities be pro
tected but special consideration is extended to the 
State. Any way, sales tax being the most elastic and 
bu, yant source of revenue to t,,c States. any further 
incursion in this fteld w1ll take away the hnuted flexi
bility the States now enjoy in the matter of augmenting 
their revenues. 



5.9 For the purpose of transferring resources to 
the States to cover non-plan gap, the Centre appoints 
a F.C. every year. Over a period of five years many 
unforeseen liabilities might arise which the Finance 
Commission will not be in a position to provide for. 
Thereby the States are left to the mercy of the Finance 
Ministry and the Planning Commission. Besides, each 
Finance Commission is required to take the levels 
of State expenditure obtaining upto a particular 
date as stipulated by its terms of reference. The choise 
of a date prevents the Commission from taking cogni
sance of any liability adopted by the States after that 
date. Such an approach is designed to curb the pro
pensity of the States to rush ahead with fresh expendi
ture proposals along with the announcement of a 
F.C. Consequently, many pressing non-plan needs 
are either shelved or taken up with severe strain 
on State finances. There is however, no genuine reason 
to feel that the appointment of a F.C. will ring a 
signal for the States to go ahead with fresh expendi
ture simply to take advantage of the award. Such 
short-comings of the Five Year Finance Commission 
system can be averted by a permanent Finance Com
mission type body with wide powers of annual allo
cation to the States. The plan is to be financed through 
any surplus on non-plan revenue account, additional 
resources raised by th~ States and plan assistance 
given through the Planning Commission, Once the 
Finance Commission is made a permanent body 
freed from simple gap filling approach, the Planning 
Cummission will be . eli.ved (J[ the burden of finding 
resources for bridging non-plan gap and can perform 
its role of investment planning and d~cision making 
in more effective manner. 

5.10 Sound fiscal management is dependent, 
among other things, on economy in expenditure 
consistent with efficiency. The manner in which the 
States deploy the resources allocated to them so as 
to get the best possible results from the expenditure 
incurred gives an idea about the level efficiency and 
of economy exercised by the state. Each Finance 
Commission adopts certain norms on an all-India 
basis for maintenance and upkeep of assets. It is, 
very often, not possible for the States to adhere strictly 
to such norms due to localised factors and abnormal 
price escalation. However the State Governments 
in their eagerness to conserve resources for the plan 
have been impelled by motives of economy in public 
expenditure very often have to curtail expenditure 
at tne cost uf ess~ntial s~rvices. Fiscal t ·ansfers from 
the Union have not so far been able to reduce signifi
c~ntly the disparties in the level of public expenditure 
among the States. Disparities between the States 
still persist particularly in backward States in terms 
of essential administrative and social services. Imba
lances also exist among different areas within the State. 
Far greater priority needs to be assigned in providing 
essential administrative and social services in the 
backward States. This calls for larger allocations 
for education, medical cares, public health and wel
fare of SCfST and 0 BC. A beginning has been made in 
this respect by the Sixih Fiaance Commission, while 
the earlier Commissions had assessed the require
ments of States largely on the basis of maintenance 
of administrative and social services at the level 
obtaining in the base year, the Sixth Finance Commis
sion for the fir:>t time made a departure from this 
norm. They sought to raise the provision for some 
of the administrative and social services in backward 

78 

States with a view to bringing them up to the national 
average and recommended grants for the purpose. 
The Seventh Finance Commission also adopted a 
similar approach and recommended extension of 
t,1is benefit to some other selected services. Such an 
approach should gradually be able to narrow down 
existing disparities in the standard of service and 
level of public expenditure among the States. The 
approach adopted by the Sixth Finance Commission 
and followed by the Seventh, if pursued with vigour, 
is likely to promote over a period of time efficiency 
in administration and remove disparities in this re
gard. 

5.11 In India ·fiscal transfers from the Union to 
the States is performed mainly by two separate agencies, 
the Finance Commission and the Planning Commis
sion. The Planning Commission is entrusted with the 
task of recommending plan assistance. While the 
role of Finance Commission is limited to making 
recommendations for meeting the fiscal requirements 
of the States arising from their Non-Plan revenue 
account, the grants-in-aid recommended by the Fi
nance Commission under Art 275 after considering 
the tax devolution to the States have been used to 
bridge the residual gap. A view is sometimes expre
ssed that this has encouraged the States to exaggerate 
their revenue requirements in the hope of qualifying 
for the grant. The elaborate terms of reference of 
the Finance Commission should be able to curb 
such propensities if any on the part of the States. If 
necessary the terms of reference may be suitably 
amended to secure this objective. 

A distinction, however, need to be made here as bet
ween the weaker States and others. It will not be 
correct to say that the weaker States also exaggerate 
their revenue requirements ignoring all norms of 
financial discipline. In fact, in their bid to extend 
to their people the level of administrative and other 
services obtaining in the advanced States, the weaker 
States project their revenue requirements in a manner 

. which may not satisfy certain norms. They, however, 
do so not because of a propensity towards financial 
indiscipline and improvidence but becuase of their 
anxiety to secure for their State a minimum level of 
service. 

5.12 The State Government also feels that the 
Seventh Finance Commission has quite appropri
ately preferred the modality of devolution of taxes 
and duties to grants-in-aid for transferring resources 
to the States. This would enabie the States to share 
the benefits or buoyancy in the tax receipts of the 
Centre and of additional taxes raised by it. But 
such an approach may work to the detriment of weaker 
States having a poor tax base due to low degree of 
urbanisation and industrial , backwardness and tend 
to aggravate the existing disparities among the States. 
This hindrance can be overcome if grants-in-aid are 
relieved of gap filling approach to maintain the budge
tary equilibrium of the States. Instead they may be 
used as a tool to reduce the level of disparities among 
the States and to ensure distributive justice. 

5.13 The State Government is fully in agreement 
with th.e l?riuciplcs enunciated by the Seventh Finance 
Commission about the role of grants-in-aid in the 
scheme of fiscal transfers from the Union. First of 
all, reqmrements of the States may be assessed on 



the basis of maintenance of administrative and social 
services at the existing.Ievel and thereafter provi,ion 
may be made for the Improvement of administrative 
and social services in backward States where marked 
d:~ciencies are noticed in terms of per car it• availa
bility of such services with a view to catch up with the 
national average. Lastly, weightage may be accorded 
on matters of national concern. In case of Assam the 
State has a special responsibility in the matter of 
border security being located on or near the country's 
international borders with China, Bangladesh, and 
Bhutan. 

Moreover the State has a long common boundary 
with the neighbouring States of Meghalaya, Nagaland, 
Manipur, Tripura and Mizoram. The presence of 
different ethnic groups alongside the borders had 
resulted in occasional tensions needing establish
ment and maintenance of border police outposts 
at considerable cost. The State Government are of 
the further view that grants-in-aid should not only 
cover the revenue gap of the States in the manner 
assessed by earlier Commission, but should leave the 
States, particularly the less developed ones with suffi
cient surplus on the revenue account which could 
be ploughed back for fresh development. In assessing 
the needs of the St'lte for grants-in-aid all those as
pects deserve special consideration. 

5.14 The decision of the Government of India to 
float Special Bearer Bond implies reduction in ag
gregate revenues from taxes on income. Similarly, 
raising of administered prices of items like petroleum, 
coal, etc. with a view to mobilising additional re
sources for the Centre deprives the States of any 
share of such accrual. Instead of raising administered 
prices had this been done through revision of rates 
of Excise duty on such items the States could get 
their due share. It is, therefore, in the fitness of things 
that yields from such levies should be brought under 
the divisible pool for distribution among the States. 

5.15 The savings generated in the Indian Capital 
markd are at present distributed between the Centre 
and the States in the shape of market borrowings, 
loans against share of small savings collection and 
negotiated borrowings from financial institutions 
and LICI. Under the present system th ~ States can 
borrow funds only within the Country and subject 
to the limitations imposed under Art. 293 of the 
Constitution. 

In recent years the total amount of market loans 
have been allocated among the States broadly on the 
same principles as those adopted for distribution 
of central assistance for plan. However, the shares 
so determined have been allowed to vary upward 
by 10% in a year to all the States. In other words 
market borrowings have been allocated to different 
States by the RBI on the advice of the Planning 
Commission and the Union Ministry of Finance. 
If this principle is substituted by allowing market 
loans to be floated by the States on competitive 
basis this will enable the richer St~tes to get more 
funds offering competitive interest rates at the cost 
of the poorer States which would be extremely 
unfair. The State Government subscribe to the view 
that the economically weaker States should be as
sisted with more grants than loans therefore, more 
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Central loan and market borrowings may be allocat
ted to the richer States and more outright grants to 
the weaker States. 

At present two-thirds of the net collection of small 
savings is advanced to the States as loan. The State 
Governments are of the view that such loan should 
be ~reate~ as loan in perpetuity. Institutional bor
rowmgs hke State Governments borrowings from 
NCD.C, RBI, lOBI, LIC. etc. occupy an insignificant 
role m the scheme of public debt of States like 
A_ssa.m. It is felt that such borrowings should be 
d1stnbuted on the basis of investmet priorities for 
specific self liquidating projects which should be able 
to take care of the obligations arising out of servicing 
and repayment. . 

5.16 The budgetary deficits of the States are no 
doubt growing at a much faster rate than that of the 
Centre. The Combined budgetary deficits of the 
States in 1983-84 was Rs. 750.00 crores and that 
estimated for 1984-85 is Rs. 1312 crores. In the same 
period the dificit of the Centre is estimated to grow 
from Rs. 1695 cores to Rs. 1762 crores. It is also 
true that inspite of a substantial increase in trans
fer of resources from the Centre in absolute terms 
the percentage of the Centre's revenue receipts being 
transferred to th" States is declining. This trend is 
partially reflected in the quantum of central trans
fers channelised through the Finance Commission. 
During 1974-79 transfers to the States on the basis 
of the award of the Sixth Finance Commission ag
gregated to Rs. 11,168 crores out of the total revenue 
receipts of the Union amounting to Rs. 43,976 
crores or 25.4 p.c. 

In terms of the recommendations of the Seventh 
Finance Commission, the overall devolution of resour
ces during 1979-84 is estimated to be Rs. 20,843 
crores out of Rs. 80,126 crores, or 26 p.c. recording 
hardly any increase. While the needs of the States 
are growing fast in volume, the resources allocated 
to them lack the needed flexibility resulting in fiscal 
imbalance and growing indebtedness of the States. 
The total outstanding debt of the State Governments 
rose to Rs. 27449 crores in 1981-82 from Rs. 8,718 
crores in 1970-71. The situation warrants urgent 
corrective measures to bring about better corres
pondence between resources and responsibilities 
of the two tires-the Centre and the States in our federal 
set up. 

5.17 Over the years the problem of indebtedness 
of the States has attained enormous proportions as 
a result of economic planning. The outstanding public 
debt of the States has risen from Rs. 8,718 crores 
in 1970-71 to Rs. 27,449 crores. Considering the 
magnitude of the problem an annual review of in
debtedness instead of a periodical one as at present 
might be undertaken. A permanent Finance Com
mission type body shall be able to look into the 
problem effectively. As observed by the ARC study 
team, among the various components of public 
debt of the States, the loans from the Central Govern
ment occupy a predominent place. An analysis 
of the debt position of the States as on 31st March, 
1982 shows that of the outstanding debt of Rs. 
27,449 crores loans from the Centre constitutes 
Rs. 19,967 crores and accounts for 72.7 p.c. of the 
total indebtedness. Along with the growth of public 



debt, apart from repayment liability on the capital 
account the burden of interest charges on revenue 
account of the States has also become progressively 
heavier and is causin!! serious concern to the States. 
The average rate o( interest on outstanding debt 
has also risen from year to year. This is evident from 
the debt servicing and repayment liability of Assam. 
Estimated interest payment of the State in 1984-85 
is about Rs. 94 crores and repayment of principal 
to Centre Rs. 78 crores whereas estimated revenue 
from State taxes is about Rs. 134 crores. This shows 
that State's own tax revenue can not even meet 
the debt servicing and repayment liability. With the 
advent of economic planning public debt has assumed 
a serious proportion because loans predominate 
over grants in the compositon of central assistance 
for plan. The growth of public debt need not cause 
any concern so long as borrowed funds are utilised 
in self liquidating projects. But under the com
pulsion of economic planning and priorities 
accorded large portion of the borrowed funds have 
to be utilised for building up economic and social 
over heads. A shift in favour of grants in the pattern 
of central assistance for plan as well as removal of 
deficiencies in the present scheme of devolution is 
called for to remedy the financial instability of most 
of the States. 

5.18 In India, the States are given powers to borrow 
within the Count ·y and external borrowing is reserved 
exclusively for the Union. The State's borrowing 
powers are also subject to such limitation as may be 
imposed by State Legislatures and further a State 
may not raise loans without the consent of the 
Governm~nt of India if there is still outstanding any 
part of a loan which has been made to the State by 
the Government of India. Since all the States are 
indebted to the Centre in varying degrees, there 
cannot be said to be any freedom left with the States 
even in the matter of raising internal loans. These 
constitutional restrictions are placed on the States 
internal borrowing with a view to avoiding adv~rse 
monetary r.nd fiscal affects arising from competitive 
and unbridled borrowing powers of the States. 
Under the present arrangements, the total quantum 
of public loans to be raised by the Centr~ and also its 
allocation between the Centre and the States is 
decided by the Government of India. Without affect
ing the basic principies of sound finance such decision 
can be taken in consultation with the States and having 
regard to their actual requirement in the context 
of development. 

5.19 It is true that on foreign borrowings the 
Centre charges from the States a higher rate of interest 
than what it pays to th foreign lender. So far as 
this extra amount is chargd to defray the expenses of 
handling such aid it can not be said to be unjustified. 
In any case, the rel.:nding rate of interest should 
not exceed the expenses incurred by the Centre for 
contracting and relending such funds. Since the weaker 
States are not in a position to draw up projects which 
satisfy the specifications of the external agencies, 
certain percentage of rupee equivalent of net external 
borrowings contracted each year may be disbursed to 
the Statse as special credit. 
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5.20 States cannot be allowed to borrow as much 
as they like from the capital market since the richer 
and more developed States would avail the larger 
proportion of available funds at the cost of weaker 
States by off~ring competitive rates of interest. 
The Centre would then have to enter the market on 
behalf of the weaker States. Anyway, the case for 
larger volume of loan is not justified for the poorer 
States. Rather they deserve larger amounts of grants. 
Nevertheless the idea of a loans council appears 
to be a welcome step in the sense that it would be 
able to dispense with the misgivings in the minds 
of advanced States abvut the manner in which loans 
are being distributed at present between the Centre 
and the States. This council would recommend 
the maximum amounts that can be borrowed by 
the Centre and by diffrenet States on the basis of 
the principles approved by the NDC. 

5.21 The inherent inadequacy of the States' finances 
to met their essential obligation get reflected in 
their over draft with the Reserve Bank of India. The 
gap between receipts and expenditure is the real cause 
of the ailment of which over draft is a mere symptom, 

The ever increasing gap is caused by a multi
plicity of factors. On one hand the State has to 
incur heavy expenditure on law and order, 
social services and debt servicing. On the other hand, 
failure to invest adequately in self liquidating projects 
has resulted in a situation where the revenues 
yielded are not even sufficient for the maintenance 
of assets already created. Mere doubling of the 
entitlement of ways and means advance will not ease 
the situation. Upless, the disease itself is cured the 
symptoms will persist. Liability for servicing and 
repayment of debt for a backward State like Assam 
amounts to about Rs. I 87 crores which is far in 
excess of its own tax revenues. Remedial measures 
call for a change in the present patten of centra.! 
assistance for plan reducing the predominance of 
loans over grants, reduction in rate of interest, re
scheduling of outstanding debts annually instead of 
after every 5 years as at present and a more liberal 
scheme of devolution. Besides, the distinction between 
normal and special ways and means advances may 
be dispensed with and the over all limit of ways and 
means advances should not be lower than the aggre
gate of the existing limits of the two kinds of advances. 
The existing practice of demanding security in res
pect of special ways and means advances causes 
severe hardship and muy, therefore be abandoned. 
Further,. the existing rate of interest, applicable to 
ways and means advances and overdrafts should 
be .lowered to the level of that applicable to plan 
assistance and to other forms of assistance extended 
by Government of India. The additional liability on 
account of interest would itself act as a deterrent to 
improvidence on the part of the States. 

5.22 Performance of the States in terms of resource 
mobilisation should be viewed in the perspective of 
the powers conferred on them by the Constitution and 
the available base for mobilisation of resources. 
~ost of the taxes left .with the States, with the excep
tion of sales tax, are melastic. In sales tax again most 
of the States have reached a saturation point and there 
is little or no scope to raise further resources through 
modification of sales tax rates. 



Inspite of the constitutional limitations it will be 
see1_1 that some States show a higher tax effort per 
captta than otb;rs. This is due to uneven level of 
indu~trialisation and urbanisation prevalent in the 
States. Low degree of urbanisation and industrial 
backwardness prevants the weaker States to catch 
up with the advanced ones in terms of per capita 
tax effort. In our country the major portion of national 
income originates in the agricultural sector and hence 
this sector should bear a large part of the burden. 
This is equally true of the States where major portion of 
SDP represents agricultural income. In this State the 
revenue collected from agricultural sector comes 
mainly from the tea plantations. Here again the as
sessment is done by the Income Tax authority and 
60 per cent of the income is treated as agricultural 
income which can be taxed by the State and the 
remaining 40 per cent is treated as non-agricultural 
income and can be taxed by the Centre. The State 
Governments' efforts to get the whole income ac
crued from tea to be treated as agricultural income 
did not find favour with the Centre and this has 
stifled States initiative in the matter of realisation 
of agricultural income tax. This aspect has been 
discussed in greater detail in reply to Question No. 2 
of this part. 

Apart from tea, the farm sector in the State is 
highly scattered and unorganised and presents little 
scope for tapping of resources. In consonance 
with the accent on removal of poverty land holdings 
up to a certain limit is exempted from land revenue. 
In spite of the limited scope the State Government 
is alive to the need of exploiting its own sources of 
revenue adequately. 

In fact, the States cannot avoid this responsibility 
since their performance in the matter of mobilisation 
of resources is constantly and regularly being re
viewed by the Planning Commission and the Finance 
Commission. 

5.23 The Central Government failed to raise the 
incidence of additional excise duties as a percentage 
of the value of clearance to I 0.8 p.c. as agreed to 
with the States in 1970 in respect of items where 
sales tax has already been replaced by additional 
excise duties. Moreover, taxes and duties listed 
in Art. 269 have not been fully tapped by the Centre 
to raise resources for the exclusive purpose of the 
States. The State Governments are, as a result being 
deprived of revenues which legitimately belong ·to 
them. Besides, huge arrears, taxes and tremendous 
increase in investm:nt in public enterprises even 
for meeting their losses has created a situation which 
needs to be reversed to increse the size of the 
Central surplus. 

5.24 There is no doubt that much of the present 
distortion in Union-State relations would not perhaps 
have grown as it has over the years had the States 
been provided with opportunity for full and free 
discussion with the Centre before taking decision 
on matters affecting revenues of the States. Much 
of the discontents could either have been avoided 
or dissolved through the process of consultation 
between the Centre and States. The views of the Stat' 
Governments should be as~ertained while moving 
a Bill to levy or vary the rate structure or abolis!:l 
any of the duties and taxes enumerated 'in An. 
268 and 269. 
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5.25 Art. 269 of the Constitution lists the ta~cs 
levied and collected by the Union and lay do\\ n 
that the net procec,ls therefrom are to be assigned 
to the States. Under this Artic-le no ta~ except cstatci 
suc~ession duty in resrect of pn,pcrty other than 
agncultural land has hecn levied bv the Union. Tax 
on railway fares and freights was oilCe levied in 1957 
but subsequently repealed in 1961. Art. :!69 has not, 
so far, been fully availed bv the Centre to raise 
resources for the exclusive purpose of the States. 

5.26 The State Government feel that by freezing 
the total amount allocable to the States for many 
years at the static level of Rs. 16.25 crores the Centre 
has treated the States in a manner less than fair in 
the matter of grant in lieu of the repealed tax on rail
way passenger fares. The quantum of grant should 
be redetermined immediately to compensate fully 
the loss that is being substained bv the State~ over 
the years. · 

5.27 No comments. 

5.28 The present arrangement in regatd to financing 
of relief expenditure is that as recommended by 
successive Finance Commissions, an amount referred 
to as the margin money is provided and when a cala
mity occurs necessitating expenditure on relief 
measures, the States have the margin to draw upon 
immediately. In determining the margin the succes
sive Finance Commission considered the actuals 
of relief expenditure of the States for a few years 
and adopted the average of such expenditures as 
the margin for each State. Prior to the Seventh 
Finance Commission the margin did not provide 
for any element of repairs and restoration of public 
assets but included only items of direct relief like 
gratuitous relief, drinking'" water, fodder arrangements 
as well as relief works. The Seventh Finance Commis
sion for the first time provided for repair and res
toration of public assets over and above direct relief 
in the calculation of margin on the basis of 9 years' 
average expenditure with suitable price escalation. 
In our view the adoption of 9 years average of actual 
expenditure does not trucly reflect the need of the 
States and its substitution by 3 years would be a 
more realistic indicator. 

In case of natural calamity of more than moderate 
severity necessitating relief expenditure in excess 
of margin money, a Central team makes an on-the
spot assessment of the extent of damage caused 
and recommends the ceiling of expenditure above 
the margin. In regard to the expenditure of a state 
on relief and repair/restoration of public works 
following a natural calamity, Central assistance 
is made available as non-plan grant not adjustable 
a!!ainst the plan or Central assistance for plan of the 
State to the extent of 75% of the total expenditure 
in excess of the margin. The remaining 25% is left 
to the States to meet from their own resources. 
But in case of Assam with its slender resource base 
and fury of floods manifesting itself practically 
~:very year, it becomes impossible to bear the burden 
of 25% in excess of the margin. Assam's case should 
be ·onsidered on a special footing and the entire 
expenditure in excess of the marp-in should be fully 
borne by the Centre. In-order to ensure optimum 
utilisation of relief assistance the States ~hould be 
:'ree to incur expenditure on any item of r~lief and 
repairs subject to the overall ceiling. 



5.29 It is felt that creation of too many agencies 
may lead to over-lapping of jurisdiction and func
tions. The proposed loans Council should be able" 
to look into the distribution ofloan and its utilisation 
for productive purposes and also the credit require
ments of the States. However, a National Economic 
Council might be established to serve as a forum for 
consultation between the Union and the States 
in matters of economic, commercial, fiscal and 
monetary policies. 

5.30 Collection and distribution of fund must 
conform to certain norms or else they will frustrate 
the basic purpose of how best the funds can be col
lected and employed for the benefit of the people 
so as to ensure distributive justice. As such, collec
tion of funds must satisfy the cannons of economy, 
efficiency, convenience etc. So also spending of funds 
should conform to national policies and priorities 
so that they can be applied at points where they are 
more needed in order to secure social justice and 
removal of regional disparities. 

5.31 At present there is no organisation except 
Parliament and its statutory committees that can 
exercise vigilance over the magnitude, appropriate· 
ness and efficiency of Union expenditure. Apart 
from the enormous increase in Central expenditure 
in recent years on subjects within their sphere, 
there has been tremendous increase in the expenditure 
on financing public enterprises as well as on subjects 
included in the concurrent list, which ultimately 
has the effect of depriving the States through diminu
tion of surplus transferred to the States. A National 
Expenditure Commission was experimented within 
1979 but it was wound up. The Finance Com
mission may be assigned the task of looking into the 
receipts and expenditure of the Centre and a per 
manent Finance Commission type body may dispense 
with the requirement of a National Expenditure 
Commission. 

On the other hand, the State Government with 
limited resources at their disposal do not have the 
capacity to indulge in fiscal indiscipline in a big 
way. In any case, the State's expenditure proposals 
are reviewed annually by the Planning Commission 
besides periodic review by the Finance Commission. 
In the circumstances, a National Expenditure Com
mission for the States does not seem to be necessary. 

5.32 The present system of compilation and sub
mission of accounts involves a lot of delay at various 
stages and as a result the overall financial picture of 
State pertaining to a particular financial year emer
ges after a considerable lapse of time. By the time. 
the final account of a year is obtained, effective steps 
to plug the loop holes or any remedial measures 
become meaningless due to the time lag. Moreover, 
accounting delay serves as a serious impediment 
to regular flow of funds from the Centre where release 
of Central assistance is dependent on audited figures 
of expenditure. 

5.33 The desirability of evaluation audit is not 
denied but while conducting such au~it due emphasis 
needs to be given on achievement rather than pointing 
out defects alone. Unless suggestive remedies are 
focussed evaluation audit shall not serve any meaning
ful purpose. Left to C & A .G. the conducting of 
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evaluation audit might lead to direct interference 
with the executive. Considering the desirability of 
evaluation audit it should be entrusted to an agency 
consituted by the State Government itself. 

5.34 No comments. 

5.35 At present C & A. G. does only test audit. 
The periodicity of such audit is biennial, triennial 
etc. Though the reports are often delayed they 
serve a useful purpose to the extent the State Govern
ment want to take remedial action on the basis of 
the audit report for bringing the erring officials to 
book and for plugging procedural and other loopholes. 

Since, in the nature of things, the C & A. G.'s 
report is always likely to be delayed a useful improve
ment could be supplementing the C & A. G.'s audit 
by a extensive system of internal audit. 

5.36 Internally, there is the Ministry of Finance 
with its Financial Advisers in every Ministry to check 
improper spending and externally, there is Parliament 
with its committee assisted by the C & A. G and bet
ween them they are expected to keep a wacth on 
Union and State spending. Though the Public 
Accounts Committee and the Committee on Public 
Undertakings have done very useful work. 

5.37 Yes, the Estimates Committee should go 
into the wider aspects of policies and programmes 
and advise the Government on improvements neces
~ary. 

5.38 No separate Expenditure Commission is 
considered necessary in view of the existing provision 
in the Constitution empowering the C & A. G. 
to play this role and the periodical scrutiny of the 
expenditure. of States as conducted by the Planning 
Commission and the Finance Commission. 

5.39 We share the views expressed by some State 
Governments in this regard. In order to avoid such 
irritants and consequential delay leading to lapse 
of funds, the proper implementation of schemes 
and evaluation thereof should be left with the res
pective State Governments. There is no reason to 
apprehend that the State Governments will indulge 
in improper spending. The State Governments are 
equally interested in achieving economic and social 
objectives at a minimum cost. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 Plan formulation nasses through at least four 
stages. The Planning Commission prepares basic 
documents which are at each stage discussed by the 
N.D.C. Prevailing economic situation and perfor
mance of the current plan is reviewed through mid
term apprisal of the plan performance. In the light 
of this appraisal N.D.C. formulates the objectives/ 
outlines for the next plan. The approach paper is 
prepared by the Planning Commission. Thereafter, 
it is again approved by the N.D.C. Then guidelines 
are issued by the Planning Commission to the States 
for preparation of draft plan. In the whole process 
State involvements are only during the N.D.C. mee-



tings 'Yh!ch is c'?nsidered. as inadequate. Planning 
Comm1ss1on or 1ts Workmg Groups may involve 
~tate representatives at the formative stage, prepara
tiOn of bas1c docume11ts wherem the State's develop
ment aspirations for the period may be rell.ected. 
The State's participation at the subsequent stage of 
plan formulation may obviate, to a great extent, any 
tendency towards imposition of the schemes formu
lated by the Central Ministries. 

The present_~system of sending guidelines to the 
States and asking them to work out tl:ieir plan scheme 
in a hurry gives no time for reflection and scrutiny. 
This should be remedied by sending the guidelines 
well in advance. Discussions with tile States by the 
Working Groups may be spread over longer periods 
doing away witn the present system of calling all the 
States together and llurriedly going through each 
State's programme in a single day wllich results in 
rushing to decisions through bargains rather than any 
fruitful discussion. Invariably Working Groups 
have most of the say in the bargain. . 

6.2 Ol'ling to t[leir poor finances and due to inade
quate planning machinery the States are landed in a 
situation where they can take few terminal decisions 
on the development of their own States. Irrigation, 
Power, Education and Health Scheme are conceived, 
planned, financed and implemented by the State 
Governments. Requirement that the Schemes 
conform to national schemes of priority takes 
away the marginal decision making power from the 

· States. When, as have been mentioned earlier, 
finances of the State is in a bad shape, involvement 
of the Centre is complete. The sectors mentioned 
above, though essentially State subjects. by their ''ery 
nature need huge' capital outlay compelling th~ 
States to look to tile Centre for finance and materials 
resulting in increasing Central encroachment on State 
subjects. The remedy lies in strengthening the State 
Planning machinery and actual financing of major 
projects through Central loans or grants. 

It is not considered necessary that the N.D.C. 
should be a st1tutory body unless the changes sug
gested in our replies in Part I and Part IV are given 
effect to for the· Inter-State Council. As at present 
the basic documents should be prepared by the Plan
ning Commission in consultation with the States at 
every stage in the absence of the statutory Inter-State 
Council. The N.D.C. will continue to prescribe 
objectives, lay down guidelines for the Planning 
Commission and finally approve the Plan prepared 
by the Planning Commission in the light of the guide
lines. Once tlle development plans are approved 
by the N.D.C., the States should be free to imple
ment them dispensing with further discussion 
with the Planning Commission which will, of course, 
continue to provide adequate financial resources to 
implement the schemes. 

The prevalent system does not ~nable t~e .states to 
have any say in shaping the natiOnal pohc1es. The 
:1genda papers not related to the State's Plan do not 
reach the State capital before final decision. This 
omission may be rectified and participation of States 
in formulating national policies should be ensured. 

6.3 The resolution constituting the Planning Com
mission invested the Commission wiili certain respon-
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~ibilities. The Commission is supposed to act as an 
mdcpendent body. It may consult the Central and 
the State Governments and act in close understanding 
~1th both .. Notwithstanding the resolution defining 
1ts responslbihtles, the Planning Commission in its 
pres~nt form is essentially an agency of the Central 
!"'nustnes. St?tes are seldom taken into confidence 
Ill the formulation of schemes of national importance. 
The Centr~l M1rustnes,through the Planning Commi
ssion, are Ill commandmg position in formulation of 
sch.emes particularly the Centrally sponsored schemes 
or m schemes m respect of which the Central Govern
ment shares expenditures though the schemes fall 
under State subjects. 

The remedy lies in cutting across the tendency 
on the part of the Planning Commission towards 
dependence on the Central Ministries in formulat
ing its decisions. Interaction should at best be 
limited to consultation with the Ministry and the 
State and not beyond that. 

6.4 The Central Government is vested with virtually 
unlimited. economic powers. Not to speak of the 
Uruon L1st and those not specified in the Seventh 
Schedule_, the Central Government has over-riding 
powers m respect of the Concurrent List. Since 
economic planning involves decisions of wide dimen
sions and of serious consequence in the socio-econo
mic fabric of the country, it is proper that the nation's 
highest planning level should consists of eminent 
experts in the sphere of Economics, Science, Tech
nology and Management. This body should be of 
the highest status and responsible only to the National 
Development Council. it should be Free from other 
inll.uences and act directly under the guidance and dir
ection of the nation's highest Development Council. 
This will ensure at least optimum utilisation of the 
potential towards achievement of the nation's aspira· 
tions, working within the guidelines set up by tho 
National Development Council. 

6.6 The Planning Machinery at the State level Is 
not at all equipped to guide the State Government 
on the national priorities. Until the State Planning 
Machinery is strengthened, the Planning Commi
ssion will continue to be in a commanding position. 
The States, due to their poor finances, are dependent 
on Central decisions and have to determine their 
priorities and selection of schemes well within the 
bound demarcated by the Centre through the Plan
ning Commission. The requirement that it should 
conform to the national scheme of priorities take 
away even the marginal decision making powers 
from the State. As centrally sponsored schemes of 
education, health, employment, irrigation etc. consti
tute part of the State Plan, these are conceived, for
mulated and sponsored by the Central Government. 
Even the outlays are included in the Central Sector 
Plan, the only task left to the State being to implement 
it. The States are compelled to accept it even though 
such schemes do not fit in their scheme of Priorities. 
This they are obliged to do only becanse the State's 
resources are limited. This involvement in every 
detail has resulted in the erosion of the State's auto
nomy. Once the outline is approved by the highest 
body i.e., N.D.C. State should be free to work 
out how to implement the detailed schemes without 
any interference by tile Centre. 



6. 7 Th~ pres~nt system of channelising Central 
assistan.:e througl1 loans and grants, seems to be 
working satis;actorily. Divested of the responsibility 
of finding resources the Commission may devotf" 
its.:lf solely to the evaluation and guidance of the plan 

, scheme and to be instrumental, as it should be, in 
economic transformation of the country. This 
chann..:lisation should conform to certain criteria 
outlined by the N.D.C. viz., backwardness of the State 
and their resource constraint. The basic objective 
should, of course, be balanced development of all 
the States, taking into consideration the special pro
blems confronting each particular State. There 
should be check against too much inroads into the 
State schemes based on the special needs of the parti · 
cular State in an eftort to make them conform to the 
national priorities. Allowance should be given to 
the State Planning Machinery to handle the Special 
Regional Problems on its own. The Planning Commi
ssion may, however, oversee that the scheme is not 
too ambitious so as to be beyond the realm of practical 

· implementation. 

6.8 As stated in reply to Q. 565 (b), Assam may be 
allowed to retain its status as a special category Stale 
outside the Gadgil formula. The pattern of Central 
assistance may be changed to an uniform pattern of 
90 per cent grant and 10 per cent loan, doing away 
with the existing distinction as between General and 
Hill Areas . . 

6.9 The criteria evolved by the N.D.C. for alloca
ting central plan assistance to States places the back
ward States at a great disadvantage. Advanced 
States with more resources could go for bigger State 
Plans. Added to this, private investments are attracted 
mostly by advanced States, and are extremely 
shy in the less developed States. This cuts at the root 
of balanced development of States. 

Assam being a special category States outside 
the Gadgil formula and inr ecognition of the special 
position accorded to Assam there should not be 
different pattern for General, Hill and Tribal Areas. 
The existing distinction may be abandoned and the 
whole State may be governed by the uniform pattern 
of 90 per cent grant and 10 per cent loan. Deter
mination of priority sector may be left to the State. 
The present system of allocation of 50% on popu
lation and 50% on area basis has not resulted in any 
perceptible forward step on the part of hill areas of 
weaker States towards their goal of removal of poverty 
apart from the avowed object of balanced regional 
development. The quantum of special Central 
assistance should be in conformity with the special 
need for accelerated development in certain spheres 
e.g. high incidence of poverty and under development 
prevalent among the Tribal and the Other Backward 
Classes of the North Estate Region. The State 
Government should be given a free hand in the dra
wing up and implementation of priority sector schemes 
without any string attached to it. 

6.lu Most of the Centrally ::.ponsored Schemes 
are conceive:!, formulated and sponsored by the 
Centre. Schemei of this category, coming under 
Primary Education, Public Health and Social Wel
fare comutute part of the State Plan. The States 
are obliged to implement them even if such schemes 
do not get integrated with the rest of the State Plan 
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and remain attached as appendages. The Centre 
may consider these schemes necessary from the 
national point of view while the States are tempted 
by the inducement of Central assistance in the initial 
stages. 

But under the federal policy and prevalent distri-
0ution of fiscal powers, any change in this regard can
not be visualised. As long as the fitaie continue to 
sufter from the chronic illness of financial weakness 
and resource constraint, the Centre will continue to 
use its power more eftectively reducing the limited 
decision making power enjoined on the States by the 
Constitution. 

6.11 The State Evaluation and Monitoring machi
nery in Assam established in the year I 965 to watch 
the implementation of plans is not adequate to cope 
up with the increasing workload. At present, the 
evaluation organisation has been able to take up only 
evaluation schemes of experimental nature and few 
important schemes from the point of view of the 
State. Again, in respect of monitoring of plan sche
mes the organisation has not been able to achieve 
much due to inadequate staff in the organisation. 

In order to examine that the Central and State 
funds invested in the development plan yield the de
sired results, the State Evaluation and Monitoring 
Organisation needs to be suitably strengthened without 
further delay. A proposal for strengthening of the 
State Evaluation and Monitoring machinery has 
already been sent to the Programme Evaluation 
Organisation, Government of India during the year, 
1982 which has been again renewed in the month of 
June, 1984. 

The State units of the Planning Commission's 
Programme Evaluation Organisation, should main
tain more effecttve and closer ties with the State 
Evaluation Organisation. Instead of preseqt practice 
of occassional exchange of reports prepared by each 
organisation separetely, there should be constant 
rapport, close cooperation and in appropriate cases 
joint studies may be undertaken. 

· 6.12 No Comments. 

6.13 In Assam the State Planning Board oversees 
the Plan formulation and implementation. But 
the extent of effective exercise of the State Board is 
circumscribed, as the State Plans are prepared within 
the guidelines prepared by the Centre. Secondly, 
the strengthening process of the State Planning machi
nery has been hindered or rather crippled by excessive 
inroads by the Centre. The strengthening of the 
State Planning machinery has to be effected through 
a prescription issued by the Planning Commission 
which, in effect, IS a catelogue of junior officers, 
assistants and peons to be recruited and a few minor 
items to be purchased. The list does not provide 
for appointment of experts with decent salaries atta
ched to their post. Nor does the list provide for 
any construction or purchase of conveyances for 
providing mobility for eftective functioning of the 
machinery. 

The remedy lies in allowing the State Planning 
machinery to strengthen itself and to meet its own 
needs without let or hindrance within the financial 



limitations recommended by the Planning Commi
ssion. In fact, if necessary, States may go beyond 
the recommendations of the Planning Commission 
for strengthening the Planning machinery at the 
State level to be able to handle its own Plan and 
with the implementation of Plan Schemes. 

PART VII 

Miscellaneous 

Indusries 

7.1 The First Schedule to the Industries (Develop· 
ment and Regulation) Act, 1951 envisaged Central 
regulation of a few industries which were of vital 
public interest and of national importance. There
after Centtal control has grown to add more and more 
industries of all types leaving to the States only the 
small scale industries which are also controlled by 
the Centre to a large extent. Howe:ver, we have 
no instance to cite that the Centre has used a deli
berate policy to the detriment of the States' interest. 
But the Central Regulation has caused a situation 
in many States like ours, where vast natural resources, 
particularly gas and mineral resources, have remained 
unutilisedfunexploited-as for example the cases of 
cement industry, oil exploration/natural gas can be 
cited. The policy followed by the Centre in the early 
70s of discouraging additional capacity in surplus 
States retarded the expansion of such industries in 
the State and thereby explorationfexploitation and 
utilisation of the vast resources. 

7.2 We are of the view that the Central Government 
should only regulate those industries having connec
tions with defence and security of the country. The 
licensing authority for the remaining industries should 
be vested with the State Government under the guide
lines of the Central Government. 

7.3 It is observed that licences are taken for many 
items by big houses but never implement them. It is 
observed that such licences are taken to stop establish
ment of similar projects by other parties. It may also 
be pointed out that backward States are normally 
victims of this as new licences for these Items are not 
considered on the ground that licences for excess 
capacity of these items have been issued. Definite 
time Schedule be fixed for implementation of the 
project and such . licences should be cancelled ~fter 
the expiry of stipulated time. Application from 
public & Co-operative sector should not be rejected 
on the ground of excess capacity hcence bem~ tssued 
if the project is found otherwtse viable. Applications 
for industrial licences for estabhshmg proJect 
in category-A backward district ~nd non-industry 
district should be given over-ndmg preference. 
Although the principle is laid d<;nvn by th~ \fovernment 
of India for non-industry d1stnct but this IS not follo
wed in practice. 
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7.4 Many States particularly the backward States 
are not fully organised to support the small sc~le 
industries mainly in respect of supply of raw matenals 
and marketing assistance. ~!though State. Small 
Scale Development Corporat~ons are authonse~ to 
procure and distribute all vanety of steel matenals, 
the performance is not very satisfactory because the 

cost of materials often becomes uneconomic for S.S.l. 
units. For other items. it is suggested that the orga
nisation like S.T.C., M.M.T.C .. N.S.I.C. etc. should 
open their functioning establishment in all States 
so that the small entcrpreneur from the State need 
not run f r their requirement to the head ollkc or 
regional oniccs of the>e organisations. It is ohserved 
that the ollkcs of these organisations were opened 
in many Slates but without sullkient power. The 
ollices slwuld be given necessary powers to function 
to assist the local S.S.I. unit in true spirit. Central 
Government is the biggest individual buyer in the 
counirv. It is true that the Central Government 
has taken number of steps to provide marketin~:~ assis
tance to Small Scale li1dustrics but many m .. rc arc 

, necessary. It is suggested that the requirement of 
various organisation of Government of India's esta
blishment & undertaking should purchase the require
ment of various items from the local units where 
these items are required to be consumed. If the 
prices alTered in such cases are found to be hi~:~her, 
the prices may be fixed by competent au:hori1y on 
cost analysis basis which is the established pracuce 
of D.G.S. & D. 

7.5 The c~nt ally Cuntr,,JI.-d nat ion a! indt"trial 
financing insti:u:ions working in As"tm arc l.D.B.I. 
& I.F.C.I. Bu1 thefunctioningofo1hcrorganisations 
like L.I.C.I..I.C.I.C.l. are not encouraging. Govern
ment may consider establishment of a single Cen
trally controlled national industrial financing inst itu
tion for each States where all the facilities may be 
made available. 

7.6 & 7.7. Locational decisions on central invest
ment in public sector is! the most important matter 
particularly for the Sta1e where the priva:e invest
ment is shy. The Indusl ries reserved for puhlic 
sector should be established in 1 he State where there 
is potentiality as well as availability of raw materials 
and in such cases the State Government concerned 
should have a major say in location of the industrial 
project. In respect of other items backward States 
should get preference. Under no circumstances 
States' demand for establishment of central sector 
projects ~hould be turned down on the ground of 
lack of suitable infrastructure if the projert is otherwise 
viable. 

7.8 We are fully satisfied with the policy of the 
Gover.1ment of India in regard to th~ assistance: ltvcn 
for development of the backward areas. 

Trade and Commerce 

8.1 We agree to the provisiOn of Art.cle 307 of 
the Constitution providing lor appo;ntment of an 
authority for the purposes enjoined in Artk·les 301 
to 304. 

Agriculture 

9.1 So far as the Centrally sponmred schemes are 
concerned, it is evident that while/approving the 
State Plan, Central Government priori! ies are not 
ke(ping in tune with the State Government priorities
the tendency being to retain uniformity in the terms 
and conditions for the entire country. It is there
fore, considered meet and proper that the Govern
ment of India would give priority to the interests 
of the States. 



9.2 It is suggested that in such cases, the Govern
ment of India should continue to bear the whole 
expenditure of the scheme so long as the Government 
of India considers the runmng of the scheme necessary. 

9.3 Apart from the recommendations of t~e 
National Commission, the Government of India 
should also formulate locally suitable schemes 
keeping in view the diverse conditions in different 
States. 

9.4 (a) Fixation of minimum or fair prices of 
agriculture items uniformly throughout the country 
does not appear proper. It is suggested that they 
should be fixed keeping in view local conditwns of 
productivity. market price, demand etc. which dilTer 
from State to State. 

9.5 National Agricultural Research institutions 
should come forward to help the State Governments 
for solving local problems faced by different States 
as all the States do not have the infrastructure for 
conducting researches on the local problems. 

Similarly NABARD should formulate the credit 
scheme keeping in mind the different stages of develop
ment in each State instead of having a uniform 
regulation applicable to all States. 

Food & Civil Supplies' 

10.1 Present arrangements for the purpose men
tioned in the question are adequate. 

10.2 Periodical review will definitely help improved 
functioning. The States should have unfettered power 
in respect of those enforcement and regulatory orders 
administered by the States. 

Education 

11.1 It is not true that there is unnecessary centrali
sation and standardisation in the field of education 
and excessive interference. Our experience in recent 
past is that Centre seldom interferes in this sphere 
and has always sympathetically treated the problems 

86 

of the State. It is an established fact that centralisation 
is essential in some fields of education and perhaps 
in such fields only the Centre has guided the States. 
Educationally, Assam is one of the nine backward 
States and it has received special attention and 
financial aid from the Centre. 

11.2 The State is receiving satisfactory financial 
assistance from the University Grants Commission. 
There is wide scope for the University Grants Com
mission to tone up the administration of the Univer
sities for their effective functioning. In this respect, 
they can also extend financial help for imparting 
training for better management of University affairs. 
It will be better to provide legal action against the 
Universities for their failure to conduct the examina
tions timely. 

11.3 At present a Central Advisory Board under the 
Chairmanship of Union Minister of Education is 
functioning and all the State Education Ministers 
are its members. Timely meeting of this Board 
facilitating exchange of views at regular intervals 
will be quite adequate and no separate arrangement 
is called for. 

11.4 There is no difficulty in maintenance of 
separate institutions for linguistic minorities both 
tribal and non-tribal, except financial drawbacks. 
There are restrictions in rules and procedures to 
provide deficit finance to such institutions. Even if 
rules are relaxed, it may not be convenient to give 
financial aid to all the linguistic minorities 'institutions', 
The Central Govt. may consider to provide. a scheme 
under the Central Sector for giving aids to such 
institutions. 

II. 5 There is no such conflict between the Centre 
and the State in Educational fields. 

Inter-Governmental Co-Ordination 

12.1 No serious problems in the Centre-State 
relations have been found in this State. Therefore, 
the setting up of an Advisory Commission in the line 
of U.S.A. is not considered necessary. 



Modified/Additional Replies From Government of Assam 
to some selected questions of the questionnaire 

(Received in July, 1987) 

PART I 

INTRODUCTORY 

1.2 The distribution of powers between the Centres 
and the States is very important to maintain federalism 
and the democratic norms in a federal system of 
administration. Some powers which have been 
incorporated in List III of the Constitution have 
to be incorporated in List II in order to make 
federalism more effective. Entries, like, l7A-Forests, 
178-Protection of Wild Animals and Birds of List lil 
should be brought to List II. Unless the States are 
given exclusive powers in respect of natural wealth 
and resources, such as, oil, forests and some minerals, 
the States cannot be resourceful. This will affect 
the economy of the States where there are plenty 
of such resources. Therefore, occasional review of 
distribution of powers between the Centre and the 
States is a must and considering the exigencies more 
power should be given to the States for the develop
ment. More concentration of powers in the Centre 
will not be conducive to allround development of the 
States. 

1.8 Article 3 of the Constitution needs to be 
suitably amended for making it mandatory to obtain 
the prior approval of the State Legislature before a 
bill is introduced in the Parliament to change the 
area of any State. 

PART II 

LEGISLATIVE RELATIONS 

2.1 It appears from the amendments of the Con
stitution made from time to time that there is a ten
dency of the Centre to curtail powers of the State 
by making additional entries in List Ill to the Seventh 
Schedule. It has already been mentioned in the ori
ginal answer to Question 2.1. The Entry 92-A made 
in List I by way of amendment in the year 1956 has 
virtually taken away the power of the State under 
Entry 54 as it stood prior to the amendment of 1956. 
Likewise, Entries 17-A and 17-B made in List Ill by 
amendment of the Constitution made in 1976 have 
curtailed the powers of the State in respect of Forests 
and protection of wild animals and birds. Prior 
to that amendment, the State exercised its powers 
on the subjects mentioned in the aforesaid two entries. 
So, the view that there is nothing basically wrong 
in the scheme of distribution of legislative powrrs 
between the Union and the States is not basically 
correct. The tendency of the Centre which has been 
clearly exhibited from the amendments of the Consti
tution is to curtail the legislative autonomy given 
to the States and this tendency is not a healthy 
<>ll~ for maintainin~(':'cordial relation3_between the 
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Centre and the States. The Centre should not encro
ach upon the State Legislatives field on the basis of 
the so-called "national interest" or "public interest". 

2.5 (i) Entry 97 in the Union List of the Seventh 
Schedule has given enormous powers to the Parlia
ment to make laws in any other matter not enumerated 
in List II or List lll. This entry appears to have 
given unguided powers to the Parliament. Some 
restrictions should be made so that in making any 
law where State is concerned, the Parliament, before 
introducing any Bill shall obtain prior approval of 
the State Legislature. 

(ii) It is necessary to amend Article 213 of the 
Constitution in respect of promulgation of Ordinance 
by the Governor of a State. From the existing pro
visions of Article 213 it appears that even in utmost 
urgency, the Governor is not entitled to promulgate 
any Ordinance without instruction from the President 
in respect of the items mentioned under the proviso 
to clause (1) of the said Article 213. Some provision 
like the provisions of the Article 255 of the Consti
tution should be incorporated in Article 213 so that 
the Governor can exercise power in utmost urgency 
to promulgate Ordinance without instruction from 
the President. 

(iii) Under Article 16(3) of the Constitution, the 
Parliament has been authorised to make la\11 in 
regard to a class or classes of employment or appoint
ment to an office within a State prescribing require
ment as to residence prior to such employment or 
appointment. In that view of the matter, the Centre 
should make some law prescribing the condition of 
permanent residence within the States prior to the 
employment or appointment of a citizen. It should 
be a condition-precedent that a citizen coming from 
one State to another State and seeking employment 
must be a permanent resident of the latter State. 

(iv) Crude oil was first discovered in Digboi around 
100 years ago and the first refinery in the country 
was set up at Digboi at the turn of the century. Over 
the last few decades, crude oil and natural gas have 
together emerged as the single most important source 
of primary energy in the world. In 1984, out of 
7201.6 million tonnes of crude oil equivalent energy 
consumed. Oil and Natural Gas accounted for 2844 
and 1409 million tonnes of oil equivalent. In India, 
against the worldwide estimated per capita primary 
energy consumption of 1529 KG oil equivalent the 
consumption was only 196 KG. Again, against the 
world wide per capita consumption of 604 KG oil 
equivalent and 299 KG oil equivalent for crude oil 
and natural gas, India's consumption was only 55 
KG and 5 KG respectively. Thus, with economic 
development, the importance of oil and natural gas 
as a primary source of energy is bound to increase. 



Within the country, in 1983-84, out of the total 
production of 26.20 million tonnes of crude oil, off
shore oil production accounted for 17.39 million 
tonnes and on-shore oil production was 8.62 million 
tonnes. of which the share of Assam was 5.00 million 
tonnes. The share of Assam in 1985-86 was almost 
same when the total crude oil production reached 
the figure to 30.16 million tonnes of which off-shore 
crude oil production accounted for 20.82 million 
tonnes. 

Thus. Assam accounts for between I/5th to I/6th 
of the total crude production of the country (both 
off-shore and on-shore). 

However, a perusal of the income derived by the 
Centre from exploration and production of crude oil 
alone would show. for example, that the Central 
Government earned a total of Rs. 2751 crores in the 
year 1983-84 on account of royalty. sales tax, profit 
divident, corporate tax and oil development cess. 
On the other hand, the State of Assam earned only 
Rs. 58.07 crores on account of royalty and sales tax. 
In 1983-84, Assam produced 5.009 million tonnes 
and thus, the State made on earning of Rs. 115.93 per 
tonne of crude oil versus the Centre's earning of Rs. 
1057 per tonne of crude oil of 26 million produce 
that year. Thus, even in the single year of 1983-84. 
the per tonne earning of the Central Government 
on account of production of crude oil was almost 
I 0 times as much as that of the State. 

The State Government is of the view that retention 
of the subject of Regulation and Development of oil 
Fields and Mineral Oil Resources in the Union List 
is resulting in an enormous transfer of the State's 
resources to the Union depriving the State of Assam 
which is one of the least developed States in the 
Country and which suffers from the disadvantages 
of relative inaccessibility, small size of market and 
backwardness in relation to the rest of the country 
from making use of one of its principal natural re
sources in order to foster the development of the 
State. The illustration given above has not taken 
into consideration the additional enormous profits 
earned by the Central Government, through the pro
cessing and sale of the petroleum products and also 
the production of petro-chemical, tbased on this 
basic raw material. It has also not taken into consi
deration the similar profits and revenues earned by 
the Central Government on account of the sale of 
natural gas which has come to be recognised as an 
equally important source of energy as oil. 

Therefore for balancing regional development and 
for allowing the State of Assam to obtain a just share 
of the profits made by the Central Government o:-~ 
account of production of crude oil and natural gas, 
it is necessary that the subject of development of on
shore Oil Fields and Mineral Oil Resources be trans
ferred from the Union List to the State List. Off
shore development of Oil Fields and Mineral Oil Re
sources could continue to remain in the Union List. 

PART TII 

ROLE OF THE GOVERNOR 

3.5 It is the common knowledge that Bills passed 
by State Legislatures are pending months together 
and some-time years together with the Central 
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Government. In some cases it is found that the Bills 
are not even sent to the President for assent. Due 
to such undue delay in obtaining the assent of the 
President, State Government faces immense difficul
ties in respect of the implementation of the scheme 
provided in the Bill passed by the State Legislature 
and sent for assent of the President. There should 
be a machinery to look after this important matter 
and the Central Government should be alert so 
that no Bill is unnecessarily withheld from the assent 
of the President. It should also be looked into that 
the Bills sent for assent of the President are attended 
to without any delay. In connection with inordinate 
delay in getting the assent of the President two Bills 
passed by the Assam Legislative Assembly may be 
cited. They are- (I) Assam Panchayati Raj Bill, 
1986 and (2) Assam Forest Protection Force Bill, 
1986. 

3.7 There are divergent views in respect of the 
o!Tice held by the Governor. ' It is needless to mention 
that unless there is a cordial relation and coordination 
between the Ministry and the Governor of a State, 
the administration of the State cannot be run smoothly. 
There are instances that due to lack of such cordial 
relation and co-ordination, the administration of a 
State had suffered badly. In order to avoid such 
unpleasant situation, the Central Government should 
consult a State Government before a Governor is 
appointed for a State. The Governor so appointed 
should be acceptable to the State Government. This 
has to be done for the greater interest of smooth 
administration of a State. 

PART VI . 
ECONOMIC AND SOCIAL PLANNING 

6.6 In addition to the answer already furnished 
to the Commission, the following is also the view of 
the State Government-

Although "Planning" as a subject is in the 
Concurrent list, it has virtually become a Central 
subject. While the exercise of planning can be 
done by a State, such an exercise will be fruitless. 
unless the plan prepared is approved by the Plan
ning Commission. On such approval will depend 
the plan allocation. Thus it is quite clear that 
planning is no longer a concurrent subject, but 
has become a Central subject in all but name. 

Viewed in this context, and that the Five Year 
Plans have progressively tended to reflect national 
priorities much more than local needs and aspira
tions, it is appropriate that the financing of the 
five year plans should be by and large the responsi
bility of the Central Government, except in so far 
the resource position of the State allows. In 
contradistinction to the present system the concept 
here is that the development plan of a State should 
not be based on its capacity to raise resources but 
should be based on agreed needs. Since nationa I 
priorities are reflected more than anything else in 
the development plan, the financing should a Iso be 
from the national fund. As it is, the share of income 
tax and other taxes made available to a State is 
not increasing due to other means of raising re
sources resorted to by the Central Government 
such as administered prices, surcharge on various 



taxe~, which do not come into the divisible pool. 
Particularly for a poor state such as Assam, national 
planning, involving national priorities as it does 
should also be based on national resources and not 
on the State resources. 

Education 

PART Vll 

MISCELLANEOUS 

11.1 To avoid unnecessary centralisation, educa· 
tion, in the true spirit of the federal structure, has 
to be in the State list. Role of the Central Govern
ment should be purely advisory. A sound educational 
policy must take into consideration the regional, 
economic, .social and cultural disparities. A uniform 
central policy may be advantageous for some states 
and quite disadvantageous for others. The responsi
bility of building up the future generation retaining 
their cultural roots should be entrusted to the States. 
Since financial assistance is tied to Central policy, 
State's authority is sufficiently curtailed so far as 
planning and development of education is concerned. 

11.2 (a) University Grants Commission is an 
autonomous body and this body is expected to guide 
the universities in all their affairs. So far academic 
guidance of the UGC has not been upto expectations. 
The Commission is more engrossed in distribution 
of grants. Academic evaluation of the universitie> 
by the UGC should be persued more vigorously. 
Academic impact of the UGC is yet to be felt by the 
teachers. students and the State Governments. 

(b) Gauhati University and Dibrugarh University 
are affiliating univers.ities.. . Most c;>f the ~olleges 
affiliated to the two umversities are Situated m rural 
areas. Many such colleges cannot fulfil the criteria 
set-up by the UGC for receiving grants, whereas the 
colleges situated in comparatively advanced areas 
can take full advantage of the benefit of the UGC 
projects. Those situated. in backward ~reas. ~n 
hardly avail any thing. This creates more dispanties. 

· We do nol want to curb higher education. The 
norms set up by the ,UGC without taking into c~nsi
deration the economic backwardness of our regiOns 
has greatly hampered the consolidation of higher 
education in our State. 
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11.3 The role of Central Advisory Board of Edu
cation (CABE) can be more useful if policy decision 
are not allowed to be taken on merely majority counts. 
Genuine difficulties of the State must be appreciated 
and responded to. More over, political conside
rations must not be allowed to influence decision 
particularly in the policy planning of education. 

11.4 Minorities have the right to establish and 
manage their own educational institutions. They 
should continue to enjoy this right. And they should 
do it with full recognition of the rights and privileges 
of the majority. These institutions also must not 
become a threat to the language and socio-cultural 
equilibrium of the region. Rightful place of the lan
guage of the majority groups must be recognised by 
such institutions. Such institutions should also 
assume the responsibility of further strengthening 
the languages and culture of the society for a harmo
nious development of the region. 

Service condition of the teachers working in 
minority run institutions should be at par with 
those working in other Government and non-Govern
ment institutions. There should also be provisions 
for public scrutiny of the minority institutions in 
both academic and financial aspects. 

It may be mentioned that foreign nationals illegally 
staying in Assam may also claim educational (and 
also political rights etc.) as minorities. They must 
be debarred from any such rights. 

11.5 (a) Regarding conflicts between the Centre 
and the States in regard to programmes of educational 
d~velopment, specific instances are not totally absent. 
One such instance is the Novodaya Vidyalaya. The 
medium of instruction of these schools are Hindi and 
English. This policy contradicts the three language 
formula. It also negates the commitment to the 
development of regional languages. 

(b) Another example is the proposition of National 
Testing Service. This proposal, if implemented, 
without taking into consideration the regional im· 
balances in educational and social development, 
will create a disastrous situation for the educationally 
backward State. The economically advanced society 
will definitely benefit from this proposition. But 
students from comparatively backward regions 
will hardly have their share in the service of the 
nation. 



GOVERNMENT OF BIHAR 
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(b) Statement of the Chief Minister before the Commission 
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Bihar. 

REPLIES TO THE QUESTIONNAIRE 

PART I 

INTRODUCTORY 

Nq reply given. 

PART II 

LEGISLATIVE RELATIONS 

2.1 .Th~re ~s. nothing b.asically wrong in the scheme 
of .d1stnbut10n of Leg1sl!ltive Powers between the 
Uruon .and the States a~ envisaged in the Constitution. 
There 1s no such case m this State where Article 249 
has b~en made use of by the Parliament as a result 
of which any State Law has been overridden to the 
detriment of the State. No Law made by the Parlia
ment has been a source of irritation to this State. 
There has also been no such Legislation by the Parlia
ment by ~hie~ the State Powers have been eroded or 
any spec1fic difficulty created. The Union has not 
made any encroachment on the State Legislative 
field in the name of either N a tiona! Interest or Public 
Interest to the detriment of this State, 

2.2 Our Constitution has justified its existence 
a~d .it ~oes not require any major change.JA.The 
d1stnbut10n of powers under the Legislative List 
of the 7th Schedule of the Constitution is balanced 
and does not require any interference so as to amend 
the Constitution. Strong centre is needed to preserve 
the unity and integrity of the Nation and, as such 
no change in the Legislative List is suggested by thi~ 
State. . 

2.3 The provisions a& contained in the instruments 
of the instruction under the Government of India 
1935., that whenever any Legislation by the Centr~ 
was. under taken on a concurrent subject, the Provin
cial Government had to be consulted beforehand, 
should not be. adopted. Various States have not 
different local interest and they may not agree on 
a particular point, which is essential for the National 
interest and, as such, it is only the Centre who may 
judge the paramount interest of the Nation in relation 
to a particular zone. It is not desirable that the Union 
should consult with the Provincial Government 
before making any legislation on concurrent subject 
as mentioned in List III of the 7th Schedule of the 
Constitution. 

2.4 The Declaration enabling the Parliament to 
legislate on certain subjects within the exclusive 
competence of the State in "National Interest" or 
"Public Interest" should be for a particular duration 
subject to periodic review. The provision enabling 
the Parliament to legislate on certain items in the 
State List on the ground of National interest or Public 
interest should be for a particular period subject to 
periodic review. National interest must over-ride 
Zonal interest. 
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2.~ Not in favo~ of. any change in regard to the 
Ur;u~n State ~e!atlons m the legislative sphere. The 
ex1~tm~ proVISions are sufficient which alone can 
mamtam good relationship between the Union and 
the State. 

Howe.ver opinion of the Legislative Assembly and 
Counc1~ can also be obtamed on the relations between 
the Uruon and the States in the legislative sphere. 

PART III 

ROLE OF GOVERNOR 

No reply giveu. 

PART IV 

ADMINISTRATIVE RELATIONS 

No reply given. 

PART V 

FINANCIAL RELATIONS 

5.1 Before replying to this question, it would 
be nee~ to have a look at the main features of the 
fin~nc1al arrangements made in the Constitution 
laymg. down, inter alia, the pattern of distribution 
of revenues between the Union and the State and 
the nature, scope and manner of transfer of reso'urces 
from the Centre to the States. 

Whit~ the Constitution makes a clear delimitation 
of taxmg powers of the Umon and the States leaving 
no ro?~ for concurrent jurisdiction, it also makes 
a p_rovls!on for the yield from certain taxes and duties 
levied and collected by the Union to be assigned to 
the St~tes in certain cases and to be shared between 
them m case of .some others. The States retain the 
proceeds of their o"':n taxes and ~evies wholly to 
themselves. In addition, they receive certain sums 
as theu: shares both as constitutional right and assign
ment from the Union. 

~e taxes and d~ties .levied and. collected by the 
Uruon can be classified mto four district categories : 

(i) thes~ taxes, the proceeds of which are entirely 
retamed .bY the Centre, such as, custom duties, 
corporatiOn tax and wealth tax; 

(ii) those taxes, the net proceeds of which arc 
wholly assigned t? the States such as, Estate 
D~ty, taxes on railway. fares and freights, ter
mmal taxes, stamp dulles and excise duties on 
toilet and medicinal preparations; 



(iii) thooe taxes, the net proceeds of which are com· 
pulsorily shared with the states such as, income
LaX; and 

(iY) those taxes, the proceed~ of \\hich may be shared 
\\ith the !;,tales; if the l'arliament by law so 
dec1des, such as, excis.: duties other than those 
on toilet and medicinal preparations. Besides 
additional duties of excis.:, levied by the Union, 
in replacement of sales tax, wholly accrues to 
the ~tates. 

Apart from the LaX sharing arrangements described 
above, the Constitution also envisages statutory 
grants-in-aid to the· lltatcs under. Article 275 which 
can be extended to the States which are determmed 
to be in need oCassistance. There is an element of 
discretion in this provision as regards its applicability 
in general. There .is, hov.ever, an obligatiOn created 
by the proviso to the aforesaid Article for meeting 
the costs of such schemes of development as mc.y be 
undertaken by a !:itate with the approval of the Govern
ment of india for the purpo;es o1 promoting the wei· 
fare of the Scheduled Tribes or raising the level of 
adminlsuation of the rest of the areas of that State. 

There is another prvvision in Article 282 v.hich 
empowers the Union or the State to make grants 
for any public purpose, notwithstandwg the fact 
that it falls outside the purview of their legislative 
authority. lt is obvious that this is an enablinr. 
provision to meet a snuation not otherwise provided 
tor. Since plan grants are made under this provision, 
the use made o1 this Article has evoked considerable 
controversy which should not detain us here because 
it will be dealt with later at the appropriate place. 

Tht. makers of our Constitution were fnlly aware 
that howo..,ever meticulous care is exercised in devising 
a system of clear out dmswn of functions and re
oources betv.eeu the Union uovernment and the Stales, 
there is bound to ame, a~ ha• happened in other 
federauons ,t<-o the, problem of achievmg an enduring 
corre>pondt.nce between the funcuons and resources 
of the two la)·ers of Government. Hence, the 
problem of bscal imbalance-both vertical and 
hOliz.ontal io not an e.M;eptional phenomenon of the 
hnancial arrangements eushrined m our Constitution. 

The nature of the sources of revenue and the expen
dJLure functions entrusted to the Union and the States 
having been decided naturally in consideration of 
diflertnt principles, there would invanably arise a 
!oituation which will place the Union in a comfortable 
position with maJor, elasitc, high yielding and r&pidly 
growing sources of revenue as agamsuh.: States, which 
are lett with comparatively melast1c, narrow-based 
revenues sources. but burdened with the responsibilities 
of upaudmg nature, ~uch as maintenance of law and 
order, education, asriculture, public health, ungatwn 
and so on. Thus, results a vertical Imbalance when 
we take into account the fiscal needs of the States 
a&~t their resource position vis-a-vis that of the 
\.;won. 

Apart from vertical fiscal irnbalnace, which will 
urnver:.ally alkcl all tl!e Stale>, on account of the 
State> belli.\', not econornically equally placed at the 
tUlle lhe Con>LlLUtion carne Into opc:.rat10n and abo 
tor the rea.on of the varym& levels of dc:velopment 
~ochi~:vcll by th~:m aL any ~ivcn t1me '" well as theiJ: 
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varying revenue potentials and needs of expanding 
expenditure commitments, the States would mevi
tably come to f'a.ce the impact of horiz.ontal fiscaf 
imbalance, which coupled with vertical fiscal in! balance 
adds greatly to th.:ir n:venue requirements. 

Th.: framers of the Indian Constitution were fnlly 
conscious that complete separation of taxing powers 
leaving no room for· overlapping jurisdiction of the 
Centre and the States in this regard would by itself 
not do away with the inevitability of imbalance bet
ween the functions and resources of the States leading 
to inadequacy on their part to discharge their obli· · 
gations under the Constitution solely on their own. 
1n almost all federations, the inevitability of fiscaf 
imbalance of the nature described above has been 
given due recognition and constitutional provisions 
made for transfer out of federal revenues sums to the 
constitutent units to remedy the imbalance. Hence, 
our Constitution too made constitutional provisions 
for wide ranging resources transfers from the Union 
to the States. 

Since the plan of distribution of revenues between 
the Union and the States had assigned the former 
a place of primacy, the framers of the constitution 
did not think it desirable to give·the Centre unfettered 
hand in the matter of financiaf transfer to the States. 
Keeping this in view, Article 280 of the Constitution 
provided for the appointment of a Finance Com
mission once. in every five years to make a quinquen
nial review of the finances and needs of the Union 
and the States and recommend financial transfer to 
the States. 

. According to the constitutional provisions, the 
Finance Commission is intended to be the chief 
instrument of transfer of revenues from the Union 
to the States. lt derives its authority from the Consti· 
tution and its composition is settled in accordance 
with an Act of the Parliament. It is empowered to 
make recommendations to the President about the 
disuibution between the Union and the States of the 
net proceeds of the shared and shareable taxes and 
the allocation between the States of the respective 
shares of such proceeds. It is also required to suggest 
the principles to govern the grants-in-aid of the re
venues of the States. Moreover, any other matter 
can also be referred to the Commission by the Pre&· 
sident in the interest of sound finance. 

The constitutional provi&ions, therefore, making 
the financial arrangements ·and providing for . the 
scheme of d.:volulion as well as setting out the 
mechanism of resources transfers to the States are 
manifestly adequate in themselves and do not call 
for a change. The Finance Commission, composed 
as it is of distinguished persons in their own fields, 
is an institution enjoying constitutional status and so 
is independent in its own sphere and its deliberations 
are not likely to be susceptible to outside interference. 
Hence, the mechanism of resource transfer, which 
operates in accordance with the principles laid down 
by the Finance Commission, is subject to the limits 
set by th.: recommendations of th.: Commis&ion. 

In this view of th.: matter, we are not inclined to hold 
that the mechanism ofresource transfers, as envisaged 
in the Constitution, sulfers from inherent weaknOSii 
or deficiencies so that it cannot come upto the ex· 
pectations of !he makers of the ConstiLution. We 



are, however, aware that the field of Union-State 
financial relations has not been so quiet. In fact 
many issues have been raised suggesting, inter alia, 
that the way these arrangements have been working 
has led to a situation in which the transfer of resources 
has neither succeeded in meeting the needs of the 
States nor has been able to secure a reasonable mea
sure of uniformity in standards, the two broad ob
\ectives which any scheme of fiscal transfers should 
desirably aim at. We do not believe · that the said 
failure of resource transfers in enabling the States 
to meet their growing requirements or in producing 
equalising effects on standards of administration 
social and economic services can be attributed to 
any discernible infirmity of the constitutional pro
visions. If there has been failure on these counts, 
the reasons lie elsewhere. 

The framers of the Constitution had hoped that 
the mechanism of fiscal transfers which they provided 
in the Constitution would achieve the objective· of 
covering the revenue gap between the resources and 
the fiscal needs of the States to discharge their growing 
responsibilities. It can be nobody's case that this 
hope has been fully realised; and for this the metho
dology followed by the Finance Commission is ans
werable. The Finance Commissions have been 
following what has come to be known as the gap
filling approach. The States are called ~pon to 
submit forecasts of revenue and expenditure on 
non-plan account in a standar~ form .. The forecas.ts 
thus obtained are reassessed m the hght of certam 
broad considerations and on the basis of certain 
assumptions so that the forecasts are adjusted to make 
them comparable. Then the Commissions work 
out the gross deficits or surpluses on the non-plan 
revenue account of the state budgets. After allowing 
for devolution of tax shares from the divisible pool 
of taxes, the gaps are treated as budgetary needs of 
the State Governments. In case some States are 
still found to suffer from deficits in their non-plan 
revenue account, they are considered eligible for 
grants-in-aid, otherwise not. In other. words, the 
budgetary gaps so assessed have tended to be equated 
with financial needs of the States. 

The estimate of the gap on non.-plan revenue. account 
assessed in the manner descnbed above, IS based 
merely on normative growth r~tes of reven':le . and 
expenditure assu.med by. ~he Fmance Commtsstons, 
which were not m a positiOn, on the other hand, to 
reduce the tax shares of those States which we_r~ found 
to enjoy non-plan revenue surplus after recelVln~ tax 
shares because such shares were dependent e~ttrely 
on different sets of criteria unifprmally applicable 
to States irrespective of the nature of the gap asses
sed. One consequence of thi~ met~odology has 
been that richer States have received htgher amounts 
in the total devolution as compared to some weaker 
States which had to remain content with the fixed 
sums of grants-in-aid to fill in the gap. 

The past Finance Commissions have made reference 
to the needs of the States in varying terms but th~y 
have never attempted to estimate the real financtal 
needs of the States in relative terms and recommend 
fiscal transfers accordingly. They seem to have 
assumed that the gap between estimated revenue and 
expenditure reflects the financial ne~ds of a State. 
This assumption is open to questiOn. The real 
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financial needs of a State cannot truly be reHected 
by the budaetary gap estimate in the manner detailed 
earlier, bec~use the financial need has to be measured 
keeping in view broad economic consideration such 
as levels of development, disparities in the revenue 
p~tentials, the standards of essential public services 
of different States. The estimated budgetary gnp 
as assessed by the Finance Commissions, used only 
for the limited purpose of determining grants-in-aid, 
cannot be held as representing the real financial 
need of a State, which should be assessed in a com
prehensive manner by taking an overall view of the 
resources and responsibilities of the States so as to 
determine their relative needs in an objective manner. 

In estimating the revenue gap, the Finance Com- ' 
mission rely on several assumptions which eventually 
tend to make the revenue gap estimate unrealistic. 
For instance, the revenue potentials of a State are 
unduly exaggerated by assuming that the States woul~ 
earn certain positive rates of return eve~ from thetr 
public utility undertakings such as, Electnctty Boards 
and Road Transport Corporations. To make such 
assumption amounts to totally ignoring the rea.lities 
of the situation. We know from our own expenence 
that the State Government have not received any 
amount from the Etectricity Board either by way of 
repayment of loan or interest thereon duri~g the 
entire period covered by the recommendations of 
the Seventh Finance Commission, even though the 
Commission had taken credit for a certain rate of 
return thus adding to the resources of the State, 
which in fact has not materialised. So is the case 
with our Ro'ad Transport Corporation, in· whose 
case also the Seventh Finance 'Commission had sti
pulated a fixed rate of return during the devolution 
period and had hoped that the return so earned would 
add to the resources for the States plan. This 
turned out to be a pious hope. 

Then again, the Finance Commission expected 
the irrigation work yielding certain rates of return. 
Such expectations, it may be pointed. out, .ll:r~ ba~d 
on questionable premise . that .P?bhc utthttes hke 
generation and supply of electnctty, road transport 
undertakings or irrigation projects should make pro
fits like commercial ventures. It need not be for
gotten that they create infrastructures and also 
carry social obligations so that they ~an not be tr~ated 
at par with commercial unde~takmgs run wtth a 
motive to earn profits. To tgnore these aspects 
amounts to taking an unrealistic view of the natu~e 
and purpose of such public uti!ities, .l~t alon~ the.tr 
social obligations and the soc10-pohttcal m~leu m 
which they have to operate. T~e assumption of 
positive return from the undertakmgs of thts ~ature 
can only be hypothetical and, in real sense, wtll not 
add to the revenue of the States or the resources for 
their plans. Hence, a correct assessment of the 
revenue of a State should not take credit for returns 
from such undertakings. If at all, rates of reasonable 
return can be assumed only on such enterprises of 
the States which are commercial by their very nature 
so that they can be ligitimately expected to yield 
profits. Other public utilities and undertakin~s, 
intended to create infrastructures and fulfil certam 
social obligations should not be expected to give 
return on the investments therein. 



There is yet another instance to show how the re
venue gap is estimated by ignoring a significant por
tion of the inevitable expenditure incurred by the 
States on pay and dearness allowance of their em
ployees merely on the ground that such expenditure 
was incurred after the reference date. If on such 
technical grounds, substantial expenditure is not 
taken into account, the estimate of revenue gap will 
not correctly reflect the gap between revenue and 
expenditure of the States. 

Since the Finance Commissions. have based their 
estimates on such unrealistic assumptions, the reve
nue gaps worked out by them have turned out to be 
under-estimate of the revenue gap. To illustrate 
the point by referring to our own case, the Seventh 
Finance Commission assessed that the non-plan 
revenue gap in the case of Bihar for the devolution 
period would be Rs. (-)1057 ·53, but the assessment 
has been found to be a gross underestimate because 
the actual gap during the devolutions period is esti
mlted to be of the order of Rs. (-)2659 ·32 crores. 

It would thus appear that the estimate of revenue 
gaps made by the Finance Commissions is based on 
a number of such unrealistic assumptions that the 
gaps so assessed, even as far as they go, do not cor
rectly reflect the actual gap between the revenue and 
expenditure of the States. Moreover, the chief 
defect of the gap-filling approach lies in the fact that 
the budgetary gap, which the Finance Commissions 
determine, is equated with the real financial needs 
of a State. The inescapable consequence is that the 
gap between the resources and the fiscal needs of the 
States to discharge their growing responsibilities 
remain uncovered to a considerable extent. 

The remedy lies in furnishing the methodology 
adopted by the Finance Commissions so that the real 
financial needs of the states are assessed in a com
prehensive manner and met by requisite financial 
transfers. 

There is another point which is usually raised to 
show that a significant part of the financial arrange
ments between the Centre and the States has gone 
out of the purview of the Finance Commissions. 
Referring to the emergence of Planning Commission 
over the years as a dominant arbiter of transfer of 
resources to the States, it is said that this has resulted 
ill qualitY and overhpping of functio_ns of the 
Finance Commission and the Planning Commission 
and, in the process, the Finance Commission's role 
has been restricted to non-plan fiscal transfers only, 
the Planning Commission being given exclusive 
sway over Central assistance for State plans. In 
thi~ situation of parallel operation of the two Com
missions, it is but expected that the Finance Com
mission has not been left in a position to take a 
total view of_the finance of the States and, therefore, 
the transfers through the Finance Commissions 
have failed to come up to the expectations of the 
framers of the Constitution. 

This raises the question of the respective roles of the 
two Commissions. More appropriately, this matter 
can be discussed in detail while replaying to ques
tion number 5.9. It would be sufficient here to 
point out that the crucial question is to see if there 
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is any inherent contradiction between the functions 
of the two Commissions and if the interactions bet
ween them produces any discernible adverse impact 
of fiscal transfers to the States. It should not be 
forgotten that economic and social planning is an 
accepted national policy. Therefore, the Central 
and State plans reinforce each other and together 
aim at achieving the set goals. For the same reason, 
despite their separate identities and difference in 
composition, separately varying but not necessarily 
fundamentally conflicting ways of functioning and 
approach, the Finance Commission and the Planning 
Commission cannot afford to adopt opposite postures 
and swerve from the common path of working to
wards the end of furthering, in their own ways, 
economic development of the country accompanied 
with balanced growth of the States. In this view of 
the matter, the possibility of existence of lack 
identify of approach between the two Commissions 
cannot be overplayed .The objective being common, 
the results of their efforts would not be contradictory 
but complementary to each other. This finds support 
in the observation of the Seventh Finance Commission 
to the effect that 'Central assistance for State Plans 
is not decided independently of the situation of the 
State resulting from the Finance Commission awards, 
for, to the extent that the States' resources are im
proved vis-a-vis their requirements for their Plans, 
the proportion of Central assistance for the Plan 
in the total transfer can be smaller.' This interde
pendance between the efforts of the two Commis
sions largely obviates the likelihood of adverse im
pact on the total fiscal transfers to the States. 

True, the Constitution did not contemplate of fe
deral fiscal transfers otherwise than through the 
Finance Commission. Even so, the Planning Com
mission came into being almost simultaneously with 
the Constitution coming into operation. So, trans
fers through these two Commissions came to be 
woven into the system of fiscal transfers to the States 
right from the beginning. And, the pattern has come 
to stay. 

So far, we have urged' that the mechanism of fiscal 
transfers is capable of satisfying the expectations of 
the framers of the Constitution. The failures, 
wherever noted, do not arise because of any inherent 
infirmity in the constitutional arrangements for 
division of resources between the Union and the States 
or fiscal devolution. We have, however, noted that 
there is room for improvement in the methodology 
followed by the Finance Commissions so as to make 
the transfer of resources through their endeavours 
more equalising in effect. 

While the principles of fiscal devolution have evol
ved as a result of labours of eight Finance Commis
sions and hence have acquired some degree of consis
tency, their is scope for periodic changes in the sharing 
of central taxes and duties as well as giving of grants
in-aid to the States. Whenever such changes are 
brought out on the basis of recommendations of 
Finance Commission, voices of protest are hardly 
heard. The position is not the same when changes 
are governed by considerations other than those 
recommended by Finance Commissions. An instance 
in view is the decision of the Government of India 
to implement the recommendations of the Eighth 



Fin~nce Commission from 1985-86 to 1988-89 a 
penod of four y~ars ?nly instead of the usual period 
of five years wh1ch, m the present case, would have 
been fro~ 1984-85 to 1988-89. We do not propose 
to apportiOn blames. All that we intend to any is 
t~at ~n a rederll:l structure, recommendations of in
StitUtiOnS hke Fmance Commission have their own 
place and they should be accorded due regard. 

Now we come to resources transferred to States 
through Fmance Commission. During the first 
five-year plan period, that is 1951-52 to 1955-56 the 
tot~! tran~fer amounted to Rs. 447 crores.' As 
agamst th1s, the total resources transferred during 
the period (1974-75 to 1978-79) covered by the 
fifth-year plan was of the order of Rs. 11048 crores 
and during the sixth five year plan period (1979-80 
to 1983-84) the financial devolution went up to 
Rs. 22888 crores. In other words, the fiscal transfers 
through the Finance Commission have recorded 
a phenomenal increase during the first thirty two 
years. 

If we look at fiscal transfers from another angle 
it will be evident that in the year 1972-73, the trans~ 
fer of resources by way of tax shares constituted 
36.8 percent of net devolution of resources from 
Centre to States (including net loans and advances 
from Centre to States.) This percentage has gone 
up to ?2·~ in the year .1982~83 (B. H.). As regards 
grants-m-a1d (both d1scret1onary and non-discre
tionary}, it constituted 32.4 percent of net devo
lution of resources from the Centre to States in the 
year 1972-73 and the percentage has gone up to 33.9 
in the year 1982-83 (B.H.). 

It will thus appear that not only total financial 
transfers have gone up during these years, but also 
there has been an increase in tax shares and grants
in-aid received by States both in quantum as well 
as percentage of net devolution of resources from 
Centre to States. 

However, another side of the picture emerges if 
we look at transfer of resources from the Centre to 
States as percentages of aggregate receipt and ag
gregate disbursement of the Central Government. 
During the year 1972-73, net devolution of resources 
from Centre to States constituted 33.6 percent of 
aggregate receipt of the Central Government. In 
the year 1982-83, this percentage came down to 27. 1 
only. Similarly, during the same period, the net 
devolution of resources from Centre to States as 
percentage of aggregate disbursements of Central 
Government recorded a decline from 30.5 in 1972-73 
to 26.4 in 1982-83. 

It would thus be seen that whereas in absolute 
terms the total quantum of financial devolution has 
been increasing over the years, there has been a 
noticeable trend of decline in the transfer of resour
ces as percentage of both aggregate receipt and 
aggregate disbursement of the Central Government. 
It may be mentioned that both the aggregate receipt 
and aggregate disbursement of the Government of 
India have increased considerably during the same 
period. The aggregate receipt in the year 1972-73 
was Rs. 8619 crores. It has gone up to Rs. 33437 
crores in the year 1982-83 (B.E.) .. Similarly, aggre
gate disbursement was Rs. 9488 crores in the year 
1972-73. It has gone up to Rs. 34808 crores. But 
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this increase is not adequately reflected in the trans
fer of resources to States in so far as the percentage 
of aggregate receipt transferred to the States has gone 
down. 

It i~ of cruc.ial significance to emphasise the point 
that mespect1ve of the channel through which fiscal 
transfers are effected, it is ultimately the quantum 
of ~~al transfers and their eventual impact on 
ach1evmg the accepted objective of economic de
velopment of the country accompanied with balanced 
growth of the States. It is in respect of removal of 
regiona~ disparities that, according to us, fiscal 
devolutiOn over the year appear to have failed in 
fulfilling. the expectations. In spite of over 30 years 
of plannmg process, not only the regional disparities 
have not been removed, but these h;lYe been further 
accentuated. The per capita income of Bihar at 
current prices was Rs. 870 in 1980-81 against the 
average per"capita income of the country o(Rs. 1571. 
A look at the per capita income of Bihar during 
the entire period of planning will indicate that the gap 
between the per capita income of this State and 
that of the country as a whole has been widening. 
In respect of per capita SDP (Average 1976-79), 
Bihar occupies the lowest position with Rs. 753 as 
against Rs. 2250 of Punjab (which is the highest) 
and Rs. 870 for Uttar Pradesh, Rs. 918 for Orissa 
and even the specially classed States, such as Mani
pur, Meghalaya have gone ahead of this State. 
This olearly symptomises growing regional dispari
ties. 

Removal of inter-State, disparities is necessary for 
achieving all-round uniform progress in the country. 

·This calls for a reorientation of approach of financial 
devolution keeping the end of attaining balanced 
regional growth in view. It should be realised that 
tangible result in removal of regional imbalances 
can only be achieved by giving up the present system 
of assessing the financial needs of the States by 
lumping together the backward and better-off States 
and then evolving common criteria for resource 
allocation. Instead, a more pragmatic approach 
is needed to assess the needs of backward States 
particularly in the light of their special problems and 
give them special treatment for the purpose of re
source transfer. 

Fiscal equalisation, however, has not been ex
pressed as an explicit objective by any of the Finance 
Commissions. Reference to removal of inter-State 
disparities has been made by them and for this pur
pose recommendations for grants for upgradation 
of administrative standards, wherever they are ad
justed to fall below the levels obtaining in other States 
were made for certain backward States. Recogni
tion has also been given to special problems of certain 
States. Such recommendations, however, were by 
their very nature limited in scope and could not be 
expected to make significant dent on the problem 
of inter-State inequalities, for which the total de
volution of resources should be distributed on prin
ciples that give due primacy to backwardness. 

It was the Sixth Finance Commission which made 
a bold departure from the earlier Commissions in 
giving further recognition to the special problems 
of backward States, and for the first time, had given 
them access to resources on a liberal scale to enable 



them to come up to the national average in impor
tant administrative and social services. The Seventh 
Finance Commission did more in the direction. 
The Eighth Finance Commission has leaned in favour 
of the backward States and tried to make the scheme 
of devolution more progressive because this, ac
cording to the Commission, is what the national 
interest requires. It has given added weightage to 
factors which go to help the backward States. We 
have the feeling that it is a step in the right direction 
and needs to be carried forward in that spirit. 

In conclu>ion, we can say that the expectations 
of the makers of the Constitution have not been 
fully realised not because of anything inherently 
wrong with the institution of Finance Commission, 
but mainly because of two reasons. Firstly, the 
manner in which the gap between the needs of the 
States and their resources are assessed is based on a 
methodology which leaves much to be desired. And, 
secondly, each Finance Commission has evolved its 
own method of assessing the relative backwardness 
of the States, which has resulted in shift of emphasis 
on factors refle~ting the true extent and nature of 
backwardness of States. We believe that, of late, 
there has been a growing realisation that balanced 
growth can be achieved only by greater emphasis on 
removal of inter-State inequalities and determined 
steps in that direction will ensure adequate financial 
devolution so as to enable them to catch up with the 
more developed States, thus fulfilling the real objec
tive of financial arrangements conceived by the framers 
of the Constitution. 

5.2 We agree that the observations made by the 
ARC Study Team on Centre-State Relations still hold 
good. The Centre continues to be in the position 
of financial dominance and, the States dependent on 
the Centre for financial withdrawal to meet their 
numerous obligations. 

At the same time, we also believe that this situation 
is quite natural in view of the allocation of taxing 
powers to the Cenlre and the States made by the 
Constitution and the access of the Union Government 
to various other sources of non-tax financial resources. 
This phenomenon of vertical fiscal imbalance is not 
unknown to other federations, nor it is unexpected 
for our federal structure. In fact, framers of our 
Constitution were aware of this eventuality, hence 
they consciously made provision in the financial 
arrangements for mechanism of wide-ranging fiscal 
transfers to States. We had occasion to dwell at 
length on the different aspects of fiscal imbalance 
and implications of transfer of resources to States 
in our reply to question no. 5.1. We need not enter 
into repetition and will only reiterate our view that 
the constitutional provisions governing financial 
relations between the Centre and the States are 
adequate in themselves and so they do not call for any 
change. Against this background, we give below our 
views on various alternatives suggested in this question. 

The alternative (a) envisages a basic change in the 
financial relations between the Union and the States. 
As we have stated above, we are not in favour of 
change in the constitutional provisions relating to 
fin~ncial relations between the Centre and the States. 
Moreover, if this alternative is accepted it would 
mean that some more taxing heads would be transfer
red to the State List and having done so, there would 
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be no question of transfer of resources from the 
Centre to the States. Stated in other words, the 
alternative would seem to suggest that financial 
independence of the States could be secured merely 
by placing within their reach certain items of taxes, 
which at present do not belong to them. It may be 
mentioned here that financial relations between the 
Union and the States are not confined to taxing 
powers alone. Nor can it be said that by merely 
giving more taxing powers to States, their financial 
dependence on the Centre will cease to exist and 
the States will no longer continue to be the Receiver 
and the Centre the Giver. In this connection, it has 
to be remembered that dependence cf States on the 
Centre is not the effect merely of the constitutional 
provisions relating to transfer of resources from 
Centre to States. Large size plan assi~tance fall 
outside the scope of these constitutional provisions 
and yet, in no small measure, States are beholden to 
the Centre for central assistance, to a significant 
extent, of considerable dependence of the States 
on the Centre. This picture can hardly change merely 
because some more ela&tic taxes are added to the 
State List. 

Moreover, the course suggested also ignores· some 
other vital areas of financial relations between the 
Union and States. For instance, market borrowings, 
central loans to States to enable them to tide over 
their ways and means difficulties, utilisation of foreign 
funds for benefits of the States etc. are matters in 
respect of which States' dependence on the Centre 
would continue even after some more taxinl! powers 
are transferred to the States, 

There is yet another reason why. the suggestion 
does not appeal to us. Taxing powers can be 
vested in respective authorities keeping in view the 
nature and base of taxation and also economy 
in administering the tax. So, where the basis 
of tax is country wide, the Central Government 
is the appropriate authority to impose and collect 
the tax, also because from the point of view of 
economy and efficiency in administration of such a 
tax, the power to levy and collect such a tax should 
rest with the Central Government. The States can 
tax their own citizens of income generated within 
their respective territorial jurisdictions. The 
point is that distribution of taxing powers has to 
take into account recognised imperatives of a 
federal structure. Taxes which affect the national 
economy in general or generate effects on inter
State trade or commerce should remain with the 
Centre. It is pointless to argue that taxes like income 
tax, custom duties or central exci'e can be trans
ferred to the States. To do so would be economi
cally unsound and administratively inexpedient. 
Improper allocations of taxing powe1 s will cause 
distortions in the tax system and will lead to failure 
in achieving optimum exploitation of sources of 
tax revenue. 

For the foregoing reasons, we do not support 
the alternative mentioned at (a). The reasons ex
plained in the foregoing paragraphs also do not 
impel us to endorse the suggestion mentioned at 
(b) also. 

The alternative at (c) envisages three things. 
Firstly, ali taxing heads/t1 xing powers would be 
transferred to the Union List, which will mean 



that the States will no longer possess any power to 
impose taxes. In other words, they would cease 
to have any tax-revenue of their own, because all 
tax receipts will accrue to the Consolidated Fund of 
India, which will constitute a shareable pool. It is 
this pool from which the States would receive their 
share. 

Secondly, it is proposed that the respective shares 
of the Union and the States as a whole should 
be specified in the Constitution itself. This will 
obviously require a constitutional amendment. 
Moreover, laying down the share of the States in 
the Constitution would result in taking away from 
the Finance Commissions their existing power to 
determine the share of the States as a whole in the 
proceeds of shareable or shared taxes. There is 
another important point to which we will draw 
attention in this connection. A constitutional 
provision specifying States' share in the shareable 
pool will be a permanent feature not capable of 
periodical revision, as is the case at present when 
the Finance Commissions make a qninsquennial 
review of the finances of the Centre and the States 
and recommends principles for determining the 
respective shares of the Centre and the States as 
a whole. Share of the States thus fixed practically 
once for all is fraught with the danger of proving 
as an avoidable irritant to Centre-State relations, 
because the shares once fixed shall continue in
definitely, at least unless and until a change is 
brought about by constitutional amendment, in 
spite of positive changes in the economic and finan
cial conditions which may necessitate a fresh look 
at fiscal devolution to the States. Unless, some 
provision exists for a periodical review the course 
may well become counter productive from the point 
of view of Centre-State relations. 

Taking up the alternative (d), we do not favour 
the idea that the proceeds of custom duties should 
be shared with the States. The case, however, with 
the proceeds of corporation tax and surcharge on 
income tax is different. 

In the case of corporation tax, it has been our 
case before the Finance Commissions that the 
proceeds of corporation tax should be shared with 
the States. In fact, even before the constitution 
came into operation, corporation tax used to be 
shared between the Centre and the Provinces. 
The Constitution, as originally prepared, had not 
kept the proceeds from the tax out of divisibility. 
However, it was by an amendment in 1959-60 that 
the tax on income paid by companies was taken out 
of the divisible pool. 

The proceeds of corporation tax have far out
stepped the proceeds of income tax over the past 
years. Had amendment of 1959-60 not kept the 
tax on company incomes out of the divisible pool, 
the States would have been receiving their due share 
in proceeds of corporation tax, which have shown 
greater buoyancy than income tax. Thus, the States 
have been deprived of their due share in this expand
ing source of revenue. 

'As regards corporation tax' the Eighth Finance 
Commission has noted, 'the grievance of the States 
is even stronger'. The Sixth Finance Commission's 
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recommend&tion that the matter of inclusion of 
corporation tax in the divisible pool should be 
discussed in the National Development Council 
has not produced any concrete resulL The outcome 
of the meeting of the Chief Ministers held on 19th 
and 20th May 1979 could not satisfy the States 
because their case was rejected on the plea that: 
~orporat10n tax bemg analoguous to income tax, 
1ts d1stnbuuon amongst States according to princi
ples governing distribution of income tax would 
benefit less developed States at the cost of advanced 
States. This view IS certainly obvious of the crying 
need to fill financial devolution more in favour of 
backward States to speed up removal of inter
State inequalities. 

The Eighth Finance Commission has come to 
the conclusion that 'further review of this matter 
is overdue, as it is important to remove this major 
irritant in Centre-State relations. Corporation tax 
has shown a high elasticity and it would seem only 
fair that the States should have access to such a 
source of revenue'. 

Hence, we support the idea that the Corporation 
tax should be brought into the divisible pool. 

As regards Union surcharge on income tax, we 
have been consistently pleadmg before the Finance 
Commissions that the proceeds should be shared 
with the States. We concede the right of the Union 
to levy surcharges for its own purposes. Neverthe
less, we are convinced, as the Seventh hnance 
Commission felt, that "though Article 271 does not 
in express terms lay down that Union surcharge 
should be for meeting the burdens of the Centre 
arising from any emergent requirements, there is 
an underlying assumption that a surcharge should 
only be levied for meeting the requirements of some 
unexpected events and should only be for the period 
during which it lasts. In this view, a surcharge 
continued indefinitely could well be called on addi
tional income tax shareable with the rest of the 
proceeds of income tax". 

The Eight Finance Commission has laid emphasis 
on the constitutional position that it is not permis
sible to merge the surcharge with income tax. 
Yet, the Commission has taken into account the 
fact that the proceeds of surcharge had added 
to the Centre's resources in deciding what the share 
of the States in the divisible pool of income tax 
should be. This amounts to indirect acceptance of 
the legitimacy of the case of the States that they 
have a justified claim on a share in the proceeds 
of surcharge on income tax. 

We are not convinced of the rationale of keeping 
the surcharge on income tax as a permanent but 
separate impost. It would be more appropriate 
and logical to merge the surcharge With the bas1c 
rates of income tax. When we make th1s suggestion 
we do so with a precedent in view the surcharge 
levied on income tax for some years was merged 
with the basic rates after the Second World War. 
There is nothing to stand in the way of acting accord
ingly again, more so when the surcharge has become 
a regular and permanent feature. of taxation of per
sonal incomes. If, however, that IS not found poss1ble 
for any reason, the proceeds of the surcharge should 
be made divisible with the States. 



We now come to the alternative (e), In our 
reply to question No. 5 .14, we have suggested that 
the yield from Special Bearer Bonds should be shared 
with the States. We have also expressed our views 
on the need for a suitable modification in the policy 
relating to administered prices with a view that 
the States are not deprived of their due share in 
central excise revenue to which some part of increase 
in administered prices may be attributable. We 
have also made a suggestion that the net deposits 
under the Compulsory Deposit (Income Tax Payers) 
Scheme may be treated at par with net small savings 
collections and a part thereof may be made over 
to the States. 

We do not consider it necessary that other non
tax revenues of the Centre need be shared with the 
States. 

In conclusion, it does not appear to us that accep
tance of either of the alternatives would materially 
alter the present position of dependence of the 
States on the Centre. On the other hand, we feel 
that with desired change in the methodology of 
the Finance Commission, to which we have made 
reference earlier and also in replies to some other 
questions, the existing arrangements for financial 
devolution would create satisfaction, provided 
certain taxes and non-tax revenue of the Centre, 
are also shared with the States, as suggested above. 

5.3 The laudable objective to provide social and 
economic justice and to endeavour to eliminate 
inequalities amongst groups of people residing in 
different areas is really unexceptionable. In fact, 
one of the acceptable goals o.f planning in India has 
been economic development accompanied with 
balanced regional growth. Reduction of inequalities 
of income and wealth amongst various strata of 
society has been the avoid aim of planned progress. 

It is, however, also true that for various reasons 
all States were not economically equally placed so 
that their capacity to ensure through their own 
resources reduction of regional inequalities or to 
attain social and economic justice varies widely. 
The crucial issue is whether the remedy lies in making 
the Centre more strong by giving it more 
elastic sources of revenue and more discretionary 
powers to use the funds at its disposal for the deve
lopment of poorer States. 

We are in favour of a strong Centre. At the same 
time, we also hold that strong Centre is not incon
sistent with strong States. For we earnestly believe 
that India, being a Union of States (the Indian 
Constitution does not use the word "federation") 
can be really strong only when the States are strong. 
Any attempt at restructuring of financial relations 
should not miss to take in to account these basic 
facts. 

The distribution of financial powers between the 
Centre and the States envisaged in the Constitution 
seeks to harmonise their seemingly conflicting inter
ests by striking a balance between excessive centrali
sation of powers in the hands of the Centre and exten
sive decentralisation of powers in favour of the States. 
The division of revenues between the Centre and the 
States was accordingly made and .the mechanism of 
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fiscal transfers was devised for the purposes of taking 
care of fiscal imbalances resulting from the financial 
arrangement made by the Constitution. 

It is against this backdrop that the answer to this 
question should be sought. The various sources 
of taxes suitable for the Centre have been allocated 
to the Central Government. Taxes which can be 
appropriately levied and collected by the States have 
been given to them. Then there are provision for 
financial adjustments. The basic principle underlying 
the division of taxing powers between the Centre 
and the States is that the taxes which affect the eco
nomic life of the entire country should belong to the 
Centre. Accordingly, custom duties, taxes of com
pany incomes, excise duties etc. are levied by the 
Centre. On the other hand, the taxes left at the 
command of the States are such as do not affect 
the entire economy are local in their effects, and on 
grounds of administrative efficiency and relative 
costs of collection, more appropriately belong to 
the States. 

If, therefore, some of the taxes at the disposal 
of the States are transferred to the Centre, on the 
one hand, the States will cease to have at their 
command sufficient resources of their own to meet 
their normal expenses and cope up with increasing 
requirements for providing social, economic and 
administrative services, and, on the other hand, 
such an arrangement will disturb the financial 
plan stipulated in the Constitution. And, we 
have already pointed out in reply to Question No. 5.1 
that the constitutional provisions laying down the 
scheme of division of resources and financial read
justments are adequate in themselves and do not need 
any change, 

If the suggestion to make over to the Centre 
certain of the taxes, which are with the States at 
present, is accepted, it will lead to unnecessary 
centralisation of sources of revenue at the level 
of the Centre and the problems of financial adjust
ments would get more complicated, and invite more 
irritants rather than assuaging the strains on Centre
State relationship. The attitude of the States towards 
prudence in financial management may tend to be 
weakened because their sense of responsibility in 
ordering public expenditure is likely to be adversely 
affected. 

Moreover, considering the nature of State taxes, 
it is difficult to say that they are anywhere 
near the Central taxes and levies in the matter of 
elasticity or buoyancy. In fact, taking into account 
the yield from State taxes as compared to the yield 
from Central taxes, it would appear that the taxes 
levied by the Centre amounts to about 67 percent of 
the total of taxes levied both by Centre and the 
States. Hence, there does not seem to be a reasonable 
possibility of achieving any substantial gain by 
transferring some of the State taxes to the Centre. 
Moreover, it would be economically unsound and 
administratively inexpendient to make over some or 
other of the taxes at present allocated to the 
States. 

The disadvantages, on the other hand, are many, 
which will inevitably follow from such a rearrange
ment of taxing powers as would reallocate some more 



taxe~ to the ~ntre. First it will further accentuate 
ve~ti~al fiscal I~b~lan'7 by increasing the already 
existmg centralisation m the Indian federal fiscal 
sy_stem. Sec~ndly, the States would be left with pra
ctically negligible resources of their own which will 
make them utterly dependent for their requirements 
on the Centre and consequently also place them under 
contin_uous . d~bi~itating i_nftuence of lack of proper 
financial disciplme. Thirdly, such a real-location 
of tax~s between the _Centre and the States will gre
atly distort the basis of resource allocation and 
hence aggrevate the evil efl.'ects of lack of correspon
dence between the functions and resources of the 
States. Above all, incalculable damage will be done 
to fiscal federation and, in fact, too much centrali
sation will set a trend in the opposite direction. 

It is also not very clear to us how regional im
balances could be reduced to any significant extent, 
merely by giving the Centre more elastic sources of 
revenue and more discretionary powers to use the 
funds available with i_t for the development of poorer 
States. For one thmg, there would be excessive 
centralisation of funds and the States will be left 
with much reduced resources of their own so that 
their financial capacity to meet their obligations will 
great!~ ~uffer. _Since ours is a developing economy 
there IS self-evident need for a growth oriented fiscal 
policy, which should aim at effecting such an inter
regional transference of resources as would promote 
regional growth and at the same time be equitable. 
Therefore, removal of regional imbalance cannot 
possibly be achieved merely by centralisation of 
resources. On the other hand, more necessary will be 
deployment of resources in areas of under develop
ment taking into account regional variations in re
source endowments. So, it is agian the question of 
financial readjustments by way of fiscal transfers that 
can play an effective role in the reduction of inter
State inequalities, which cannot be achieved merely 
by placing more revenues and more discretionary 
powers in the hands of the Centre. It is more rele
vant, therefore, to look for and devise such principles 
of resource transfers as could lead to removal of inter
State disparities. 

We also do not consider it necessary that more 
taking powers should be given to the States either. 
All that we plead for is suitable modifications, within 
the existing pattern of financial relations between 
Centre and the States, of the principles governing 
fiscal transfers so as to make them more progressive 
to achieve greater inter-regional equalisation. 

5.4 The objective set forth in the preceding q Jes
tion is to provide social and economic justice and 
endeavour to eliminate inequalities amongst groups 
of people residing in different areas. Growth with 
special justice is an accepted goal of planned develop
ment programmes in this country. The development 
strategy adopted achieve the set goal accords the 
requisite priority to social and economic justice and 
removal of inequalities of incomes and wealth 
amongst peoples as well as inter-regional disparities. 

Since the financial resources allocated to the 
Union by the constitutional provisions have placed 
the Centre in a more advantageous position than the 
States, and since planning for development is guided 
and regulated by the . Government of India through 
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the mechanism of Planning Commission, the Centre 
should bear a greater. part of. the responsibility for 
balanced growth, which Imphes removal of inter
regiOnal disparities and elimination of inequalities 
amongst groups of people residing in different areas. 

Any developing country ~equires an increasing 
revenue to meet Its growmg expenditure. For 
achievmg_ the goa Is set forth in the preceding question, 
the reqUirement of revenue is still greater. There 
are vanous ways and means of raising more revenue 
resources. T~e choice has to be made keeping in 
VIew the requuements of the national economy. 

Taxation is one such course open to governments 
to raise revenue. It has to be realised however 
that besides raising revenue, the objectives ~f taxatio~ 
also include regulation and economic control. The 
planning Commission has viewed the tax policy as an 
instrument of mobilising resources for development 
and allocatmg them accordmg to plan priorities. 
Thus taxation is a significant source of development 
finance. It however, be clear that revenue raised 
through taxation will not automatically be available 
for achieving social justice or removal of inequalities. 
It will depend on the priority given to attaining these 
objectives. In our case, social justice or removal of 
i~ter-re!lional ine9ualities have not been given the 
high pnonty which can warrant predominance in 
allocation of resources to these sectors. 

Even so, the need for raising more revenues cannot 
be disputed. The question is whether and how 
far this should be done through taxation. It is 
pointed out in certain quarters that the developing 
countries have been different in collecting taxes, so 
that the ratio of tax revenue to GNP in their case is 
nearabout 15 percent as against 30 percent or so in the 
case of developed countries. In other words, it is 
suggested that either more taxes could be imposed 
or the level of existing taxation could be further raised 
for collecting more revenues. It is, however, diffi
cult to contend that how the ratio of tax revenue to 
GNP necessarily reflects the position that the present 
level of taxation is far below the taxable capacity of 
the people in developing countries. In fact, it is 
admitted on all hands that taxable capacity is not 
arithmatically measureable. Yet there is a limit to 
which taxation could be used for raising resources, 
for augmentation of revenue is but one of the objecti· 
ves of tax policy. There are also political, adminis
trative as well as economic limits to raising resources 
through taxation. We do not think that having 
regard to all these points, the Government of India 
can raise further resources only through taxation to 
attain the objectives set forth in the preceding question. 

But, there can always be scope for adjustments 
in the tax structure keeping in view the interest 
of the national economy and the need for greater 
resources. Such attempts would include etlicient 
and strict administration of taxes so as to reduce to 
the minimum the scope of tax evasion. It should 
be considered important to plug the I 00 holes in tax 
administration so that even with existing tax structure, 
the yield could be raised by strictly dealing with 
cases of tax evasion. One such instance is provided 
by concealed incomes which could be discovered and 
brou~:ht within the net by a special scheme of Bearer 
Bonds. Such incomes could have been asse~sed and 



subjected to tax in ordinary course. Who knows 
there may still be more cases of concealed incomes. 

We are not in favour of raising more revenue 
through subventions from richer States to Central 
Pool under some principles. This will amount to 
trying to remove inequalities by levelling down 
rather than levelling up. Moreover, such an arrange
ment will require constitutional amendment which 
we do not consider necessary for reasons explained 
in our replies to earlier questions. An attempt in 
this direction would lead to avoidable inter-State 
friction, which we think to be against the interets 
of national unity. 

Better control over expenditure is an unexcepti
onable mode of conserving resources. Financial pru
dence lies in ordering public expenditure in an effi
cient way so as to ensure optimum utilisation ~f av
ailable resources. We beheve that adjustments m tax 
structure coupled with efficient and strict administra
tion of taxes and strict control ever public expenditure 
would result in considerable improvement in resour
ce position of the Centre as well as States. 

We are at one with what the approach paper to 
the Seventh Five Year Plan says about augmenting 
resources. It has rightly pointed out that tax collec
tion can be raised, even without raising rates, by 
widening the tax net and toning up administration. 

We also agree with the Approach Paper that the 
required resources have to be mobilised in a manner 
which minimises dependence on deficit financing 
which has a high intlationary potential. Though a 
policy of deficit tinancing for economic development, 
especially in developing countries, is widely advo
cated and usually practised, it has many pitfalls and 
unless used moderately and wisely, it may do more 
harm than good. Therefore, limited deficit financing 
is always preferable. 

According to us, therefore, eflorts to raise further 
resources should be along the lines indicated in the 
Approach Paper. We would like to emp~asise, in 
this connectwn, that while measures to raise more 
resources have their value, what is equally, if not 
more, important is to make proper assessment of 
the needs of the States in a realistic manner and de
vise and evolve such principles governing transfer 
of available resources as according full recognition 
to removal of inter-State inequalities, which accor
ding to us, is in national interest. 

5.5 We would base our reply to the question on 
the promise, stated in the question itself, that pre
sent devolution through the two channels of the Fin
ance Commission and the Planning Commission 
have not succeeded in bridging the gap in resources 
between the poorer and the richer States. We would 
add here that not only regional disparities are subs
tantial, but there is evidence to show the widening 
gap in the level of development amongst various 
States. In terms of per capital SDP, the position of 
less developed States such as Bihar, Orissa, M.P. 
and U.P. has either worsened or remained static over 
the years. Between 1950-51 and 1975-76, Bihar for 
ins.tance, continued to occupy the 14th place amongst 
the States (barring the specially classed States) and 
U.P., another backward State, has moved down 
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during this period from the 8th to the 15th position. 
During the same period, Punjab has moved up to the 
top most position and Maharashtra from 4th to the 
end position. The gap between the richer and poorer 
States has thus widened. This is so because of finan
cial devolution to the weaker States has been inade
quate as compared to their requirement for achieving 
higher rate of growth to improve their relative level 
of development. Therefore, principles weighted in 
favour of backwardness should be adopted to de
termine financial devolution. According to us, this 
should be the over-riding consideration. 

With these broad observations, we now proceed 
to indicate the criteria for determining devolution 
on various counts. 

Taking up the question of the share of taxes, we 
would first deal with income-tax. At present, the net 
proceeds of income tax is distributed amongst the 
States 90 percent on the basis of population and 10 
percent on the basis of contribution for which asses
sment is taken as the indicator of contribution. These 
principles for distribution are based on the recom
mendations of the Seventh Finance Commission •. 

We have pleaded before the Eighth Finance Com
mission that assessment or collection as basis for 
distribution would be altogether abandoned. We re
iterate this view here too. Our conviction that as
sessment collection as a basis for distribution 
of income - tax should be given up rests on the ground 
that there is great dill'erence between the origin 
of income and its collection and the concentration 
of the latter in industrially advanced States and their 
metropolitan cities. Besides the income earned in a 
State is, to a large extent, conditioned by federal 
economic policies pursued in na tiona! interest and is 
likely to bestow unequal benefits and impose 
unequal burden on different States. 

Years ago, the Second Finance Commission had 
expressed an the view that in de cou_rse the factor of 
collection should be altogether ehmmated. The eco
nomic integration of the country and the abolition 
of inter-State trade barrier clearly indicated that 
business incomes were derived from the country as a 
whole. Hence, the Commission rightly thought that 
collection would not be an equitable basis to retain 
in the developing situation. In fact, barring to the 
industrialised State of West Bengal and Bombay, 
widest measure of agreement was expressed by the 
States before the Commission that population alone 
should form the basis of distribution. Even if convi
nced of the submission so made, the Commission 
did not 1ecommend that collection as a basis should 
be given up largely with a view not to upset the pre
vailing position; but it did reduce the weight given to 
collection from 20 percent to 10%. The fifth, sixth 
and seventh Commissions have retained this weight 
given to collection. 

The Seventh Finance Commission was unequivocal 
on the point that a larger proportion on the basis 
of contribution would set a trend in the wrong direc
tion. The factor which weighed · with the Sixth 
and Seventh Commissions against raising the weight 
given to contribution as a basis of distribution not 
only still hold good, but have also acquired over 
the years increase relevence, so that, in our view 



the desirability or propriety of continuing contribu
tion _as a factor of distribution has become highly 
questwnable. In fact, accordmg to us, the time has 
come to completely stand on contribution as a basis 
of distribution. 

For the foregoing reasons, contribuion needs 
to be replaced by an equalising factor such as back
wardness. Thus only two criteria, namely, popula
tion and backwardness, should be taken into account 
for distribution of the divisible pool of income tax. 

Successive Finance Commissions have recognised 
population as representing the general needs of a 
State. Since all the States are not economically equ
ally placed, population as a factor of distribution 
would not be non-discriminating in effect, because, 
if adopted as a sole factor, it will mean equal per 
capita distribution irrespective of need. The prob
lems confronting the less developed States. like 
ours, are not only of expansion of social and ad
ministrative services but of making the desired eff
orts for providing a sound base for development. 
Hence we consider it extremely necessary that popu
lation as a criterion for distribution should be sup
plemented with another criterion, such as backward
ness of a State, with a view to arriving at a proper 
relative measure of need. 

· Bearing these considerations. in mind, we suggest 
that 70 percent of the divisible pool of income tax 
should be distributed on the basis of population and 
the rest 30 percent should be distributed only amongst 
the States with per capita income below the average 
per capita income of all States, in proportion to the 
shortfall of the State's per capita income from all 
States' average, multiplied by the population of the 
State. 

Coming to the distribution of the net proceeds of 
Union excise duties assigned to the States, it can be 
noted that the first and the second Finance Commis
sions had taken population as the sole basis of dis
tribution. The third and fourth Commissions intro
duced another element according to which some 
weightage was allowed to social and economic back
wardness of the States. All the succeeding Commis
sions have gone by the same basis of distribution, 
namely, population and backwardness, althcugh the 
indicators of backwardness adopted by them have 
not been the same. 

None of the Finance Commissions gave any place 
to factors such as consumption, urbanisation or 
industrialisation and the like. The Second Commission 
thought that accepting such factors as basis for dis
tribution would result in unequal benefits to the Sta
tes, because consumption of dutiable articles was 
higher in urbanised States, so that this factor would 

. work to the detriment of predominantly non-urba
nised States. The Third Finance Commission aptly 
observed that consumption was not relevant because 
distribution embraced also duties on raw materials, 
intermediary goods and industrial manufactures. The 
The Seventh Commission therefore, thought it un
necessary to go by the factor of consumption. 

. -Thus, by now it has become an established princi
ple to adopt the criteria of population and backward-
· ness for distribution of the net proceeds of Union 
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excise duties. We think that the two criteria should 
continue to govern the distribution amongst the 
States of their share of excise duties. 

As to the question of relative weightage to be given 
to the two criteria of population and backwardness. 
the Sixth Finance Commission allowed 75 percent 
of the divisible pool to be distributed on the basis 
of population, and the balance 25 percent, on the 
basts of backwardness, as indicated by a States per 
capita income, in relation to the distance of a State's 
per capita income from that of the State with high
est per capita_ income, namely Punjab, multiplied 
by the populatton of the State concerned. This wor
ked to the utter disadvantage of backward States 
like ours, because every other State, regardless of it~ 
backwardness, became united to a share in the re
mainder 25 percent of the divisible pool. In our own 
case, the share of the divisible pool came down to 
11.47 percent from 13.81 percent during the Fifth 
Finance Commission period. On the other hand the 
share of most of the richer States went up. This'was 
the inequitable consequence of the formula adop
ted by the Sixth Finance Commission. 

We had, therefore, suggested to the Seventh Fin
ance Commission that 70 percent of the divisible pool 
of excise duties should be distributed amongst the 

• States on the basis of population and the remaining 
30 percent should be distributed exclusively amongst 
the States whose per capita income fall below the 
a_verage per capital income of all States in propor
tiOn to the shortfall of the State's per capita in
come from all the States average, multiplied by the 
population of the State. We consider that such a 
formula would give due recognition to the needs of 
the backward States. The Seventh Finance Com
mission, however, did not see its way to accept this 
suggestion. It thought that adoption of a multiple 
formula would be more equitable, neither unduly 
favourable to certain States nor harsh against some 
others. Therefore, the Commission decided to give 
equal weight to each of the four factors, population, 
inverse of per capita SDP multiplied by the projec
ted population of the State as on the I st March 
1976, percentage of poor in each State measured accor
ding to a method evolved by the Commission, and a 
formula of revenue equalisation worked out by the 
Commission. 

The Seventh Finance Commission hoped that the 
combination of measures recommended by it would 
enhance the preparation of the proceeds of excise 
revenue distributed amongst the States on the basis 
of assessment of their relative backwardness. To some 
extent, this hope was realised. In our own case, the 
share in the divisible pool showed an improvement 
and rose to 13 ·025 percent as against I I. 47 percent 
on the basis of the recommendations of the Sixth 
Finance Commission. But, yet it failed to restore 
the percentage to which this State was entitled under 
the principles recommended by the Fifth Finance 
Commission, according to which the State's share 
was 13 ·81 percent. Thus, the intention of the Seventh 
Finance Commission to do more than earlier Com
missions in this direction was fulftlled only to a 
limited extent . 

In view of what has heen urged above, the State 
Government has also suggested to the Eighth Finance 
Commission to accept the same formula which had 



submitted before the Seventh Finance Commission, 
namely, that the distribution should be 70 percent 
on the basis of population and the rest 30 percent 
to be distributed exclusively amongst the States 
whose per capita income fall below the average per 
capita income of all States in proportion to the short· 
fall of the States per capita income from all the States 
average, multiplied by the population of the State. 
In our view, this formula will better serve the end 
of reduction of inter-State inequalities. Income tax 
having lost its dominant position as a balancing 
factor of State finances, excise revenue alone, consi
dering its size, must have, as also recognised by the 
Seventh Finance Commission, a predominant role 
to play in the transfer of financial resources to the 
States, more so when bulk of the fiscal transfer should 
be by way of tax shares rather than grants-in-aid 
under Article 275. In this view of the matter, the 
formula suggested by us above is in consonance 
with the objective of strengthening the finances of 
backward States particularly. 

It will appear that we have suggested the same 
principles of distribution of the divisible pool · of 
both income tax and union excise duties. It seems 
to us that the question of adopting uniform set of 
principles to govern the distribution of the divisible 
pool of both these taxes deserves more serious con
sideration that it has received so far. Prof. Raj 
Krishna, in his note of dissent appended to the report 
of the Seventh Finance Commission, had advocated 
one and the same formula for adoption and distri
bution of shareable revenue on account of both the 
taxes on a number of grounds, with which we are 
in full agreement. 

Prof. Raj Krishna had pointed out that distribution 
of the divisible pool of income tax and union excise 
duties according to different sets of criteria was not 
necessary on any legal ground. A reading of relevant 
Articles of the Constitution, namely, Atiicle 270 and 
272, would not reveal any eKplicit provision or implied 
intention to suggest that it was legally required not 
to adopt uniform principles to determine distribu
tion of the income tax revenue and the excise revenue. 
The Constitutional provisions, therefore, do not 
impose any limitation on the discretion of the Finance 
Commission in the matter. 

We have repeatedly pointed out in our replies to 
some other questions that fiscal imbalance, both 
vertical and horizontal, is an unmistakable feature 
of our federal financial structure. Therefore, in 
order to secure a better correspondence between 
the functions and responsibilities of the States, 
greater fiscal devolution to States from the Centre 
is necessary. The horizontal fiscal imbalance is also 
required to be corrected by a step in the direction 
of making inter-State allocations more equitable so 
that greater equalising effects are generated. So, 
from both these points of view, the interest of the 
States lies in the total volume of financial devolution. 
Therefore, adequacy and progressivity of the transfers 
are really significant. It is not so material whether 
such transfers come by way of income tax share or 
sharing of excise revenue. We agree with the view of 
Prof. Raj Krishna that if progressivity could be a 
good principle for distribution of the net. proceeds 
of excise duties, it cannot be argued that it was not 
a wholesome principle for sharing of the divisible 
pool of income tax. 
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Thus, on the one band, there is no legal bar to 
adopting same formula for the distribution of revenues 
both from income tax and union excise duties, and 
on the other, there are good economic reasons to 
justify uniform criteria for allocation amongst the 
States, inter se of the share out of the proceeds of 
both the taxes. In fact, Prof. C. H. Hanumantha Rao, 
another member of the Seventh Finance Commission 
was at one with this approach, but he did not press the 
issue mainly backwardness of States. The Commission 
on its part, chose not to adopt this approach largely 
on the consideration that it might not be acceptable 
to developed States. We can only say that principles 
to be evolved by the Finance Commissions should 
be based on propriety and objectivity rather than 
agreeableness or disagreeableness of any section of 
opinion. 

It is on these considerations that we have suggested 
uniform set of principles to gvvern distribution of 
the divisible pool of both income tax and union 
excise duties. We are happy that the Eighth Finance 
Commission has appreciated the force in this sub
mission and· has recommended uniform formula to 
govern the distribution amongst the States of the 
divisible pool of both income tax and union excise 
duties. 

Now, we come to distribution, amongst the States, 
of the proceeds of the Additional Excise Duties. The 
principles according to which . the net proceeds of 
these duties are distributed amongst the States are 
based on the recommendations of the Seventh Finance 
Commission. 

Additional Excise Duties were imposed in replace
ment of sales tax levied by the States on the three 
commodities namely, cotton fabrics (including woolen 
and rayon or artificial silk fabrics), sugar and tobacco 
including manufactured tobacco. The Finance Com
missions, therefore, have taken consumption of 
these articles as the basis of distribution, differing, 
however, in adoption of indicators of consumption, 
mainly because of absence of reliable data relating to 
consumption of these articles. For instance, the 
Seventh Finance Commission, took dispatches as 
a fair indicator of consumption of sugar. But in 
respect of other two commodities, it could not find 
dependable statistics to indicate the level of consump
tion. Hence, it adopted a different method to measure 
the relativities of consumption of these articles the 
two commodities relative consumption would be 
adequately reflected by the product of population of 
a State and its per capita State Domestic Product and 
accordingly the percentage share of each State was 
worked out. 

The consequence· of the formula adopted by the 
Seventh Finance Commission was that the percentage 
share of this State got reduced and was less than that 
available under the recommendations of the Sixth 
Finance Commission. Let us have a quick· look at 
the comparative position emanating from the re
commendations of the Sixth and Seventh Finance 
Commission. The Sixth Finance Commission had 
recommended that 1 ·41 percent of the total net 
proceeds 'of these duties should be treated as attri- 1 
butable to. Union Territories. The Seventh Finance 
Commission, on the other hand, assessed such per
centage separately for each of the commodities, and 



3uch percentage in respect of each of the articles was 
more than I ·41. In respect of sugar, it was 3.271 
_Jercent, in respect of textiles it was 2 ·192 and for 
tobacco, the percentage was 2 ·192, so, on all counts, 
greater percentage was treated as the amount attribut· 
able to Union Territories, which obviously left reduced 
amount, in t~r~s of percentage, of the total net pro
ceeds to be d1stnbuted amongst the States. Bihar was 
allowed 9 · 36 percent of the remainder of the net 
proceeds as its share by the Sixth Finance Commission. 
According to the Seventh Finance Commission, this 
share was much lower in respect of each of the com
modities concerned. In respect of sugar, the per
centage was 5 ·933, in respect of textiles 7 ·221, and 
in respect of tobacco it was 7 ·219. Therefore it may 
be that in absolute terms the State would have re
ceived more by way of devolution on this count, 
reduction of the percentllge was hardly consistent 
with the accepted position that the share of the States 
out of the proceeds of the Additional Excise Duties 
should be equivalent to that the States would have 
got had they continued to levy sales tax on these 
articles. There is no reasonable ground that the con
sumption of these articles has gone down, to that 
reduced share in our case runs counter to the principle 
of ccrrreH<tion tax on these ccD'modities. More
over, reduction of percentage of these has prevented 
our State from benefitting from the consistent rise 
over the years in the proceeds from these duties. 

[ Tr.erdcre, in cur view any fCimula v.hich results 
in depriving the State of its legitimate share in the 
growing potential of the proceeds frcm these duties 
should not te considered justified 't:ecau~e. after. 
all, the arrangement by v.bich these duties replaced 
sales tax le"ied and collected by the States v.as, in 
the words of the Fourth Finance Commission, "es-

J senti ally in the nature of a tax rental agreement". 

'"'r C<'ming to the question of formula of distritution 
tair.ongst States of the net proceeds of Additional 
J Excise Duties, we .see suff.cient ground to place that 
~principle of distribution of net proceeds on account 
J of levy of additional excise duties should not be diffe-

rent frcm one reccmD'ended for basic excise duty. 
The reasons for this view are more than one. 

' 
Under the tax rental agreement, the impost is 

not en sale or purchase of goods, but at the State 
preceding sale or purchase. The character of basic 
excise duty and additional excise duties is not different 
frcm each other on this count. Yet the mode of de
volution of Union excise duties and additional excise 
duties is different only tecause the latter is based on 
tax rental agreement. Moreover, only tecause of 
this tax rental agreement, it was possible for the 
Seventh Finance Commission to reduce the percentage 
share of this State. Such a reduction would not have 
taken place had there been continuance of sales tax 
on these articles. The tax rental agreement has now 
worked for over twenty five years and as such has 
practically come to stay as a permanent arrangement. 
Moreover, even if a State wishes to opt out of the 
scheme, it will not be possible for any State to do so 
because of the coiling on rate on the concerned items 
under Sections 14/15 of the CST Act, 1956 so that the 
receipt of the State will be subject to limitation. 

The essential nature of tax rental agreement bas 
practically undergone vital change because of the 
arrangement hRving acquired permanance, more 
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so in view of t~e freedom of the States to opt out of 
the sche~~ bemg ~everely limited. This change has 
mad.e additional exc1se duties akin to and not material
ly d1fferent from basic excise duties. 

For the foregoing reasons, there should not be 
any. difference between the principles governing distri
bution of the proceeds of basic excise duties nnd 
additional excise duties. 

Now, we come to plan assistance. It is. no doubt. 
true that th.e Central assistance is given now in ac
cordance With the mod1fied Gadgil formula. Never
theless, neither the sums given to the States in the 
shape of block grants and loans by way of Central 
assistance have been certain nor they bear a definite 
proportion to the size of the plan out. 

Moreover, even the modified Gadgil formula has 
'!lot succeeded i~ bringing about the desired change 
m. the complexion of development. In spite of the 
thuty years of the planning process not cnly rcgi<'nal 
disparities have not been removed but these have 
been further accentuated. For instance, a look at the 
per capi~a inc~m.e of Bihar during the entire period 
of J?lan~mg Will md1cate that the gap tetween the rer 
cap1ta rncome of the State and that of the country 
as a whole has been widening. One reason has teen 
that the resources deployed on developrent in the 
State have been atout the lowest in the country. 
Even in the Sixth Plan, the per capita plan outlay in 
Bihar has been Rs. 572 as against Rs. 872 for all 
State~. 

Economic backwardness, J:eisisti~g rutil ularly 
in the less-developed States, can te removed only by 
higher developmental outlays made available to such 
'States. We are of the view that the existing formula 
for distribution of Central plan assistance will need 
suitable modification for achieving the objective of 
removal of inter-State economic disparities and back· 
ward ness. 

The present· Central assistance fer State plan is 
faulty in as much as it leads to considerable debt 
burden on the States, because it is composed 
of 70 percent loan and 30 percent 
grant. The dominant porticn of Union 
loans to the States consists of Plan leans. This arrange
ment loses sight of the capacity of the borrower to 
pay. Moreover, the scheme of Central assistance 
tends to accord equal treatment to unequal States as 
regards the loans and grant component of the assist· 
ance, evidently results in unequal burden en the States. 
Consequently, the tackward States suffer rrost. Their 
repaying capacity l:eing severely limited, these loans 
cause great strain on their budgetary position, so 
that the less developed States, unlike the developed 
States, are left with reduced resource to te utilised 

Hor further economic development. Thus, the ya.,.ning 
r j!ap between the levels of development of richer 
States and the backward States has continued to 
widen. This is certainly contrary to the declared ob
jective of aiming at rapid economic development with 
balanced regional growth. 

It is true that the modified Gadgil formula is slightly 
more progressive than the original one. The actual 
disbursement of Central assistance during the Fourth 
and~ Fifth plan periods, however,' would" show that 
some ·of the States bad received excess amount of 



assistance than the stipulated level, while some 
others were adversely effected. Bihar was one of the 
States which received less than the estimated level 
of the assistance. From the point of view of per capita 
plan expenditure in this period also a less developed 
State like Bihar. has been sufferer. We would, there
fore. urge that the allocation of Central plan assist
ance should adhere to the formula laid down for the 
purpose, because if that is done, it would ensure pro
gressive reduction in regional disparities, 
it should be necessary to substantially reduce the 
loan component of Central assistance for State 
plans. We would suggest that the States having 
per capita income below the all-States' average per 
capita income should be given Central assistance 
in the ratio of 70 percent grant and 30 percent loan 
and reverse may be the case for the States having 
higher per capita income than the all-States' average 
per capita income. That would be a better way of 
ensuring adequate share of national resources to back
ward States. An alternative to this source may be to 
earmark a part of the total quantum of Central 
assistance for backward States to be distributed 
amongst them on the basis of population and back
wardness in the ratio of 60 : 40. 

Non-developmental programmes also have sub
stantial development component in them. Expenditure 
on such non-developmental items creates new assets 
or improve upon existing infrastructures, which 
together go to serve the objective of overall develop
ment. Since development has to be meaningful for 
the people inhabiting the backward States, balanced 
regional growth can be really achieved by giving 
differential treatment to such backward States in 
the matter of schemes falling outside the plan program
mes. Wherever, such projects are beyond the means 
?f a backward State, the Centre should come to help 
m a generous way by extending grants to aid the 
completion of such projects, for this would eventually 
help removal of inter-State inequalities. 

5.6 We do not have adequate information on the 
working and result of special federal fund in Yugo
slavi·• so that it would not be fair for us to comment 
on the system. Nevertheless, it is clear to 
us that even though the Constitutions of India and 
Yugosl~via ~re federal in character, they differ, 
often w1dely, m their essential nature. Their economic 
and social structure are different. The State of develop
ment of d1fferent regions in India are not comparable 
to that of Yugoslavia. The nature of relationship 
hetween the federation and the constituent units is 
not the same as in India. 

In Yugoslavia. the State directs economic life 
and development of the country in accordance with 
general economic plan, relaying on the State and 
co-ol'erative economic sectors. Means of production 
are e1ther the property of the entire people or property 
m the hands of the State. The position in India is 
basically different. Fundamental freedoms, guarantee 
nght to property and means of production are not 
wholly nationalised. Planning unlike Yugoslavia. · 
1s not a federal subject in India. Economic and social 
planning finds a place in the Concurrent List of the 
Indian Constitution. 

The Fundamental Law of Yugoslavia pertaining 
to the bas1s of the social and political organisation 
of the federal Republic provides for the Federal 

Economic Plan to set aside for the Federal Govern
ment only those financial means which are specified 
by law and which serve for the conduct of affairs 
within the sphere of competence of the Federal 
Government for ensuring the normal development 
of the economy and for the provision of aid to the 
insufficiently developed regions of the country. 

The situation in India is not the same. The 
Indian Constitution does not make any provision 
for direction of economic life of the country in 
accordance with a national economic plan. Nor 
does it provide for distribution of resources between 
the Union and the States in the same manner as 
has been done in the Yugoslav Constitution. 

The dissimilarities in the two countries is in res
pect ofthe·basic feature ,oftheir constitutions. Their 
economic and social order and institutions, the divi
sion of functions ar.d resources between the federal 
government and the units, would not seem to admit 
the possibility of fruitfully !imitating the provisions 
of one by the other. Hence, we do not think that 
creation of a special federal fund would fit in our con
stitutions frame work of relationship between the 
Union and the States. As we have already indicated 
in our reply to Question No. 5.1, we are not in 
favour of amending the constitution for restructuring 
the Union-State relations. 

Supposing such a special federal fund is established 
it will have to be out of the resources of the Centre. 
This would mean that the total kitty of distributable 
resources will be reduced by the amount transferred 
to such a fund. This would raise the question of who 
will decide upon the amount of money to be trans
ferred to the fund and on what priniciples the amount 
should be fixed and distributed amongst the backward 
areas. Jfthese issues are left to be decided by the Centre 
the least we can say is that it would mer 1 another 
irritant in the Centre-State relations in the country. 
If on the other hand, these issues are to be decided 
jointly by the Centre and the State, there are bound 
to be serious practical constraints in smooth and 
efficient working of such a fund. Therefore, there 
has to be an-independent expert body to decide both 
the quantum of money to be transferred to the fund 
and the principles of distribution amongst the States 
of the amount out of this fund. 

Finance Commission and the Planning Commission 
are the two bodies which are performing the functions 
of transfer of resources to the State. It is true that 
there is not a special fund out of which such trans
fers take place, but certainly it is mostly out of the 
funds available with the Centre that the transfer of 
resources to the States takes place. If the funds so 
made available to the States is based on principles 
re<:l'gnising the specific requirement of backward areas 
and preferential tratment is given to their needs on 
objective standards to judge their entitlements, there 
is no reason why economically underdeveloped area 
cannot be lifted out of the messes in which they arc 
at present. 

In view of what has been stated above, we do not 
consider it necessary that a special federal fund should 
re set up. The objective sought to be achieved by 
establishing such a fund can very well be served by 
giving the requirement orientation to the principles 



determining devolution of resources through the 
Finance Commission and allocation of plan assistance 
through the planning Commission. 

5. 7 There are certain imperatives i11 the allocation 
of taxation fuctions to the Union and the States, to 
which we had occasion to refer while replying to 
question numbers 5.1 and 5.3. Apart from the well 
established principles of federal finance, there were 
cer,ain inexorable· factors which influenced the distri
bution of taxation fuctions between the Centre 
and the States. There was the force of history 
which played a crucial role in determing the pattern 
of Union-State financial relations of which taxation 
powers constituted a vital part. 

When the constitution was being made, the Consti
tuent Assembly had two clear alternatives open 
before it. One option was to make a clear break with 
the past and evolve an altogther new scheme of 
devision of financial powers between the Government 
of India and the State (as the then existing provinces 
were being rechristened.). The other option was to 
retain or follow, as far as possible, the financial plan 
of the Government of India Act, 1935. Perhaps. the 
first alternative could not command itself to the 
makers of the Constitution for the fact that the Indian 
federal policy was born not as a result of aggregation 
of sovereign or autonomous units agreeing to establish 
a federation, but as a result of devolution of powers 
and functions of what had been unitary State, that is, 
the Government of India. This basic historical fact 
has perceptibly imbued the federal character of our 
constitution. 

The Constituent Assembly made a deliberate 
choice in favour of adopting the division of resources, 
as contained in the Government of India Act, 1935. 
for, devising an entirely new system of distribution 
of resources between the Union and the States would 
have meant a complete rejection of the continuity 
of financial arrangement then in vogue. 

Therefore, it is not by accident but by a conscious 
decision that our Constitution established what can 
be aptly described as federation with a strong Centre. 
This basic fact visibly characterises the allocation 
of taxation functions to the Centre and the States. 
Nonetheless, for obvious reasons the tax powers 
had to be distributed between the Centre and State 
Governments keeping in view the federal nature of 
Union State relationship. 

There are a number of recognised principles to 
govern allocation of tax functions in a federation. 
One is efficiency of administration, which in other 
words means that a tax should be imposed and collec
ted by the authOI"ity which can best collect and 
administer it. The other principle relates to the base 
of taxation. Taxes affecting the national economy 
as a whole should be allotted to the Central Govern
ment on grounds of uniformity and avoidance of 
conflicts in rates and coverage. Then there is the 
principle of adequacy which implies that in working 
out of pattern of revenue sharing arrangements, the 
functions and responsibilities of the Central and 
State Governments would be taken into account. 
Also related is the principle of elasticity which requires 
that allocation of resources both in nature and quan
tum, should be consistent with growing needs in future. 
The principle of equity means that not only both the 
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Centre and tl1e StiLtcs be free in their own respective 
sphe_res, but also they should together contribute to 
sharmg common burdens on an equitable basis. 

There is yet another way of looking at distribution 
of taxes in a federal structure. Previously it was 
believed that all indirect taxes should be bett.:r allot
ted to the federal government and the direct taxes 
be reserved for the constituenL~. The position has 
now drastically changed and there is increas•ng sup
port for federa!isation of direct taxes. Therefore, 
on grounds of equity in taxation and fiscal producti
vity taxes on business and production are now allotted 
to the federal government. This explains allocation 
of Corporation Tax and excise duties to the Centre. 
In fact, a watertight division in distribution of direct 
and indirect taxes as between the Central and the 
State Governments is not to be found in the tax system 
devised by our Constitution. 

Perhaps it is needless to carry on the discussion, 
in the conventional way, on the principles, governing 
distribution of taxation functions between 11\c Centre 
and the States. The principles indicated above il.re 
relevant considerations, but it is not ditficult to 
discover that the demarcation of taxing powers in 
many federal constitutions has been determined more 
by experience and expediency, because no other 
reason can possibly explain the wide variations 
in the pattern of division of resources found in dille
rent federations. Our Constitution is no exception 
to this broad rule. One illlustration to substantiate 
the point is tl1at the resources placed at the disposal 
of the States do not fully satisfy the criteria of adequacy 
and elasticity. 

The question refers to another imperative contained 
in Chapter XIII of the Constitution to ensure 
'freedom of trade, commerce and intercourse within 
the country'_ Article 301 of the Constitution laid 
down that subject to other provisions of Part X111, 
trade, commerce and inter course throughout the 
territory of India shall be free. The object is to 
ensure that the economic unity 0f the country may 
not be disturbed or broken by internal barriers. 
The Articles does not prohibit regulatory measures. 
As far as taxes are concerned, only such taxes as 
directly and immediately restrict trade attract the 
provision of this Article and a tax imposed by a 
State is not violative of this Article if it docs not 
:!Teet the movement of persons of goods from one 
State to another. Imposition of a tax on sale or 
purchase by itself does not offend this constitutional 
provision unless it discriminates between goods of one 
State and another or, if the tax is on an article used 
in inter-State trade, it is so excessive or prohibitive 
as to become an obstacle in the way of free How 
of trade and commerce. 

The complete separation of taxing powers between 
the Centre and the States leaving no room for con
current jurisdiction in the matter of taxation obviates 
the possibility of a situation which may impinge on 
the object of free trade and commerce within the 
country. Since taxation of business and production 
is a Central subject, there is little scope of reo;trictions 
being imposed by the States. 

Article 286 of the Constitution precludes any State 
from imposing or authorising the imposition of any 
tax on sale or purchase, where such sale or purchase 



takes place (i) outside the State or (ii) in· the cou~se 
of import into or export out·of the co_untry.. It hes 
within the competence of the Parliament· to lay 
down principles for determining the nature of sale 
or purchase so as to attract the provision of this 
Article. This again, is a sufficient guarantee against 
any contingency or barriers to free flow of trade 
and commerce. 

The Constitution (46th Amendment) Act, 1982 
has amended Articles 286 and 366 to provide that 
any law of State imposing or authorising the imposi
tion of a tax on sale or purchase of goods . declared 
by the Parliament by law to be of special importance 
or on (i) transfer of property in goods involved in the 
execution of a works contract, (ii) delivery of goods 
on hire purchase or any system of payment by instal
ments and (iii) the transfer of the right to use any goods 
for any purchase for cash, deferred payment or 
other valuable consideration shall be subject to 
such restrictions and conditions in regard to the 
system of levy, rates and other incidence of the 
tax as Parliament may by law specify. Thus, sale 
and purchase of the nature described above will 
be subject to uniform restrictions and conditions 
specified by the Parliament so that inter-State trade 
and commerce will be free from the fear of restrictive 
legislative action by different States. 

These constitutional provisions seek to buttress 
the conditions for the inter-State trade and commerce 
to be free from interference save and except by way of 
reasonable regulation. And we see nothing wrong 
in this. 
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The third point raised by the question is in regard 
to the use of tax system for reduction of inequalities. 
There is also a mention of transfer of certain taxes 
to the States in this connection. In reply to Question 
No. 5.3 we have explained our view on the question 
of transferring certain taxes to the Centre and vice 
versa, so we need not repeat them here. 

As regards the role of tax system in reduction of 
inequalities, it may be pointed out that though it 
is possible to use the tax system so as to generate 
redistributive effects, the tax system by itself cannot 
succeed in achieving reduction of inequalities. If 
the tax system is progressive, it will tend to reduce 
inequalities in incomes and wealth. The progressi
vity of a tax will depend upon its structure, rates of 
taxation, coverage and may not be greatly determined 
by the fact which authority imposes the tax. Hence, 
on this account there seems to be no point in advoca
ting transfer of a tax from the Centre to the States 
or ••ice versa. 

As far as removal of inter-State disparities is con
cerned, it will really depend upon transfer of resources 
to the States so as to strengthen their finances to meet 
expenditure on providing administrative, social and 
economic services of the people. To transfer some 
taxes to the States to improve their revenue position 
is a step which, for many reasons explained in replies 
to other question, we do not advocate. On the other 
hand, we are inclined to feel that it would be cf 
greater help to the States if the resources transferred 
to them are based on a tacit recognition of their needs 
for achieving a better equalisation of standards. 

5.8 In reply to some other' qusetions, we have 
drawn attention to the basic features of the financial 
plan envisaged by the constitution, according to 
which division of the sources of revenues has been 
made between the Union and the States. Consistant 
with the federal structure, the bifurcation of taxing 
powers between the Union and the States has been 
made effecting inter state trade and commerce have 
been allotted to the Centre, while taxes of local 
import are left with the States. Overlapping tax 
jurisdictions have been avoided. The residual powers 
of taxation have been reserved for the Centre. 

The answer to the question posed here has to be 
sought keeping in mind the pattern of fiscal federalism 
woven into the scheme of financial relationship 
between the Union and the States. One element in 
that relationship is the principle of separation on 
which the division of taxing powers of the two layers 
of government has been founded. There are good 
reasons why the Central Government should collect 
income tax. If the States were to levy his tax, apart 
from cost of collection of the tax going up for want 
of economies of scale, there will always arise conflict 
between the States as to the basis of taxation, Some 
may adopt residence while others origin of income as 
the basis of taxation on income. This would create 
for the States insuperable difficulties in tax adminis
tration, let alone the problem of tax evasion or 
double taxation. Similarly, corporation tax would 
create identical problems if the States were given the 
powers to levy this tax. International trade being 
the function of the Centre, it is only logical that the 
Centre should levy custom duties. For many economic 
reasons, tax on production i.e. excise duties, is a 
tax which the Centre should rightly continue to levy. 

Similarly, the taxes which are on consumption or 
on localised income and wealth have been rightly 
given to the States, Taxes on sales and purchases, 
entertainment, land revenue, duties of excise on liquor 
and alcohol and so on are levied on the citizens of 
the States or on economic activities carried on within 
the limits of a State without interacting on inter
State trade or commerce. Therefore, the taxes allot
ted to the States have been rightly conceived as 
sources of revenue exclusively meant for them. 

Taking the whole country as a common market and 
on grounds of cost and efficiency, the taxes mentioned 
in the question, except sales tax, rightly belong to the 
Centre and, therefore, should continue to be collected 
at the national level. If the Constitution has allo
cated certain taxes exclusively to the States, just as 
some other broad based and productive taxes were 
given to the Centre, the framers of the Constitution 
took a cool, calculated and conscious decision to 
devise a federal fiscal structure comprising of separa
tion of sources of revenues between the Union and 
the States to enable them to fulfil the respective func
tion assigned to them . in the Constitution. The 
arrangement made should not justifiably be viewed 
as denoting a fragmentary approach to taxation. 
If all significant taxes are reserved for the Centre, the 
inevitable consequences will be to reduce the States 

· to a position in which they willl be left with practi
cally little resources of their own. Such an arrange
ment. cannot be <\efended on various grounds of 
sound public finance, including efficiency and economy 
in tax administration, and proper allocation of taxing 
power between the Centre and the States. Above all, 



instead of ushering in a happier State of Union State 
relations, such an arrangement would give rise to 
recurring irritants causing immense damage to our 
federal policy. 

The question refers to a view expressed in certain 
quarters according to which there should be separation 
between imposition of such taxes and distribution of 
tax proceeds. According to the earlier part of the 
question, imposition of major taxes mentioned there 
should be the responsibility of the Centre. By 
implication, it would mean that all important taxes 
would be collected by the Central Government and the 
proceeds would be distributed amongst the States, 
their respective shares being determined by a Council 
for Central and State Finance Ministers. 

We have pointed out earlier now imposition of all 
major taxes mentioned in the question, except sales 
tax, even now is the responsibility of the Centre and 
if it is intended that further taxing powers should be 
made over the Central Government, the idea does 
not appeal to us for the reasons already explained. 

As a corollary to the stand we have taken, there 
seems to be no need of a council of the nature contem
plated by the question. All of the major taxes men
tioned in the question (except sales tax), though levted 
and collected by the Centre, are not divisible. While 
castom duties and corporation tax proceeds exclu
sively belong to the Centre, income tax and excise 
durites are shared with the States, the former on 
complusory basis and the latter in a permissive way. 
Estate duty, though Levied and collected by the 
Centre, is an assigned tax under Article 269 of the 
Constitution and the proceeds thereof constitute the 
consolidated Funds of the States. Even though 
wealth tax on agricultural property is not constitutien
ally a shared or shareable tax, there has been a long 
standing practice to transfer as grant the net proc~eds 
of this tax to the States. We do not support the tdea 
of reopening the question of shareability of these taxes 
or the practice of transferring the net proceeds of 
wealth tax on agricultural property as grant to the 
States. We are also not at one with the idea of 
amending the Constitution to achiev~ the objective 
of making all these taxes wholly assignable to the 
Centre either. 

The respective shares of the State~ in the total 
divisible pool of these taxes are determmed accor~mg 
to principles evolved by the Finance Commtsstons 
which have the requisite consitutional authonty for 
the purpose. We do not wish that the shpere of func
tions of the Finance Commtsston should b~ curt.atled 
or its position diluted in any manner. It IS an mde· 
pendent body enjoying a constitutional status and so 
more likely to command the confidence .and r~spect 
on account of objectivity and impartiality whtch It 
can bring to bear on its recommenda~ions than any 
other extra-constitutional body whtch entrusted 
with the task of deciding the principles to determme 
States share in tax devolution. 
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Moreover, the. distribution of tax by a .council. of 
the nature. suggested in the que.sti~ns bnstles. wtth 
many difficulties. Such a council, m the ultimate 
analysis, may at worst turn out to b~ another for~m 
for the Centre and the States ventilatmg l_llUtual ~Ie· 
vances and engaging in endless controversies, levellmg 

accusations against each other without achieving 
concrete results for positive action. The possibilities 
of the nature described above cannot be discounted 
in view of the changing political complexion of the 
governments in the States. At best, it may act as a 
negotiating body between the Union and the States 
and, as is well known in any negotiation the spirit 
of give and take prevails and no one can forecast with 
any certainty who gives and who takes and in what 
measure. Obviously, the weaker States will in all 
probability stand to lose. The experience in Australia 
in the 1920's and early years of 1930 stands testimony 
to the play of bargaining element in the termination of 
grants to the States. It was ult.mately realised that 
such bargaining was not conducive to mutual trust and 
confidence between the constituents making the fede
ration. It was against this background that the Aus
tralian Grants Commission was created. The framers 
of the Constitution appear to have drawn lessons from 
this experience and therefore thought of the institution 
of Finance Commission, a body akin to the Austrulian 
Grants Commission. 

Supposing the council is given a constitutional 
authority, there will again arise the question of over
lapping of functions between the council and the 
Finance Commission. Will the council supersede the 
Finance Commission or will it supplement its efforts ? 
How their respective spheres will be demarcated ? 
If the council is thought of as a superior authority 
capable of doing or undoing the work of the Finance 
Commission, it is needless to establish such as agency 
to sit in judgement over the quasi judicial adjustment 
by the Finance Commission of the issues relating to 
fiscal transfer to the States. Moreover, it will also 
result in adding an unpleasant strand to the fabric 
of Union state financial relations. 

If, on tlte other hand, the council is supposed mer
rely to supplement the efforts of the Finance Comm
ission, it would accentuate the problems caused by 
overlapping of jurisdictions by creation of multipli
city of agencies charged with the task of transfer of 
resources to the States. From this point of view, 
such an agency is not expected to serve any really 
useful purpose. Over and above everything else, whe
ther the council is supplementary to the Finance 
Commission or above it, there can be no way to save 
it from the evil of being reduced to a forum for bar
gaining which is not desirable for the reasons expla
ained earlier. 

Now, we come to the question of sales tax. As we 
have said earlier, we are not in favour of disturbing 
the distribution of taxing powers between the Union 
and the States. Therefore, we do not support the view 
that tax on sales should be levied by the C~ntre. The 
Government of India already enjoy the powers to 
levy tax on inter-State sale or purchase of goods 
under the provisions of c~ntral Sales Tax Act, 1956. 
The States have already made over to the C~ntre 
their right to levy sales tax on sugar, taxtiles (other 
than silk) and tobacco, and the sales tax on these ar
ticles has been replaced by additional excise duties, 
the yields from which are shared ~ith the States in 
accordance with the recommendations of the Fma
ance Commission. 

It is subject to these limitations that the States 
have to develop their own sales tax system. A look 
at the distribution of revenues from States taxe> 



would show that proceeds from sales tax constituted 
nearly fifty per cent of the total tax revenue of the 
States in .1970-71. The dominant position which sal
es tax has come to occupy in the total tax revenue 
of the States will be evident from the fact that 1982-
83 (BF) it accounted for nearly 59 per cent of the 
total tax revenue of the States. Thus, sales tax has 
proved to be the most important single and elastic 
source of revenue for the States. It is the main stay 
of the financial strength which the States cannot aff
ord to lose except to the utter impairment of their 
financial wherewithal. Considering the need of the 
States for more fiscal resources for keeping their 
finances on an even keel, there is no case for taking 
away the States right to levy tax on sales, which is 
available to them under the Seventh Schedule of the 
of the Constitution. 

5.9 This question raises a number of issues which 
need to be settled in order to spell out the broad 
approach to the question posed. The issues are : 

(i) Whether only one organisation should deal 
with all financial transfers plan and non-plan 
on an assessment of capital and revenue re
sources ? 

(ii) If the answer to (i) is in the affirmative, whether 
the organisation should be the Finance Com
mission ? 

(iii) Whether the Finance Commission should be 
a permanent body '? 

(iv) What role should be specified for the Planning 
Commission in case the answers to (i) to (iii) be 
in the affirmative ? 

Taking up the issue mentioned at (i) above, it can 
be noted that Article 280 of the Constitution provi
ded for the appointment of a Finance Commission 
once in every five years with the object of making a 
equinquennial review of the finances and needs of 
the Union and the States and recommending transfer 
of H sources to the States by way of tax shares and 
grants-in-aid under Article 275. The Finance Com
mission, therefore. is a constitutional authority to 
recommend devolution of resources and, in addition, 
is empowered to make recommendation in respect 
of any other matter referred to it by the President in 
the interest of sound finance. A look at the relevant 
provbions of the Constitution would show that it is 
nowhere laid down that the Finance Commission 
should confine itself to the assessment of non-plan 
revenue requirements of the States. As the Chairman 
of the Fourth Finance Commission observed, it is 
abundantly clear (to my mind) that reference in the 
main part of clause (i) of Article 275 to grants-in-aid 
of the revenue of the States is not confined to revenue 
expenditure only. He went on to say that 'there is 
no legal warrant for excluding from the scope of the 
Finance Commission all capital grants, even the 
capital requirements of a State may properly be 
met by grants-in-aid under Article 275(1 ), made on 
the recommendations of the Finance Commission. 
In fact, this broad interpretation had been accepted 
by the Government of India till the end of the Second 
Five Year Plan. 

Thus it would appear that the Constitution con
ceived of the Finance Commission as an indepen
dent body to act as the sole instrument of transfer 
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or resources from the Centre to the States. To a 
great extent, this position subsisted till the Second 
Finance Commission period as the first two Finance 
Commissions recommended financial assistance from 
the Centre to cover both current and capital require
ments of the States. But with the emergence of the 
Planning Commission and its assumption of the 
responsibility and function of allocating national 
resources for development among different sectors 
of the economy and regions of the country, the position 
materially changed leading to circumscribing the 
scope of the recommendations of the Finance Com
mission to the non-plan account of the States. It is 
said that as a result of this development, the planning 
Commission has become the dominant arbiter of 
transfer of resources to the States. 

The respective roles of the Finace Commission and 
the Planning Commission have always been a sub
ject-matter of intense controversy. The attitutde of 
the two Commissions towards each other has not 
been one of comradeship. The Finance Commission 
on their part, have viewed the presence of the Planning 
Commission with envy. The little amount of con
frontation which seemed to characterise the relation
ship between the two in the earlier stages appears to 
have given place to a sense of helplessness on the part 
of the Finance Commission after the Third Finance 
Commission summed up the inevitable position by 
saying that the role and functions of the Finance 
Commission, as provided in the constitution, can no 
longer be realised fully due to the emergence of the 
Planning Commission as an apparatus for national 
planning. It thought that the Finance Commission, 
in the circumstances, could do no better than to act 
as an agency to review the forecasts of revenue and 
expenditure submitted by the States and to undertake 
an arithmetical exercise to determine the quantum 
of devolution, without going into the amounts settled 
by the Planning Commission under different heads 
of plan expenditure. 

The Fourth Finance Commission, however, thought 
that the function of a Finance Commission was not 
merely to recommand such devolution and grants-in
aid as would merely fill up the non-plan revenue de
ficit as reported by the States, because such an 
approach would be a mechanical one. Even so, the 
Commission did not consider it appropriate to 
take upon itself the task of dealing with the States' 
plan expenditure. 

Subsequent Finance Commissions followed the 
path of Keeping away from the grounds within the 
domain of the Planning Commission. The Seventh 
Finance Commission thought that the freedom of a 
Finance Commission to evolve its own scheme of 
transfer for the evolution period was in no way lim
ited except by the four corners of the constitutional 
provisions. The Commission did not think that dea
ling out the area of plan investment and Central 
assistance for State Plan to the Planning Commission 
was a restraint in any real sense. 

The critics of the existing arrangements whereby 
the operation of the Finance Commission has come to 
be restricted to the non-plan sphere and planning 
Commission is entrusted with the task of looking 
after plan requirements, point out a number of 
drawbacks in the arrangement. First relates to the 



overlap of functions of the two Commissions and the 
divergent assessments made by them. The duality of 
channels of transfer of resources and the different 
ways of making assessment of the States' requireme
nts, it is said, leads the States to present their estima
tes and forecasts of revenues in two different 
ways to the two Commissions. How to overcome 
this situation is the question. It may be emphasised 
in this connection that the vital aspect of the matter 
from the point of the interest of the States is not whe
ther there should be one or two channels of canal
lising resource transfers nor will it be approl'riate 
view the problem as one of distribution of avatlable 
resources b~tween the Centre and the States, as the 
as the Sixth Finance Commission observed, but to 
approach the problem as one of distributio_n of avail
able resources between the subjects'commg consti
tutionally within the competence of the Centre ~nd 
those falling within the purview of the States, whtch 
substantially means distribution of national resour
ces as between different sectors of development. 

The Finance Commission and the Planning Com
mission may appear to be different in composition 
adopting divergent ways in their functioning and 
approach, but it cannot be said that they can shy 
away from the common objective of working to
wards the end of seeking economic development of 
country accompanied with balanced growth of the 
of the States. If the planning Commission and t~e 
Finance Commission develop harmony in thetr 
pursuit of the common goal by adopting uniform 
tests it would to a large extent, take care of the 
dra~backs of the prevailing dualism in the ma.tter 
of resource transfers. Moreover, by a httle 
coordination of the procedures adopted by the two 
Commissions the practice, as complained, of ~he 
States submitting differn~t estimates to. th_e Plannmg 
Commission and the Fmance CommtsstOn, could 
be rendered unnecessary. 

In this context; the intimate relationship be~w~en 
the results of what each of the Finance Commt~ston 
and Planning Commission does should n~t ~e tgno
red. As the Seventh Finance Commt.sstOn has 
observed the developmental process gutded and 
supported by the Planning. Co.rnmiss.ion should 
result in reduction of eco"om JC dtspantJes betwe~n 
the States, and in the poorer States building up thet r 
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1st Plan 2nd Plan 

A. Transfer through Finance Commission 429 918 

B. Transfer through Planning Commission 880 1.344 

C. Other transfers 104 606 

D. Total (AtBtC) 
1,413 2,868 

Percent of A to D 
30.3 32·0 

Percent of B to D 
62.3 46.9 

resource potential which the Finance Commission 
would take into account at the end of a plan period. 
On the other hand, the Finance Commission's trans
fers should provide the financial wher,·withal for the 
States to main•ain and develop and adequate adminis
trative infrastructure which is responsive to the in
creasing demands that a developing economy gene
rates. 

The intimate relationship and the interdepen
dance between the two Commissions could be made 
more meaningful by establishing a rroper time 
sequence so that each of them know the consequence 
oftheeffortsofthe other. The 1980-85 Plan could 
take into account the recommendations of the 
Seventh Finance Commission for the First four years .• 

The Eighth Finance Commission could have the 
benefit of the Planning Commission's work for 1984-
85. It is of crucial significance to establish a proper 
sequence and adhere to it in order that a harmony 
is struck between the relationship between the two 
Commissions. 

Another point of criticism has usually b:cn that 
the sheer magnitude of transfers through the Plan
ning Commission on as compared to the transfe~s 
through the Finance Commission has lent a post
tion of dominance to the former in respect of trans
fer of resources to the States. A related issue raised 
in this connection is that the Finance C•>mmission. 
being a statutory and independent. b?dv .• decide.s the 
entitlements of the States on quast JUdtctal ad judg
ment of the issues cnncerning financial transfers 
whereas the Planning Commission's transfers do not 
have any statutory basis and so are dtscrettOnary 
in nature. 

As regards the relative position of the quantum 
of transfer of resources through the channels . of 
Finance Commission and the Plannmg Co~mtsston. 
significant chang! has taken place tn thts re~pect 
during last few years. With the greater reliance of 
the Finance Commission on tax sharmg .as compared 

· to the grant-in-aid with a view to creating non-plan 
surplus for as many States ~s possible, ~he transfe~s 
through Finance Commtsston have mcrcascd as 
compared totransfe~s through the Plannmg Com
mission as wtll be evtdent from the table below 

(I('· in Crores) 

Jrd Plan Three 4th Plan 
annual plan 

5th Plan 6th Plan 

1.590 1.782 5.420 13.079 20.845 

2.738 1.917 4.900 IIJ,W; I 3.245 

1.272 1,648 4.992 4,051 N.A. 

3,600 5.347 15.312 27,72X 34,090 

28·4 33 ·3 35 ·3 <\7- 2 61 •I 

48·9 55·9 32.0 38.2 38 ·9 



It. will be seen_th~t where~s the transfers through the 
Fmance Comn11Ssl0n dunng the first Plan period 
constituted 30.3 per cent of the total transfers 
agains~ 6~.3 per cent transfers through the Planning 
Comm1ss1on, the respect1ve percentages during the 
fifth plan pericd were 47.2 and 38.2. The total 
quantum of transfers through the Finance Commission 
as well as the percentage it formed of the total tran
fer~ have fu~ther increased during the current plan 
penod. Th1s IS a welcome change. There is no reason 
to think that this process of change in the ril!ht 
directi<'n will be 1•pset <'f reversed in the coming 
years. 

It may be true that the transfers through the Plan
ning Commission are discretionary in character in 
as much as the Planning Commission is not founded 
on constitutional provisions, but it is equally not true 
to say that the transfers are arbitrary and not related 
to any set criteria. From 1979, the Planning Commis
sion adopted the well known IATP formula for 
determining a substantial part of plan assistance to 
the States and the discretionary assistance olaced at 
its disposal was practically entirely utilis<>d for the 
benefit of _the poorer States. Since 1980, the modi
fied Gadg~l formula has been used to determine 
PSSistance to States accorr'ing to which the importance 
of distribution to States with per capita income below 
the national averag.- has been raised from 10 per
cent to 20 per cent. Thus, a salutary change has come 
about in the principles governing plan assistance to 
the States and the change has meant relief to the 
weaker States. In view of these facts, it would not 
be correct to say that the transfers through the Plan
ning Commission are that much arbitrary or dis
cretionary as they are usually made out to be. 

From the foregoing analysis•it would appear that 
whatever difficulties might have been experienced 
in the past on account of duality in the mechanism 
of fscal transf<>rs ar.- not so lnsupe-rahle as to defy 
working solution within the broad framework o.f 
existirj!; mecha11ism of transfers through the Finance 
Commission ard the Planning Commission. In fact 
the- remarkahl<> incr,.ase in th.- total quantum of tran: 
sf.-rs through the- Finance- Comrrission a11d th~>t too 
mor.- by wav of tax shares should afford sufficient 
comfCirt to the States that increasirg part of fiscal 
devolution to them n0w takes place through the 
assured channel ard on the basis of well considered 
principles evolved by the Finance Commission. 

It is of crucial sij!;nificance to bear in mind that 
irrespective of the channel througlt which transfers 
take place. it is ultimatelv the quantum of surpluses 
with the Centr,. from which will flow the devolution 
to the Statt>s. ThPrefore, it would be to the advanta
ge of the States if the finances of the Central Govern
ment are properly scnttinis.-d to identify all pnssible 
surpluses from which transfer of resources could be 
made to the States. The Seventh Finance Commis
sion has done important work in this direction in 
the sense that it reassesSPd the forecast of re~ources 
subm.ittPd by the Central Government by applying 
certam tes~s of scrutinv and found significant sur
pluses, wh1ch eventually resulted in substantial in
creo se in the total transfer of resources to the States. 
This served the interest of the States. It is hoped 
that in future too, the Finance Commissions would 
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continue to subject the forecast of resources of the 
Centre to the same scrutiny so that the States ·could 
expect their share to expand to the utmost extent 
possible. 

There is another factor which has helped the Sta
tes to benefit from the work of the Finance Commis
sion. While maintaining the informal separation of 
the scope and functions of the two Commissions, 
the Government of India asked the sixth and the 
seventh Finance Commissions to estimate the non
plan capital gaps of the State Governments over the 
Fifth and Sixth Five Year Plans respectively and to 
recommend measures to deal with such non-plan 
capital gaps. This, by implication, means that the 
Central Government has accepted in principles that 
the recommendatkns of the Finance Commissions 
could embrace the financial needs of the States on 
non-plan capital account as well. This belief is fur
ther strengthened by the fact that the Central 
Government accept~d the recommendations of the 
Seventh Finance Commission providing both 
revenue and capital grants to certain States for 
upgradation of administrative standards in certain 
specified sectors. 

For the account in the preceding paragraphs. of 
the working of the system of fiscal transfer to the 
States and the developments that have taken place 
in recent years, certain inferences are clear. Firstly. 
the Finance Commission and the Planning Commis
sion, working in their respective spheres, have of 
late refrained from crossing swords with each other, 
and instead have preferred to devise ways and means 
of bebefitting from each other's work in their joint 
endeavour to serve the common objective of promo
ting economic development of the country accom
panied with balanced growth of the States. Secondly, 
the Finance Commissions, on their own part, have 
made serious attempts to evolve rational principles 
of devr lution imbued with progressivity, to the
extent possible, aimed at meeting the requirements" 
of the States in general and equalisation of standards 
in particular. Thirdly, the Planning Commission has· 
adopted set criteria and well defined formula to de-
termine plan assistance to the States taking speciaiE 
care for the benefit of the weaker States. 

The situation, trerefore, is not so desparate as 
to call for radical measures involving take-over 
of the functions and responsibilities of both the 
Finance Commission and the Planning Commission 
by either of the two. Such was the essence of the two 
alternatives suggested by the Third Finance Commis-' 
sion, one of which was to so enlarge the functions 
of the Finance Commission as to embrace the total 
financial assistance to be extended to the States, 
whether by way of loans, devolution or revenues, to 
enable them both to balance ,their normal budgets 
and to fulfil the prescribed targets of the plans. 

The suggestion made by the third Finance Commis
sion did not find acceptance and possibly for good 
reasons. The importance of planned economic deve
lopment is so great and its implementation so essen
tial that any dilution of responsibility in respect of 
any element of Plan expenditure may well be disas
trous. The Planning Commission has been specially 
constituted for advising the Government of India and 



the State Governments in respect of economic ar1d 
social planning. The Fourth Finance Commission 
took note of these factors and did not consider it 
appropriate for the Finance Commission to take 
upon itself the task of dealing with the States' new 
Plan expenditure. 

The Study Team on Centre-State Relationships 
of the Administrative Reforms Commission (1967) 
thought that the suggestion to expand the functions 
of the Finance Commission so as to bring within its 
fold what the Planning Commission was doing in 
the matter of Plan assistance had been rightly rejected 
because such functions could riot be given to a body 
cut off from the resp< nsibility for Plan formulation and 
implementation. The argument continues to hold 
good, hence it cannot be rejected. 

As a matter of fact, the Finance Commission 
and the Planning Commission have so well defined 
and specified functions to perform that one cannot 
usefully take over the functions of the other. Their 
roles have to be different, not the ultimate objective 
they are together destined to strive for a~hieving, 
namely, economic development accompamed wtth 
balanced regional growth. The producers adopted 
by them should be cont_inuously r~viewed and adopte~ 
to changing demands, m the best mterests of harmom
ous Centre-State relations, in order that on the one 
hand, the two bodies could function in class co
operation complementing each other and on the 
other hand, the results of their efforts create widest 
measure of all round satisfaction. 

In view of what has been stated above, we do not 
subscribe to the view that there should be only one 
organisation to deal with all financial transfers plan 
and non-plan on an assessment of capital and revenue 
resources. It follows, therefore, that the issue men
tioned at (ii) at the beginning is accordingly answered 
in the negative. 

Now we take up the issue mentioned at (iii) 
namely' whether the Finance Commission should 

. be a permanent body. A plea h~s ?ften bee!! made 
in certain quarters that even contmumg to dtscharge 
the functions assigned to it at present, the Finance 
Commission should be converted into a permanent 
body. This suggestion is sought to be justified on 
more tha 1 one ground. firstly, it is said that the 
Finance Commission, being ad hoc in nature, each 
time has a new personnel, with perhaps entirely new 
supporting secretariat, so th~t it has not b~en able 
to view the entire gamut of Umon State fin~!lctal rela
tions in such a manner as to lend stabthty to· the 
system of fiscal transfers to the States. 

Secondly, the Commission is just not there aft~r 
submitting its report, so there IS _absen~. of c_ontt
nuity in its thinking and ~ork. T~trdly,. 1t ts pomted 
out that the time at the dtsposal of a Fmance Com
mission is teo sh, rt to enc ble it t0 evolve ~n indrp~n
dent metho lology so that it is left wtt~ httle option 
but to fall back upon one which is readtly avatlable. 
Further, it is said that one consequence of the Fmance 
Commission being set up after five_ years has been 
to 1 eaves sufficient scope for dtscret10na_ry transfers 
by the Government of India. 

Here, it is necessary to bear in mind that if for 
sake of continuity the Finance Commtsston ts converted 
into a perm8nent body, one consequence may be for 
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such a Commission to develop in course of years, 
certain clements of bi .. s and pr,·Judi.:cs tn its approach, 
which would certainly all'ect 11 mdependence and 
judgement, the two vital attributes which inspire 
confidence in the august body. 

There is another notable aspect of the issue. If 
the Finance Commission 1 s made permanent, as 
the Seventh Finance Comm"ston aptly observed, 
'there might well be a tendency ft>r the members of 
the Commission to be regarded as full time employees 
of the Central Government and this would be unheal
thy from the point of vtew of the Commtssion's 
functions vis-<.-vis the State Governments'. 

Since, considerable changes are likely to take place 
during the periods between the appointment of two 
Finance Commissions in the economic nnd fiscal 
situation and relative needs and resources of the 
States, so that every Commission is duty bound 
to avail of the opportunity for fresh consideration 
of various problems in the changing circumstances. 
Such a freshness of approach, free from pre-conceived 
notions, is possible only in the present system because 
it permits, as the Seventh Fmance Commtsston 
observed, the induction of persons with a fresh appro
ach and unbiased minds as members every ttme a 
new Commission is set up. 

As for the argument that making the Finance 
Commission permanent would greatly obviate the 
possibility of growing discretionary transfers by the 
Centre the Seventh Finance Commtss10n ltghtly 
pointed out that it was difficult to conceive of a S\·Stem 
which can altogether elimin'·te uch tr•nsfers m the 
widely varying conditions and circumstances in 
which the State Governments may find themselves 
from time to time. It may be added that giving a 
permanent status to the Finance Commission will 
by itself not acceed in doing aw;· y wtth the need for 
discretionary transfers from the Centre to the States. 
On the other hand, it will largely depend on butld
ing up the financial where-withal of the States, to 
which Finance Commissions transfers contnbute Ill a 
significant manner. 

There is yet another point made out in sup~ort 
of the suggestion to made the Fmance CommtssiOn 
permanent. It is said that one defe~t of the present 
arrangement lies in the . absence ot provtston ~or a 
continuous review of Umon State financtal relations. 
Significant emphasis has been laid, in this connectiOn, 
on preserving some stability and contmutty by ne~ssary 
changes in the compost I ton and tenure ot the 
Finance CommissiOn, whtch should be made a standmg 
body. Further, it has been emphaSISed that for a 
continuous review of Union State financtal relattons 
it would be necessary to collect, compile and analyse, 
on a continuing basis, date and information relatmg 
to various aspect of the finances of the Centre and 
the States, special feature~ of parucul~r reg10ns 
and States and the factors affcctmg thetr finances 
and it has been urged that a permanent Fmance 
Commission alone could undertake thts task pur
posefully. 

The crux of the matter is, whether a continuous 
review of Union State financial relationship of the 
kind contemplated is possible only by ~ permanent 
Finance Commission, or an equelly effective arrange
ment can be devised for ensuring such a review without 



disturbing the tenure of the Finance Commission. We 
have seen earlier how on various considerations, the 
balance of advantage would very much lie in favour 
of preserving the present set up of the Commission. 
In fact, for achieving the objective of a proper review 
of Union State financial relations, what is particulcrly 
significant is to conduct regular studies and collect 
and ana lyse all relevant data pertaining to the various 
aspects of the finances of the Union and the State. 
If the Finance Commission is made a permanent 
body merely for conducting such studies and collecting 
Jelevent data, it would be sheer waste of time for 
such an august body because the task can be very 
wen assigned to and performed by a qualified and 
fully equipped study call set up for the purpose which 
can assist the Finance Commission by providing ready 
made materials based on regular studies undertaken 
and completed by the cell. In fact, all Finance 
Commissions have laid stress on the usefulness of 
studies by such a cell. 

It was on the recommendations of the first Finance 
Commission that such a cell was established in the 
President's Secretariat. But on the recommendations 
of the Taxation Enquiry Commission, it was later 
transferred to the Finance Ministry. The Fourth 
Finance Commission (1956) found that the cell consi
sted merely of some ministerial staff. The position 
does not appear to have improved in any significant 
manner since then as would appear from the obser
vation of the Seventh Finance Commission that the 
arrangement was inadequate. We feel that the recom
mendations, which the Commission made in this 
connection should be implemented in letter and 
spirit. It said it will be extremely useful to future 
Finance Commission and greatly facilitate their work 
if can expert on political agency were to be established 
by the Central Gdvernment and were to perform such 
functions as the Secretariat of the Commission is 
expected to perform. The Commission wanted this 
agency to play a watching and advisory role with 
regard to Centre-State financial relations gener~ lly. 
The agency should be vested with sufficient authority 
to call for and be furnished all relevant information 
from the Union and State Government. The Com
mission also thought that this expert agency should 
also be concerned with proper implementation of 
the accepted recommendgations of the Finance 
Commission. This agency, on appointment 
?f a Finan~ Commission, should get merged into 
1ts secretanat. 

We would very much favour the creation of such 
an agency in the light of the recommendations of 
the Seventh Finance Commission, for we feel that 
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if such an agency is built up along the lines indicated 
by the Commission, it would go a long way towards 
achieving a purposeful review of Union State financial 
relations on a continuing basis, and would greatly , 
meet the point which is made out as a ground for . 
making the Finance Commission permanent. 

The Seventh Finance Commission did not indicate 
whether the proposed agency should be located in 
the Finan~ Ministry or in the Planning Commission. 
We ar~ _mchned to think that since the Planning 
Comm1ss1on IS already~engaged in research in various 
~elds relating ~o eva~uation of plan programmes, 
Jt has a defimte onentation towards research by 

subject matter specialists and experts, it will be · the 
appropriate place where the proposed agency should 
be located. The present cell under the Finance Ministry 
can very well be shifted there to take over all the 
tasks indicated by the Seventh Finance Commission. 

In view of what has been explained in the preceding 
paragraphs, we do not see any need to make the 
Finance Commission permanent. 

In the earlier paragraphs, we have also elaborated 
our approach to the respective roles of the Finance 
Commission and the Planning Commission. Since 
we do not advocate any particular change in the 
r~la~ive functions of. the _two we do not envisage any 
s1gn1ficant mod1ficatwn m the role of the Planning 
Commission either, except emphasising the point 
of suitable measures to achieve a better Co-ordination 
between the functions and working of the two Com
missions. 

·5.10 There is no denying the fact that there has 
been considerable rise in the volume of public ex
penditure undertaken by the Centre as well as the 
States. It is also true that the total quantum of resources 
transferred to the States through the Finance Com
mission and the Planning Commission have also been 
going up from year to year. It, however, does not 
follow automatically from the above stated position 
that the rising volume of total transfer of funds to 
the States has resulted in inefficiency or lack of economy 
in expenditure. 

It is true that Finance Commissions · have not 
laid down or applied specific norms to see whether 
the States are exercising proper economy in ex
penditure. That does not mean, however, that the 
Finance Commissions have been accepting whdever 
expenditure is shown by States in their forecasts of 
revenue and expenditure for the devolution period. 
The Commissions have been reassessing the forecast 
of the State by applying certain considerations 
notable among which are suitable rates of growth 
by which individual items of revenue and expenditure· 
may be expected to increase annually. In other 
wards, such a methodology provides for a measure 
of guaranteed against wasteful expenditure. 

The Eighth Finance Commission has taken note 
of the criticism made against the Finance Commissions 
that the "gap filling" approach adopted by them 
encourages the loss well managed States to squander 
resources. It has met this point of criticism by saying 
that 'it is not as if the Finance Commissions accept 
the forecasts sent by the States at their face value'. 
We, like all previous Finance Commissions. have 
realis_tically re-assessed the forecasts and applied 
certam norms. Our approach has been objective 
both on the revenue and expenditure sides. 

Periodical assessment by the Finance Commissions 
of e~penditu~e of States on non-plan account by 
applymg certam norms holds out a premise that the 
States ~ould exercise desired. care in ordering their 
expenditure. None the less, It may not be difficult 
to point out instances of avcidable waste in public 
expenditure. At the same time, it cannot be contended 
that such inefficient or wasteful expenditure has been 
th.e consequen~ ~f transfer of ~esources through the 
Fmance CommiSSIOn. One may like to take exception 



to certain items of expenditure undertaken by the 
States, such as that on socia I services. This, again is 
a question of value judgment. The growing keenness 
of St~tes.to provide social services on incre< sing 
scale IS m accordance With public policy accepted 
by them. Similarly, expenditure on emoluments of 
staff constitutes another areas where lack of ecomony 
may be hinted at. However, it should be realised that 
a predominant part of the States' expenditure on 
emoluments of staff consists of payment of dearness 
allowance at Centre rates. Here, it may be pointed 
out that rise in prices, which is the factor responsible 
for payment of increasing number of States of dearness 
allowance, is a matter which is .beyond the Cc ntrol 
of the States. Moreover, the Centre having shown the 
way by paying dearness allowance to their employees 
the States are hardly left with any scope of independent 
action in the matter, However. this inescapable 
expenditure incurred by the States cannot be attri
buted to transfer of resources to them through the 
Finance Commission. 

The valume of expenditure has undoubtedly 
been growing. The correct perspective, however, 
would be to recognise that there has been substantial 
rise in prices during the Iast thirty years. The volume 
of public expenditure in real terms, therefore, would 
be much less than what it is money terms. 

Last, but not the least, important factor is the Plan 
expenditure which also has been increasing from 

' Plan to Plan. Not only development expenditure 
but also non-developmental expenditure has grown 
on account of planning, because it has necessitated 
growth of administrative and other services. The 
transfers through the Planning Commission to meet 
the Plan requirements have, therefore, been going 
up. The priorities of Plan projects having been fixed 
and the periodical reviews undertaken by the Plan,ning 
Commission to assess the progress made in achieving 
the financial and physical targets set in different 
fields, it cannot be said that the sheer volume of 
plan transfers leads to inefficiency or lack of economy 
expenditure. 

Fiscal equalisation has not been a pronounced 
objective of any Finance Commission. It is for the 
first time that the Eighth Finance Commission has said 
in explicit terms that it was too late in the day for 
any one to argue that backwardness should not be 
a factor in allocating resources between the States. 
On that promise, the Commission made an advance 
towards equitable distribution of resources but yet it 
could not correct the prevailing imbalances in 
one attempt. The declared goal of planning has 
been rapid economic development with balanced 
regionaal growth. But ver thiry years of planni~g 
has not succeeded in removal of regwnal economic 
inequalities. The phenomenon is well reflected in 
persistant disparity in public expenditure of States. 

The Seventh Finance Commission computed 
variations in total (Plan and non-Plan) expenditure 
of States during the span of period between 1961-64 
to 1974-77. To cite but a few example of some States, 
the per capit;l expenditure of Punjab rose from 
Rs. 104· 58 to Rs. 275 91, that of Uttar Pradesh 
rose from . Rs. 28. 62 to Rs. I 23 · 30, and of Bihar 
it rose from Rs. 27 ·51 to Rs. 92 ·75. Despite this 
rise in per capita expenditure during this period, 
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it was found that the per capita expenditure of Bihat 
continued to be lowest in both the relevant years. 
The per capita expenditure of Uttar Pradesh was 
second lowest in 1961-64, whereas in 1974-77 it 
improved its position to become the third lowest, 
the other two being Madhya Pradesh and Bihar 
in that order. On the other hand, Punjab continued 
with highest per C()pita expenditure. In 1961-64, 
Maharashtra had the fifth highest per capita expen
diture of Rs. 50· 56 as against the highest per capita 
expenditure of Rs. 104 ·58. In 1974-77, Maharnshtra 
not only moved up to occupy the second highest 
position in terms of per capita expenditure, but also 
the distance from the highest per capita expenditure 
(Rs. 275 ·91) of Punjab was consider< bly reduced 
in comparised to the distance obtaining in 1961-64. 
If we look at the ranking of States in terms of per 
capita expenditure during the period, we will lind 
that w bile the position of some States has considerably 
improved, that of some others has either not improved 
at all or shown only nominal improvement. In our 
case, the position has stagnated with lowest per capita 
expenditure during the whole period. 

If we take into account per capita expenditure 
of States on two important items like education und 
medical and public health over the last thirty years, 
we will find sufficient evidence of disparities in expendi
ture. The per capita expenditure on the aforesaid 
two items of certain States over the period is shown 
below: 

Education Medical and 
Public Health 

State 1951-52 1980-81 t951-52 1980-81 
(BE) (BE) 

Bihar 0.9 33.82 0.5 10.40 

Orissa 0·9 4t ·72 0·5 22·67 

U.P. I ·2 29·62 0·5 14·21 

Punjab I ·5 71 ·90 0·7 29·81 

Bombay (Now Maharashtra) 2·8 60·7t t ·0 25·68 

Gujarat 53 ·10 2t ·68 

West Bengal I ·3 49·02 1·6 22·70 

The table above distinctly reveals the wide dis
parities in per capita expenditure on the two selected 
items of public expend1tute. Tht t there has been 
no uniform pattern in the rise in per capita expen
diture over the period 1951-52 to 19~0-81 in respect 
of different States also goes to show that the disparities 
have adversely ~ ffected the backward States like 
Bihar. 

Here it may be remembered that there has been 
considerable rise in prices during the last thirty years. 
Therefore, the per capita expenditure, if expressed 
in real terms will be far less than m money terms. 
In other wo;ds, the. improvement in per capita ex
penditure of States IS more apparent than real. It 
is no wonder, therefore, that inspite of the planning 
process extending _over a period exceeding thirty 
years economiC mequahlles persist unabated and 
back~ard States like Bihar continued to lag behind 
the more fortun~te States in the matter of adminis
trative, social and economic service to the people. 



S.ll The present mechanism of transfer of resources 
consists mainly of two channels, the Finance Com
mission and Planning Commission. It is said that 
this duality leads the States to present their estimates 
and forcasts of revenues in two different ways to the 
two Commissions. The observation is not entirely 
without foundation. The reason for presenting different 
esti .na~e to tne two C mmissi~.ns is L1at they apply 
diffe ent criteria and arrive at dillt:rent results. 

It has been the practice of the Finance Commis
sions to relate the quantum of grants-in-aid to the 
budgetary gaps of the States as the budgetary gaps 
are taken to reflect the needs of the States. The Plann
ing Commission, on the other hand, assesses the 
need of the States with a view to identify surplus that 
can be made available from the non-plan side to be 
utilised on the plan side. Thus, there is a marked 
difference in the approaches of the two Commissions. 
This basic difference in their outlook also explains 
the possibility of the States presenting two different 
estimates of revenue and expenditure to the two 
Commissions. 

In order to qualify for the whole Central Plan 
assistance, a State has to be mobilise its resources 
to the extent agreed upon in the plan discussions. 
For this purpose, as State is under compulsion to 
restrict its non-plan expenditure to the utmost in 
order to produce a revenue surplus of the order 
estimated by the Planning Commission. In this context, 
the revenue surplus as estimated by the Finance 
Commission is not taken into consideration. But 
When a State approaches the Centre for any non
plan requirement, its demand is examined by the 
Central in the light of the recommendations of thl! 
Finance Commission and the revenue surplus or 
revenue deficit assessed by it is taken into account. 

This is not only disadvantageous to the States, 
but it also tends to encourage them to prepare and 
present two different estimates of revenue and ex
penditure to the Finance Commission and the Planning 
Commission. Since the Finance Commissions assess 
the needs of the States in terms of fiscal gaps, there 
may will be a tendency on the part of the States in 
sheer self interest to dr; w their forecasts in such a 
manner as to show a revenue deficit on non-plan 
account. The remedy will be in change of approach 
of the Finance Commission, so that the budgetary 
gaps alone are not deemed to truly reflect neads of 
the States. Instead, objective criteria to assess relative 
needs of the Stutes in physical terms is likely to con
siderably reduce the possibility of exaggerated 
revenue-deficits. 

We do not think that the transfer of resources 
and the manner in which it is effected has inherent 
propensities to cause financial indiscipline, the transfer 
of resources under the Finance Commission's 
recommendations or through the Planning Commis
sion are made in accordance with set principles. 
Both the Commissions apply rigorous tests to assess 
the revenue and expenditure accounts of the States 
and to some ext •. nt, States which err on the side of 
extravagance or financial laxity suffer because they 
~o not always get full credit or excessive expenditure 
mcurred by them. The Planning Commission deter
mines the Plan size of the State keeping in view the 
States efforts in raising additional resources and 

116 

failure to achieve the set targets for resource mobi
lisation affects the plan size. Thus the States are 
chestened to exercise desirable restraint on extravagant 
expenditure. 

The more fact of the size of transfer of resources 
can h. 'dly lead to the consequence of fin. ncial 
indiscipline, firstly because most of the expenditure 
is incurred on earmarked purposes and, secondly, 
all public expenditure is sut--ject to audit by the 
Comprtoller and Auditor General of India and also 
scrutiny by the Public Accounts Committee. The 
Plan expenditure is to be incurred in accordance 
with the plan allocations on schemes or projects 
approved as part of the State Plan. Both the financial 
and physical performance is constantly under watch 
of the Planning Commission. These safeguards 
tend to provide sufficient safeguard against financial 
indiscipline. 

It is not suggested, however, that there is no 
instance of financial imprudence. All that is intended 
to point out is that instances of financial impropriety 
or wasteful expenditure, wherever they occur, are 
because of the failure of the authority spending 
public money to observe the rules of financial propriety 
and should be attributed to the mechanism of transfer 
of resources. ' 

In the wake of programme of planned develop
ment, public expenditure has risen considerably. 
With the increase in the scale of expenditure of public 
funds, the changes of leakages or waste are likely 
to increase if adequate controls are not exercised. 
There may have been some instance of insufficient 
control exercised over public expenditure or ignoring 
or condoning lapses in financial discipline. But these, 
again, are failures on the part of authorities empowered 
to direct and control expenditure of public funds 
and the mechr nism of transfer of resources cannot 
be said to have provided the impulse for such 
lapses. 

What can be called populist measures depends 
upon the relative importance attached to the various 
programmes or activities undertaken by the Govern
ment. Some would give lowest priority to schemes 
of social welfare and would invest any programme 
undertaken in this connection as being pop.ulist in 
nature or unproductive. Every activity has a hard 
core of real content. If the programme is implemented 
in right earnest, social welfare schemes add to the 
enrichment of the lives of the I rge masses and create 
a wide measure of satisfaction. Such activities, there
fore, should not be regarded wasteful or unproductive. 
The social benefit that they produce has undobuted 
value. 

It is difficult to establish a definite linkage between 
adoption of what is called populist measure and 
the mechanism of transfer of resources. Neither 
the quantum nor the manner of transfer of resources 
seems to have a bearing on adoption of a populist 
measure. If a government is so obvious of its res
ponsibilities towards the people that it loses its sense 
of priority, it can go about undertaking any measure 
irrespective of its usef u\ness or value vis-a-vis other 
pressing requirements. We have no such instance 
in view. 



5.12 We are in agreement with the broad approach 
that the bulk of the resource transte r should be by 
way of devolution of tax shares and tile role of crants
in-ai d should, as far as possible, be supplementary. 

In this connection, it would be relevant to recall 
that the fifth Finance Commission had expressed 
the view that the aim of a reasonable policy of transfer 
of resources should be to minimise ·the number of 
States receiving grants s, • that the State's need for 
additional resources should be met, as far as possible, 
by devolution of taxes rather than by grants. Similar 
views had also been expressed by earlier Finance 
Commissions too. Similarly, the Seventh Finance 
Commission reiterated this broad preposition. 

In expressing our agreement with this approach, 
we have two main considerations in mind. Devolu
tion by way of tax shares will always take place 
on the basis of equitable principles evolved by 
Finance Commissions and uniformly applied in 
the matter of distribution of respective share of the 
States. As such, it will mean assured devolution to 
the States on this account, also because tax shares 
will not be dependent upon the budgetary needs 
as assessed by the Finance Commissions, so that 
irrespective of whether there is a surplus or deficit 
in the forecast of resources, the States w1ll get the1r 
legitimate share out of the divisible pool of taxes 
in accordance with the principles decided by the 
Finance Commission. 

Secondly, if bulk of th: resoUl·ces transf cr takes 
place by way of tax shares, 1t w1ll offer an opportumty 
to the States to have the benefit of sharing the increas
ing bouyancy of taxes raised by the Centre and shares 
with the States. It will be of distinct advantage to a 
backward State, like ours, which stands in the dire 
need for additional resources for strengthening its 
finances to meet the ~ver increasing responsibilities 
to provide administrative, economic and social 
services to its people. 

5.13 The principles mentioned above give primacy 
to bridging of fiscal gaps of States by Grants:m-ald, 
which would not have been exceptiOnable 1f, Instead 
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· of normative approach followed in making assess
ment of such gaps by limiting it to budgetary gap 
alone there had been an attempt to measure the 
finan~ial needs of States on the basis of a methodical 
appraisal of physical ~tandards of the levels of 
social ecotwmic and admmistrauve services, that 
cou!ct' have resulted in exposin!l in sharp focus the 
States of economic and social backwardness of 
States, which really stand m need of assistance. 

In fact, we are inclined to hold the. view that 
there is nothing in Art1de 275 wh1~h lnmt Its opra
tion to filling up any gap. The provisions contamed 
in this Article speak of States which may be ~eter
mined to be in need ~f assistance, and t~ere 1s. no 
indication, explicit or 1mphc1t, m the said Article 
that the assistance >hould be extended. only to fill 
up revenue gap. Therefore, what the Fmance Com
missions bad been doing amounts to attachmg re_s
trictive meaning to the provisions of Article 275 m 
recommending grants to States having regard basically 
to their revenue gaps left after devolutiOn of their 
share out of taxes and duties. 

Therefore, we would urge that budgetary gap 
should not be deemed to reflect the needs of States 
to as to be covered by grants under Article 275. 
Instead, it would be in keeping with the spirit of the 
provisions of Article 275 to determine the States to 
be in need of assistance by measuring their fiscal 
need>, and distinct from budgetary gaps. based on 
an assessment of the relative standards of social, 
economic and administrtive services availabl.: in 
different States. As a consequence, the gap on re
venue account of States, should cease to have over
riding influence on determination of needs of States 
for being entitled to Grants-in-aid. 

The second principle enunciated by the Seventh 
Finance Commi>sion will, to some extent, narrow 
down inter-regioaal disparities in the level of admi
nistrative and other services. However, for this it 
would be necessary to adopt such a viewpoint in 
determining upgradation grants as would assure 
certain basic minimum standards of such services 
irrespective of State boundaries. It should, at the same 
time, be realised that equalisation grants alone would 
not succeed in serving the objective sought to be 
achieved by this principle. Equally important is to 
~ ppreciate that the real purpose of devolution is 
not merely to extend to States a share on the principle 
of compensation for h,. ving joined the union, , r. to 
fill up their revenue gap, but to lend an equilibrium 
to their precarious finances so that their resource 
base is strengthened to enable them to become 
financially capable of generating sufficient surplus 
for investment in order that the objective of equilisa
tion of standards can be attained. 

We subscribe to the principle that grants-in-aid 
should also be given to individual States to enable 
them to meet special burdens on their tlnanccs 
because of their peculiar circumstances or matter 
of national concern. In this connection, we would 
like to draw attention to certain consideration re
levant to this problem. Problem of. special nature 
would entitle States for grants-in-aid, for this pur
pose, expenditure incurred by a State li)<.e ours on 
floods and dr0ughts, which have verily become a 
regular feature, should qualify for grants-in-aid. 
The existing policy and arrangements for financing 
of relief en~nditurc does not take full cognisance 
of this principle and Central assistance is given 
partly in the shape of grants and partly in the shape 
of loans. In deference to the third principle laid 
down by the Seventh Finance Commission, we would 
urge that the expenditure on floods and dr,,ughts 
cast a specid burden on our finances be~ausc of 
peculiar circumstance in which this State is placed 
on account of recurring floods and droughts. Hence, 
this State should be deemed entitled to grants-in-aid 
on this score. 

There is another matter to which we would like 
to draw attention in this connection. States should 
also be entitled to grants·in-aid to meet burdens 
cast on tham as a result of policies adopted by the 
Government of India. We have to incure heavy ex
penditure on account of payment of DA at Central 
rates to our employees. This is an unavoidable part 
of expenditure, caused largely by federal policy, 
and, the State has little scope for independent action 
in the matter. Therefore, the full brudcn of expendi
ture on this account should be taken care of by 



provision of grants-in-aid. This should be considered 
as a legitimate claim of the States in the spirit of the 
third principle laid down by the Seventh Finance 
Commission. 

As we have urged earlier, the Finance Commissions 
should not interpret the provisions of Article 275 
in a restrictive manner so as to narrow its scope to 
States' needs on revenue account only. We have 
welcomed to hold the view taken by the Seventh 
Finance Commission that it was open to it to 
recommed grant for capital expenditure also apart 
from grants for revenue expenditure under Article 
275. The Commission rightly saw no restiction 
or bar in the operative part of the provision in the 
aforesaid Article against making grants for capital 
expenditure. Such a view was in keeping with the true 
spirit of Article 275, and, at the same time, grants 
extended for capital expenditure in accordance with 
the said view of the impart of the aforesaid Article 
would tend to help the achievement of the objective 
of removal of inter-regional disparities. 

In our replies to several questions, we have re
peatedly stressed the point that the less developed 
States have a legitimate right not only to catch up 
with more developed States in respect of social and 
administrative services and economic development, 
but also to be constantly in a position to go up along 
the ladder of economic progress. In keeping with the 
true nature of federalism, the Union Government 
has the obligation to enable the backward States to 
quicken their pace of progress so that eventually 
regional inequalities cease to exist. From this point 
of view, we consider that differential aid to poorer 
States is a wholesome principle and the Government 
of India would be fully justified in acting accordingly 
to ensure balanced growth by enabling the less deve
loped States to reach the national level of progress 
and development. 

As we have pointed out above, there is unmistaka
ble evidence of overriding influence exercised by the 
gapfilling approach in the methodology used for 
determining the entitlement of States for grants-in
aid. The forecast of revenue and expenditure on 
non-plan account furnished by the States are re-asses
sed by the Finance Commissions in the light of certain 
broad considerations and on the basis of certain 
assumptions. The finance Commissions insistence 
on assuming certain rates of return from State 
Electricity Boards or State Transport Corporations 
is divorced from realistic considerations and the 
normative approach adopted in this respect makes 
the reassessment of States' forecr. sts unrealistic. While 
the legitimacy of expecting returns from such pulic 
enterprises cannot be seriously questioned, at the 
same time it is hardly justified to totally ignore the 
realities of socio-political milieu in which these 
enterprises have been working and the social res
ponsibilities they are expected to discharge. Similarly, 
irrigation projects cannot be linked to a commercial 
venture yet they are expected to yield certain rates 
of returns on investments therein. Assumptions of 
this nature underservedly inflate the receipts of 
States _in t~e dev_olution pericd s~ that corresponding 
reduction m thelf revenue gap IS brought about in 
an artificial manner. 
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There is no doubt that the resources of the Central 
Government and the demands thereon have a bearing 
on the devolution of funds to the States. But,' at the 
same time, it cannot be forgotten that compared 
to the States the Centre has at its command high
yielding, broad-based and elastic sources of revenue. 
Moreover, the Centre does not suffer from the same 
limitations in the matter of market borrowings 
as the States do. Above all, the Centre has the 
exclusive privilege of resorting to deficit financing 
(This is not to say that the Centre's power to resort 
to deficit financing has no limits.). Thus, the Centre 
is endowed with resources with great potential. 
Similar is not the case with the States, whose own 
resources arc:: severely limited but their responsibi
lities are correspondingly great. 

Hence, the Finnce Commissions should take a total 
view of the financial resources of tile Centre and in 
making assessment of the revenue and needs of the 
Central Government, the same criteria should be 
applied as is done while assessing the resources of 
the States. Such an attempt was made, practically 
for the first time, by the Seventh Finance Commis
sion and the Eighth Finance Commission has con
tinued the practice. 

The principles laid down by the Seventh Finance 
Commission have been endorsed by the Eighth 
Finance Commission, which has also made it clear 
that these principles are not intended to be either 
exhaustive or inflexible_. How problems will require 
new approach and this is probably what the Con
stitution intended, for, a new Finance Commission 
has to consider the matter every fifth year .. Even having 
said so, the Eighth Finance Commission has not 
brought to bear any new approach on the principles 
followed in dealing with the grants-in-aid question. 
Its methodology has been in accordance with the 
traditional lines. 

It is in respect of upgradation of grants that this 
Commission has traversed some new grounds. 
Till now, the practice has been to allow grants for 
upgradation of administrative standards only in non
developmental sectors. The Eighth Finance Com
mission has, however, rightly chosen even develop
mental sectors, such as education and health, and 
besides has also allowed grant for training of adminis
trative staff. 

According to us, transfer of resources to States 
by way of tax shares should form a major part of 
devolution, leaving a residual role for grants-in-aid. 
However, we would add that it should not be ignored 
that grants have a constitutional sanction behind 
them. The constitutional provision made in Article 
275 for grants-in-aid of the revenues of such States 
as Parliament by law determine to be m need of as
sistance should be viewed in its correct perspective. 

It is an accepted preposition both in theory and 
practice of fiscal federalism that State Governments 
should be given grants for en;uring to their citizens 
an objectively determined level of essential public 
services. For this purpose, the Commission should 
first identify the essential public services and then 
proceed to determine the standard level to which 
such services should be raised. In this connection, 
we would urge that the standards in such services 



prevailing in backward States should be raised to 
attain the le~el at least all States average standard 
of these services. The cost of making up the dif
f~ren~e between the existing standards of these ser
VIces m each State and the desired level to be achieved 
should be deemed to reflect the need of assist a nee 
required by the States and grants-in-aid should 
be extended to meet the requirement so assessed. 
The real purpose of grants-in-aid to States can then 
be better served than by following the present method 
of extendmg grants to States for covering their re
venue gaps. 

5.14 We have made a suggestion to the Eighth 
Finance Commission that the yield from the Special 
Bearer Bonds Scheme should be shared with the 
States. We have pointed out in this connection that 

· the sch(me is linked to income tax. In fact, the pro
ceeds of the bearer bonds are primarily out of con
cealed incomes. Therefore, had the income tax 
authorities taken dfective steps to discover concealed 
income in time and bring them under the net of 
income taxation, the amount of tax realised would 
have, in the normal course, entered the divisible 
pool of income tax, out of which the States would 
have received their due share. Hence, if the incomes 
were concealed a,td could not be brought under as
sessment in the relevant year, it was not because of 
the States that"it happened so. Therefore, now that 
these conceled incomes have been subjected to the 
schemes, the proceeds should not be treated differtntly 
from the yield from the tax on incomes. 

Historically, income tax was conceived· as a balanc
ing factor and it was · believed that share in the 
proceeds of income tax would adequately balance 
the States' budgets. However, the importance of 
the income tax as a balancing factor has considerably 
diminished over the years, as reflected in the slower 
buoyancy of the total receipts of incom~ tax on 
account of several f2ctors, such as, reclassification 
of tax on income paid by companies in 1959, surcharge 
on income tax assuming a permanent character, 
a number of concessi0ns in the structure of income 
tax including raising of exemption limit all of which 
cumulatively resulted in retardation of Central 
Government's efforts in adequately tapping the 
source of tax revenue. 

The resultant decline in the significance of income 
tax as a balancing factor can also be measured 
in quantitative terms. While in 1952-53, income tax 
collections (including surcharge) was of the order of 
Rs. 143.2 crores as against corporation tax collections 
of Rs. 43.8 crores, in 198!-82, the income tax receipts 
amounted to Rs. 1475 ·5 crores as against corporation 
tax collections of Rs. 1970 ·0 crores. The corres
ponding figures according to budget estimates of 
1983-84 were Rs. 1563 ·0 crores and Rs. 2339 ·0 
crores respectively. The buoyancy registered by growth 
in the proceeds of income tax has far lagged behind 
that in the proceeds of corporation 'tax. On the other 
hand, 1 he need to widen the base of tax sharing is 
self-evident and one obvious method by which it 
can be done is to ensure maximum pos>ible collec
tions by way of income tax. Since the proce.eds from 
tho s<:heme have, in essence, all the attnbutes of 
income tax, they should be made divisible. An idea 
of the extent to which the divisible pool will increase 
by such a step can be had from the foot that the 
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first period of sale of these Bearer Bonds in 19&1 
alone resulted in the total subscription amounting 
to Rs. 395 ·60 Hores. 

For these reasons, we have considered it necessarv 
to plead that the proceeds of the Bearer Bond's 
scheme should be shared with the States. 

We have also suggested to the Eighth Finance 
Commission •hat the deposits under the' Compulsory 
Deposit (Income Tax Payers) Scheme should also 
be included in the divisible pool. Under this scheme 
a pre~<:ribed percentage of the current income ha~ 
to be deposited for a period of five years. The net 
deposits, therefore, are available with the Central 
Government for the said period. It add~ to the resour
ces of the Centre in the same way as income ta't. 

I~, however, it is held that it is not a tax but only 
a .kmd of sav~ng, hke any other scheme of .aving, 
With the only dtfference that while other saving schemes 
are voluntary, saving under thi~ ~chcme is enforced 
compulsorily, then, in the case too, the total net 
collections under this schtme can very well be treated 
at par with ~mall saving collections, and at least a 
part thereof can be made over to the States. The 
amount so transferred to the States can be treated 
as loan in perpetuity as the Seventh Finance Com
mission had recommended in respect of loans to 
States out of net small savings collections. 

The raising of administered prices by the Govern
ment of India affects the finances of the States in 
several Finance Commissions recommend grants 
for upgradation of administrative standards in certain 
sectors and the Eighth Finance Commission also 
allo.wed capital gr~nts for !!ndt;rt<t~ing certain building 
proJects. But while makmg esttmates of costs in
volved in construction of buildings, it assumed 
fixed costs for the devolution period. On the other 
hand, increase in administrated prices of iron and 
steel and coal resulted in inescapable increase in the 
cost of building materials. The result has been that 
despite best intentions and c !forts, we have not been 
able to fulfil the physical targets with the given amount 
of grants. The Central Government has declined to 
meet the extra costs involved on this account. The 
only option left to us is to find additional funds to 
achieve the physical targets, which means unexpected 
strain on our finances. The alternative of giving up 
the building projects is limited because the buildings 
under Construction cannot be left half way and have 
to be completed. This is really an unenviable 
position. 

For these considerations, we think that suitable 
modification in the policy relating to' administered 
prices is called for. We are not in a position, for 
want of information, to say how much of increase 
in these prices are attributable to exciso duties and 
what part is on account of covering losses being 
incurred by the undertakings of enterprises of the 
Central Government. These can be studied and the 
practice should be reviewed. We, on · ur part, believe 
that either the practice should be stoJ)ped and the 
desired objective may be suitable adjustments of 
usual excise levies on these projects or certain part 
to the proceeds from the increase in administered 
prices may be shared with the States according to 
some wholesome principles. 



We are not aware of any other such claims made 
for sharing the non-tax re\enues of the Centre. 

5. I 5 Oenerally the saving of the community is 
reflected in the Bank Accounts. Savings also find 
access to life Insurance Corooration, General 
Insurance Corporation. Unit Trust Scheme, Deben
tures. Shares of both Private and Public Undertakings. 
Presently there does not exist any yardstick on which 
the resources mobilised by these institutions is shared 
between the State and the Centre, nor is there any 
definite crit rion for its distribution between Public 
Undertakings and the Centre even. Presently the' 
distribution of the deposits of the resources mobilised 
by the Commercial Banks is shared between the 
Banks and the States through the trend of Credit/ 
Deposit ratio. Similarly the resources mobilised by 
other Public Undertakin!!S like LIC/GIC etc. is 
shared between the depositor States and these in
stitutions through a devise which is evolved by the 
Planning Commission/Ministry of Finance in course 
of appraisal of the States resources for executing 
Annual Plans. This is an indirect, rather an oblique 
way of sharing of the resources which is neither 
need-based, nor based on the quantum of deposit 
made by the individual States. Thus, the resources 
mobilised from the savings through the public 
Undertakings like Banks and other institutio_ns 
is not passed on to the State on any set principle. 
The existing system, therefore. requires modifications 
in the interest of the State which contributes towards 
the mopping up of such resources. 

5.16 The question seeks tc> highlight some of th se 
phenomona of Central-State financial relations which 
eventually culminate in the fiscal imbalance of the 
States manifesting in their mounting indebtedness. 
They are : (i) growth of budgetary deficits of the 
States at a faster rate than that of the Centre, and 
(ii) because of th.e increasing d~ficit of the Centre, 
a declining trend in the percentage of its revenue 
receipts being tran~ferre(1 tc the St:•tes inspite of 
there being a substantial increase in these transfers 
in absolute terms. 

Growing budgetary deficits of States indicate the 
fiscal imbalance which ""S gripped them. Apart 
from other reasons, the basic cause of such a situation 
is the lack of correspondence between the resources 
and responsibilities of the States. The vertical fiscal . 
imbalance in the Indian fiscal system explam' the 
phenomenon of the unstable finances of the States. 
While the share of the States in the total revenues 
of the Centre and the States has been around 30 
per cent, their share in the total revenue expenditure 
of the Centre.and St~tes hos been above 50 per cent. 
This divergence denoted centralisation <?f r.evenue 
collection at the Centre and decentralisatiOn of 
revenue expenditure amongst the State~- This, 
in other words, shows the extent of vertical fiscal 
imbalance with which our federal fiscal system 
suffers. The increasing trend of budgetary . deficits 
of the States in a logical consequence of the sttuatwn 
in which the States do not have ~ufficient resources 
at their command to meet their indispensible ex
penditure commitments. 

Tax devolution has acquired a position of pre
dominance in lending support to the finances of State 
Governments and the role of grants through the 
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Finance Commission has become relatively unimport 
ant as a source to help to the States. There has betli 
significant increase, in absolute terms, in the tota 
quantum of fiscal transfers to the States. Yet i1 
relative terms. there has been a decline in the precen 
tagc of net devolutiun from the Centre to States t1 
the aggregate receipt of the Central Government 
In 1972-73. the net devolution of resources from th< 
Centre to the States formed 33.6 per cent of the aggre 
gate receipts of the Government of India. Thi 
percentage has come down to 27. I per cent in 1982-8: 
(B.E.). Looked at from another angle, the ne 
devolution of resources from the Centre to State 
as percentage of aggregate receipts of State Govern 
ments has also gone down from 27 ·2 in 1972-73 t< 
34 ·3 in 1982-83 (B. E.). This should mean that th1 
support lent to State finances by devolution of resour 
ces from the C:ntre has diminished over the years 

Chronic disequilibrium ill State finances onlJ 
shows that the lack of correspondence between thei1 
resources and responsibilities has not been removec 
despite large transfer of funds to the States. It i1 
true that fairly lc rge amount of resources on revenut 
account are available to the ·States. It can als< 
be said th" t they have sufficient freedom to furthe1 
raise resources on revenue account. But the samt 
cannot be said ab( ut the capital account of tht 
States. Their freedom to borrow has been restrictec 
to a certain extent in as much as the consent of tht 
Centre is necessary precondition for borrowing b) 
States in base of outstanding Central loans for re· 
payment. Market borrowings pl~y a comparativd) 
modest role in the capital finance account of the 
Stat~s. Therefore, :he States have to depend on th' 
Union loans for financing their capital programmes 

Since the St" tes are not able to meet even thei1 
normal rev~nue requirements by thelr own revenues 
it is only in~scapable that Central loans have comt 
to play a significant role in fhancing capital expen· 
diture of he States, whicl1 has led to increasin~ 
burden of Union loans on the States. Plan loam 
account for a great deal of indebtedness of tht 
States to the Centre. 

We would have the opportunity of offering out 
comments in detail on mounting indebtednes! 
of the States in our r,~t:>ly to question number 5 .17. 
We would only point out that the observations 
made by the A.R.C. Study Team on Centre-Statt 
Relations about ~xces>ive indebtedness of the State! 
still held good. 

5.17 We may begin with an attempt to see hov. 
far periodical review of the proble'ms relating to 
growing indebt~d~ess of the States by. success.ive 
Finance Commtsswm has succeed~d m tackhng 
this problem. Th~ provision for quinquenial review 
of Union-State financial relations, in all aspects, 
by a Finance Commission offers a unique opportunity 
to have a close look at all problems concerning the 
finances of the Union and the States, including the 
complexities of ind cbtedness of the States, in the 
light of chang~ in circumstances, which mig\t have 
taken place during the period intervening betweeD 
the constitution of two Finance Commissions 
From that point of view, a periodical review shoul< 



be useful for a proper understanding of the implica
tions of developments in this field so as to evolve 
appropriate correctives to deal with anomalies in 
the indebtedness of States. 

Periodical review by the Finance Commission 
has obvious utility in the sense that the nature and 
extent of the problems arising from States' indebted
ness to the Centre can be brought out in sharp focus 
and the relative debt position of States can be studied 
in. the light of changed circumstances and appro
priate measures suggested to deal with the matter. 
Such review can however, be of only limited 
value of the opportunity is used by the Finance 
Commission merely to suggest short-term solu
tions of ad hoc nature so that th~ basic problem is 
left to perpetuate itself. 

The observations of the A.R.C. Study Team about 
excessive indebtedness of the States still hold good 
despite the deliberations of past Finance Commis
sions and remedies suggP.sted by ti1em to deal with 
this problem. As the Eighth Finance Commission 

· has estimated, the States' indebtedness has doubled 
in the last five years i.e. from Rs. 18,785 crores at 
the end of 1978-79, as estimated by the Seyenth 
Finance Commission, to Rs. 37,406 crores at the end 
of 1983-84. This only goes to show that short-term 
measures of ad hoc nature have proved unequal to 
the task of tackling this issue on a long-term basis. 

It is not unexpected that central loans have also 
doubled from Rs. 13,463 crores to Rs. 27,059 crores 
in· the last five years. Thus, out of the total debt 
liability of the States amounting to Rs. 37406.03 
crores, the loans from the Central Government 
constitute more than 72 per cent of the total debt 
burden of the States. In the case of Bihar, the Central 
loans constitute about 80 per cent of the total debt 
liability of the State. Looked at from another point 
of view, the Eighth Finance Commission has estimat
ed that the Central loans to the States outstanding 
as at the end of 1983-84 constitute 38. II per cent 
of S.D.P. (average for 1976-79). As against this, in 
the case of Bihar, outstanding Central loan consti
tute 53.72 per cent of S.D.P. of the State (average 
for 1976-79). 

Thus, a predominant component of the total debt 
liability of the States is on account of indebtedness 
of the States to the Centre. The Central loans arc 
advanced to the States both in the form of Plan and 
Non-Plan assistance intended for development and 
non-development purposes. An example of loan 
advanced for non-plan revenue expenditure is the 
one given to enable the States to clear off their over
drafts with the Reserve Bank of India. Plan loans 
are intended for development purposes. Then, there 
are loans provided for non-development programmes 
like financing of relief expenditure. 

The dominant share in the States' indebtedness 
to the· Centre is attributable to central loans for 
financing development projects and such loans have 
been accumulating year after year. As the Eighth 
Finance Commission hP s pointed out, "the pheno
menal growth in the State>' indebtedness testifies 
to the compulsions for financing a large part of the 
plan outlays through borrowings." As the States' 
17-288/87 
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revenue resources have not succ,•e,k•l in keeping 
pace with their expanding requirement<, they have 
to be dependent upon the Centre"s transt".:rs t,, 
meet their requirements. In such a situation, the 
States have no alternative but to finance their deve
lopment outlays by borrowingi. Their market 
borrowings being under the control of the Centre, 
there is a limit which they could raise public debt 
directly by resort to market borrowing~. Hence 
the consequence that they have to be dependent 
upon Central loan~ for financing a large part of 
their plan expenditure. 

We agree with the observations of the Eighth 
Finance Commission that there was 'nothing basically 
wrong in the growth of public debt with the e~p,md
ing public functions. no Government, particularly 
in developing economy, can undertake large sc·ale 
programmes of development without recotu·sc to 
public borrowing.' We also appreciate the point 
that the relationship between the Union and the 
States is one of partnership, in which loans constitute 
a11 important mechanism for transfer of resources. 
Yet what causes deep concern to us is (i) the growing 
volume of States' indebtedness to· the Centre, (ii) 
the mounting interest charges, and consequently, 
(iii) smaller funds left available for meeting develop
mental requirements. 

Let alone the swelling volume of Union loans, a 
major cause of constant worry to us has been the 
increasing debt servicing liability. The total repay
ment liability (including interest) takes away a sizeable 
chunk of the total assistance received from the Centre, 
leaving reduced resource ·with the State. The actual 
position can be. seen in the table below :-

l. Central Assis
tance 

(Rupees in crores) 

1979-80 1980-81 1981·82 1982-83 1983·84 

215·86 257·01 247·86 247·25 

2. Repayment of 
loans to the 
Centre . 51 ·09 63 ·54 78 ·56 44 ·96 

3. Payment of In
terest to the 
Centre . 26·99 105·23 83·66 96·05 

1-(2+ 3)- . 137 ·53 148 ·24 85 ·64 56 ·24 

---·-----------· 
1t would appear fro_m the ab?ve table that the 

financial burden of Umon loans m terms of ann_ual 
financial transfer from the State budget to the Umon 
budget has set in motion a disquieting trend of resources 
flowing out of the State to the _Cen!re at a greater pace 
than the flow in the reverse d1rect1on. Consequently, 
the financial equilibrium of a backward State, hke 
ours has remained continuously upset owing to 
heavy repayment liability. 

Most of the Union loans have been largely for 
creating assets. Hence. it is. often _urged that the 
States should be able to serv1ce the1r debts out of 
return from projects which are financed by these loans. 
It is easier said than done. The States are engaged 
in discharging the responsibility of providing a large 



part of infrastructural facilities for social and economic 
dewlopm~nt. II is needless to point out that invest
ment in such projects is not income-yielding. Even 
!hose projects which can be expected to yield returns 
have long gestation periods and so they do not yield 
requisite income in time. These are some of the 
t:1ctors responsible for mounting debt obligations 
of the States. 

There is another angle from which we can view 
the effect of. Union loans on the States, particularly 
weak States like ours. Central assistance for State 
Plan is composed of 70 per cent loans and 30 per 
cent grant which means that a major portion of the 
debt of the States consists of Plan loans from the 
Centre. This arrangement, though a reasult of good 
deal of discussion, suffers from many c'eficiencies, 
which vitally affect the financial capacity of States 
generally and adversely impinges on the finances 
of weaker States in particular. To recount a few short
comings in the pattern, firstly, it loses sight of the 
capacity of the borrower to repay. Secondly, it does 
not take into account the viability of the schemes for 
which the loans are utilised. Thirdly, it places unequal 
burden on the States unrelated to their capacity of 
repayment in as much as the scheme of central 
assistance tends to accord equal treatment to unequal 
States as . regards the loans and grant components 
of the assistance. Fourthly, it ignores the fact that the 
bulk of tbe Plan outlay has been spent on roads, 
health, and education, water supply, and power 
generation and transmission which provide the in
frastructure and do not yield corresponding returns 
to enable the States to discharge their. repayment 
obligations. 

The result of all this has been that backward States, 
like ours, unlike the developed States, have not been 
able to derive full benefits from the loan portion of 
the assistance received. As there has been larger outflow 
from the State b"udget , to the Central budget 
on account of repayment of loan and interest thereon, 
the net inflow of Centr~ I assistance has shown a 
declining trend. It is natural, therefore, that we have 
not been able to make the requisite investment for 
achieving further economic development and instead 
have been forced to deploy the resources available 
on making the critical minimum effort for creation 
of take-off conditions. Moreover, a fixed ration 
of loan in the Central assistance for all States, irres
pective of their development and financial strength, 
casts unequal burden on the weaker States and further 
worsens their position of over-all deficit. Thus, the 
pattern of Central assistance has failed to serve the 
end of reducing inter-State inequalities. 

Therefore, we consider that one effective way to 
deal with the problem of States' indebtedness to the 
Centre would be to substantially reduce the loan 
component of Central Assistance for financing the 
State Plans. Fixation of Uniform percentage of loan 
component, even at a reduced level, for all States 
would not be capable of enabling weaker States to 
catch up with more developed States. Hence, we 
would suggest that a State having per capita income 
below all-States' average per capitn income should 
be given Central assistance in the ratio of 70 per 
cent grant and 30 per cent loan and the reverse may 
be the case for the States whose per capita income 
was higher than the all-States' average per capita 
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income. Such a pattern would achieve two objectives, 
namely, of reducing the burden of States' indebtedness 
and of producing substantial equalising effect by 
really adding to the resources of the weaker States 
which can b~ spent on development purposes. 

Another significant part of Union loans consists of 
loan given to States to enable them to tide over the 
problem of overdrafts with the Reserve • Bank of 
Indi~.. These loans cover a part of overdrafts. We 
would have adequate opportunity to explain our 
views on the causes of overdrafts and remedies to 
tical with the problem in our reply to question number 
5.21. It should suffice here to point out that it would 
be far too sweeping a remark to say that unauthorised 
overdrafts are a sign of financial indiscipline on the 
part of State Governments. It is not always so. The 
A.R.C. Study Team on Centre-State Relationships 
has pointed out that tight resource position of the 
States has also made recourse to overdrafts unavoi
dable to some extent and, therefore, has morally 
inhibited the application of prescribed correctives 
by the Central Government or the Reserve Bank of 
India. Therefore, the Study Team felt that the real 
remedy lay in revamping the Centre-State Financial 
relationship on the lines suggested by it so as to allow 
the States more elbow room, which will not only 
enable but also compel them to exercise responsibi
lity in matching expenditure to their resources. 

We would be making our suggestions,to deal with 
the problem of persistant overdrafts in our reply to 
question number 5.21. The package of measures 
suggested would go a long way towards remedying 
the situation so as to reduce the imperativeness 
of Union loans to tide over the difficulties created by 
overdrafts. 

Several measures have been suggested by financial 
·experts to deal with the problem of States' indebted
ness to the Centre. Finance Commission have also 
made a number of suggestions to remedy the situation 
of growing indebtedness of the States. The problems, 
however, persists. It appears to us that the Eighth 
Finance Commission has rightly observed that 'so 
long as the liability for repayments to the third parties 
is fully provided for, the indebtedness of the States 
to the Union could contained to grow without any 
detrimental effect on the national economy.' Never
theless, we are of the view that effective steps are 
needed to reduce, as far as possible, to burden of 
Union loans on the States. 

As a short term measure, we would suggest debt 
adjustment by way of writing-off certain loans made 
for socially as well as financially unproductive pur
poses, such as those for drought relief and rehabili

. tation. Similarly loans given in the pa~t by the Cen
tral Government for schemes of modernisation of 
police and police housing, clearance of overdrafts 
and such others should also be written off becau~e 
they do not yield returns. 

The Eight Finance Commission expressed the 
view that in general, n was not in favour of writing 
off of loans since a write off would reduce the pool 
of resources available with the Union for re-cycling. 
Yet as a matter of fact, it did recommend writing 
off 'of l0ans on certain specific accounts, such as 



loans for relief and rehabilitation of displaced per· 
so~s. and has made a recommendation regarding 
wnttlng off of a. part of repayments to be made to the 
Centre by certam States. 

In fac~debt adjustmen.t is a recognised measure 
adopt~d 10 many federat~ons to provide relief to the 
c~mshtuent St< tes. Even 1D Jnd1a, a measure of the 
k1~d of debt adjustment. was suggested by Sir Otto 
N1ameye~ as far back as 10 the year 1935 with a view 
t? extendmg federal fiscal. assista~ce to t~e then pro· 
vm~s. He srud the follow1ng while makmg his sug· 
gestlon : 

"Where financial assistance is to be given by a credi
tor to an existing debter, elementary c ommonsens~: 
su~gests th~t the shor~est and simplest method of 
adJustment 1s by reducmg the claim of the creditor 
on the debtor". 

Ther!!fore, writing-off of unproductive loans should be 
considered an useful short-term measure to bring 
debtrelief to the States. . 

Another accepted short- term measure is reschedul
ing of the existing loans by extending the period of re
payment. Such rescheduling has been recommended 
by the Seventh and Eighth Finance Commissions. 

. These s~ort-term measures are necessary to deal 
w1th the 1mmed1ate problem of providing relief to 
the States and requcing the immediate strain on their 
finances. The long-term objective, however, should 
be to determine afresh the period of repayment and 
rates of interest of different categories of loans having 
due regard to the relative debt burden of the States 
and the nature of purpose on which the loan funds 
are to be spent. Loans for similar purposes should 
not be ~iven on. varying terms. We are also in agree
ment w1th the v1ew expressed by the Second Finance 
Commission that the Union and the States being 
partners in the big enterprise of national develovment 
there is no justification for charging the States more 
than the cost of borrowing. Therefore, while fixing 
the rates of interest, the Government of India should 
not deal with the States as if they were commercial 
bankers. 

Keeping these considerations in mind, we would 
suggest that in future all Union loans should be 
classified broadly in the two categories : (i) Union loans 
for socially productive but financially non-productive 
schemes, and (ii) Union loans for financially produc
tive schemes. The former may embrace non-plan 
schemes relating to health, education, welfare of 
depressed classes, n1ral roads and such others, on 
which the States are expected to meet expenditure 
normally out of their b,1dget. Since there pro
jects do not yield monetary return to the States but 
they have to be implemented in furtherance of social 
and economic objectives, large expenditure may 
have to be undertaken by the States. Therefore, 
there would be need for Union loans particularly 
when such schemes are undertaken at the instance of 
Government of India or as an imperative necessity 
following acceptance of some national policies in 
this regard. The Union loans for such purposes 
should be on long- term basis and the States whose per 
capita income fall below the all-States' average per 
capita income should not be called upon to pay any 
in rest on such loans. · 
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f, Th~ oth~r category of Union loans, thnt is, those 
?r nanc1ally producti~~ schemes such as genera
f.~n and supply of electnc1ty, mdustrial undertakings 
1 e ro11d transpo1t ccrponti< ns etc. me y crrry 

rates cf interest equivalent to statutory of rate of 
return otherwise stipulated for e~cb <f sLch pJ<jects. 
!he luan~. h '.wever, should be treated ns loans 
ID perpetmty. 1 his concept of perpetual loans has been 
accepted by the Seventh Finance Commission in 
t~e case of small savings loans to the States. The Eighth 
~mance Commission has observed that "while it 
IS, no doubt, preferable that public debt is discharged 
throug~ public savings, in . the event of such savings 
be11_1g madequat~ or requ1red for achieving a better 
~ocml or econom1c goal, there 1s no harm in disdlar~
!ng old debts by taking fresh loans." There is whZn 
IS env1s~ged by the philosophy of perp.tual loans. 
In pra~llce too, the Government of India have been 
advancm.g loans to States to dear off their past (,,a 11s. 
So, the 1dea of loans in perpetuity should not be 
i<?oked at as something unprecedented or an anachro
m~m. A~~ ma~ter of fact, the Union loans extended for 
bemg. Ut1hsed 1n financing the schemes of the kind 
mentw!led there should be treated by the Government 
o~ _India .as a form of investment which will bring 
diVIdend m the form of economic and social develop: 
men!. 

As regards small savings loans they should· be 
treat~d as loans in perpetuity. As only the collection 
of w1thd ·awals is divid_d between the Central and 
the States, the Government of India d;> not have to 
pay the share of the State out of their own resources. 
The Government of Inuia had themselves conccd:d 
bef?re the Seventh Finance Commission that small 
sav!ng~ loans stood on a different footing from other 
Umon h;>ans. Henc~, we do not see any point in 
not treatmg small savmgs loans as loans in perpetuity. 

We hope that the measures sugg~sted abow should 
go a long way towards lessening the burden of Union 
loans on the States. It should also tend to make 
.allocation of Union loans more efficient both economi
cally and socially. Nevertheless, we are also not 
oblivious of the position that the suggestions will 
not prove as a final solution to all prohlcms of in
debtedness of the States to the Centre. The enduring 
solution will always lie in strengthening the resource 
base of the States by making available to them greater 
financial wherewithal for which it would be ncces>ary 
to modify the methodology used for a"c's'nent of 
needs of the States. \'.'e have had occasions to ela
borate our views in this regard in our rep lie~ to some 
of the preceding questions. I !cnce. we ncc·d not 
repeat them here. 

5.18 The State Govcmmenh borrow from thre~ 
sources; Reserve Bank of India. the public and 
the Central Government. Here we will confine 
ourselves to the borrowing from the public. i. c. 
market borrowings of the State Governments. Burro
wings from the rest two source have come up 
for consideration in replies to other questions. 

The freedom of the State Governments to borrow 
from the public is subject to limitations on two 
counts; firstly. the extent of authority drawn from 
the comtitutional provisions, and secondly the 
capacity of the State Government concerned to bear 



and absorb the burd~n of borrowing~. According 
to clause (I) of Article 293 of the Constitution, the 
State Governments can borrow within the territory 
of India upon the security of the consolidated funds 
of the respective States subject to such limits as the 
legis'ature of the concerned State may impos~. The 
States are also empowered to stand guarentee to 
loans raised by their subordinate authorities or 
authorities created by the State legislatures and such 
guarantee will be subject to legis!ative control. Thus, 
the Constitution limits the powers of the State Gover•l
ments to borrow within the country from the g~ner.Jl 
public, Reserve Bank of India and the Central Govern
ment. The State have been d:barred from contracting 
loans from outside the Country. 

Clause (3) of the Article 293, impos·!> another 
restriction on the powers of the State Governments 
to borrow. It makes the consent of the Central 
Government necessary to all borrowing; by a State 
Government if the State has outstanding loans for 
repayment to the Centre. Such consent may be 
given on specified conditions as considered appro
priate by the Central Government. 

Thus, it would appear that the constitutional 
limitations imposed on the powers of the State 
Governments in the matter of borrowings comprise 
of (i) restrictions imposed by the State legislat11re 
(ii) the requirement of consent of the Central Govt. . 
on such c~nditions as it might deem fit to prescribe: 
to borrowmgs by the State Government if there be 
any outstanding loans for repayment to the Centre 
or any other outstanding loan for which the Central 
Government had given a gJarantee, and (iii) borrow
ing; will be confined within the territory of India. 

Ti1ese constitutional restrictions on the fr.::edom 
of the State Governments to resort to borrowing 
are reasonable and we see no ground to take ob· 
jection to them. Tne executive authority of the 
State Governments is subject to control by the State 
legislatures and so, if the powers of the States to 
borrow has been made subject to limitations imposed 
by the State legislatures, it has rightly been done 
so. 

To a limited extend, the freedom of the States to 
'borrow has been curtailed in the sense that the con
sent of the Central Government has been made a 
necessary precondition for borrowing in case there 
be outstanding central loans for repayment or such 
other outstandmg loans which had been contracted 
on the basis of guarantee of the Central Government. 
As the Government of India manages the national 
economy and its ftscal and.o~monetary policies have 
all-pervadmg eifects on all economic activities in the 
country, it is only fair that it should oversee the 
borrowing operations undertaken by the States in 
the interest of avoiding adverse monentary and 
fiscal effects arising from uncontrolled borrowing 
powers of the States. 

Since external affairs are the responsibilty. of the 
Central Government, it is only logical that the borrow
ings powers of the State Governments are limited to 
internal borrowings only. No State can reasonably 
asp1re to transgress its local limits and take any step 
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toward~.developing any relationship with any foreign 
power or authority. Hence, they have been rightly 
debarred from entering foreig.1 markets and contract
ing foreiga loans. Attempts in the past by some 
States to first negotiate foreign loans and then app
roach the Government of India to accord 1rpproval 
to such external borrowings practically amounted 
to extra-territorial activities. Resort to such extra
constitutional methods has been rightly disliked by 
the Centre and has correctly evoked criticism by the 
Planning Commission, leading them to warm the 
States against recourse to negotiating foreign loans 
in this manner. 

Exception cannot justifiably be taken to curbs on 
the powers of th~ State Governments as regards 
borrowing abroad. Experience in Australia before 
1929 presents an example how uncoordinated borrow
ing; by the States in foreign markets created political 
and economic problems for the Australian Govern
ment so that the Financial Agreement of 1929 had 
to take care of this matter. Tneframers of our Cons
titution, therdore, rightly foresaw the evil consequen
ces of allowing freedom to the States to borrow 
abroad and so it was proper on their part to deny 
the States the right to borrow from foreign coun· 
tries. . 

It would thus appear that the constitutional r~s
trictions on the freedom of the State Governments 
to borrow are based on unexceptionable grounds 
and are, ther.;:fore, basically sound. 

Since most of the States are indebted to the Central 
Government, they are not in a position to borrow 
without the previous approval of the Centre. This 
position has remained so practically right from the 
beginning of the Constitution. As the Reserve Bank 
of 1ndia is the Keeper of the funds of both the Central 
and State Government and is also responsible, on 
behalf of the Government of India, for the monetary 
policy and the public debt policy, it has been func
tioning as the coordinating agency in the , matter of 
market borrowing policies of the State Govern
ments. Accordingly, it floats the market loans of 
the States keeping in view general economic condi
tions prevailing in the country. 

Market borrowing> are also allocated between the 
diil·erent Stat.:s by tne Reserve Bank of India in con
sultation with the Planning Commission and the 
Ministry of Finance. As such, a well-coordinated 
borrowing policy has evolved. The mechanism 
operating the market borrowing policy and pro
gramme take note of the constitutional provisions 
and in its working has stood the test of time. 

Now, we take up the quc.stion ?f the States' capacity 
to borrow and the restnctwns, If any. The capacity 
of a State to resort to market borrowings would be 
dependent upon the extent of the loans raised. In 
their anxiety to find funds for financing their plans, 
the State Governments tend to clamour for more 
market borrowings regardless of their ability to 
assume the burden caused by increased repayment 
commitments. It need not be forgotton that the 
market loans have to be repaid with interest, Further 
it is . because of unified borrowing policy followed 
by the Reserve Bank of India that the rates of interest 



payable on these market loans are kept at as tow 
!eve! as nearly one thtrd of the ruling market rate of 
mterest. H.ad th~ States the opportunity to float 
loans ~n thetr own P.e~haps the rate of interest payable 
accordmg to prevathng market rates would have 
acte.d as a dampe_r .on the desire of many of them to 
go m for an ambtttous market borrowing progamme. 

There is. anothe~ factor which affects the States' 
o~n capactty t~ ~atse public loans. Generally spea
ktng, the secunttes of the States are less attractive 
and .do not have the same appeal to the investing 
pubhc as those of the Central Government. It is 
common knowledge that the State Governments' 
!llarket loans are not so .mu~h subscribed by private 
mdtvtduals or financtal ~nstttutwns, . but are practi
cally made to be subscnbed by nationalised banks 
L. I. C. and other financial institutions and this i~ 
made possible by a statutory requirement for their 
investment policy. 

There is yet another factor which to certain extent 
is likely to act as a restriction on the capacity of at 
least some of the States to raise public loans. All 
the States do not have equal access to capital markets. 
In fact! eve~ leadmg busmess centres or headquarters 
of nattonahsed banks or financial institutions are 
not evenly dispersed. This factor presents a practical 
difficulty in .the way o( many Stales and were they to 
float large-stze market loans on their own, disappoint
ment alone would have been in store for them. 

One good aspect of the unified policy of market 
borrowings being followed in our country is that it 
takes care of many of the inharent weaknesses in the 
capacity of the States to raise public loans. The 
arrangements devised have succeeded in keeping 
the cost of borrowing cheap for the State Governments. 
Uncoordinated borrowing programmes of various 
State Governments would have resulted in unnecessary 
competit,ion amongst them in ·the capital markets. 
Above all, in the absence of effective coordination 
of the borrowing programmes of different St-ates 
there was little guarantee against the possibility that 
uncoordinated borrowings by the States might 
create difficulties for the working of the monetary 
policies being followed in response to the needs of 
conditions prevailing in the national economy. 

In view of the foregoing analysis, it cannot be said 
that the freedom and the capacity of the States have 
been restricted in any manner which runs counter to 
the constitutional provisions in this respect or the 
requirements of the broad monetary and fiscal poli
cies. It may be added here that giving unrestricted 
authority to the States to compete in the capital 
markets for open market borrowings would inevi
tably mean that richer States, which can pay higher 
rates of interest, would gain at the cost of poorer 
States, because it is they who would attract the 
funds and not the weak States, which cannot afford 
to pay higher interests than what they are now paying 
on account of unified borrowing policy. The result 
will be that a poor State, like Bihar, will have to 
borrow at higher cost which will further impair its 
already weak financial position. 

Therefore, we do not advocate uncontrolled borrow
ing powers for the States. ~ur anxiety lies elsewhere. 
It is with regard to allocatiOn of market borrowmgs 

125 

amongst diflerent. States. In percentage terms, we 
have never been lavoured with more than 7.05 per 
cent of total market borrowings during the period 
1969-70 to 1978-79. A look at the general pa!!ern 
of allocation of market borrm\in~s will also show 
that there is no pre-determined objective or set criteriot 
for such allocation. At least we are not aware of any 
such concrete criteria on the basis of whi,·h alloca
tions are being made. 

We would also like to look at the maner fmm 
another standpoint. The specially classed States 
like, Kashmir, Manipur, Stkkim and Himachal 
Pradesh are being allowed more market borrowings 
m per capita terms than a State like Bihar. Those 
States get plan assistance as outright grant 1\hercas 
Bihar gets .Plan assistant partly as loan and' partly us 
grant. It ts a cardmal prmctple that a State which 
is in a position to repay the loan and bear the burden 
of interest payments should qualify for higher market 
borrowings. If an exception is made for the spcciully 
classed States and they are allowed higher market 
borrowings even if it cannot be said .that they are in 
a better position to bear the debt burden, on the same 
grounds Bihar too deserves higher market borrowings. 

Hence, we would only >Uggest that allocation of 
market borrowings should be made more rational 
and for this purpose a well-considered >et of criteria 
should be evolved. 

5.19 The Centre charb'CS higher rate of intcrc>t 
than what is pays to foreign lender. For example, 
in the Development and Credit Agreement (Bihar 
Rural Roads Projects) between India and International 
Development Association (Credit No. 10721. N.). 
The Credit envisages the borrower to pay a service 
charge @ three-fourth of one per cent (314 of I %) 
per annum on the Principal Amount of the Credit 
withdrawn and outstanding from time to time. 
This service charge is payable semi-annually on Feb. 
15 and August 15 in each year. If India, therefore, 
pays less than I% as interest on the borrowed money 
and that also semi-annually, Govt. of India on the 
other hand releases the Central assistance for exter
nally aided projects on the basis of 7 : 3 as loan and 
grant respectively. 

The expenditure incurred by the Stale in execution 
of the programme forms the basis of reimbursement 
claim. Central Govt. gets loan from the leading 
institutions by preferring such claims. Amounts 
so received, by the Central Govt. gel tran>fcrred to 
States as Central assistance on externally aided pro
jects. Such assistance is in the proportion of 70 per
cent as loan and 30 per cent as grant. 

Govt. of India realises 10% interc<;t on the loan 
granted to the States. This, therefore, dearly indi
cates that the quantum of interest which Govt. of 

·, India realises from the States on the amount of external 
assistance received by them to finance such projects 
is many times more than what it pay to the lender 
country. This does not appear sound from the view 
of the State's resources. 

5.20 The question would seem to suggest that 
Loans Council, set up on the pattern of Australlan 
Loans Council, will take over from the Reserve Bank 
of India the functions relating to coordination of 



market borrowings of the Centre and the States and 
will fix· their borrowing limits. The council will 
perform this task in accordance with and on the basis 
of principles approved in this behalf by the National 
Development Council. To that extent, it is expected 
to be a better alternative to the Reserve Bank of 
India. 

It will be relevant here to examine the grounds 
usually advanced in support of the plea for establish
ing of such a Loans Council. Broadly speaking, 
the case for a Loans Council is made out on three 
counts. Firstly, it is urged that under the existing 
position, the States have practically no say in deter
mination of the total volume of loans raised and 
shares therefrom allotted to the Centre and amongst 
the States inter se. Secondly, a look at the pattern 
of allocation of loans to the Centre and the States 
indicates that there is absence of a set criteria or 
agreed principles for the division of the loan proceeds, 
which, in effect, reflects dependence of the States on 
the Centre. Thirdly, since the Centre has a dominant 
say in the allocation of loans to the States, there is a 
distinct possibility of the play of political considera
tions in loan allocation amongst the States, parti
cularly in the context of changing political complexion 
of a number of States. 

A Loans Council is favoured in the hope that it · 
would be an effective way of dealing with the situa
tion, because it can function independently in the 
matter of both loan-raising and loan-allocations. 
We can pause he;-e for a while and dwell upon the 
factors that will really determine ind~pendence of the 
Loans Council. 

Undoubtedly, the Council will be composed of the 
representatives of both the Centre and the States and, 
may be, of the Planning Commission. Whether 
established by or under any law or by an executive 
order, as in the case of Planning Commission, the 
Council will have to be appointed by the Central 
Government. If the States do not lend themselves 
to a reasonable measure of trust and confidence in 
the Centres' sense. of fairness, the question ofselection 
of members itself would come as a source of discord 
in Centre-State relationship. 

Let us look at the matter from another standpoint. 
Since the number of States is large, the size of the 
Council will be unduly inflated if all States are re
presented on it, so that it can be reasonably foreseen 
that a limited number of seats on the Council would 
be available to the States. Naturally, therefore, the 
States' representatives would have to be selected or 
elected by the States as the case may be. In any 
event, the number of representatives of the States 
in the Council would far exceed the number of the 
representatives of the Centre including those of tlte 
Planning Commission. The inevitable consequence 
will be that on vital issues there is all the possibility 
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of a constant stalemate tf the States take to outv0 te • 
the Centre. In practice, therefore, the Council does 
not seem to hold a promise for smooth working. 

While independence of the Council is desirable 
no less important is the assurance that it function~ 
smoothly in discharging its function of deciding 
loan allocations between the Centre and the States 
and amongst the States inter se. Consi-dering the 

fact that all States the backward States more than 
others-stand in need for development, it is highly 
unlikely that the Council can arrive at unanimous 
decisions. The position is apt to be more confused 
if the States' representatives carry, as in all probability 
they may, the imprint of the political hue of their 
State Governments. So, the allocations to the States 
!"flay, in the ultimate analysis, be a matter of bargain
mg rather than based on objective considerations. 

. Needless to emphasise the apparent point that 
mdependence of the Council will be practically 
valueless unless the Council is able to approach the 
issues involved in deciding upon loans allocations 
dispassionately. Considering the composition of the 
Cou11:cil and ill;~~uild j)ropensit:r towards making 
unantmous dectstons dtfficult, tf not impossible 
it seems doubtful that the Council will be really that 
independent as it is made out to be. 

Now, we can examine the point relating to depen
dence of the States, under the existing position, on 
the Centre as far as their borrowings are concerned. 
Constitutional restrictions on the freedom of the 
State Governments to resort to borrowings are 
there and they cannot be transgressed. The consent 
of t~e. Centra! Government is imper<Jtive, on such 
condtttons as tt may hke_ to prescrtbe, to borrowings 
by a State Government tf there be any outstanding 
loans for repayment to the Centre or any other out
standing loan for which the Central Government 
had given a guarantee. Therefore, since the States 
are heavily indebted to the Centre, they have lost 
their independence in the matter of raising loans 
largely on account of this factor. It is difficult to 
imagine how the Loans Council would succeed in 
retrieving the States from this position. In this 
connection, it is relevant to point out that the Austra
lian precedent is held out in support of the suggestion 
for setting up a Loans Council. But then, the fact 
has to be remembered that even in Australia where 
all public borrowings of the Commonwealth and the 
States are centralised in the Council, the Common
wealth Government does extend loans to the States 
and these loans fall outside the purview of the Loan~ 
Council. One reason why this happens is that the 
Council cannot always provide sufficient Joan funds 
to the States. The position may not be different in 
India. The proposed Loans Council may not always 
succeed in satisfying the needs of the States for loan 
funds. And where the expenditure commitments 
of the States will so require, the States will have to 
approach the Centre and in turn, the Centre will 
have to come to tne help of the States in this field. 
This possibility cannot be ruled out. And so, the 
burden of loans on the States or their dependence 
on the Centre cannot possibly be wholly taken care 
of merely by a Loans Council. 

Now, let us take up the usual complaint that loan 
allocations between the Centre and the States an 
amongst the States inter se. are hardly determined 
on ~et criteria or agreed principles. It is, therefore, 
suggested that the Loans Council would decide the 
limits of borrowings of tlte Centre and the States 
on the basis of principles lo be approved by the 
National Development Council. At present the 
Reserve Bank of India, as the keeper of the funds 



of both the Central and State Governments as well 
as being responsible on behalf of the Government 
of India for. mo.netary and. public debt policies, acts 
as t~e coordmatmg agency m the matter of borrowing 
pohcy. Thus, the market borrowings are allocated 
amongst the States by the Reserve Bank in consulta
tion with the Planning Commission and the Govern
ment of India, Ministry of Finance. The pattern 
of financing of ~he Plan, including the State Plans, 
~nder the ausptces of the Planning Commission, 
the monetary and public debt policies followed by 
the Reserve Bank, and the fiscal policy of the 
Central Government should, of necessity, together 
>erve the common end of regulating the national 
~conomy in the best interests of the country. There
ore, a co-ordination between the Loans Council 
md the Planning Commission and the Ministry of 
Finance would be an imperative necessity. If, for 
tny reason, the Council fails in establishing ra "port 
Nith these, then an embrassing situation will develop 
>oth for the Council as well as the States, whose 
1opes from the Council will be greatly belied. 

Therefore, to us it appears that what is of real 
;ignificance is not whether there is a Loans Council 
o act as an authority to decide loan allocations or 
he resposibility is discharged by the Reserve Bank 
lf India as at present, but the principles and criteria 
ollowed in deciding loan allocations. The question 
nvisages that the Loans Council will decide loan 
:!locations on the basis of the principles to be approv
d by the National Development Council. The States 
. re well represented on the NDC which elm, even 
1 the existing situation tackle the problem of absence 
f set criteria to govern loan allocations, the Reserve· 
lank being left to coordinate borrowing programme 
1 accordance with the principles so prcscribe,l. 

For the reasons explained in the foregoing paragraphs 
re do not think that establishment of a Loan; 
:ouncil will be a 'preferable course to adopt. Instead 
1e would advocate that rational principles should 
•e evolved to determine loan allocations by the Re
erve Bank of India, and these principles should be 
1id down by the National Development Council 
nd no departure from then should be permitted 
xcept with the approval of the NDC. 

5.21 There is no denying the fact that persistent 
•ver-drafts, at times of large size. are a matter of 
erious concern. At the same time, it is also true 
ilat the problem is neither a new one nor such as has 
.ot attracted attention in the past. If, however, 
he probl~m continues and has grown in proportion, 
t is prectsely so because the remedies applied so far 
.ave not proved equal to t~e task of removing the 
auses and factors that contnbute to the continuance 
,f the problem. 

Until the year 1950, when the first instance of over
raft of an appreciable size occurred, the State~ were 
ble to manage their financial transactions within the 
rescribed limits of ways and means advances. The 
roblem of overd~afts of increasing magnitude came 
J be felt more senously after the end of the third plan 
eriod. Hence the Fifth Finance Commission was 
ailed upon to recommen:l procedure to be observed 
Jr avoiding unauthorised overdrafts of the States 
•ith the Reserve Bank of India. Thr Commission 
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examined the matter at length and made a set of re
commendations. 

It would not be out of place to recount in brief the 
reasons given before the Fifth Finance Commission 
by the States for recurring instances of unauthorised 
overdrafts and see how some or other of the reasons 
still contribute to this persistent phenom~non. Broa
dly speaking, the States had pointed out that relati,·cly 
more chronic imbalances between their res( urccs and 
functions. inadequate devolution and the absence of 
suitable mechanism to deal with unforeseen dillicultics 
accounted for the growing tendency of overdrafts of 
increasing magnitude. 

While examining, the States' complaint regarding 
imbalance between their resources and functions, the 
Commission explained how transfer of resources 
are made to the States and observed that once the 
decisions are taken on the devolution recommended 
by the Finance Commission and about Centr~ I assis
tance for plans, the States had the duty to manage 
their affairs within the resources thus available to 
them. The Commission, at the same time, recog
nised that the States may have difficulties in matching 
expenditure with available resources due to circum
stances beyond their control, such as natural cala
mities or such other new developments necessitating 
substantial additional expenditure. In such even
tualities the Commission exhorted the States to make 
serious efforts to raise further resources to meet such 
unforeseen developments or to reduce expenditure 
instead of running into unauthorised overdrafts . 
If, however, such efforts did not enable the States to 
tide over the difficulties of this nature, they should 
approach the Centre for temporary assistance and 
the Centre should consider such requests and provide 
short term loans on suitable terms. But then, the 
States should endeavour to take measures to balance 
their budget for the succeeding year so as to avoid 
recurrence of overdrafts. 

The Commission also recognised that substantial 
non-plan capital deficits experienced by the States 
have been largely responsible for unauthorised over
drafts in many cases. It, however, expected the States 
to carefully consider how to guard against occurrence 
of such deficits and, if even then such deficits continued, 
the Commission hoped that the Centre should 
assess the needs of the State in such cases and consider 
deferring repayment of Ccntralloans falling due during 
the year to the desired extent. It also recommended 
that the Central Government should consider suitable 
modification of the procedure for consolidation of 
loans to States in order that repayments may be in 
instalments corresponding with releases of funds by 
the Centre. 

The Commission noted, that, according to the States, 
apart from mounting burden of Union loans to the 
States, increasing financial requirements to meet plan 
expenditure, delay in releases of financial assistance 
by the Centre, inadequacy of the limits of ways and 
means advances were some of the other causes of 
persistent unauthorised over-drafts. 

The Fifth Finance Commission had been specifically 
asked to consider this problem and SU!!.eest remedies 
presumably because it was for the first time that the 
problem had raised its ugly head conspicuously at the 



md of the third plan period so as to attract pointed 
attenti0n to the evil etkcts which unauthorised over
drafts were likely to produce. None of the succeed
ing Finance Commissions has been asked to examine 
in -particular the causes of persistent unauthorised over· 
drafts and suggest measures to deal with this problem. 
This. if' one sense. may appear to be indicative of accep· 
tance of unauthorised overdrafts as perpetual feature 
of State finances. All that these Finance Commissions, 
including the Eighth Finance Commission. 
were required to do was to make an assessment of the 
non-plan capital gap of the States and, in this connec
tion, also to undertake a general review of the States' 
debt position with particular reference to Central 
loans advanced to them and suggest appropriate 
measures to deal with them. This did not induce 
the sixth and seventh Finance Commissions to analyse 
at length the- causes of unauthorised overdrafts. 

The Studv Team on Financial Administration of the 
Administra-tive Refomrs Commission (1967) went into 
the causes of unautho ised overdrafts and the Study 
Team thought that overdrafts continuing over long 
period must be principally attributed to persistant 
imbalance between resources and outlays of the States. 

The Study Team on Centre-State relationships of the 
Administrative Reforms Commission has stated that a 
persistent overdrafts (with no extraordinary circum
stances such as a continuing drought to justify it) 
shows the States inability or unwillingness, to balance 
expenditure against receipts. Where overdraft obvi
ously resulted from lack of willingness on the part of 
a State to match its expenditure against receipts, the 
Study Team believed that the scope of invoking legally 
available measures, i.e. stoppage of payments on 
behalf of the defaulting St<> te by the Reserve Bank of 
India and, in the last resort, the declaration of a financ 
cial emergency by the President was subject to severe 
limitations, because stoppage of payment involved 
serious administrative problems and declaration of 
financial emergency was fraught with grave political 
repercussions. Moreover, the Study Team also thou
ght, the tight resource position of the State has also. 
made recourse to overdrafts unavoidable to some 
extent and has normally inhibited the application of 
these correctives. The Study Team, therefore, felt 
that the re I remedy lay in revamping the Centre
State financial relations along the lines suggested by 
it so as to allow the States more elbow room, which 
will not only enable but also compel them to exercise 
responsibility in matching their expenditure to their 
resources. 

It has thus been realised all through that the imbalan
ce between the resources available to the States 
and their expenditure commitments on account of 
ever increasing functions and responsibilities enjoined 
on them lies at the root of the problem of recurrence of 
unauthorised overdrafts. Therefore, if the problem 
has to be effectively tackled. there is the imperative 
necessity of so restructuring the Centre-State financial 
relations as to achieve a better correspondence bet
ween the resources of the States and their functions and 
responsibilities. The object can be achieved in several 
ways; one of the significant methods bein!l to widen 
the base of statutory resource transfers by (i) including 
larger number of items of taxes in the scheme of de
volution, (ii) fixing the States' share of the divisible 
taxes at a sufficiently high level, and (iii) bringing about 
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a fuller exploitation of assigned taxes mentioned in 
Article 269 of the Constitution. JWe earnestly believe 
that unless the resource position of the States is streng
thened, it will be really difficult to successfully combat 
this problem of persistent unauthorised overdrafts. 

Hence we would address ourselves to answering the 
points of usual criticism alleging neglect of resources 
mobilisation efforts by the States and recourse by them 
to uneconomic or infructuous or wasteful expenditure. 
We have the testimonSr of the Seventh Finance Com
mission to .show that in the matter of additional re
source mobilisation, the States as a whole have not 
Jagged behind the Central Government and the per
formance of the States has been on the whole credita
ble. The percentage of the tax revenue of the States 
to the total of the tax revenues of the Centre and the 
States has remained around 31 to 33 per cent between 
1968-69 to 1978-79 barring one year, i.e. 1972-73. In 
our own case we have exceeded the targets of additional 
resource mobilisation during the current plan period. 

Looking at the question of exploitation of avenues 
of raising resources, it will be seen that the total tax 
and non-tax revenue raised by the Centre in the total 
revenue (tax and non-tax) of the Centre and the States 
amounts to nearly 70 per cent. As against this, the 
share of the States in the total revenue expenditure 
of the Centre and the States has generally varied bet
ween 51 to 55 per cent. In other words, the share of 
the States in revenue expenditure is much higher than 
their share in revenue collections. This divergence 
between the two shares is also indicative of the distance 
between the revenues of the States and their expendi
ture. No doubt, this distance is sought to be cover
ed by Central devolution in the shape of tax shares 
and grants. Yet, this has not left the States in any 
appreciably better position, because they have not as 
yet been able to so build up their financial where
withal so to meet even their non-plan expenditure 
out of thier own revenues. In such a situation, the . 
chronic imbalance between their resources and ex
penditure commitments persists, and so, despite their 
best efforts to build up their own finances, they are 
forced to run into overdrafts beyond the prescribed 
limits. Hence, an enduring solution of the problem 
has to be sought through steps to strengthen the re
source position of the States. 

Now, Jet us examine the expenditure of the States. 
According to the usual classification followed, the 
expenditure incurred by the States falls into two parts, 
some items of expenditure being treated as "develop
mental", while some others are treated "non-develop
mental". There is yet another way, to classify the 
expenditure into "plan expenditure" and "non-plan 
expenditure". While plan expenditure may be wholly 
taken as developmental in nature, all non-plan ex• 
penditure may not be non-developmental, because 
some part of non-plan expenditure may be on schemes 
of development not forming part of the State Plan and 
yet having development•component in them. Even 
though implementation of plan schemes has brought 
in its wake heavy expenditure by the States, yet because 
plan schemes and State plan outlay are finalised 
after clearance from the Planning Commission and the 
achievement of financial and physical targets set are 
subjected to regular review by the Planning Com· 
mission, it is difficult to contend that some infractuous 
or unpr0ductive or uneconomic expenditure on this 
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account bas been incurred by the States. All the 
same, plan expenditure has significantly increased the 
expenditure of the States. 

However, non-plan expenditure is not spared the 
criticism that States are prone to undertaking some 
expenditure of doubtful value resulting in waste. Ex· 
penditure on social welfare is held out as an illustration 
of unnecessary expenditure mainly of populist nature 
and not strictly on economic reasons which has 
the effect of depleting States' resources. It should 
be remembered here that economic growth with social 
justice is the accepted goal of all-round development 
of the country. Expenditure on sc cia! welfare pro
grammes is directed to serve that end. To regard such 
expenditure as wasteful is a question of value judge
ment. According to one opinion, improvement in the 
quality of life, particularly of the relatively backward 
sections of society, has a definite-development poten· 
tial and so cannot justifiably be neglected. We sub
scribe to the view that providing social and economic 
services to the people is of utmost importance because 
it makes a definite contribution towards improvement 
in the living standards of the people. So, the expen
diture on social welfare cannot altogether:be classed 
as wasteful or undesirable. 

Then, there are two other items of expenditure whicl 
have made increasing demands on the States' resour· 
ces. One is the expenditure incurred by the States 
on the emoluments of their employees. There has 
to be periodical revision of pay scales and every time 
a revision takes place, it results into increasr and 
expenditure on this account. Payment of D.A. 
at Central rates has further raised the expenditure 
commitments of the States. The Central Govern
ment having set the pace, the States have little free
dom of action in the matter and can hardly resist 
the pressure of their employees to fall in line with 
the scheme of D.A. of Central rates. This has led 
to substantial additional expenditure to be borne by 
the States from year to year. Our experience has 
shown that the expenditure on this account tends to 
exceed the estimates because, as the year progresses, 
more and more instalments of D.A. fall due for pay
ment on account of price rise during the period. This 
factor has resulted into considerable increase of ex
penditure of the State putting excessive strain on its 
finances. 

The other item of expenditure to which we will 
refer here relates to expenditure on relief in the event 
of natural calamities like floods and droughts. As fa1 
as this State is concerned, floods and droughts have 
become a chronic feature and hardly a year passes 
when floods do not inundate a large part of the State 
droughts do not affect large areas, at times both 
bringing untold miseries simultan~ously in different 
regions of the State. In such a SituatiOn, the State 
Government is called upon to shoulder heavy expen
diture on relief operations. Now, this is an extra
ordinary circumstances . which the Study :r~am .on 
Centre-State relationshipS of the Adm1mstrat1ve 
Reforms Commission considered as a possible ju~ti
fication for persistent overdrafts. Moreover, durmg 
the period of visitation of floods and droug~ts t~e 
incomings of the State Govern~ent are severe!~ Impair
ed and the outgoings mcrease cons1derabl~. 
Since it has become a regular feature every year, ·It 
has placed the State finances under constant stress 
and strain. 
18-288/87 
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. The foregoing narrative has dwelt upon. two. signi
ficant causes of persistent overdrafts wh1ch, m our 
view are fundamentally accountable for the problem. 
First is the chronic imbalance between the resources 
and responsibilities of the States, which lies at the root 
of the problem. Inspite of increasing quantum of 
resources transferred to the States, the imbalance 
has tended to continue largely uninfluenced in its 
extent, so that the State finances have not been free 
from fundamental disequilibrium as a result of in
creasing expenditure commitments as against inade
quacy of resources to meet those commitments. This 
highlights the second cause responsible for persistent 
overdrafts i.e. the burden of increasing expenditure 
on the St~tes. While accusations of extravagan~-e in 
ordering expenditure levelled against the States may 
serve the limited purpose of keeping the erring States 
on guard against avoiding wasteful expenditure. it 
should not be foregotton that overwhelming part of 
their expenditure is inescapable and, howsoever sincere 
attempts they may try to make, the States may not 
succeed in reducing to any appreciable extent their 
expenditure commitments which have devolved on 
them. For instance, as shown earlier, there is not 
much scope of substantial economy in expenditure on 

. account of revision of emoluments and payment of 
D.A. at Central rates to the State Government em· 
ployees, or on relief where extensive damages by 
natural calamities have become a regular! feature, or 
on programmes of social welfare. 

Needl~ss to add here that the introduction of plan
ning has been the greatest sin11le factor respon~i~le for 
the increase in expenditure of the States. Th1s IS not 
to suggest that planning has brought no benefits to the 
people, or that it has served no useful purpose. .Y. et, 
it cannot be forgotton that the plans have meant rmng 
expenditure from plan to plan. 

Phenomenal increase in expenditure of the States 
due to plans has created a number of difficulties for 
them. The emphasis on planning leads to greater 
emphasis on capital budget and the resultant indeb
tedness of the States, both to the public and the Cen· 
tral Government (more to the latter), has meant heavy 
burden on the States on account of repayment of loans 

· and servicing charges. Since substa~tial portion 
of Central assistance for the plans cons1sts of loans, 
the burden goes mounting up from year t.o year. 
Interest liabilities have, therefore, added to mcrease 
i 11 non-developmental eltpenditure of the States. 

This brings us to one important aspect of no~-pla.n 
expenditure of the States. Once a plan pe~1od IS 
over the maintenance of schemes taken up durmg the 
plan' period becomes what is known as the "committed 
liability" of the States and is bor~e on ~hdr non-plan 
accounts. Expenditure on comm1tted hab1hty largely 
consists of establishment charges. On th1s count. 
heavy burden has resulted on the State b~dgets on 
completion of each of the plans. . Th1s IS o.ne Important 
factor responsible for substantial add1t1onal expen
diture undertaken by the States after each plan period 
is over and has meant considerable strain on their 
finances. 

Thus, heavy plan expenditure w.ith t~e ~ethod . of 
Plan financing and resultant commttted hab1hty falhng 
on the States together serve as the third notable cause 
of ways and means difficulties of the States forcing 
them to run into recurring overdrafts. 



Forthly, we are inclined to the view that the imide
quacy of the limits of ways and means advance results 
in a failure to act as a cushion for fiscal imbalances, 
so that the States are compelled to take resour\=(:s to 
unauthorised overdrafts beyond the prescribed limits. 
True, the ways and means advances are intended to 
meet the day to day requirements of States. None
theless, it would be unrealistic to ignore the fact of 
chronic imbalance experienced by the States, pnl
ctically on a continuing basis, in their receipts and 
expenditure. The point is demonstrably borne out 
by the frequency of recurrence of such overdrafts by 
States over a number of years in the recent past. The 
Fifth Finance Commission had aptly recommended 
that having regard to the likely rapid developments 
in the fiscal situation, periodical reviews of the limits 
of ways and means advance should be made. It was 
only recently, that is in the year 1981-82, when after 
a lapse of considerable time the limits of ways and 
means advance were doubled. We feel that every 
time a Finance Commission is set up, it would be 
called upon to consider the question of overdrafts by 
States and recommend suitable measures to deal with 
the problem, because overdrafts exceeding the pres
cribed limits is a sure manifestation of diseq_uilibrium 
in States finances and a Finance Commission IS entitled 
to review this aspect of financial transactions of States. 

It Is our view, therefore, that having regard to the 
chronic disparities between the receipts and expen
diture of States, the limits, so refixed, do not realisti
cally reflect the need for sufficient elbow room to be 
made available to the States to enable them to operate 
within the prescribed limits. Hence, further revision 
of the limits of ways and means advances seems called 
for. · 

Having elaborated major causes contributing to the 
emergence of persistent situation forcing the Stales to 
take frequent ·recourse to overdrafts beyond permissi
ble limits, we would now venture to suggest some 
measures which, we believe, would go a long way 
towards remedying the malady. 

First and foremost, there is the crying need to so 
revamp the Centre-State financial relationships as to 
ensure greater devolution to the States in order that 
their finances are placed on an even keel, which alone, 
in the long run, can obviate the necessity for the States 
to fall upon recurring overdrafts of large size. 

Secondly, the scheme of financing the State Plans 
should be divested of the present anomalous position 
of establishing a credit-debtor relationship between 
the Centre and the States in respect of a substantial 
portion of Central assistance extended to the States 
for their Plans. The present scheme places unduly 
heavy burden of outstanding loans and corresponding 
interest on States, casting a debilitating influence on 
their finances. This calls for a hard look at the scheme 
of financing of State plans in order to lessen the rigorous 
of the arrangement on the financial viability of the 
States. 

Thirdly, both long-term and short-term measures are 
needed to tackle the problem of increasing debt servi
cing liability of the States emanating from the swelling 

. volume of Union loans to them. The total repayment 
liability (including interest) takes away a very large 
chunk of the total assistance received froin the centre, 
thus setting in motion a disquieting trend of resources 

flowing out to the Centre from the State at a greater 
pace than the flow in the reverse direction. The 
recommendations of the Finance Commissions in this 
regard have given ad hoc treatment to the problem 
and have brought temporary relief. The measures 
suggested to deal with the problem have, however, 
proved illusive so far in finding an enduring solution. 

. Hence, the need for a penetrating analysis of the im-
pact this problem has exercised on finanancial equilib
brium of the States and bold steps for combating the 
problem. 

Fourthly, we suggest upward revision of the' limit of 
ways and means advanced. The Study Team of 
Financial Administration of the Administrative Re
forms Commission had suggested that an imp.,rtant 
legal safeguard against overdrafts by States would be 
to impose stautory limit prescribing a certain propor
tion of current revenue resources of States at any 
particular point oftime and no State should be allowed 
to exceed that limit. This arrangement would also 
have the advantage of certain degree of flexibility 
because with the increase in resources of a State, the 
permissible limit will also go up automatically. · 

We are inclined to endorse this suggestion because 
it proposes to relate the limit of ways and means ad
vance to the scale of resources on which the financial 
transactions of a State takes place. The present 
fixed limit is pegged to a point unrelated to and re
gardless of the volume of financial transactions, which 
have considerably grown over the years, so that the 
limit prescribed becomes largely an artificial restraint. 

· At the same time, we also recognise that there should 
be clear understanding that the limit fixed according 
to the suggestion should not be taken as relaxable 
in any case and none should act in the belief that the 
limit can be exceeded with impunity. Further, such 
a limit would also better reinforce the moral strength 
of the R.B.J. and the Central Government to in
voke legally available measures .against an erring 
State in the event of recurrent viol:-tion of the limit• 
beyond the permissible period of three months. 

We are fully aware that the efficacy of the package 
of measures suggested above rests on strictest econo
my in public expenditure, whether by the Centre or 
the States. The States, in particular, should, in their 
own interest, exercise constant vigil against incurring 
any expenditure of doubtful value. Every opportunity 
for observing economy should be fully utilised. 

We earnestly hope that given the required resolve 
and will to com bat the problem of overdrafts, afore
said measures, if implemented, should greatly reduce 
the possibility of taking recourse to overdrafts beyond 
permissible limits. 

5.22 It would be far too sweeping a statement to sav 
that the States are not exploiting adequately thei"r 
own sources of revenue. For such a conclusion 
should be based on a fair appreciation of facts relating 
to tax efforts of the States. We can do no better than 
to refer to the observations of the· Seventh Finance 
Commission in this regard. After examination of the 
total tax revenue of the Centre and the States during 
the period 1968-69 to 1978-79, the Commission came 
to the conclusion that the percentage of tax revenues 
of the States to the total of the tax revenues of the 
Centre and the States has remained'! around 311 to 



33 per cent except in 1972-73 in which year it had been 
29 ·95 per cent. 

Therefore,_ the Commission observed that in the ma
tter of addttwnal resource mobilisation the States 
as a whole have not lagged behind the Central Go
vernment and the performance of the States has been 
on. the whole creditable. The performance of the 
mdiVldual States in this regard, however, was not 
found to have been uniform. The Commission attri
buted this phenomenon not necessarily to the adc-

Total tax revenue Centre's lax 

quacy or otherwise of the taX efforts by U1e individual 
States. The dtffcrential growth in their tax revenue 
:-vas partly on account of varying rates of growth of 
mcom~ and prices in different States and partly due 
to varymg efforts of mobilising additional resources, 
tax concessions and withdrawals and such other fac
tors. 

: The table below will show the picture of total tax 
revenues of the Centre and the States for the years 
1979-80 and 1980-81 (B.E.). 

(Rs. in croros) 

revenue States tax reVCIIluo 
Year (Centre & States) ---·---- -- ------------- -------- ·-- -- - ---

Amount 

1979-80 17,683 ·08 11,973 ·65 

1980-81 19,694 ·07 13,132•59 

The table above will show that the States have not 
slackened their efforts for raising revenues from their 
own taxes. On the other hand, their share in the total 
tax revenues of the Centre and the ·states taken to
gether has shown ·an improvement over preceding 
years. In fact, tf we analyse the figures for the period 
1961-62 to 1980-81, we will find that whereas the taxes 
levied by the Centre increased by 12 ·5 times, those 
levied by the States went up by 13 ·4 times. 

Our own tax revenue has gone up from Rs. 203 ·92 
crores in 1978-79 to Rs. 370·14 crores in 1982-83 
(RE) and is estimated to be of the order of 439 ·70 
crores in 1983-84. This means more than hundred 
per cent increase during this period. 

As regards our efforts for additional resources mobili
sation, at the beginning of the sixth-plan the stipulation 
was for raising Rs. 600 crores by way of additional 

Yc:tr 

1971-72 

1972-73 

1973-74 

1974--75 

1975 76 

1976 77 

1977 78 

1978-79 

1979 80 

1980 81 

Centre's 
non-tax 
revenue 

2 

1,099 ~9 

1,135 ·3 

1,177 ·8 

. 1,460·2 

2,065 ·6 

3,171 ·7 

2,731 •8 

2,67t •6 

2,771·9 

3,440 ·8 

State's 
non-tax 
rovenue 

3 

1,407 ·2 

1,922·6 

2,084·2 

2,322·4 

2,792·9 

3,323 ·8 

3,715 ·S 

4,723 ·6 

4,552•4 

5,888 ·2 

The table above will reveal that the share of non-tax 
revenue of the States has varied between 56 ·12 per 
cent to 63 ·90 per .cent during the year 1971-72 and 
1980-81 and correspondingly the share of non-tax 
revenue of the Centre during the same period· has 

%to total Amount %to total 

67 ·71 5,709 ·43 32·28 

66·68 6,561 ·48 .13•32 

resource. As against this, the statement below will 
sl\ow the additional resource raised since 19R0-81. 

(R•. in crore') 

Year 

1980-8( 
• 1981-82 

198;l-83 
1983-84 (L.E.) 
1984-.85 (Estimated) 

Additional Resource 
rased 

3.2 38 
143.75 
217.S7 
357·66 
418·99 

1170·35 

Thus, it would be clear that in the matter of addi
tional resource mobilisation too, we have fared well. 

Coming to non-tax revenue, the table below gives 
the picture of the non-tal revenue of the Centre and 
the States as well as their respective shares in tbe total. 

Total non-tax Central non-tax States non-tax 
revtnuc (Centre revenue as per· revenue as pen.::en-

plus States) oontago or total tago or total 
non·tax. rcvonuo non-taJ~: revenue 

4 s 6 

2,507-1 43·87 56·13 

3,057 ·9 37 ·12 67·88 

3,262 ·0 36·10 63•90 

3,7!!2 ·6 38·60 61 ·40 

4,857 ·S 42·58 51·50 

5,494 ·S 39·52 60·48 

6,507·3 4t ·98 58 -()2 

1,395 ·2 36·t2 63·88 

7,324 ·3 37·84 62 •t6 

9,329·0 36·88 33·12 

ranged between 36 •I 0 per cent to 43 ·87 per cent. 
Moreover, consistently rising trend is discernible 
since 1978-79 in the share of the States in total non
tax revenue of the Centre and the States tak.eo to
gather. 



Our own non-tax}"evenue has grown from Rs. 83 ·88 
crores in 1978-79 to Rs. 164 ·89 crores in 1982-83 
(RE), representing nearly hundred per cent increase 
over the period. 

The foregoing account goes to show that the States 
has not lagged behind i1;1 the matter of exploiting 
their own sources of tax and non-tax revenues. 
Whether the efforts made in this direction are consi
dered adequate is a question of value judgement 
and depends on how one looks at it. For instance, 
it may be argued that more revenues could have been 
raised from the sources which the States have at their 
command. For many good reasons, such a view 
would not be appropriate as far as our case is con
cerned 

The concept of taxable capacity, being dim and not 
f~ee. from confu~ion, is hardly measurable in quan
titative terms With any reasonable degree of exacti
tude. Even so, national income and its distribution 
a!C two basic determinants on which taxable capa· 
c1ty will depend. In both these respects the. condi
tions prevalent in our State are such w~uld appear 
to greatly limit the scope of further revenues from 
internal sources. · -

The paying capacity of the people of this State is 
severely limited by their low levels of income. As 
against pe~ caJ?ita national income of Rs. 713 ·6 (at 
current pnces m 1972-73, the per capita income of 
the State was only Rs. 480 ·01 (at current prices), the 
gap between ~he two being 32 ·7 per cent. This gap 
has further Widened over the year as will be evident 
~rom the fact that in 1980-81, the per capita national 
mc?me was, Rs. 1537 ·00 (at current prices) against 
which Bihar s per capita income was only Rs. 870 ·00 
(at current prices), which raises the gap between the 
two from 32 ·7 per cent in 1972-73 to 43.4 per cent in 
1980-81. . 

On the basis of statistics compiled by the N.S.S., in 
the year 1973-74, 75 ·26 per cent of people in rural 
areas an~ 50 ·54 per cent in urban areas and 60 ·76 per 
cent takmg the population as a whole were below the 
poverty line._ T)le State sa1nples indic!!te the percen
tage of population below the poverty line ha& increased 
to 75 ·06 per cent in 1977-78. 

. The people of this State .have been caught in the vi
cious circle of .Poverty and backwardness largely on 
acc~unt of their low levels of income, resultant low 
savmgs and low capital formation and insufficient 
outlay on development, so that economic and social 
development have been slow. Judged against this 
backdrop, the State's efforts in the direction of raising 
~evenues from its own source should not be rated as 
madequate. , . 

5.23 We_ do not agree that the centre is not assessing 
and collectmg all revenues that it can We hold that 
Centre's polic:>: of _taxation is growth. oriented. The 
~eturn on capital mvestment made in public sector 
IS n~t c~mmensurate largely because of managemnt!s--
deficienci~s coupled with increased overhead · cost 
Leakage m central taxation prevails as it is in State's 
taxation also. However, instead of raising the prices 
of th4: prod~cts of the .Public..Sector; the Centre could 
raise Its exc1se component so that both States and Cen
:!e1 share the ~esultant increase in the receipt. Simi-

r y, the contmued proviSion of surcharge in Income 
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Tax appears irksome; State gets no share in the re
ceipt from surcharge. Such items which are covered 
under Additional Excise Duties could be made to 
yield more revenue. States have a feeling that since 
the items covered under Additional Excise Duties were 
under the purview of State's Taxation, the share accru
ing to them from the returns of the Additional Excise 
Duties falls short of the buoyancy felt in such items 
.vhich have continued under the State's Taxation Laws. 
A Monitoring Committee to regularly review this 
situation and advise the Central Government accord
dingly would ameliorate the grievances of the State. 

5.24 Our answer is in the affirmative. 

We would certainly welcome the establishment of 
a firm procedure for effective mutual consultation 
between the Union and the States, on a continuing 
basis, on all matters affecting the interest of the. 
finances of the States. In fact, we would advocate 
such consultation to be much more broadbased than 
merely confined to the taxes and duties enumerated 
in Article 268 and 269. A large part of the inadequacy 
in the functioning of Union-State financial relations as 
reflected in persistent grievances seemingly harboured 
by the States and the concern expressed by them before 
different forums could have been taken care of by 
providing effective means of consultation, on a regular 
basis, between the Centre and the States on all matters 
pertaining to financial relationship. 

As to· the limited point raised in this question, the 
taxes mentioned in Article 268 are levied under Union 
laws, but the actual collection is to be made by the 
States in their respective areas and the amounts so 
collected are to be appropriated by the States. The 
taxes and duties mentioned in Article 269 are to be 
both levied and collected by the Union Government, 
but the net proceeds are to be assigned to and dis
tributed amongst the States in accordance with the 
principles that may be formulated by Parliament by 
law. 

Tims, the proceeds of the taxes and duties mentioned 
in articles 268 and 269 are really sources of state re
venue and intended to form part of the Consolidated 
Fund of the respective states. It is fair and just, 
therefore, that any variation in their rate structure or 
a decision to abolish any one of them should be sub
jected to effective consultation with the states and the 
views of the states in this regard should be given fullest 
consideration. 

It will not be out of place to recall here the provision 
made in Article 274 to the effect that no bill or amend
ment which imposes or varies any tax or duty in 
which states are interested shall be introduced in either 
house of Parliament except on the recommendation of 
the President. One apparent object behind this pro
vision seems to be to bar Private members from initia
ting any taxation measure so that the financial scheme 
is insulted against any disturbance by the introduction 
of private legislation. More than that, this provision 
should also appear to be indicative of the implied 
intention that no legislation affecting taxation, either 
by way of change, alteration, or abolition should be 
undertaken without effective consultation with the 
~tales if it was likely to infringe upon the interest of rhc 
states. Even though this Article places no limitation 
on the President in exercise of his powers in this 
behalf as dill'erent from section 141 of the Government 



of I1~dia Act, 1935 (to which the provision in Article 
274 1s analogous) which imposed certain limitation 
:J.n .the Governor General in exercise of the power 
;Jmllar to o~e g1ven to the President by tlcis Article, 
really speakmg, the President is not free to exercise 
his descretion conclusively in view of amendments 
of the Constitution by the 42nd AmenJment Act, 1976 
1n~ the 44th ~men~ment Act, 1978, according to 
wh1ch the President 1s bound to act in accordance 
with the advice tendered by the Union Council of 
Ministers. That being the position, the Union 
government should feel duty bound to enter into 
consultation with the states before undertaking any 
measure which imposes or varies any tax or duty 
in which states are interested. 

Unfortunately, in actual experience, we have come 
across a· number of instances in which even though 
the contemplated measure was likely to have adverse 
impact on the financial interests of the states, they were 
not given an opportunity of consultation, and the 
Government of India proceeded to act unilaterally 
in the matter. To cite out a few examples, the tax 
on railway passenger fares was abolished in 1961 
without prior consultation, not to speak of their 
consent, with the states. when the step was going to 
result in depriving the states of an elastic source of 
revenues which actually belonged to them. Another 
instance is provided by amendment of the Constitution 
brought about in 1959-60 by which the tax on income 
paid by companies was classed as corporation tax so 
that it went out of divisible pool of income tax, result
ing in reduction of the total kitty available for distri
bution amongst the states, but they were not consul
ted before such a step was taken. Imposition of 
auxiliary excise duties and special excise duties so 
as to keep their proceeds non-shareable with the states 
are other examples which can be quoted. 

Since the main grievances wl1ich the states would 
seem to harbour lie in the financial field, the fore
going instances have been cited to underline the 
significanc~ of closer Union-State consultatio,l in 
respect ot all matters which interact on financial 
relations between the Union and the states. The 
existing forums-both formal and informal-do 
provide opportunities for mutual discussions on 
major policy is.ues. Conference of Governors. 
Chief Min;sters and, above all, National Develop
ment Council have their own utility, but, by their 
very nature. they mostly deal with particular areas 
of government and are used more for exchange of 
views when taking specific decisions. Considering 
the nature of their deliberations and subject matters 
which come up for consideration, it is rather too 
much for them to afford the time required for an 
in-depth discussion of the vexed is.ues arising in 
the course of the working of financial relation. 
between the Union and the States. 

One form of informal consultation between the 
Union and the States has been the usual corres
pondence with the states, which can at best be a 
poor substitute .fo.r effective consul~ation. The. Fourt.h 
Finance Comm1sswn had the occaswn to cons1der th1s 
matter and referring to Article 274, it observed that 
"an explicit provision for recommendation by the 
President should normally entail some mechanism 
other than the usual briefing and advice from the 
concerned Ministry at the Centre." It is in this light 
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that we subscribe to the view that a formalised ton· 
sultative machinery should be established for mutual 
consultation between the Union and the States 
on a continuing basis, on all aspects of matte..; 
affectins financial relations between them. 

5.2.5 We .are of the view that the assigned tues 
menttoned 111 Art1cle 269 of the Constitution have ll 
vital role to play in strengthening the finances of 
the states. In fact, they are the courses of State 
revenue, which except in one or two cases, have not 
been tapped. Of the seven items listed in this Article, 
Estate Duty in respect of property other than agri· 
cultural land has been levied and the amount has 
been distributed amongst the States. Another such 
instance is of Central Sales Tax which the States 
have been allowed to collect and appropriate the 
revenues, which means that item 7 in the list in that 
Article, viz. tax on sale or purchase of goods other 
than the. newspapers where such sale or purchase 
taxes place in the case of inter-state trade and 
commerce has been levied. No other tax mentioned 
in that Article is levied at present. 

In fact, even the tax on railway passenger fares, 
which was levied, was abolished long ago on the 
supposed ground that it adversely affected the 
finances of the railways. Whut was given to the 
States instead of the proceeds of this tax was a fixed 
sum grant, which remained pegged since 1966-6 7 
to the va h ry sum of Rs. 16.25 crores until 1980-81 
(when it has been raised to Rs. 23.12 crores) even 
though the passenger fare earnings of the railwayi 
have been going up from year to year. This is but 
an example of how the States are being deprived of 
the proceeds of expanding nature from these assigned 
taxes under Article 269 of th~; Constitution. 

The Fifth Finance Commission, when called upon 
to consider the scope of raising revenue from theiiC 
taxes, thought that, in some cases, practical considera· 
tions weighed not in favour of exploiting these 
sources of revenue and, in other cases, it left the 
matter for consideration of the Government of 
India, which has not so far taken any positive step 
in this direction. Circumstances have materially 
changed since the Fifth Finance Commission made 
its recommendations on the subject. Therefore, 
we have strongly urged upon the Eighth Finance 
Commission to give a serious thought to the scope 
of raising revenues through these taxes, because, 
to our knowledge, this matter has not received 
1 he attention it deserves with a view to strengthenins 
the finances of the States. 

We would like to emphasis here tl1e point that 
the Constitutional responsibility enjoined upon 
the Union Government in this regard has practically 
remained ignored despite the recommendation of the 
Fifth Finance Commission in respect of certain mea· 
sures to be taken with the object of tapping some of 
the assigned taxes. It was not without purpose 
or thought that the Constitution made provision 
for levy of these assigned taxes and omission to 
honour the Constitutional obligation in this regard 
can hardly bo justified. As a matter of fact, the 
question was not even referred to the Sixth and 
Seventh Finance Commissions, nor the Government 
of India chose to take any initiative in the matter. 
Now, the Eighth Finance Commission has been 



specifically . asked to make recommendations -on the 
question of exploitation :or these sources of revenue 
to. --the States. 

., . 

It is to. be seen what reconunendati011s tlie Ei1.1hth 
Finance Commission thinks fit to make in this 
regard. However, we arc convinced of tho necessity 
of -a· comprehensive examination, not hither to ma.ie 
of all ·the aspects t>f and diiTerent views held about 
rile ·.implications of imposition of these taxes and 
the likely impact on the economy in general and 
concen:d interests in particular. For keeping the 
issue aside without an in-depth study of the subject 
amounts to a casual treatment of the matter inspite 
of. legitimate claims repeatedly made by the states 
~ the ·proceeds of these taxes whi!;h really -belong 
too 1hem.· 

· 5.26 We subscribe to the view that this grant in 
lieu of passenger fares tax should be enhanced in 
proportion to the increase in the collection of railway 
fare. 

ln reply to the earlier question No. 5.25, we ilave 
urged that the taxes and duties under Article 269 
should be better exploited to strenghthen the 
resources of the States. A tax on railway passenger 
fares· is . enumerated under the aforesaid Article. 
By implication, therefore, we have suggested re
imposition of the tax on railway passenger fares. 
The State Government hold the view that there was 
not .ample justification for doing away with this tax. 

,, When the Government of India decided to abolish 
this tax ;ui.d merge it with passenger fares with 
effect from the I st April, 1961, it was . impellud to 
take this decision apparently on the- recommenda• 
tions of the Railway Convention Committee, which 
bad -felt convinced of the submission of the railways 
about 'their difficult financial position and the. likely 
adverso impact- of thrs tax on the earnmgs from 
rarlway passenger fares. This plea of the railways 
et>ii.ld ··not stand to· reason because the continuance 
Of this t~x was not ·likely lo add to ,he bad financial 
pMition of the railways nor there was evidoiJ.ce 
to:'suggest that because of. imposition of this tax 
tlltm: had-been a decline.in the railway receipts·from 
pa-ssenger fares.· For earnings from railway .passenger 
rat~es- :would tiepend upon the ·.volume l>f. pallsenger 
traffic: and ·there was no reasona~le ground to 
stlppo>e that the number of· people travelling by 
raifu'ays wa:s ever going to fall so ·as to rt:sult in re
dii.ctton in ··earnings from railway passenger fares. 
On the other hand, there was good reason to foresee 
that with greater dispersal of industries, opening up 
of fiew: areas_ to rail communication; greater mobility 
ef. people,· irn:rease in tourist traffic and on account 
of.caU round economic progress· generally, there. was 
every. possibility :of the volume of ·passenger traffic 
in.dreasing from year to year, more so because. railways 
still continued to be by far. the most significant-and 
easily accessible mode or transport for' most .of tile 
travelling public, in fact, the· total passenger '.traffic 
has· grown from 2431 millions in ·1970-71 to 3949 
milhons in 1982-83 (B.E.) which shows a growth ·of 
lllore than 62 percent ov~r this period. Hence, any 
presumptio•l · of a f<rll in passenger. traffic, which 
alcifie;-<;ould- adversely affect .. railway,eamingS .from 
riissenger· tr:iffic, was ·highly unrealistic -and ·without 
substance. • · · 

• The plea of the:ta~t exercising a limiting effect on 
the scope of raising passenger far es is also not based 
on sound foundation because the tax alone could 
•Jot act as a hincirance in the way of enhancement 
of passenger fares just as levy of surcharge on income 
tax has not stood in the way of increasing the rates 
of income. Nor can it be said that unsatisfactory 
finaQcial position of public enterprises has in any 
way deterred the Government ol India from increa
sing the incidence of indirect taxes on the products 
of such enterprises. 

As .such, the considerations which appear to have 
.V5ighted with the Government of India in abolish
ing the tax were not really germane to the issue 
but entirely extraneous in nature. In fact, as 
observed by the Sixth Finance Commission, this 
step of abolishing the tax and substituting it by 
a fixed gr·ant w,,s n0t quite in accordance with the 
spirit, if not the letter, of the provisions of Article 
269 of the Constitution. 

Moreover,. the states were not afrorded any oppor
tunity for consultation on the question of abolition 
of the tax, even though the decision was going to 
vitally affect t ae finances of the states. because with 
one stroke they were deprived of the proce~ds of a 
tax of expanding potential, which, for all intent 
ljnd purpose, c-onstituted a source of revenue for 
the States. 

For these reasons, we have made a suggestion in 
favour of reimposition of this tax. If, however, the 
sugg.:stion is not accepted for any reason, and also 
for the time till the tax is reimposed in case of 
acceptance of our suggestion, we would strongly 
urge the enhancement of the fixed sum of ad hoc 
grant in view of passenger fares tax. 

'.W-hile reccmmending abolition of tills tax, the 
Railway" Convention Committee had suggested 
~ltat the State Governments should b~ paid a fixed 
grant of Rs. 12.50 crores per year during the quin
quennium 1961-66 representing the average of the 
ii<!tual collections for the years 1958-59 and 1959-60. 
The idea was obviously to compensate the states for 
the loss sustained by them as a result of with- · 
drawal of this tax. Subsequently, the Railway Con
vention Committee, 1965 approved the suggestion 
made by the Railway Board that the grant may be 
raised to Rs. 16.25 crore> in a year, which was 
done with effect from 1966-67. This ·annual grant 
~emained pegged to this .amount till the Seventh 
Finance Commission reported inspite of consistent 
growth in railway passenger traffic during the period, 
~ven though increase .in traffic during the five years 
1?60-61 to 1964-65 had formed the basis of sugges
tion by Railway Board for increase in the annual 
grant from Rs. 12.50 crores to Rs. 16.25 crores. 
On t.he same ground, the ad hoc grant should have 
b~en rdsed from year to_ year, or at least, long 
before 1980-81 when agam on the basis of recom
mendation of the Railway Convention Committee 
the amount of grant has been raised to Rs. 23. d 
erores. During the intervening period, therefore, 
the states ·were made to suffer as the principle of 
\lOffi.pensatioll.. of the loss on account or abolition of 
lbe \><IX -(which formed the basis for annual grant 
in_ lie11. of .the ta!li) was not followed. 



The state Government are of the firm view that 
there is absolutely no justification for keeping the 
amount of the annual grant at the present level. 
The amount of ad hoc grant, which is ~upposed to 
be in lieu of the tax, should not only be related to 
growth tin passenger traffic but also be proportionate 
to the increase in the total passenger earning of the 
railways. And, since the present amount- fails to 
satisfy this condition, there is a self evident case for 
stepping up the quantum of annual ad hoo grant .. :; 

The fifth Finance Commission had been info.rnl~d 
that the yield from railway passenger fares ' tax 
during three years 1958-59 to 1960-61 constituted 
10.03 to I 1.69 per cent of the total non-suburban 
passenger earnings of railways .. The average · for 
the three years comes to about 10.7 percent. The 
Fifth Commission calculated that on this basis the 
amount payable to the states in lieu of the tax would 
be of the order of Rs. 25 crores, that is. far more 
than the amount of grant. then payable and also 
higher than the increased amount of grant of · Rs. 
23.12 crores effective from 1980-81. .• ·., · • 

Both the Sixth and Seventh Finance Commi
ssions had said that the amount of grant should.·be 
redetermined. The Seventh Finance Commission 
assumed the same percentage (I 0. 7) of tax compo
nent and estimated that the tax collection· would 
have been Rs. 56.21 crores in 1976-.77, Rs. 61.17 
crores in 1977-78 and Rs. 63.22 crores irt 1978·?9 
(B.E.). As against this, the states cotinued to •re
ceive a grant of only Rs. 16 ·25 crores which works 
out at roughly one-fourth of what the states' would 
have got had the tax continued in the form in which 
it was levied. . ·. _. 

The Seventh Finance also appreciated the force 
of the argument but forward by almost- all states 
that a fixed sum was not an adequate replacement 
of a tax on railway fares, since it did 'not take into 
account the considerable buoyancy in the earnings 
of the railways caused by rapid increase In passenger 
traffic. Finding that it was not possible to ignore 
the substantial increase in the extent of passenger 
traffic since 1961-62, the Commission calcutated 
the growth in non-suburban passenger traffic liS 
reflected by the figures of non·~uburban kilometres 
and came to the conclusion that the traffic had 
increased by a factor of 1.85 since 1961-62. Apply
ing this factor, the Commission worked out the 
amount of Rs. 23 crores as representing the amount 
of grant. ' : 

It appears that taking clue from the cai'culatio~s 
made by the Seventh Finance Commission, the 
Railway Convention Committee ·made its recom
mendations which were accepted by :the Govern
ment of India and accordingly the amount. of 
ad hoc j!rant has been redetermined with _effect 
from 19R0-81. Two points need to be mentioned 
in this connection. Firstly. the s~ven•h Finance 
Commission had worked · out the enhancement 
factor of 1.85 taking as basis •only the increase· in 
passenger kilometres. It Js hu~bl~ submitted .that 
this was not an appropnate cntenon to adopt for 
working out (the enhancement factor. : The • tax. 
when it was in force, constituted a specific percentage 
of the passengers .fares (the passe'rigers ·lr:'-VI:Iling 

'on 5eason ticket and passengers travelhng for 

l35 

distance upto 15 miles having been e"empted) and 
· was in no way rdated to net earnings of the railways 

or to the operating costs. The rates of the tax varied 
_from 5 per cent to 15 per cenr d(pendirlg on the 
. distance of the journey. Therefore. appropriate 
course would be to work out the quantum of grdnt 
on the basis of the percentage the ta~ element 

. formed of the total non-suburban pas,engcr e:tmings. 
. . . . . 

; Secondly. when the tax was, abolished and 
-rrplaced by a grant in lieu thereof. the wholesome 
principle of compensation would have been .en$Ure 
that the states got the same amount every year 
which thev would have received had theta~ continued 

· to be in· force. · : · · 

This would ·require the annual gmnt to vary 
> with ·the rise in the totnl non-suburban passenger 
eamings from year to year so as to maintain the 
same percentage. namely I 0. 7 o;, which was the tax 
element of the total non-suburban passenger earnings 
before the abolition of the tax. Assuming the t!IX 
element to constitute I 0. 7 percent of non-suburban 

' pas~en11:er fares. the collection for 1978-19 !B.E.) 
· would have been Rs. 63.22 crores. as assessed by 

the· Seventh Finance Commission. so that· ~;orres
pondingly the quantum of grant for the same year 
should not have been less than Rs. 63.22. . · . 

. I 

'Therefore. even the refixed amount of Rs. 23.12 cn~res 
as grant in lieu of passenger fare tax sutTers fr.o.!ll 
gross inadequacy. . ; ".-; 

· If the suggestio:! for enhancement of the anmiul 
ad hoc grant is sought to be resisted on the plea ·of 
difficult financial position of the railways. it carl 'be 
rapidly · conceded that states too can hold out· the 
argument that difficult financial position is not peculiar 

_ to the railways alone and the states are In not" very 
much better placed in this regard. Again. if it is said 
that the railways have to discharge social obligations. 

. it can be similarly said that the states too have to 
carry the burden of social obligations not less onerous 
than those of railways. ln fact, railway budgets show 

.. that the financial position of railways has been im-

. proving gradually. showing a surplus earnings tre[)d 
since 1976-77. Dividend a General Revenues )las 
gone up from Rs. 224.2 crores in 1978-79 to Rs. 4_05.1 
crores in 1982-83 (BE). Net surplus, expressed. 11s 

· net revenue minus Dividend to General. Revenues, 
has also recorded a rise during the same period. 
Hence, it would appear that the plea of bad financial 
position held out as an argument against increasing 
the amount of grant from time is not related to facls. 
As a matter of fact, the financial rosition of railways 
is not a relevant consideration in determining the 
sum of. ad hoc grant which should bear ut Least the 
same proportion to the total non-suburban pas_senger 
earnings which the tax element, hefore abohllon of 
the tax." bore to the earnings from non-suburban 
01assenger fares. 
F~r 'the foregoing reasons. we are of the firm 'view 

hat the quantum of ad hoc grant should be further 
... aised in accordance with the principles elaborated 

,n the foregoing paragraphs. becau~e repeal of'the 
tax was not intended to put the states to loss; which. 
in fact. has been the inevitable result of the fixe~ s'um 

. grant being kept at low level for years. .. · · .. 

~-~- S.27 he: que~!ion relates· to· Union>Terrftory. 
··This does ·not relate to the State Government.'· ----1 



5.28 The pre>ent policy and arrangements for 
financing of relief expenditure are based on the re· 
commendations of the Seventh Finance Commission 
which l:ept two basis postulates in view, namely 
(i) that the primary responsibility for relief to the 
people aft'ected by natural calamities rests on tho 
State Government concerned, and (ii) that there may 
be occasions when the seriousness of natural calamity 
would be such as to necessitate extensive relief mea· 
sures requiring expenditure on such a scale as might 
be beyond the means of a state, in which case financial 
assistance by the Centre is called for. 

Accordingly, the expenditure incurred on relief 
would broadly fall in two parts, one to be borne 
entirely by the state concerned and the other which 
can qualify for Centul assistance by way of grant 
or loan. All the Finance Commission from the Second 
onwards have accepted the necessity of providing an 
amount referred to as the margin money in the ex
penditure forecast of each state. It was expected 
that whenever a calamity takes place, a state can draw 
upon this margin immediately for expenditure on 
relief measures. Accordingly the amount of margin 
money has been fixed for each state by successive 
Finance Commission based on the average of ex
penditure on relief booked under the relevant head 
of account for preceding few years. The Seventh 
Finance Commission took a nine year average and 
after adding an incremental fifteen per cent worked 
the margin money for each States. It believed that 
the margin so computed would enable the states to 
bear, better than before, the burden of relief expen
diture even in calamities of more than moderate 
severity. The Seventh Finance Commission also 
recommended that the unspent balance, in any year, 
of the margin money should be invested · in easily 
encashable securities and not merged in general 
resources of a state, so that in a year of need it can be 
possible to draw upon them. 

The formula of Central assistance, recommended 
by the Seventh Finance Commission and accepted 
by the Govt. of India. makes a distinction between 
drought and other natural calamities. The state is 
expected to meet the expenditure on relief to the 
extent of margin money. In the case of drought 
relief the state is required to make a contribution not 
amo~nting to more than 5 per cent of its annual plan 
outlay, which is treated as addition to the plan outlay 
of the state. This is subject to an assessment by a 
Central Team and is covered by an advance plan 
a!ISistance for plan of the state within a period of five 
years following the end of th~ drought. It is .appar~nt 
that this scheme does not mvole any add1t10nahty 
from the Central Government and providl'> only 
for a kind of temrnrary advance against th~ State's 
contribution from its plan limited, of C•J rse, til five 
per cent of the annual plan outlay of the concerned 
state. 

Additional Central a~sistance can be available onl) 
if the total expenditure requirement, worked out by 
the Central Team, were such as could not be. met 
by the state contribution, that is, when t~e ~xpend1ture 
is likely to exceed the five per cent hm1t. In that 
case the Central assistance is half as grant and half 
as !o'an. • 

Jo ·regard 1.o expenditure on relief and repair and 
mtoration of public works following floods, cyclones 
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and such other calamities, Central assistance is ex
tended as non-plan grant, not adjustable against the 
state plan or Central plan assistance, to the extent 
of 7 S percent of the total expenditure in excess of the 
margin money. 

The Seventh Finance Commission also recommended 
that in case of a ·natural calamity or rare severity 
the Central Government should deem it necessary 
to extend assistance to the concerned state even 
beyond what is envisaged by the scheme of Central 
assistance laid down by it. 

It is our view that refixation of margin money at 
a very high level is not so necessary. What is, how
ever of crucial importance is to make the existing 
procedure of assessment of state's requirements for 
expenditure on relief more realistic and less cum
bersome and time-consuming. It may be pointed 
out in this connection that even the non-plan expen
diture on natural calamities incurred by a state has 
to be approved by the Government of India for being 
adjusted against the margin money. This involves 
fresh appraisal of items of expenditure every year 
which not only means a repetitive exercise but also 
leads to the inescapable position that the state govern
ment's hands are fettered in respect of items of ex· 
penditure out of margin money, because expenditure 
on a number of necessary items is not allowed to be 
included in the margin money. We, therefore, con
sider it desirable that admissible items of expenditure 
should be listed out so that the state Govt. is certain 
about them and the Central Team is spared the task 
of identifying admissible items each time. We 
would also stress another point in this connection. 
The Central Teams do not always accept the expen
diture incurred on the basis of norms laid down by 
the State Government. It is needless to point that 
conditions like, customs and practices, the character 
of local needs and even prices greatly vary from state 
to state and a uniform normative approach is difficult 
to evolve in this respect. Hence, there appears to 
be little scope to ignore or vary the specific norms 
accepted by a state, which are based on realistic 
assessment of prevailing conditions within a state. 

The Seventh Finance Commission made a distinc
tion between relief expenditure necessitated by drought 
on the one hand, and floods, cyclones, earthquakes 
and such other natural calamities on the other. The 
distinction was based on the ground that whereas 
floods, earthquakes, and cyclones are sudden and 
without prior warning and, therefore, call for speedy 
relief and prompt measures to provide help and relief 
which are, in fact, generally of a temporary nature, 
from before the occurence of the calamity. However, 
drought last longer and so give reasonable time to 
the state government to assess the requiremento, 
formulate a plan of action and implement the relief 
programmes. In other words, certain ki:•ds of relief 
programme can be taken up as a part of plan pro· 
gramme of the state. 

It may be mention~d in this connection that the 
assumption of a nexus between certain relief pro
grammes in the event of drought and plan programmes 
is of doubtful practical value. Notwithstanding the 
size of the to.tal plan outlay, there will be· serious 
problems in adjusting the. drought relief expendit~re 
m the plan of the state. Smce employment generatmg 



scheme account for very lillie of the total outlay of 
the plan and even tf expendtture on such relief em
ployment IS taken as addition to the annual plan 
o.utlay, serious constraints of resources would exer
Cise a definite limitation on such relief employment 
~e~au~e a large part of the state plan is prompted by 
trng~twn and power sectors because of their com
pul~tve n~ture and a considerable portion goes to 
vanous. mfra.structures,. which do not necessarily 
result m creatiOn of servtces of the nature kin to the 
e!DPl<?yment works required for meeting the drought 
sttuauo~. More~ver it would not be out of place to 
~mphastse the pomt that when droughts set in, there 
IS ~ot only urgent requirement to provide gratuitous 
rehef, but more than that, it is also essential to provide 
l'mp loyment to the large population rendered unem
ployed temporarily by the calamity. It should not 
b~ forgotten that besides able bodied persons there 
will always be a large number of weak and infirm 
or o.ld persons, who may not be capable of hand 
phystcal labour, yet they do need assistance by way 
of employment in conditions of distress. Hence the 
necessity of such employment schemes as could be 
offered on wages lower than normal wages intended 
to be only distress wages. Another related point to 
be borne in mind is that relief expenditure does 
produce. an effect of increased investment on employ
ment onented works, which in ordinary course the 
state government might not have undertaken but 
postponed for a future date had there not been an 
urgency on account of drought relief. For these 
reasons, dovetailing relief expenditure in plan pro
gramme would entail serious practical limitations. 

The recommendations of the Seventh Finance 
Commission laid down that Central assistance should 
be made available as a non-plan grant to the extent 
of 75·per cent of the t0tal ex.nenditu•·e in excess of 
the margin on relief and on repairs and restoration 
of public works following floods, cyclones and cala
mities of this nature. Government of India have, 
however, restricted such non-plan grants to relief 
expenditure in the case of floods and cyclones only. 
It may be pointed out that any distinction between 
drought relief works and repairs and restoration of 
public works damaged by floods, cyclones etc. is 
hardly rational because if such a distinction is made 
on the presumption that expenditure on relief employ
ment is likely to create durable assets then the pre
sumption is misconceived in as much as in the case 
of nroughts Plsn, the ~tafe !!overnment h~s to "nder
take relief works which are cheaper in terms of wage 
cost as they do not require skilled manpower so 
that it is not always that such works create durable 
assets. Another important point to remember is 
that since public prop ,rties constitute ass~ts created 
at considerable cost, they should not be allowed to 
be lost when damaged by natural calamities for want 
of repairs and restoration. Therefore, the program
mes of employment of temporary nature, which of 
necessity have to be undertaken by the state govern
ment in the event of such calamities, should be pro
vided outside the plan. 

Our anxiety for a reappraisal of the policy and 
procedures for financing of relief expenditure arises 
from the sheer enormity of the problems created for 
the state by regular occurrence of floods and droughts 
which has, over the years seriously affected the state's 
economy ::and caused severe strain in our finances. 
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11te areas of North and S<1Ulh B1har arc crisscrossed 
by mighty and trubulcnt river~ which rise in the snows 
of Himalayas. These rivers have very st ep slope in 
the upper regions which gr.1dually grow flatter before 
~ra~ning into the Ganga, whose absorption capacity 
IS lim1ted. The major rivers spill over their banks 
during and after heavv rains in their catchment areas 
due to poor outfall condil inns. The situation has 
worsened over the years because of. inter alia. increased 
encroachment of plains, heavy siltati<'n and defore
station in the catchment areas. 

It is not surprising, therefore, that, as the Rash· 
triya Barh Ayog (1980) found, Bihar accounted for 
17 per cent of the total flood aiTected area in the conn· 
try and 23 per cent of the aggregate damages in re· 
cent years. There has been an upward trend in area 
affected by floods in the state since 1965 anti the in· 
crease has been sharper in the seventies. Taking the 
average damages (at current prices) during the period 
1971-78, the Ayog has estimated that Bihar accounted 
23 · 2 per cent of the damage which is highest amongst 
the stages excepting Uttar Pradesh. 

The visitation of drought has similarly been a 
regular feature, particularly in certain parts of the 
state extending over the entire plateau of Chota· 
nagpur and Santhal Parganas which covers a total 
area of 0.80 sqr. KMs. Md has a population of 142.27 
lacs and this constitutes the drought prone area. 

That flood control measures have not succeeded 
in restraining the extent of damages caused by re
current floods also finds support from the Sixth Five 
Year Plan (1980-85) which has noted that while the 
outlays for successive Five YearfAnnual Plans have 
been increasing and more and more areas are being 
protected, the estimated value of damage due to 
floods has been increasing. 

Whether aberrations being beyond human control 
it is not possible to lessen the possibility of occurrence 
of droughts. Through the implementation of. inte
grated programmes of development in the rural 
sectors, drought prone areas may be developed, to 
certain extent, to better meet the adverse erTccts of 
droughts. Yet, it has not been possible to reduce, 
to any significant extent, either the possibility of 
visitation of droughts or the suffering~ caused by 
them. 

So, these aspects of the frequent occurrence of 
natural calamities like floods and droughts have to be 
always kept in view while evolving the policy and 
arrangements for financing of relief expenditure. 

Having regard to what has been .stated in the 
preceding paragraphs, we are of the vtew that the~e 
;s no point in raising the margm money to any s1gm· 
ficant extent. However, we feel that margin money 
should be provided in the annual budget~ of the states 
to take care of natural calamities into plan and non· 
plan segments, for, as we have indi~ated .earlier, 
dovetailing any part of relief expe~d1ture Ill l?lan 
expenditure bristles with several practical constramts 
and may well be counter l?roduct~ve !n as much as it 
may fail to achieve the deSired obJeCtives. 

Therefore in the event of natural calamities of 
extraordina;y severity, the Central Team should, in 
consultation with the concerned state government, 



expeditiously make an assessment of the nature ~nd 
extent e>f damages caused and assess the total reqUire
ment of expenditure on gratuitous relief relief, employ
ment programmes and restoration of damaged public 
property on the basis of realistic norms of such ex
penditure, and the total amount reqUired should .be 
given to the state by way of non-plan grant. Distm
guishing feature of the financial system laid down in 
our Constitution is the absence of overlapping taxa
tion powers. 

Thus, it would appear that the well conceived 
distribution of taxing powers is based on recogmsed 
imperatives of a federal structure. Other sources. of 
raising resources have also been allotted to respective 
authorities on similar considerations. For instance, 
it would be administratively cumbersome for the state 
government to take upon itself the task of local taxa
tion which has, therefore. been aptly left to the local 
bodies. 
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Therefore, it would be pointless to argue that any 
authority could be vested with plenary jurisdiction 
in the matter of levying taxes. Taxing powers have to 
be allotted to respective authorities keeping in :view 
the nature and the base of taxation and in confirmity 
of with the constitutional structure prescribing limits 
to taxing powers or the powers of raising resources 
from other avenues. The authority which can levy 
and collect taxes with efficiency and economy will be · 
the appropriate authority to be vested with the powers 
of administering particular taxes. Improper allo
cation of taxing powers will lead to distortion in the· 
tax system resulting in failure to achieve optimum 
exploitation of resources of tax revenue. Same can 
also be said of other avenues of raising public revenue. 

For the foregoing reasons, it cannot be said that 
who collects the funds is immaterial. 

Similarly, it cannot be said that how the collected 
fund is distributed is irrelevant. As has been pointed 
out earlier, the funds received through various sources 
of public revenue are meant to meet the needs of 
public expenditure. Raising of public revenues and 
managing public expenditure are the two major 
elements of fiscal policy, which has to serve the para
mount goals of achieving economic stability and 
growth. 

Here we would also like to refer to. another point. 
At present, the damages caused by fire are not con
sidered as one caused by natural calamity, perhaps 
on the presumption that fire is not a natural calamity 
and is caused by human failure. We would refer to 
our own experience in the matter. In some parts 
of our State, particularly during summer season 
when westerlies blow over most parts of the state, 
widespread damages are caused by frequent cut
break of fire on extensive not attributable to the faster 
of human failure. Such fires at times engulf village 
after village consisting of clusters of thatched houses 
belonging mostly to lower strata of people, parti- • 
cularly scheduled castes and scheduled tribes. The 
damages caused are considerable. Therefore, there 
is ample justification to treat such damages as caused 
hy natural(calamities to qualify for assistance as in 
the case of drought or hailstorm, 

As regards the procedure for extending ~ssistance 
in the shape of non-plan grants to me7t rehef e~p~n
diture, we do not propose a change m the existmg 
method of on the spot assessment of the nature. and 
impact of the natural calamity and the exp7nditure 
requirements by Central Team. However, smce we 
have , suggested Central assistance by way of no.n
plan grant, we see no role of the Planning C?mrrus
sion in the matter and the high-level Committee to 
consider the report of the Central Team may be 
headed by the Secretary, Ministry of Finance. Then 
the high-level committee's recommendations may be 
placed before the Finance Minister for his approval so 
that the assistance may be finally decided. In thi.s con
nection, we are in agreement with the Seventh .Fmance 
Commission that the Central Team or the high-level 
committee should make their assessment with suffi
cient care and would add :h t sue:; assessment should 
be made with promptness and a sense of urgen.cy 
which the situation in the event of a natural calamity 
so richly deserves. We also feel that there should be 
no need to scrutinise the·expenditure incurred by the 
state on relief against the margin money. Further, 
we do not think that it would be reasonable so much 
to think in terms of fixing ceilings on different item.s 
of expenditure, because such ceilings cannot concei
vably be flexible enough to admit of requirements 
i r1 all possible conditions. More necessar~ should be 
to consider, as we have pointed out earlier, to spell 
out the items of expenditure admissible for assessment 
of expenditure requirements so that the Central 
Team may not have to go into various ite~ns. ?~ ex
penditure every time to decide their admissibility. 

There is another point which deserves to be men
tioned here. In case of certain expenditure on relief 
works as well as expenditure on restoration of damaged 
property, often it is not possible to confine the ex
penditure to a particular year because ?f time t~ken 
in completion of procedures of accordmg sanctiOns 
etc. and so the programmes undertaken may spill 
over the next year. At present such spill over expendi
ture is left out of consideration for the purpose of 
eligibility of Central assistance. As a result, avoi
dable burden is thrown on the finances of the state 
because such expenditure does not qualify assistance. 
We would, therefore, suggest that such spill over 
expenditure on relief works should be taken into 
while deciding entitlements of Central assistance. 

We believe that the modifications we have suggested 
in the policy of financing relief expenditure and the 
procedure for assessment of expenditure requirements 
for relief in the event of natural calamities, takes 
sufficient care against extravagenct:! or waste or ex
penditure of doubtful value. Assessment by the 
Central Team in accordance with the procedures. 

5.30 lt would be risky to make an unqualified 
statement to the effect that who collects the funds and 
how the funds are distributed are not very relevant, 
and it is more important that the funds are prudently 
spent and the benefits go back to the people. 

Who collects the funds and how the collected funds, 
are distributed amongst various spending authorities 
is equally significant. It is common knowledge that 
there are various methods of raising resources which 
constitute public revenues, out of which public ex
penditure takes place. If, therefore there is excessive 



dependence on the source of revenue, to the compara
tive neglect of other sources of receipts, the result is 
bound to be disastrous for the economy as a whole 
as well as the people at large. A wise mix of the 
sources of revenue is, therefore, always adopted for 
raising of resources. 

Here arises the question of who can be able to 
raise revenues, and through which sources, efficiently, 
conveniently and adequately. And, the authorities 
which would appear more appropriate from these 
points of view are entrusted with the responsibility 
of exploiting the sources of revenues, which can be 
apply allotted to them. Outlined above will mean 
careful and rigorous determination of expenditure 
requirements, eliminating the possibility of acceptance 
of unreasonable claims for expenditure. 

Having regard to what has been stated in the pre
ceding paragraphs, we are of the view that there is 
no point in raising the margin money to any sigmficant 
extent. However, we feel that margin money should 
be provided in the annual budgets of the states to take 
care of natural calamities of localised nature. 

It is futile to carry on the discussion in abstraction. 
The problems of public finance are diverse, for they 
embrace questions relating to raising <;>f pubhc .reve
nues and deciding upon patterns of pubhc expenditure, 
consistent with the declared objectives of ma>umismg 
economic and social welfare of the people. Apart 
from the complexities involved in devising a system 
of raising resources with least baneful effects and of 
public spending in the most beneficial wa't, an addi
tional factor adding to the complicatiOn IS the con
stitutional framework within which the fiscal system 
has to be operated. Therefore, the power of raising 
public revenues and ordering public exp.enditure 
must form an integral part of the admimstra!Ive. 
legislative and financial structure laid down by the 
constitution. 

Our Constitution is federal in character. Hence, 
there is the presence of two layers of government, 
namely, the Union Government and State Gov
ernments. Our fiscal system, therefore, rests on a 
division of revenues between the union and the states. 
The tax system and the distribution of powers to 
impose taxes and duties have been desi1;ned on the 
mould of the financial arrangements la1d down m 
the Constitution. So where the basis of a tax is 
country wide, the Union government has been em
powered as the authority to impose such a tax. By 
way of example, we can mention income tax, 
company taxation, wealth tax, custom duties and 
such others. As against this, state~ c:m tax. their own 
citizens or income generated w1thm their spheres, 
so taxes like land revenue, agricultural income tax, 
tax or local sales such o·.hers have been placed at 
the disposal of the states. It ma:f be not~d here that 
one objectives sought to b~ achieved with the. help 
of an appropriate fisca~ pohcy coupied with suitable 
monetary policy may mclude creation of demed 
levels of savings and investment s~ as to promote 
long term growth and at the same time to secure an 
acceptable allocation of resources and d1stnbu!Ion 
of income and wealth with a v1e:-v to stimulatmg 
economic development and promotmg social JUStice. 

The fiscal policy, therefore, has to aim at achievi.ng 
the desired objectives. The effects of a fiscal pohcy 

139 

would, on the one hand, depend upon the types of 
taxes imposed, the manner in which they are col
lected, and the ways in which other measures of 
raising resources are used, and, on the other hand, 
the varieties of government expenditure undertaken 
and the repercussions produced by such pubhc 
expenditure. Being inseparable elements of the 
fiscal policy, both public revenues and public ex
penditure have together to serve the common goals 
set for the fiscal policy. Both are inter related 
with each other. If the tax structure is such as to seck 
equitable distribution of income and wealth to pro
mote social justice, public expenditure cannot have a 
different aim. Again, if the fiscal and monetary 
policies are so designed as to stimulate savings and 
investment, public expenditure has to pursue the 
same objective. 

While the total public revenues set the broad limits 
of public expenditure, the government spending 
takes place through different public authorities on 
different heads of public·expenditure. So, one autho
rity cannot take over the spending function of the 
other. Nor, there is free scope of changing the vo
lume of public expenditure on different. items of ex
penditure falling within the spheres of different spen
ding authorities. 

According to the financial plan of the Indian Consti
tution, while powers of taxation have been clearly 
demarcated between the Union and the state Gov
ernments, the respective responsibilities and the 
functions of the two all expemhture by them con
currently in same or similar fields. . Economic and 
social planning is a con~urrent sub~ect. So, pubh.c 
expenditure on plan pr.oJects admits of the possi
bilities of pubhc spendmg both by the Centre and 
the states. Even so, the areas in which they under
take expenditure functions are separated to a signi
ficant extent. While it is the state governments which 
incur expenditure on maintenance of law and order, 
it is the centre which has the responsibility for ex
penditure on defence of the count~y. The examples 
have been cited merely to emphasise the pomt that 
the responsibilities for incurring public expenditure 
by the Central and the state governments conlirm 
to the constitutional proVISions outhnmg their- res
pective jurisdiction. 

All public expenditure, in some form or other, 
brings benefits to the people. Nevertheless, all pub
lic expenditure cannot be undertaken by one public 
authority, for this will be admimstratively u~sound 
and economically unproductive. Therefore, diVISIOn 
of expenditure functions amongst the Union Gov
ernment, the state governments and t~e. local autho
rities meets the requirements of elhc1ent financial 
arrangements and adds to administrative vitality. 

It is necessary that the authority resj)Onsiblc for 
undertaking particular .expenditure. functions. should 
also have the requisite availability of resources. 
It is in this view that distribution of avenues of raismg 
public revenues acquires . s.ignificance. Accordin.g 
to the constitutional provisions, maJor and elastiC 
sources of revenue are with the Centre, while the 
states have at their disposal sources of revenue which 
are comparatively inelastic. Therefore, inspite of 
demarcation of taxing powers and functiOns aud 
responsibilities between the Centre and the states, 



an imbalance between the resources available with 
the states and the functions and obligations enjoined 
on them was inevitable. The framers of the consti
tution were fully aware, therefore, of the need for 
appropriate corrective measures to secure better 
correspondence between the resources and respon
sibilities of the states, and it was to meet this situation 
that provision for transfer of resources from the 
Centre to the states was made in the Constitution. 

Hence, the transfer of resources from the Centre 
to the states serves a definite purpose and its import
ance cannot be under rated. At the same time, the 
manner of distribution of the divisible resources 
amon!Zst the states is no less important, for it must 
be based on equitable principles so as to strengthen 
the finances of the states in order to enable them to 
satisfactorily fulfil their obligations. Broadly speak
ing, the principles of distribution must aim at rapid 
economic development of the country and balanced 
growth. of the states. 

The foregoing analysis of the different aspects of 
the issues involved would indicate that who collects 
the funds and how the distribution of the funds 
takes place are important ingredients of fiscal policy, 
and so, consistent with the constitutional framework, 
should together aim at securing economic growth 
with social justice. Prudence in public expenditure 
is incontrovertible attribute of the art of spending 
by the public authorities. Similarly, using public 
expenditure as an arm to reach benefits to the people 
can invite no debate. The cardinal point to remember 
is that all of these, namely, raising resources, their 
distribution amongst different spending authorities 
and on different items of expenditure, and the public 
expenditure function as such bristle with inter linked 
problems and only an integrated approach to them 
would save one from pitfalls that otherwise lie in the 
way. 

5.31 According to the suggestion, referred to in 
this question, there should be a permanent National 
Expenditure Commission to assess the nature and 
quality of expenditure and the need for revenue 
resources for both the Centre and the States. The 
crucial point to see is whether there exists a suitable 
machinery or institutional arrangement to evaluate 
the usefulness of public expenditure incurred by the 
Centre and the states and also whether there is a 
mechanism for assessing their respective revenue 
requirements. 

The authority for government spending flows from 
the budget. In the case of the Centre the Parliament 
and in the case of the states their respective Legisla· 
tures vote the budget grants and in doing so they 
exercise basic control on all forms of expenditure. 
The parliamentary control of public expenditure does 
not end there. It continues even after the budget 
grants are voted, the object being to ensure that the 
funds appropriated by the Parliament, or the Legis
lature in the case of a state, have been properly uti
lised for the purpose specified and in the best possible 
manner. 

The instruments of parliamentary control at this 
stage are the Committees of the Parliament, namely, 
the Public Accounts Committee and the Estimates 
Committee. The former is intended to ensure that 
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the expenditure confirms to the authority which 
governs it and the disbursements have been for the 
purpose for which voted. The latter i. e. the Esti
mates Committee is concerned with examination of 
the budget estimates with an eye on securing economy 
and efficiency in administration and it falls within 
its duty to suggest suitable modifications if any 
policy appears it to be defective or such as leading 
to wasteful expenditure. 

Since the time of the Parliament or the State 
Legislati ;c is valuable, it is these Committees that 
undertake detailed examination of .all expenditure 
to ensure proper spending of money sanctioned by 
the Parliament or the Legislative as well as effective 
implementation of policies and programmes approved 
by them. There are a number of instances of the 
reports of these Committees highlighting· cases .of 
departure from sound standards of public expendi
ture and drawbacks of certain policies and pro
grammes requiring modifications. 

There is yet another Committee of the Parliament, 
namely, Committee on Public Undertakings whose 
duty is to examine if the public undertakings 
are being managed according to sound business 
principles and prudent commercial practices. In 
fact, its functions in relation to public undertakings 
may include such other functions of the Public 
Accounts Committee and the Estimates Committee 
as the Speaker may, from time to time, assign to it. 
Thus, not only efficiency of expenditure but also of 
management of public enterprises as a whole falls 
within the purview of this Committee. 

Then, there is the constitutional authority of the 
Comptroller and Auditor General of In\lia whose 
duty is to Audit all expenditure from the revenues 
of the Central and state governments with a view to 
ascataining whether moneys shown in the accounts 
as having been disbursed are legally avaiiable for 
and applicable to the service or purpose to which 
they have applied or changed or whether the expendi
ture conforms to the authority which governs it. 
The appropriation accounts and audit reports pre
pared by the C. A. G. are placed before the Parlia
ment or the State Legislatures, as the case may be, 
and form a subject matter of detailed discussion by 
the PAC with the concerned departments of govern
ments both Central and state-where the propriety 
of all expenditure are assessed. The Committee of 
Public Undertakings are furnished with the audit 
reports of the C. A. G. in respect of public enterprises. 
Thus, the financial working of these enterprises comes 
to be subjected to a close scrutiny by this parlia
mentary Committee. 

Thus the parliamentary control over expenditure 
of the Central and state governments coupled with 
appropriation and regulatory audit by the C. A. G. 
provide an institutional arrangement which keeps 
the public expenditure policy, in all its aspects 
under constant review, and the efficiency of expendi~ 
ture incurred falls under the scrutiny undertaken 
through these institutional arrangements. 

Let us now see how the respective revenue require
ments of the Union and the states are assessed. One 
must look at the question from the angle of union
state financial relations. The Constitution has provided 



for a _Finance Commis~ion which makes a quin
quenmal review of the finances of the Union and 
the states. We are in favour of such a periodical 
review which atrords the Finance Commission a good 
opportunity to determine the respective needs of the 
Centre and the states for resources to meet their 
responsibilities and obligations. True, the Finance 
Commission confines itself to the non-plan require
ments of the states, the plan requirements being left 
to the care of the Planning Commission. In the process 
of determining the non-plan need of the states, the 
Finance Commission makes an in-depth analysis of 
the revenue and expenditure forecasts of the states 
for the devolution period and works out the revenue 
needs of the states. For the purpose of transfer 
of resources from the Centre to the states, the 
Finance Commission also makes an assessment of 
the needs and resources of the Centml Government 
to identify surpluses out of \\hich devolution of funds 
can take place. 

There may.be scope for improvement in the metho
dology adopted by the Finance Commission for the 
purposes of determining theZrespective needs of the 
Centre and the states, and, indeed there is need for 
some. ;mprovement, but it cannot be said that the 
deficiencies in the methodology are such as warrant 
a total rejection of the institution of the Finance 
Commission so that it has become inperative to 
think of an alternative body to discharge this function. 

Coming to plan requirements, it has to be remem
berd that planned economic development of the 
country accompanied with balanced regional growth is 
accepted national policy and there can be no going 
back on it. From the point of view of relations between 
the Centre and the states, it needs little emphasis 
that planning is an endeavour to achieve nationally 
accepted goals and objectives with close cooperation 
and coordination of efforts between the Centre and 
the States. So, the process of plan. formulation listing 
out of schemes and projects, fixing ·of priorities 
and limits of desired rates of growth are all decided 
as a result of collective efforts of working groups 
and the finacial outlays on schemes are determined 
accordingly after a review of performance in the pre
ceding plan year and taking into account the availa
bility of both physical and financial resources. 
In this exercise, the focus on needs of the Centre and 
the states occupied the pivotal positions. 

Thus, it would appear that the plan size-both in 
terms of physical target> and fi•ancial outlay is the 
result of combined efforts of the Centre and the 
States through 'the pace set by the Planning Commi
ssion and the limits to plan size are set by the con
straints of availability of financial resources. Obvi
ously, therefore, the size of the state plan outl~y 
ultimately depends upon the states cap;; c1ty to raise 
additional resources for financmg the state plan and 
the availability of funds with the Centre o;;t of which 
plan assistance can be extended to the states. It IS 
futile to argue that the needs of the states should be 
determined in absolute terms, mdependently of 
these two factors, because neither the states can be 
expected to bear the burden of raising unduly large 
additional resources nor the Centre c?.n lcg•tnnatcly 
be credited with a limitless capacity of finding funds 
to extend unlimited plan assistance to the states 
for the plan requirements. ,. 
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It is against this backdrop that the usefulness 
or the Imperative necessity of a National Ex
penditure Commission has to be considered. It 
can be argued that such a Commission is needed 
to asses~ the Centre's expenditure and its require
ments for developmental and non-developmental 
purposes with a view to finding out surpluses avail
able with the Centre out of w•.ich transfer of nwre 
resources could possibly be made to the states. As 
we have pointed out earlier, functions precisely 
of the aforesaid nature and discharged periodically 
by the Finance Commissions. They make a review 
of the expenditure of the Central and state govern
ments and arrive at asses;ment of their respective 
needs for non-plan purposes. The seventh Finance 
Commission took a welcome step forward in under
taking a close scrutiny of the forecasts of revenue 
and expenditure of the Central Government and 
found more surplus than presented by the forecasts. 
There is no reason to apprehend that succeeding 
Finance Commissions would not follow the same 
practice. 

The Planning Commission, in consultation \\'ith 
the Central and State governments, does the same 
for plan requirements. It may be p,.ssibk to 
indicate some defficiencies in the methods adopted 
by the two Commissions, but the same c;m be re
moved by suitable modifications in. the procedures 
adopted by them and making them work in close 
co-operation and harmony, so that each benefits 
from the Labours of the other hand, in the process, 
the resultant advantage takes care of the lacuna 
that may be found to exist in the working of these 
two Commissions. 

A National Expenditure Commission, if established 
would engage in similar exercise of assessing the 
needs of the Centre and the states and, to that extent. 
would traverse the grounds covered by the Finance 
Commission and the Planning Commission. thus 
leading to avoidable overlapping the functions at 
present being performed by the two Commissions. 
If the proposed Commission is supposed to under
take annual assessment of the respectiv, needs of 
the Centre and the states, it is difficult to visualise 
the manner of follow up action on the 
findings or the recommendations made by it. In 
what ways its reports would affect preparation 
of annual budgets of the Centre and the states or the 
finalisation of annual plans by the Planning Com
mission is not easy to foresee. The proponents 
of this idea have not spelt out precisely what exactly 
will be the role of the proposed Commission vis-a-vi> 
the Finance Commission or the Planning Commiosion. 
Nor has it been made clear if the needs assessc:d by 
the proposed Commission would have mandatory 
effect on the Planning Commission so that the plan 
size-both in physical and financial term!>-will have 
to be adjusted accordingly. Similarly, if the needs 
as assessed by the proposed Commission are to 
have binding effect on the Finance Commission it 
would mean taking over of a substantial part of the 
work of the Finance Commission by the proposed 
Commission itself. Thus, the inter-action between 
the functions of the proposed Commission and the 
work of the Finance Commission and the Planning 
Commission has all the possibilities of introducing 
more complexities in the manner of transfer of 
resources to the states, and may as well result in 



act in g as further irritant to the Centre-State financial 
relations. · 

While suggesting the creation of a National Ex
penditure Commission, it has been pomted out 
by some that the total amount allotted to the Plan
ning Commission for stat_e. plan outlays IS not only 
inadequate but also the dec1s10~ o~ the U~wn Fmance 
Ministry in this regard lacks objective basis. Lookmg 
at this mattor realistically, one may ask if there are 
positive instances of some really good and bene
ficial schemes suggested by the. states wh1ch have 
not been accepted for inclusion in the state plan for 
the reason that acceptance of such schemes would 
mean exceeding the total amount available for state 
plans. We do not think it would be easy to pomt 
out such cases. Even if we accept for argument's 
sake that the total amount available for State plan 
outlay is inadequate or in deciding the amount on 
rational principles have not been observed, here 
is a remedy of which the states can make good use. 
They can take up the matter in the National Develop
ment Council where, if they take a united stand 
emphasising the merits of their view points, the 
problem can be dispassionately consid~red and 
satisfactory solutiOns evolved. A ~auonal Ex
penditure Commission may not necessanly be a better 
forum. Moreover, its recommendations will after 
all, be subject to acceptance by the Central Go~ern
ment. It is platitudinous to suggesl that the mte
rests of the States cannot receive due consideration 
by the N.D.C. and once the N.D.C. i~ convinced 
of the justified claims of the States, there IS no reason 
to suspect that thl;} Government of India will take any 
different view. 

Now let us see what part can possibly be played 
by the proposed Commission i_n the matter of evalua
ting the usefulness of expenditure of the Centre or 
the States. The Parliament or the State Legislatures, 
being the authorities to S'l nction funds. cannot in 
any sense, be divested of . the ultimate control 
exercised by them over pubhc expend 1ture. _T~rough 
their Committees, they can always scrutlmse all 
expenditure incurred by the Government of India 
or the State Governments and locate infructuous or 
wasteful expenditure and suggest measures to 
bring about better ordering of expenditure. The 
regulatory audit by the C.A.G. can ensure that all · 
expenditure has been undertaken under proper 
authority and for purposes for wh1ch the funds 
were charged or voted. The Finance Commission 
will always make periodical review of revenue and 
expenditure estimates of the _Centre and the ~tates 
to assess possible surpluses w1th them and the1r res
pective needs in order to evolve the scheme of 
devolution of funds to the States. As such, we do 
not think that a National Expenditure Commission 
can take over with some distinct advantage any 
of the functions assigned to existing authorities 
concerned with examination and evaluation of pro
priety and efficiency of expenditure incurred by 
the Centre and the States. On the other hand, it 
will mean avoi0able duplication of authorities dis
charging same or similar functions, with practically 
little tangible gains. 

For the reasons explained in the for_going para
graphs we are not in favour of a National Ex
penditure Commission. 
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5.33 The "evaluation audit" can succeed only 
if the Government has "performance budgeting" 
system. Both voucher audit and evaluation audit 
are essential. The twin objectives of audit namely 
efficiency and promptness can succeed only if eva
luation audit also exists besides vouchers audit. 
Each department executing development programmes 
should have a small evaluation cell. This cell could 
make evaluation audit of programmes executed 
by any other department. Thus departmental eva
luation unit should·, not evaluate the departmental 
project. Recently the Integrated Rural Develop
ment Programme was evaluated by the Planning 
Commission, though the soheme is being executed 
by the Ministry of Agriculture. Such sort of mo!li-· 
toring both of progress of expenditure att.uned w1~h 
the achievement of the physical target will help 111 
proper monetary appraisal of any pre foramme. 

5.34 The question does not specify the points 
said to have been made out by Shri Ashok Chandra, 
Chairman of the third Finance Commission to show 
that the Comptroller and Auditor General was not 
doing all that was possible to keep a check on .the 
accounts of the Union and the States. The report 
of the third Finance Commission does not throw 
light on observations of Shri Chanda to ~he effect. 
One thing, however, seems to be c~ear. Shn Chanda 
might have commented upon madequacy of the 
duties and functwns. of the C.A.G. pnor to 1971, 
because till then, the Parliament had not enacted 
a law under Article 149 of the Constitution defining 
the duties, powers etc. of the Comptroller and 
Auditor General, with the result that the Gov
ernment of India (Audit and Accounts) Order, 
1936, as adapted, had con~inued to regulate the 
powers and functions and dut1es of the C.A.G. The 
1936 Order, by its very nature, had not conferre~ 
on the C.A.G. sufficient powers to perform h1s 
duties commensurate with the obligations cast on 
him by the Constitutional provisions. Perhaps, 
Sri Chanda intended to highlight the lack of com
prehensiveness in the powers and functions of C.A.G. 

It would therefore, be useful to point out the 
areas left uncovered by the functions and duties 
entrusted to the C.A.G. by the 1936 Order. Broadly 
speaking, the said ~rder was not con:-pr~h~ns.ive 
enough to incll!de w1thm the statutoryymsdictwn 
of audit certain Important gov~rnment a:tlVIties result
ing into considerable ~xpend1ture, wh1ch had been 
expanding pretty past m the wake of the J?la ns for 
economic development. Then local bod1es and 
many authorities or bodies receiving substantial 
grants or loans from the government fell outside 
the net of audit by the C.A.G. and had to be brought 
within his purview by a procedure known as 'audit 
by consent'. Such audit was, however, not statu
torily compulsory. 

In specific terms, the functions and duties of 
the C.A.G., laid down in the 1936 Order, did not 
extend to certain vital areas which ~re a spelt out 
below. While elaborate these particular areas, it 
will also be shown how fare and to what extent these 
dificiencies have been made !!P by the Comptroller 
and Auditor General (Duties, powers, and Con
ditions of Service) Act, 1971 (as amended in 1976, 
and hereinafter referred to as the Act). 



Firstly, under the 1936 Order, the C.A.G. was 
required to obtain prior approval of the President 
or the Governor, as the' case may be, before under
taking the audit of receipts of government or the 
audit of the accounts of stores and stock maintained 
by government. Such prior approval is no longer 
necessary. Section 16 of the Act has made it a duty 
of the C.A.G. to audit all receipts which are payable 
into the Consolidated fund of the Union and of 
each state and to satisfy himself that the rules and 
procedures in that behalf are designed to secure 
an effective check on the assessment, collection 
and proper allocation of revenue and a.re being 
duly followed. Similarly, Section 17 of the Act 
has vested the C.A.G. with the authority to audit 
and report on the accounts of stores and stock kept 
in any office or department of the Union or a State. 
Thereiore, it is no longer necessary for the C.A.G. 
to seek and obtain prior approval of the government 
before taking up such an audit. 

Secondly, the need for audit by consent of local 
bodies or such other authorities or non-official 
bodies, which received substantial sums of grants 
or loans, imposed a limitation on the C.A.G's powers. 
The Act has made provisions where by these limi
tations have been removed considerably. Section 
14 of the Act empowers the C.A.G. to audit the 
receipts and expenditure of bodies or authorities 
financed from the Union or state revenu~s. provided 
the amount of grant or loan advan\)ed to such 
bodies was not less than rupees five lakshs in 
any year and, not less than seventy five per cent 
of the total expenditure of such a body or 
authority. 

Where any grant or loan is given for any specific 
J)urpose from the consolidated Fund of the Union 
or a state to any authority or body, other than an 
international organisation, the Act (Section 15) 
empowers the C.A.G. to scrutinise the procedures 
by which the sanstioning authority satisfies itself 
about fulfilment of condititions of such grant or 
loan, and, for this purpose, the C.A.G. has a right 
or access to the books and accounts of the con
cerned authority or body. However, the C.A.G. 
will not have this right of access to books and ac
counts of any Corporation, if the law, under which 
such Corporation has been set up provides for audit 
by an agency other than C.A.G. except where he is 
authorised in this behalf by the President or the 
Governor, as the case may be. Such authori
sation can be m1de after consultation with the 
C.A.G. and giving the concerned Corporation an 
opportunity to represent with regard to allowing 
the C.A.G. the right of access to its accounts. 

. Then, there are industrial •and commercial con
cerns, which are :ither government companies or 
a statutory Corporations. in which substantial gov
ernment money is in, vested. There is a self evident 
case for audit of such government companies or 
statutory Corporations by the C. A. G. so as to bring 
them under full Parliamentary control of their ex
penditure. The position before the 1971 Act was that 
according to the Companies Act of 1956 the C.A.G. 
had the right to test check the accounts of the 
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government companies in addition to the audit 
conducted by professional auditors and thus the 
Public Accounts Committee \\aS enabled to inves
tigate the working of these companies in the event 
of malpractices. The position has been recognised 
by the 1971 Act and it has been specifically provid~-ct 
that the C.A.G. will exercise his powers of audit 
of the accounts of the government compnnies in 
accordance with the provisions of the Companies 
Act, 1956. 

, As regards audit of statutory Corporations. Shri 
Chandra had complained against exclusion of the 
nght of C.A.G. to audit the accounts of the L.I.C. 
at th~ It me of .. its. nationalisation and had expressed 
the v1ew that this con,ti: utcd a departure from the 
accepted principle that withdrawal of money from 
the Consolidated Fund should aut. .mat'callv attract 
the audit responsibility of the C.A.G.'' Public 
Accounts Committee in its several reports. had also 
concurred with this view that the C.A.G. should 
have the unquestioned right to audit the expendi
ture of such concerns, by whatev~r name called. 
because they are financed out of the Consolidated 
Fund. 

The Act provides that in respect of corporations 
(not be1ng companies) established by or under 
any l_aw f!!ade by the Parliament, the C.A.G. can 
exer~1se h1s prowers of audit in accordance with the 
provisions of the legislation concerned. 

According to one view, Sri Chandra's objections 
hav~ been squarely met by these provisions cmpo
w~nng the C.~.G. to audit the accounts of govern
ment compames and statutory corporations in 
accordance with the provisions of the Companies 
Act, 1956 and concerned legislations respectively. 
Another v1ew can also possibility be taken, accor
dmg to which the C:A.G.'s powers to audit the go
overnment compan1es or statutoty corporations 
have been made dependent upon provision to that 
effect in the Companies Act, 1956 and legis!: tions 
setting up statutory corporations. In other words, 
notwithst-.ncling the aforesaid prevision contained 
in section 19 of the Act, the C.A.G. may not have 
jurisdicti.on t~ audit the accounts of statutory 
corporatiOns m the absence of a spe ific provision 
to this e!fect in the laws establishing >uch statutory 
corporations. This amounts to conditional ex
ercise of power to audit the accounts of statutory 
corporations, because the C.A.G. will not be able, 
on the authority of the provision in the 1971 Act, 
to audit the accounts of a statutory corporation which 
may be established in future, unless there be an 
express provision to that effect in the concerned 
legislation. 

The powers of the C.A.G. to audit the accounts 
of any corporation established by the law of the 
legislature of any state are subject to limitation 
in yet another way, that is, the power can be ex
ercised in case the Governor desires the C.A.G. 
to undertake such audit. and such a request can 
be made to the C.A.G. after consultations with 
him and after giving reasonable opportunity to 
the corporation concerned to make representation 
with regard to the proposal for such audit. 



Then there is an enabling provision made by 
se~tion ':w of the Act. According to it, the C.A.G. 
can at the request of the President or the Governor, 
as the case may be, undertake audit of the accounts 
of any authority or body not otherwise entrusted 
to him by any law made by the Parliament. Such 
audit can be assigned to the C.A.G. in Public interest 
and after giving reasonable opportunity to the 
concerned authority or body to make representa
tion with regard to the proposal of audit. There 
is also a provision in the Act according to which 
the C.A.G. may, on his own, prc.pcse to the President 
or the Governor, as the case may be, that he may 
be authorised to undertake audit of anybody or 
authority not entrusted to him by law, if ~e is .of the 
op nion that such audit is necessary m VIew of 
substantial sums having been ,invested in any such 
authority or body. The request of C.A.G. can 
!1e allowed in public interest, again, after giving rea
sonabl~ opportunity to the concerned body to ma~e 
representation in regard to the proposal of audit. 

For exerctsmg desired checks on the accounts 
of the Union and the state, the Act has cast a duty 
on the C.A.G., li) to audit all expenditure from 
the Consolidated Fund of India and of each state 
to ascertain whether moneys shown as having been 
disbursed where legally available for the service 
or purpose to which they have been applieq or changed 
and whether the expenditure conf.·rms to the 
authority which governs it, Iii) to audit all transactions 
of the Union and the states relating to Contingency 
Funds and Public Accounts, and (iii) to audit all 
tra-'ing, manufacturing, profit and loss accounts 
and balance sheets and other subsidiary accounts 
kept in any department of Union or a state, and 
to submit report on such audit. 

The forgoing account of the extent of the powers, 
functions and duties of the C.A.G. will indicate 
that the Act of I 971 has gone a long way towards 
making up the deficiencies in the authority and 
jurisdiction of the C.A.G., and, except for a little 
·limitation in the case of investment out of consoli
dated Fund in statutory Corporations (which may, 
in practical terms, not present a real constraint), 
he has sufficient authority to exercise his powers 
of audit to keep a watch on the expenditure of the 
Union and the States. 

5.3R We have explained in our reply to question 
number 5.31 the reasons why we do not cbns;der it 
necess'lry that a National Expenditure Commission 
should be established. 

Moreover. in our reply to question number 5.34, 
we have explained at length how the Comptroller 
and Auditor General has been vested with sufficient 
authotity to exercise his powers of audit to keep a 
watch on the expenditure of the union and the 
states and mainhin checks on their accounts. 
Furthermore. the control over government expen
diture of the parliament or the state legislature. 
exercised through Public Accounts Committees and 
Estimates Committees with the help of the Com
ptroller and Aud;tor General. sufficiently meets 
the re~uirement of· assessm, n' of propriety of ex
pendi'ure of the Union and the states. 
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5.39 The State Government feel that clearance 
of the plans of action of formulated by the States 
by the administrative Ministry concerned at the 
Centre becomes irritant only when the concerned 
ministry assu;nes the rate of 'big-brother' instead of 
a co-ordinator. 

PART VI 

ECONOMIC AND SOC!AL PLANNING 

6. I The shortcomings in the present planning 
process. as listed in the question are generally valid. 
These can be removed to a great extent by limi
ting the functions of the Plannin~ Com~i~si~n ~nd 
the Ministries of the Go'vt. of India to, It) mdtcatmg 
broad national priorities, and .frame ~o.rk for. deve
lopment, Iii) fixing up the na~tonal. ~mrm~~. m ~he 
various fields of socio-economic actiVIItes, (m) tssumg 
suitable guidelines to the States to achieve the~, ~nd 
(iv) organising appropriate system ~or monttor!ng 
and review of the progress of the tmplementatton 
the plan programmes ;n the States. The States 
should be left free to plan for development on the 
basis of their specific needs, potentia~s and p~io~i~ie~ 
keeping in view of course 1 he natiOnal pnonttes. 
They shculd also be allowed greater flex:bility in 
makmg sectoral allocatio~ ?~ approved . outlays 
in accordance with the pnonties as percetved by 
them within the broad guidelines of the National 
Planning Commission. 

6.2 The National Development Council to be 
more effective must have constitutional and statu:vry 
authoritv. The Constitution of the inter-State Council 
for achieving effective co-ordination between the 
States and the Union under Article 263 may be a 
step in that direction and _the Council s~ constituted 
could disc: a,·'!e the functions of a Nattonal Deve
lopment of Council also. It is not necessary to 
havt experts as members in the Council, as the 
Planning Commission is already manned by"experts 
in various fields and the Commission can service 
the Council. In fact, this will itself bring the Plan-

. ning Commission within legal frame work and make 
it more less the Secretariat of the N.P.C. The 
Council could discuss and appr.- ve the broad strategy 
and the general frame work of the Five Year Plans 
as well as the allocation of sources between the 
Centre and States as well as the different constituent 
States. This implies that it should meet more fre
quently than the N.D.C. does at present to take 
stock of the pre gress in various important fields 
in the States, and to pr.- vide appropriate measures 
for solution of the problem5 experienced by the 
State Governments in development and implementa
tion of the plans. 

~ . 
6.3 The position in this regard is not satisfactory. 

The Planning Commission, as at present do not 
have- regular adequate inter-action with the State 
Governments Limited inter-abtion now takes place 
once in a year where the annual plans of the States 
are discussed by the Planning Commission with 
the State Govt. officials. This also becomes, more 
or less, an exercise in fund allocation.~The Planning 
Commission should as a matter of fact take greater 
interest in appreciating the_ peculiar problems of 



each State and finding appropriate remedies in con
su.ltati<'n with the State Governments and th~ Minis
tries of the Govt .. of India. and in bringinl! about 
necessary policy or1entat10n m the matter of allocation 
of resources, sanctioning of central projects in the 
States and gett·ng a better deal for the backward 
States in various m~tters ;ncluding the function'"g 
of central undertakmgs. They should also devise 
ways ~nd ~eans. to achieve the nationally approved 
objectives m d1fferent States and regions. 

6.4 The Commission should act as the Secretariat 
of the N.D.C. It need not have more Ministers 
as members, for they may not be able to pay 
adequate attention or provide requisite expertise 
to the Commission for working out suitable strate
gies for the development of the country. The Com
mission may continue to consist as now of the Prime 
Minister as Chairman, Finance Minister, Deputy 
Chairman and one or two eminent oublicmen with 
experience in development as v.ell as a few 
experts of national standing as members. It should 
be an independent apex advisory body, f.ree from 
pressure, political or otherwise. There seems to be 
no need for appointing any State representatives on 
the Planning Commission. 

6.5 The suggestion made under 6.2 would confer 
greater autonomy~ to the Planning Commission. 
Instead of being a Central Deptt. as at present, it 
will be an independent expert body under the N.D.C. 
as envisaged in para 6.2. It is necessary to ensure 
that the Commission is able to function according 
to its own needs and has the required expert per
sonnel. It should be enabled to make appointment 
of appropriate personnel quickly, without going 
through the various time-taking procedures which 
a Govt. Department has to follow. 

6.6 It is absolutely necessary to ensure incor
poration of the national priorities in the State Plans 
as otherwise in crucial areas for the development 
of the country as a whole, there may not be any 
unanimity in terms of priorities or allocation of re
sources when once Planning Commission has 
identified the national priorities the State Govts. 
should be left free to draw up projects and program
mes based on local conditions and needs within 
those priorities, without following any centrally 
prescribed pattern. 

The criticism that the Planning Commission has 
been examining the State's finances in ·too great a 
detail is not valid. This is one of the legitimate 
functions of the State Govt. The States have neces
sarily to depend upon the C<"ntre for provision 
of funds and unless the Planning Commission has 
full and detailed knowledge about the financial 
position of each State it may be difficult for it to 
appreciate the needs of the States. The probl~m 
is, however, that the P. C. does not share any m· 
formation with the States as regards the Central 
resources that may be available for planned deve
lopment, their deployment as between various sectors 
and the manner of distribution of the ~ources as 
between various regions and State, which is necessary 
·in a federal set up. 

6.7 The Central assistance is at present ·released 
by the Ministry of Finance, o~ the basis ?f. the 
recommendations of the Plannmg CommiSSIOn, 
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However, there is no justification for deducting 
central assistance on the ground that the performance 
in the earmarked sector has not been as per pre
determined targets. This amounts to penalising 
the financially weaker States. The formula of 
central assistance (70% loan and 30 ·~ grant) has 
let the increase in the States debt burden. The 
indebtedness of Bihar ros~ to Rs. 2,195.48 crores 
in 1982-83 leaving the State very little surplus from 
the central assistance after repayment of debt and 
debt service liability to the cenlr.:. As against the 
central assistance of Rs. 273.15 crorcs for 1982-83, 
the repayment of loans to the centre and interest 
thereon amounted to Rs. 188.97 crores. This is 
a major factor contributing to the financial imbalances 
in the State~. There is a case for liberalising this 
formula particularly in favour of the backward 
States. 

6.8 The Gad gil formula and even the Modified 
Gadgil formula for allocation of centra 1 assistance 
have worked to the disadvantage of Bihar. The 
Modified Gadgil formula stipulates allocation of 
assistance on the following basis :-

~~~ion ~% 
Per c>pita ircome below the national average • :O% 
Tax efforts 10% 

Special problem • 
The formula seeks to allocate 10 percent of the 
funds on the basis of the tal( efforts made by the 
States. Naturally the States with weak financial 
structures are bound to suffer in this account. The 
criteria for distribution of 10 percent of the total 
available amount on the basis of special problems 
leqds a degree of arbitrariness in the distribution 
of the amount earmarked under this criterion. The 
I.A.T.P. formula used for the limited purpose of 
distribution of the amount due to the States on 
account of transfer of centrally sponsored schemes 
in 1979-83 to the State sector was favourable 
to Bihar. This formula which stipulated dist~ibution 
of the assistance on the basis of the population and 
the inverse of per capita income will be more equi
table to the economically backward States. The 
State would urge that I.A.T.P. formula may replace 
the modified Gadgil formula. Alternately, the St~te 
Govt. would sugg ~ st distribution ~f central aSS IS· 
tance on the ba•is of the followmg Simple and 
straight formub. 

Porulatlon 

Backwardness 
(No. of people below 1he pcve~;y line .or SOP 
below I he nalional ave<age whichever IS ~cce-

ptable). 

60% 

40% 

6 9 The present criteria for allocation of central 
: t ce as stated above. i~ disadvantageous to ass1s an . · h k fi · 1 b ckward St.tle~. These States w1t a wea nanc1a 

st~rcture are unable to mobili~e adequate re;ources 
to finance their development plans. They have 
necessarily, therefore. to depend on transfer of re-

ce - from the Central Government. But the sour • · 1 · t Central Govt. instead of allocating centra ass1s ance 
the basis of relative backwardness have been 

~?stribut;ng the same on th~ ~asis o~ a fi.l(~d formul.a 
which aggravates the ex1~tmg d1spant1e~ ThiS 



syst€m of allocation of funds has, thus, failed to 
remove regional imbalances. It has, on the cr ntrary 
accounted regional disparities, which will be 
manifest from the fact that the gap between the 
per capita income of Bihar and the country as a 
whole which was only 32.7 per cent during 1972-73 
has gone up to about 43 per cent during 1981-82. 
The position of Bihar vis-a-vis other State in various 
spheres of socio-ecoromic activities is also quite 
unsatisfactory, which will be evident from the eo
closed tables. The main reasons for such a situation 
in the State is that the State's per capita plan outlay 
has remained the lowest in the country during &uc
eessive five year plans. 

(c) Funds for the tribal sub-plan which is under 
implementation in the States are provided out of the 
State Plan. In addition, the Central Govt. sanction 
special assistance for the sub-plan. The system 
of earmarking of funds for the sub-plan out of the 
State Plan has ensured adequate allocation of funds 
for the tribal development. The system should, 
therefore, be continued. 

6.10 It is true that the State Govt. undertake 
certain centnilly sponsored schtmes without much 
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· scrutiny simply because of matching funds made 
available- to them by the Centre. Some times there 
is also 11ressure from the Ministries of the Govt. 
of India to undertake such schemes. These results 
in some distortion of priorities within the State 
sector and taking up of schemes despite the fact 
that Govt. does not consider them as schemes of 
high priority in the local situation. What is more 
objectionable is that the Ministers suddenly decide 
to discontinue certain schemes thereby creating a 
problem for the States in terms of resources. The 
establishment appointed under such schemes be
comes a permaner t liability. It is, thus, desirable 
that such schemes are taken up only when it is 
absolutely necessary and that too only with full 
and prior consultations with the State Governments. ' 
Provision for creation of new posts under such 
schemes should be made only after taking into 
consideration the requirements of the concerned 
States and the norms and standards fixed by them 
tor creation of new posts. 

6.11 The monitoring and evaluating machinery 
so far established in Bihar is quite inadequate. Most 
of the Departments do not have a proper monitoring 
arrangement although the monitoring cells created 
In some of the Deptts. such as Irrigation have done 
good work. Such cells remain to be created in all 
the Departments by creating(readjustment of posts. 
These cells needs to b~ equipped with professionally 
trained personnel. Also, monitoring cells are re
quired to be created at Project and District levels, 
so that monitoring of proiects and programmes 
could be started from the field level itself. There 
is also need for establishing a well equipped moni
toring cell at the apex level in the Planning & 
Development Department which could besides issu
ing guidelines to such cells establish~d in the various 
Departments and Co-ordinating and reviewing the 
works done by them can itself undertake monitoring 
of proiectsfprogrammes of importance. As for 
evaluations, thi~ is an area which has reckoned 
so far received little attention at the State level. 
Efforts are being made to remedy the situation, 

6.12 Planning in our country by and large con
tinues to remain a highly centralised affair, in which 
a good deal of initiative and direction lies with the 
Central Government. Although the country, as a 
whole, has progressed sufficiently under the present 
system of centralised planning, it had led to serious 
regional disparities. It is high time, therefore, 
that Planning is decentralised at lhe State level 
and district levels. The decentralised system of 
planning has two basic advantages. First -pro
ximity of planning to the area of development would 
help deeper understanding of local problems, the 
resource avaliability and the felt needs of the people 
which in turn would help in the formulation of 
pr~ gmatic and meaningful plans. Secondly, the 
greater degree of popular participation could be 
built in the planning process, thereby ensuring 
greater response from the people. Towards this 
end, the central plan should only be indicative. 
The Planning Commission should lay down the 
national policy and priorities and leave the States 
free to formulate plans for development of their 
areas on the basis of local needs and potentials 
keeping in view the national policy and priorities. 

The State Planning Department has been entru · 
sted with responsibility for laying down the prioritie; 
and allocation of resources besides approval of plan 
project(programmes. This responsibility, the Plan
ning Department has been able to discharge to a 
degree. The Pla11ning Deptt. is, however, yet to 
be fully strengthc ned to improve its capability in 
areas like projectfprogramme appraisal, plan moni
toring and implementation. There has to be greater 
appreciation of the important role a strong and 
effective Planning Deptt. can play. The personnel 
in the Planning Deptt. also need training. Further 
the State Plann;ng Board and the State Planning 
Deptt. have very little inter-action and some organi
sational improw·ments are required. The technical 
expertise of State Planning Board also needs to · 
be strengthen. 

Industries 

PART VII 

MISCELLANEOUS 

7.1 and 7.2 It is true that a large number of 
industries have been covered by the licence under 
I.D.R. Act through introduction of these items 
in the First Schedule to the Act. The process started 
with only a limited number of industries included 
in the First Schedule but subsequently from time 
to tim~ many more industries were added to the 
list with the result that even such industries get 
covered which do not actually involve vital public 
interest or national importance. 

Many industries have been added in this list 
perphaps to ensure that there is no over-capacity 
in those sectors. The monitoring of over-capacity, 
however, has not always oroved effective as even 
after the grant of Letter of Intent in some sectors 
over-capacity has been noticed. In fact, at pre
sent there are checks at the demand and suppJy 
position in a particular sector at three stages, namely 
(i) at the time of formulation of the project by th~ 



entrepreneur, (ii) at the time of issuing Letter of 
Intent, and fiii) at the time of the sanction of the term
loan by the financial institutions. It may be worth· 
while to trust the entrepreneur and the financial 
institution. regarding the scrutiny of the demand 
and supply in a particular sector. Therefore, 
licensing as an instrument for monitoring this aspect 
could be avoided. 

The items in the First Schedule should be limited 
to those which are of vital public interest and of 
national importance. These could include indus
tries in the defence sector and other key sectors like 
steel, fertiliser, petroleum, nuclear energy, aircraft, 
heavy electricals etc. There is hardly any need 
for including items like match-sticks, soap, razor 
blades, paint, varnishes, steel furniture, pottery 
etc. in this Schedule. 

It may be difficult to define as to what is vital 
public interest and of national importance. Some 
norms can be developed through practice. There 
could be periodical exchange ,of views between the 
Central Government and the State Government 
as also between the Central Government and the 
Associations of Industry regarding the appropria
teness of Entries being in the First Schedule. 

7.3 The present procedure for industrial licen· 
sing and various clearances like those for cap!tal 
issues, import of capital goods and raw matenals 
and for foreign collaboration are normally decided 
by the Inter-Ministerial Committees at the level 
of Central Government. Delegation of powers to 
Ministries themselves to some extent can be con-· 
sidered. The procedure can b_e . furt~er stmj)lifi.ed 
by Senior officers of. the admmtstrattve Mmts~n~s 
visiting the State capttals. and dectdmg cases .within 
certain delegated range wtth the help and assistance 
of State Government officials. 

7.4 State Government is trying to facilitate raw 
material support and marketing support to small 
scale industries. This has, however, not been 
very effective as raw materi~ls a~d marke.ting points 
are really very diverse. Duect mtervent10n by. the 
Government both in the matter of supply of raw 
material and in facilitating marketing can be done 
only through sizeable expenditure and considerable 
financial risk. Infrastructural support could, how
ever, be provided through collectio~ an~. dissemina
tion of information regardmg ava!labthty of raw 
materials, their prices and >pecifi~ations and throl!gh 
collection and dissemination of mformat10n relatmg 
to marketing. For very small . units, particularly 
relating to village artisans, a dtrect role regard~ng 
supply of raw materials"and purchase and lllarketmg 
of the products · by Govemment agencies may, 
in many cases, be necessary and useful. 

7.5 National Industrial Fina':lcial ~n.stitutions 
have been playmg a useful role m pn;lV!dmg terms 
lending to industrialists. It has been noticed, h?wever, 
that the share of some ba("kward States, par~tcu.larly 
that of Bihar, in the total financmg of these mstituti
ons has been very small, generally from two to th.ree 
percent. There is a nee_d for .some. re-onentation 
in the thinking in these mstttutJOns m .as much a.s 
their role should be encouragement-onented. . This 
is, particularly, ne~ded in the backward reg10nsd 
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Certain financial risks are, no doubt, involved in 
it. Hence, in judging the performance of these 
institutions, po~rtu;ut.uly relating to llu: investment 
in the backward regions, the.-e S<lOUid be some lleii· 
bility and relaxation so that these institutions d\J 
not have to tread the traditional p.1tll of the old 
orthodox bankers. 

7.6 and 7. 7 Location of public sector projects 
and investment in heavy industries should be basi
cally on the norms of techno-economic viability. 
The need for introducing momentum of growtll in 
backward are,ls, howeve.-, must be kept in vie.v. 
Considering the constraints reg,uding transpJrt 
and the load on our transport system, it may be 
more prudent to locate he.IVy industries ne.1rer the 
site of basic raw materials. 

To remove doubts from the minds of the States, 
the Centre could make: available to them the gists 
of the viability studies of thes: projects focussing 
on locational features. Tne Centre should also 
welcome dicussion5 with States on these issues. 
But ultimate dicision should be based on techno
economic viability alongwith the need for providing 
nuolist of development in backward areas. 

As mentioned above, considering the load on 
our transport and infrastructure, heavy units should 
be located as near to the site of basic raw materials 
as possible. 

7.8 The incentives for backward districts have 
proved to be useful. Regarding . the crit.eria for 
selection of backward dtstncts, It IS sometime seen 
that merely by the existence of some very old 
industrial units an area does not come in the 'No· 
industry' district even though there has been no 

-specific industrial activity beyond some of these 
very old units. The maximum facilities should not 
be denied to such areas if these are otherwise mdus-

~trially backward. In fact, in the State of Bihar, 
almost all the areas except a few industrial C:nt· 
res like Jamshedpur, Bokaro, Ranchi, Barauni etc. 
deserve to get the maximum benefit prescribed 
for backward areas. 

Alongwith incentive for investment in backward 
areas, what is of utmost importance in t~e long 
term is the development of infrastructure 1n these 
areas. Therefore, a part of the fund for industries 
should be allocated to the State under the Stat~ Plan 
specifically meant for development of Industrial 
infrustructure. The present process of formulating 
specific infrastructural projects for Growth Centres 
in 'no-industry' districts may not be very effective. 
What is needed is that there should be spectfic allo
cation in the State Plan for this purpose and that 
the development of industrial infrastructure iihould 
be an integral part of the Annual Plan and the 
Five-Year Plan of the State. 

Further replies to Question on Industries 

7.1 Entry 52 in the List 1 of the Schedule enables 
Parliament to legislate in respect of certain 
industries if considered expedient in public interest. 
Keeping the complexity of the country and the stage 
of development at which different States are, this 
is a healthy provision. Initially, only liome indus
tries which were of vital public interest were mcludcd 



in the First Schedule to Industrial D.R. Act of 1951 
but, through amendments in subsequent years a 
number of industries have been included in the 
Schedule which do not prima facie look that important 
as to be included in the Schedule and an illustrative 
list of this is mentioned in the question, itself. It 
will not, however, be quite correct to say that just 
because some not so important industries have been 
included, "Industries" has been virtually transfor
med into Union subject. The provision of the 
I.D.R. Act is basically related to licensing and control 
in certain situations and it cannot be said that they 
have been used to the detriment of the interest 
of the State. Capacity, creation, safety, interest of 
small entrepreneurs and artisans etc. are some 
of the areas which have to be kept in view from a 
national angle .. This aspect has also to be kept in 
view. 

What appears to us is that an Expert Committee 
may have a look at the industries mentioned in 
the Schedule whether there is any such industries 
as need not to be thereafter taking into consideration 
all relevant materials. 

7.2 It will be quite difficult to define or even 
describe in precise terms what in "National Public 
interest". In a developing society, the demands 
of the situation keep on changing and, therefore, 
what is 'public interest' also evolves. Certain 
things, however, can be easily seen as in national 
or public interest. For example, industries con
nected with defence, civil aviation, pharmaceuticals 
and drugs, oil exploration and petroleum products, 
nuclear power are obviously of vital national im
portance. Similarly, industries which affect larger 
segments of the society or which are for the benefit 
of deprieved classes or the back ward areas or for 
environmental control are in public interest. One 
can thus go on enumerating but it will be difficult 
to have any fixed or static list of subject in this regard. 
This is bound to change from time to time depending 
on the situation. 

As regards deleting certain items fro.m the Schedule 
of the Act, we have suggested above that an Expert 
Committee may go into this matter. 

7.3 What hurts industrially backward States is 
not on account of producers prescribed in the grant 
of licences. In fact, they do not get licences as they 
should. Industrially backward States are handi
capped in many ways. Most of them are facing 
lack of information. By the time these States 
apply for licence for a particular item, the licences 
in large number are already granted to advanced 
States and on the ground of capacity already created, 
applications for licences from certain States are 
rejected. In granting licence, therefore, the interests 
of industrially backward States should be duly safe
guarded and an appropriate proportion of desired 
capacity should be created in these States. Capacity 
assessment is done by a group on which there is 
inadequate representation from such States. This 
is one of the reasons for lack of information with 
regard to capacity. Assessed capacity should be 
immediately published by the Government and the 
financial institutions, as soon as the capacity is 
assessed in a particular area. Information with 
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regard to that should be given to the State Govern
ment and the State level financial institutions imme
diately. If there is local demand, the licence should 
not be refused on the ground that the capacity has 
already been created in a different State. Thus 
of courGe, will need constant review and States 
participation in such reviews is, therefore, essential. 

So far, import of raw materials or capital goods 
is concerned, because of liberalisation of import 
policy, several items are now covered under open 
general licence. States like Bihar even do not get 
due advantage of it, because the local office has 
very limited powers and practically most of the 
matters are referred to the Regional Office outside 
the .State. These aspects should be duly looked 
into. There should be a forum on which the State 
5hould be represented and there should be a regular 
review of the matter at the central level so that the 
problems are identified, solutions found out and 
distortions, if any, corrected. 

The present procedure for industrial licensing 
and various clearances like those for capital issues, 
import of capital goods and raw materials and for 
foreign collaboration are normally decided by the 
Inter-Ministerial Committees at the level of Central 
Government. Delegation of powers. to Ministries 
themselves to some extent can be considered. The 
procedure can be further siii1plified by senior officers 
of the administrative Ministries visiting the State 
capitals and deciding cases within certain delegated 
range with the help and assistance of State Govern
ment officials. Some reasonable time limit may be 
prescribed for clearing licences. 

The financial institutions should take a Ii beral 
view in the matter of debt equity ratio, promoters' 
contribution etc. so far the medium industries are 
also concerned. Recently the I.D.B.I. has reduced 
the debt equity ratio. From 2: I to 1.5: I and 
has raised promoters' contribution by 2! %· It is 
necessary that the small as well as medium industries 
are given special impetus, particularly in backward 
areas where the investment from financial institu
tions is already low.· 

7.4 Our small and cottage industries continue 
to .suffer on account of raw material and marketing 
facthttes. We have not been able to organise our
selves sufficiently well to support them. The main 
reason is the financial constraint. 

State Government is trying to facilitate raw material 
support and marketing support to small scale indus
tries. This has, however, not been very effective 
as raw materials and marketing points are really 
very diverse. Direct interwntion by the Govern
ment in the matter of supply of· raw material and 
in facilitating marketing. can be done through sizeable 
expendtture and considerable financial risk. In
frastructural s~pport could, ~ow~ver, be provided 
through collectton and dtssemJGatwn of information 
regarding. ava!lability of raw materhls, their prices 
and spectficatwns and through collection and dis
semination of inf?rmatiof:I relating to marketing. 
For very small umts, particularly relating to village 
artisans, a direct role regarding supply of raw materials 
and purchas.e and ma~keting of the products by govern
ment agenctes may, m many cases, be necessary and 
useful. . 



For this it is necessary that tile fi . 1 b f f d r . nanc1a ase 
othcorpdoraTwhn Cea mg With raw materials is stren. 
g ene • e entral Government no doubt gives 
a rebate of Rs. 300 .Per tonne in steel but this is 
not enough .. There. IS a Corporation dealing with 
small scale mdustnes. in the State. The Central 
Government undertakmgs have a vital role in the 
~atter of marketmg. Their response, however 
IS very poor. Alth?ugh, there are guidelines by 
the Bureau of Pubhc Enterprises for giving price 
preference but they are not implemonted. The 
Ce'?-tral. Government Organisation dealing with mar
keting In cottage industries sector should also play 
a greater role. 

7.5 The All In~ia Financial Institutions are 
gener~lly sympathetiC. Their investment, how
ever, IS very low. That is primarily because of the 
lack of the absorption capacity in the State. The 
response from the b~nks, however, is very poor 
~~;nd t!Ie sm~ll scale !ndustries have a very hard 
tm~e .m gettmg workmg capital from the banks. 
Th1s IS by and large true even in respect of other 
industries. 

7.6 Locatio~ of public sector enterprises has 
to be done basically on techno-economic considera
tions keeping in view the overall national interest. 
It does not seem necessary that there should always 
be consultation with the State on all such matters. 
It is, however, necessary that the industrially back
ward areas get preference in the location of central 
public sector undertakings. The Oil Refinery at 
Barauni is one of oldest. Therefore, Barauni deserves 
setting up of petro-chemical complex. But inspite 
of all the pursuance by the State Government, the 
petro-chemical complex is being set up outside 
Bihar. Similarly, Bihar has very huge coal region. 
Therefore, large scale coal based fertiliser and 
chemical industry can be set up in Chotanagpur 
region. But ignoring the interest of the State 
of Bihar, Fertiliser, plants have been sl't up in other 
States, like Orissa and AndTua Pradesh. The State 
also has the large reserve of pyrites ore at Amjhore 
in Rohtas district. Therefore, a fertiliser plant 
and also a sulphuric acid plant based on pyrites 
can be set up in Bihar. The proposal has been 
submitted to the Government of India but without 
any positive response. 

It may further be added that in backward States 
like Bihar, Assam, Orissa Central Investment should 
be made on a large scale so that it may catch up with 
the advanced States and bring an over-all increase 
in the national per capita income. Special attention 
is to be paid to the fact that in Bihar basic raw 
materials like coal, mica, iron ore, lime stone and 
forest products are abundantly available and this 
States should be given power to set up such 
industries. After the Second Five Year Plan, no 
public sector undertaking has come to Bihar. 

7. 7 As explained in 7.6 the Central Government's 
investment should keep techno-economic factors 
in consideration in making Central investment. 
The other factors to be kept in view are backward
ness of State, regional imbalance etc. From these 
points of view, B1har has considerably suffered. 

7.8 For purposes of Cc11tral Governme11t ~ubsidy 
and concessional finance from Fmancwl mstltu
tioos, districts have been categorised as 'A', 'B' 
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& ·c· and difference rates of Central subsidy have 
been P.rescnbed for these 1hrce categories. This 
categonsatlon 1s not on a scientific basis. Sugar 
•ndustry came up in Bihar, for example, in 192ll's 
and . a number of mills were situated in particular 
d1stncts. Many of them arc sick and quite a few 
closed. S1mllarly R1ce Mill, came·up in ,·ertail\ 
d1stnct.s long back, most oi them are now closed. 
~ow, '.f on the basis of inve.tment made in thcs" 
mdustnes these districts are d1squalifi~d for a higher 
rate of central subsidy, this will be detrimental 
to the growth of industries in these :treas. The 
investment by itself should nrJt be the sole criterion. 
The factors to be taken into consideration should 
be whether industries are running well, whethcr 
~mployment is being provided and whether inc·ome 
~s generated. In absence of these consideration 
tnvestment, criterion will not be reasonabl1.. 

Bihar has some peculiar problems and they have 
to be apprec1ated. Almost whole of North Bihar 
is chronically flood affected, according to the criteria 
mcntiontd in the report of Nalional Committee on 
the Development of Backward Areas in its report 
on development of chronically flood affected areas. 
These areas have floods each year, and infrastructure 
built for industrial development is heavily damagej. 
Roads, bridges, telephone and telegraph poles arc 
seriously damaged year after year. Such areas, 
therefore deserve to be treated on a different footing 
as in respect of hill areas and higher central Govern
ment assistance should be available for development 
of infrastructure in these areas. 

It is high time that a distinction is made between 
a backward area in an advanced State and a back
ward area in an industriall)l backward State. Because 
of historical reasons and socio-economic conditions 
prevailing over centuries, the ethos in :• backward 
State are different from that in an adva11CCd State. 
With the ~arne amount of assistance, a backward 
district in an advanced State will get greater stimulus 
for growth than that in an backward State. The 
quantum of assistance in a backward area in a bac·k
ward State, there should be substantial and reasonably 
higher than the same in a bac·kward district in an 
advanced State. 

As the National Committee on Development 
of Backward Areas had suggested, growth centre 
should be developed. But they should not be 
confined to category 'A • districts. It should be 
open to the State Government to select such growth 
ctntres in any backward district irrespective of 
the category in which it may be falling. The 
reason is that if an area wher~ certain infrastructure 
facility has already been built up or some other 
facilities are available is helped it will have a faster 
rate of growth and a higher spread-over effect. This 
will help quicker industrialisation of the State while 
ensuring dispersal of industry. The State will not 
have commensurate advantages if such growth 
centres are confied to 'A' category district where 
infrastructure may be very very poor. 

A certain pattern of financing is being practi~ed 
for development of growth centres in category 'A' 
districts. While l/3r,l of the expenditure, of the 
total of Rs. b crore> generally. is to come from 
financial institutions as loan, the rc>t of the money 



is to come as subsidy from the Central Governmrnt 
and investment from the State Government in 
equal share. State Gl.lvernment resource~ bein! 
limited, it is necessary that t~Is pattern should 
be changed for backward areas tn backward State. 
The financing pattern may be 10% contribution 
from the State, 50% subsidy from Centre and 40% 
loan from financial institutions. The Rs. 6 crores 
limit is also very low keeping in view the price situa
tion. This should immediately be raised to Rs. 10 
crores. 

These suggestions are being made as the result 
of the scheme of the Central Government subsidy 
and concessional finance has not been as encourag
ing as it was expected. 

In Bihar, District is too large in area. Eeven 
in advance district, there are extremely industrial 
backward areas. Therefore, sub-division should be 
~h! u<1it for declaring backward area. 

Replies to Supplementary Questionnaire No. l on 
Industries 

1. The present arrangement is sound. It is ~eces
sary that industries are regulated on an umform 
basis throughout the country. 

2. The industrial development in the country 
has not been even. Keeping this in view, it will 
p!rhaps b! more practial to leave it to the Stat~s 
to earmark industries-whether they be kept m 
small sector or otherwise. 

3. Development of infrastructu.re and prov!sion 
of adequate finance are the two Important thmgs, 
among others, necessary _for industr.ial ~rowth. 
State Governments face senous co!lstramts 1~ d~ve
loping infrastructure. The. Plannmg Commi~Ion, 
should, therefore, keep certam amount uncommitted 
in the State Plan to be spent as per local needs. 
State Governments do not have any say in the Manage
ment of Banking institutions and the Banks makt 
their own decisions with regard to investmen~s. 
In Industrially backward .States, banks ar~ shy .Ill 
advancing money and this arrests the mdustnal 
growth of the St~te .. The ~tate Gove.rnments should 
have effective vou:e m decidiDg the mvestment pat
tern of a bank in the State. It should be thought 
out how the State Governments can have some 
control on functioning of banks in the State. 

4. Industrially backward States have a greater 
say in deciding whether a particular industry ;hou'd 
be encouraged in the Small or the MediUm Sector. 

5 & 6. These points have been covered above. 

1. Before any change is made in the existing in
dustrial policy, it will be desirable to have. deeper 
consultation with the State Government. Th•s could 
be given a formal shape and Industrial Dev~lopment 
Council could be formed With representation from 
all States and the view points of. the Stat~s sho~ld be 
heard before any major change IS made m the mdus
trial policy. 

8. Not particular. Restrictions under. the ~R!P 
are nece•sary keeping in vtew lar~:er social ObjectiVe 
of dispersal of industries. 

ISO 
Development of small scale industries is vital in 

QUr country. 

Certain incentives are, therefore, given to this in 
view, this, therefore, seems reasonable that there 
is uniform approach with regard to keeping industries 
in the small scale sector. 

The categorisation of industries is with a view to 
exclude their production in the medium and large 
sectors. From this point of view also, it is necessary 
that there is uniformity in this matter all over the 
country and indust•ies which are reserved for the 
small-scale sector should be so reserved through0ut 
the country. 

State Government can play a bigger role in develop
ing small and medium industries in several ways : 

(i) If they have an effective voice in the assess
ment of capacity of medium industries; 

(ii) If they have adequate information about the 
scope for establishing different types of in
dustries. 

There is no harm if some of the industries in the 
small industries sector are also included in the Sche
dule I of the ind•Jstrial Development and Reg:Jia
tion Act and there is no need to remove them 
from there. Reservation of some .of the listed items 
in the small scale sector only helps the growth of 
small scale industries if it is in the interest of the· 
State Indt•strial Growth. 

In our view Entry 52 does not in any significap.t 
way dilute the authority of the State over industries 
as it should have industries being in the State List 
(Entry 24). 

Trade and Commerce 

8.1. On Trade and Commerce it is proposed that 
the State Government recommend the creation of 
a Trade Advisory Collncil, or a Board of Trade. 
While at the apex level, this could meet nationally 
once a year, at the regional level it could meet every 
quarter, or every six months. The composition of 
this Council or Boards could include representatives 
of all State Governments, official as well as non
official, specified either by name or by designation. 
In addition, representatives of the producers', traders' 
and consumers' interests must also be included. The 
Board or Council, at the apex level could have some 
permanent sub-committees, assisted by a Secretariat, 
which could meet at frequent intervals to d~cid~ and '!Ct 
on matters brought to its notice either directly or 
through the regional sub-committees. 

The national level Board could be subdivided into 
four or more regional Boards, each with its own 
secretariat. These Regional Boards could also have 
permanent sub-committee~ which would go into 
various problems and Issues at a more localised 
level, and acting in its wisdom would make suitable 
suggestions both to the respective State Govern
ments as well as to the apex-level National Board. 

While both the- National and Regional Boards 
would function in a purely recommendory or advisory 
capacity, it would be incumbent upon the concerned 



State Governments as also the Government of India 
to examine all recomm,dations and take considered 
judicious action. It is suggested that these Boards 
be assisted on their secretariat side by suitable Govern
ment officers, both administrative and police, who 
have had direct experience in implementing and en
forcing the various control and regulatory mechanisms 
of the Central/State Governments in respect of trade, 
commerce and unit supplies. 

The proposed Board of trade would be permanent 
body, apart of course from the State and Central 
Governments to examine all points pertaining to 
Trade and Commerce as well as the points pertaining 
to the enforcement of the Essential Commodities, 
and others related, Acts (10.2 of the Commission 
Questionnaire). The questions of taxation, cesses 
duties, octroi rates, etc., can also be brought within 
the purview of the Board of Trade by including some 
financial/taxation exports in the permanent secretariat 
and permanent sub-committees. 

Agriculture 

9 .I Since 1967, there has been drift in formulation 
of State Plans & fixation of targets of agriculture 
prcduction which is normally fixed at the National 
level meetings of Planning Commission and also 
Ministry of Agriculture. On the basis of such recom
mer.dations, normally the States fix the targets 
for different districts, as such the planning process 
is interlinked between the State and the Centre. 

Another significant change has been in the alloca
tion of fertilizers, pesticides and also to some extent 
seeds for the States. Naturally, the State has no 
control over supply or allocation of inputs and 
totally deperrds upon the Centre. 

During aberrant weather situations, even release 
of relief fur_ds is dependent upon the assessment 
report by the team of Government of India. 

The fixation of statutory minimum price of agricul
ture produce as also selling price of the major inputs 
and allocation of agriculture credit is handled cen
trally. Fixation of uniform statutory minimum 
price for the whole country sometimes giv's rise to 
local problems. This aspect required further deli
beration. 

It is felt that the Centre's role is important and the 
State cannot assume the responsibility because there 
are many inter-States Coordination problems. 

9.2 As per suggestion of the Administrative Re
forms Commission etc., Agricultural Development 
forms part of the State subject. However, major deve
lopment prog.-ammes on the recommendation of 
the State are initiated by the Centre as centrally 
sponsored or sectoral schemes which finally form 
part of the State Plan as per recommendation of the 
National Commission on Agriculture. 

Following points need consiJeration in this re
gard : 

(I) The Jeveloping States or Backward States 
should get priority in allocation of Plan funds 
so that more number of development program
me could be taken up as sponsored schemes. 
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(2) Before transferring sectoral schemes/sponsored 
schemes to State Plan, it may be advisable 
to evaluate impact of the scheme and its 
further necessity and only then if required 
the assistance may be tapered gradually and 
not suddenly so that it is not a major burden 
on the State's exchequer all at once. 

9.3 There is effective coordination between the 
Centre and the State. The Working Groups should 
initia~e the dialogue much ahead of the start of the 
~orkmg year, so that annual plans are finalised in 
t1me. 

Planning bodies at grass-root levels, particularly 
the B_locks and districts should also be made more 
meanmgful and productive by incorporating location 
specific problems. 

It ~s felt that there should be more frequent meaning
ful d1alogue between the Centre and the State in course 
of implementation of various plan programmes. 

9.4(a) It is felt that the fixation of minimum or 
fair price of agriculture produce should be done 
on sectoral level as conditi< ns throughout the country 
as also. per capita production may not be same for 
the entue country. Therefore it is suggested that the 
concerned States may also be consulted while fixing 
the prices. 

(b) No comments. 

(c) Normally the critical inputs are allocated on 
the basis of previous year's consumption and once 
the 'SUpply of a particular input is in short supply 
due t~ an_y reason, the whole chain in subsequent 
years. IS d•_slocated .. There . should be special consi
deration m allocation of mputs like fertilisers or 
credi~ . on the basis of prevalent aberrants weather 
cond1t1ons or crop production requirements. 

9.5 (i) In backward and developing States, there 
should be more number of All India Co-ordinated 
Resear_ch _Improvement Projects on tne basis of felt 
needs In d1fferent Agro-Ciimatic Zones. 

(ii)(a) As regards fi_nancing by NABARD, the 
procedure for financmg should be liberalised. 

(b) In case of failure of course, NABARD should 
defer the recovery as per State Government policies. 

· (c) In respect of advancement by Commercial 
Banks, there should be some positive consideration 
of density of population, size and other situations of 
the State. 

Food and Civil Supplies 

10.1 and 10.2 The point which must be funda
mentally underlined is that whenever any Central . 
Government agency, body or corporation is entrusted 
with the responsibility of supplies of food or any 
other essential commodity, it must be clearly speci
fied and clearly understood that there must be apparent 
and evident a genuine sense of concern towards the 
problems of the partkular State on area in which the 
Central Government agency is operating. To under
score this, the agency must be clearly responsible for 
ensuring delivery to the End-point in the distribution 
chain, be it either the consumi. g public or the State 
Government agency responsible. Morecver, in some 



manner the State Govt. must have a measure of adminis
trative and operational control over such agencies 
as that it can be ensured that the agency is performing 
to the best of its ability in optimizing benefits to the 
State Government concerned and its citizency. 

As regards procurement, where any Central 
agency is utilized for this purpose, a compre
hensive price-support and procurement plan must 
be drawn up well in advance in consulation with the 
State Governments to ensure that the primary pro
ducer gets a remunerative return on his crops. It must 
also be ensured that arrangements are made for spot
purch~ S(S and spot-payment without unnecessary 
harassment to the cultivator either by way of trans
portation, or sampling, or any other storage or avoi
dable administrative delay. For this prupose, where
ver there Is no prevalent system of large rural grain 
centres, effective steps will have to be taken to ensure 
their opening even for temporary crop-specific 
periods. 

As regards pricing, this needs to be examined in 
two contexts-one, pricing as pertaining to the culti
vator and purchase/procurement of his produce and, 
secondly, pricinn as pertaining to the issue price of 
fooclgrains and other essential commodities through 
the Public Distribution Sytem to the consuming public. 
In the context of procurement/purchase pricing the 
present system of price fixation by means of the 
Agricultural Prices Commission of the Government 
of India is quite adequate. However, for actual 
benefits to reach the cultivators specially in far flung 
and inaccessible areas, the existence of a comprehensive 
location-specific price support and procurement 
plan (as mentioned in para 6 above) is of. vital 
importance. It will also be essential to consider a 
variable support price, and this would specially 
benefit those States or areas where the unit cost of 
production is higher than the national average. 

The question of pricing for issue of the consuming 
public is another area in which the views of the State 
Governments have to be considered very seriously. 
The present national problem of massive foodgrain 
inventories and poor offtake' could, perhaps, be 
somewhat lessened if a conscious decision were 
taken to issue fooclgrains to the consuming public at · 
a price appreciably lesser than the prevalent market· 
prices in a particular region. This will also have the 
tangential effect of preventing speculation and hoard
ing of foodgrains, apart from increasing the offtake 
through the public distribution system. Constant 
sale at prices lower than market rates will require 
frequent adjustments in issue price, and this again 
must be done only in consultation with the respective 
'State Governments. 

Scientific storage of food grains is essential to the 
whole philosophy of a price-support system. In this 

- area, too, the role of the State Governments can be 
substantially increased not only through direct invest
ment in scientific warehousing facilities but also 
through associating specified officials of the State 
Government of a suitable level of responsibility in the 
matter of periodic inspections of private as well as 
Central Government agencies, warehouses. This will 
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have the fundame!ltal adavnt.age of ensuring an end 
to. the common gnevance of Issue of food-grains not 
suitab.le for human consumption, by the ~responsible 
agencies. 

The question of movement and· distribution has 
been delineated in para 5 of this note. It is imperative 
that at least one months' revolving buffer stock be 
permanently maintained in each State in respect of 
all essential commodities to act not only as a deter
rent to price-manipulation by interested parties but 
also as a safeguard against any temporary tran'sport 
bottlenecks resulting in delayed movem~nt. 

Education 

11.1 It is not correct to say that there is unnecessary 
centralisation and standardisation in the field of educa
tion and too much of Central interference in the 
initiative and authority of the States. 

The State Governments have complete freedom 
in formulating their own syllabi courses of studies 
for all levels of education, r'ght from the prim~ry 
stage up to the University stage. They are also free 
to appoint teachers in schools and colleges and to 
sanction grants to them in accordance with the 
norms fixed by themselves. However in respect of 
constituent colleges, where UGC scales are sanctioned 
the State Governments have to go by the standards 
fixed by the UGC for obvious reasons. This cannot 
be called in unnecessary interference. 

11.2 (a) The UGC's role has generally been healthy 
in influencing the University eduction. Not only 
do they prescribe definite standards for educational 
institutions for clear-cut objectives and facilities, 
they also ensure that the teachers appointed, against 
sanctioned posts, are up to certain standards. 

(b) The UGC has been some what unduly strict 
in respect of a few Universities while extending 
financial assistance. They have a set pattern of 
extending financial assistance but they also lay down 
conditions· for the Universities to qualify for such 
assistance. However there have been some instances 
in which State Governments have felt hadicapped, 
while taking the usual grants, as the Commission 
insisted on : 

(i) Prior release of funds by the State Government. 

(ii) Fulfilment of other requirements. 

Undue insistence by the Commission on prior 
release of fund by the State Government has often 
led to delay in release of funds by tl:e UGC resulting 
in non-utilisation of funds within time. 

Since the ojectives of the UGC and that of the 
State Government were some, namely, proper 
utilisation cf financial assistance given by the UGC, 
it would be better and more workable if the UGC 
released funds and at the same time lays down 
guidelines for utilisation of the financial assistance, 
so as to ensure that the funds released are proper 
used by the State Government. 

11.3 State Government feel that there is no need 
of any additional institution to be evolved for the 
purpose. The present system of holding an Annual 
Conference of State Educ~tion Ministers and Secre
taries for deciding upon educational policies and 



programmes is adequate for the present. Moreover 
~he States get good o~portunity for being consulted 
m the .matt~ of the1r plan schemes, relating to 
Educat10n, m the planning Commission and the 
National Development Council. 

11.4 We feel that the constitutional provision 
Contained in Articles 29 and 30 should be there. 
But State Government would like to point out that 
certain instances have come to their notice in which 
the minority institutions, set up under these articles 
of the Constitution, have failed to carry out their 
obligations and conform to the regulations made 
by the Government, particularly in respect of proper 
utilisation of funds, quality and standard of teaching 
staff. and due payment to them. Therefore while 
the minority institutions should have the constitu
tional right to set up their own institutions, it 
is neceilsary to regulate their freedom in such a manner 
that there are no chances of exceeding the legitimate 

·frontiers of this freedom. 

11.5 Nothing particular to mention. 1 

Inter-Gonrnmental Coordination 

No reply given. 

Statement of Chief Minister, Bihar before tbe 
· Commission 

I am extremely happy to welcome you, Sir, and 
•he Hon'ble Members of the Commission and the 
officials. I express my gratefulness for the oppor
tunity given to us to express our views before the 
Commission. The basic question underlining Centre
State Relation is whether we should have a strong 
unitary system or a system of federalism with the 
constituent units. having enormous freedom. What 
we have in our country is probably the golden mean 
and an ideal admixture of the two extremities of an 
all powerful and autocratic centre on the one 
side and of a federal system where units are having 
enormous freedom on the other side. That the system 
or the set up that we have, is by far the best and 
the most balanced one has been well evidenced by 
the fact thrt this system has stood the test of time 
and bas successfully preserved the unity and inte
grity of the Nation, .so vast in ~i~e so diverse in. its 
geographical and chmate cond1t1ons and a . nat1?n 
with multi-religious, multi-lingual and multi-SOCial 
set up. There have been attempts, time and again 
against the unity and solidarity C?f !he country 
·by divisive forces. The !ecent turmo1l m Assam an~ 
Punjab can be cited as mstances. It goes to t~e cred1t 
of our constitution that it has been able to Withstand 
such turmoils. Our Constitution has built-in flexi
bility and understanding relationship betweiJ!l the 
Centre and the States. Absence of rigidity has been its 
greatest merit. The relation between the Centre and 
the State has been such that it basically guarantees 
the unity and integrity of the Nat!on and at t~e ~arne 
time does not neglect the expectat1';Jn l!nd asp1rabons 
of the State as well. Our ConstitutiOn has. taken 
proper care of these requirements. In fact .w1th the 
&rowin~: seccessionists trends and tendenc1es what 
is required is to strengthen the hands of the Centre. 
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PART TI 

LEGISLATIVE RELATIONS 

As regards the Legislative Relations w~ are 
definit~ly .of !he view that the present ar;angements 
and mst1tubons are adequate to ensure the basic 
objectives of the Constitution. The scheme that 
has been formulated in the Constitution was drawn 
after considerable debate and discussions and in 
fact had taken into account foreseeable future as 
well. In fact we should be grateful to the founding 
fathers of our Constitution to having such foresight. 
It should be borne in mind that Constitution, 
however, detailed it may be, can never provide 
for all the eventualities. A large pool of convention, 
set created with the passage of time. This ha~ happen· 
ed in the Indian polity as well. 

A point has been raised whether or not before 
any legislative change is by the Centre undertaken 
on a concurrent subject, the State should be consulted 
as provided for in 1935 Act. It should be realised 
in dynamic and changing state, even minor delays 
can become disastrous. It would neither be possible 
nor desirable to go in for a process of cosultation 
before legislativ~ changes. Besides there exists 
constitutional safeguard of Article 249 Sub, Art. II 
V:hich sets limited duration for which such a legisla
tive change can be enacted. The legislative relations 
as provided for in the Constitution appear to serve 
the requirement .of the present day and possibly for 
the future as well. 

PART 111 

ROLE·OF GOVERNOR 

In respect of the role of the Governor, it appears 
that the present arrangement has been well thought 
of. The institution of the Governor basically acts 
as an effective link between the State and the Centre. 
We have no doubt been a few controversies attached 
to the said office during the recent past. Such cases 
have been rather exceptions. The Governor acts 
as an impartial observer and a shock observer in 
critical times. The element of criticism that has been 
attached to the office of the Governor has been more 
on account of personal aberrations and problems. 
The Constitution envisages a positive role for the 
Governor. He reflects the view of the State before 
the Centre and vice versa. Our experience has been 
that by and large the role assigned to the Governor 
in the Constitution and that has come to be expected 
during the course of time has been performed satis
factorily. 

PART IV 

ADMINL'iTRATIVE RELATIONS 

Coming to the administrative relation, it may be 
realised that intervention of the Centre in the ad
ministrative arena of the State has been envisaged 
only under the extreme circumstances of different 
kinds of emergency envisaged in the Constitution. 

With the passage of the time certain institutions 
have grown up which has been alleged as encroach
ment upon the power of the State. But viewed in the 



proper prospective such institutions are very much 
essential for the trade and commerce, development 
of water resources, agriculture development. One 
can reasonably conclude that the legislative pro
visions in the Constitution have been well conceived 
and have stood the test of times. 

What has been said above is equally true in the 
field of administrative norms, requirement of law 
and order and administrative relations where some 
kind of common approach may be absolutely essen
tial and the Centre in this state of affairs plays at 
times a complimentary, at times a supplementary 
and whereever necessary a substitute role as well. 

It will be appropriate if I touch upon the question 
of desirability of having ~n Inter-State Council. 
The basic role of such a body is to reconcile the 
disput~s that arise between the States on the one hand 
and the Union and the State on the other. Setting 
up of such a Council is perhaps not necessary in 
view of the fact that there are seve?al other mechanism 
like the Zonal Confert>nces of the Chief Ministers, 
meeting of the Governors and the National Develop
ment Council etc. which serve the same purpose. 

The most important factor which goes against 
the setting up of such a Council is such body not 
have any representative character ot democratic 
base and may even come in clash with the sove?eig
nity of the Parliament. Such a body will not be res-
ponsible to the people at large. · 

PART V 

FINANCIAL RELATIONS 

We are of the view that both Finance Commission 
and Planning Commission should continue. As the 
extent of devolution of fund through the recommenda
tions of the Finance Commission and grant of Central 
assistance conceived by the Planning Commission 
have not been able to bridl!e the gap. of economic 
development between the advanced States and the 
poorer States like Bihar, if appears essential that 
the methodology for the estimate of gap in resources 
so far practised by the Finance Commission should 
be modified to meet the actual and physical require
ments ann need of the State's concerned. Unless this 
is done. the growing regional imbalance in economic 
development will not be abridged. Finance Com
missirn should be made a permanent body like 
Planning Commission but its Chairman/Members 
may change from til)1e to time. In the devolution of 
the taxes. the principle applied for income-tax should 
also be followed for Union Excise duties. There 
should be an uniform yardstick and formula for 
devolution of receipts from taxes like income-tax, 
Union Excise duties and additional excise duty. 
While we admit the requirement of fund for the defence 
J'urposes. and therefore do not want that returns 
from a custom duty should be divisible, but we feel 
that taxes on the Corporate bodies should come under 
the shareable pool. Finance Commission . estimates 
the revenue gap of the States and in such estimates 
it pre-suppose! certain return from public undertak
ings like State Electricity Board, Road Transport 
Corporation. other Corporations, Coo~rative 
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bodies and investment in irrigation projects. Usually 
such projects are executed to meet the social require. 
ments of the people and to increase their economy. 
As such these projects do not yield any appreciable 
return. Yields calculated by the Finance Commission 
from such institutions create artificial revenue surplus 
to the States. These are notional surplus and actually 
States like Bihar has suffered from such erroneous 
calculation. In this context I would like to point 
out that though the per capita income of Bihar con
tinues to be lowest in the country it has not been de
clared a deficit State by the Eighth Finance Com
mission whereas such States whose per capita income 
is much higher than Bihar like West Bengal and 
Orissa, they have been declared as Deficit States. It 
is, therefore, imperative that the mode of estimates 
on revenue surplus/gap by the Finance Commission 
should be made more realistic and should be attuned 
to the individual requirement of the State for bringing 
them at par with the economic development cf the 
country. 

The Central assistance given by the Planning 
Commission was the composition as 70% loan and 
30% grant. This composition ~ccentuates the burden 
of indebtedness leaving meagre amount for investment 
on development works. In the interest of such 
States whose per capita income is lower than the 
national · average, the Central assistance should 
constitute 70% as grant and 30% as loan with an 
end to reduce their volume of indebtedness. Also 
the grant of loan should be bifurcated in two divi
sions namely, one which goes for the social cause 
but is unproductive like expenditure on public health, 
education etc. and the other which is spent on pro
ductive projects like irrigation schemes, energy pro• 
grammes etc. Such loans which are to be utilised 
in the execution of social benefiting scheme'(unpro
ductive ones) should carry nil payment of interest 
and recovery of loans in substantially large number 
of years. Also such loans which are used for pro
ductive purposes should bear return of loan and in
terest either at par with. their economic return or 
should be realisable in perpetuity. I would also like 
to advocate, as I have already spok~n recently in 
the NDC that the devolution of Central assistance 
to backward States like Bihar should be on the formula 
of IATP (Income Adjusted to Total Population). 
The Gadgil formula may, therefore, require to be 
accordingly revised. The grant of Central assistance 
should have the composition of 60% on population 
and 40% on backwardness. . . 

I also hold the view that the benefits of the Centra I 
sponsored schemes have actually not accrued to 
poor States like Bihar because of their cost over 
burden. I suggest that the Central sponsored schemes 
should be under Central plan schemes and should 
have cent-percent grant in their execution. 

We feel that both Planning Commission and 
Finance Commission should exist as they have im· 
mensely benefited the people and hence we do not 
want that they may be substituted by another agency. 
We also do n_ot ~an! to create a separate independent 
agency for dtstnbutton of receipts among States as 
~t would be co~nter-productive and wou td not b 
m consonam;e wtth ~he constitntional provisions -~ 
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· Gover.nment of India has discontinued the facility 
of drawmg on overdrafts with effect from 1-10-85. 
ln~tead of it has increased the quantum of special 
ways and means advance. However the quantum is 
still low as compared to the extent of overdrafts 
utilised by the States during the Sixth Five-Year 
Plan. I advocate that the quantum of special ways 
and means advance should be more or Jess equal to 
the exte'?-t ~f .overdraft on an. average annually drawn 
by the mdtvtdual State. Thts facility, would go a 
long way to curb likely fiscal imbalance and indis
cipline. 

States have been utilising deposits in nationalised 
banks' through loan advances but the credit deposit 
ratio in States like Bihar is quite low as compared 
to all India average, Steps should be taken to ensure 
that the CDR gets enhanced to at least 60% for which 
some explicit formula should be devised. States 
have been allowed about 33% of the proceeds from 
the market borrowing. It is not condusive to their 
requirement. Suitable formula should, therefore. 
be arrived at so that the State's share in market 
borrowing gets increased to an appreciable extent. 

The devolution of discretionary grants from the 
Planning Commission should be on the basis of 
some formula which should be made known to the 
States. While we want that the divisible pool of 
Central receipts should increase and should be re
gulated statutorily under the recommendations 
of the Finance Commission, we want that the system 
of grants-in-aid given by the Finance Commission 
should be minimised. The grants-in-aid should, 
however, cover special requirements of the States 
like expenditure on maintenance of bundhs and avoid
ance of floods. It should also cover such expenditure 
which are incurred by States to follow the Central 
pattern of expenditure like payment of additional 
dearness allowance, bonus, terminal benefits etc. 

It has been our experience recently that receipts 
have increased by lightening the administrative 
machinery and not by increasing the taxes. We 
should, therefore, endeavour to strike a balance so 
as to maximise the return from the existing taxes 
both in the Central and the States' levels. The 
volume of taxation need not be enlarged. Neither 
do we feel that the States' power of taxation should 
·be curbed. What is required at present is that 
States' fiscal requirement for economic growth 
should be fully met in the devolution of fund either 
through Finance Commission or through the decision 
of the Planning Commission. 

Economic and Social Planning 

I now come to the Planning process and the 
questions that have been raised in this regard. 

The State Government is of the view that adequate 
opportunities are available for exchanging views 
with the Planning Commission. There are opportuni
ties of discussions at the official level and the political 
level followed by mid-term appraisal also. There 
could, however be more frequent exchange of views. 
We would like the Planning Commission to help 
the State by getting expert studies conducted in various 
problem areas suggesting solutions and finding ways 
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to implement the same as well. We would like that 
the Planning Commission should besides formulaung 
the pla.n, be also gtven the discretion to distrihute 
grants-m-atd on some formula which may help th.: 
States essenually the backward States, so as to aclu.:ve 
the basic objective of removal of regional imbalan~cs 
and disparities. 

~t is, however, not necessary for ~tatutory statu' 
bemg accorded to the National Development Counc11. 
Its role has been fairly eHective even otherwtse. 

We would like some more freedom to be given 
to_ the States in the matter of selection of schemes 
wtthin of course, the overall national priorities ami 
the given aUocations. 

· In the membership and the compo~ition of the 
Planning Commission there does not appear to be 
any need for. change. 

It is only right that the Conunil'>ion ,iJould exa
mine in detail the States linanciul plans to ensure 
that the States are in a po,ition to shoulder the 
plans and achieve the aims and objectives set up. 

As I have observed earlier, central assistance 
sho~ld be available for meeting special problems, 
specially for the backward States like Bihar. Such 
assistance should be made available from some 
discretionary fund that should be made available 
to the Planning Commission. 

Planning 

We have State Planning Board functioning a 
the State level on similar lines as of the Planning 
Commission in the Centre. The State Planning 
Board prepares prospective Plan, fixes up inter-regional 
priorities in the States. The State Planning Board 
has also been saddled with the responsibility of evalu,,
tion and monitoring. Thus the State Planning 
Board functions as the State level counterpart of the 
Planning Commission and thus it serves as an 
effective mechanism or instrument in the State 
Plan preparations in consonance with the national 
objective and priorities. 

Industries 

For no industriei district financing pattern 'hould 
be JO% by the State-Government, 50/~. of the Central 
and 40% by the Financial Institutions mstead of pre
sent pattern of the one third of each. The items under 
IDR Act should be subject to constant review and 
revision from time to time by an Expert Committee. 
Growth centres should be allowed to be ~et up at the 
discretion of the State Government. 

Miscellaneou• 

Agrienlture 
In the field of agriculture, a major parameter 

is the price fixation.. While. i.t is desirable that for 
the sake of uniformtty, dectstons are taken at the 
Central level but margin should be provided for 
local variations in terms of ~productivity, cost of 
production etc. Backward States like Bihar are also 
influenced by Jack of infrastructural facilities and 



susceptibility to natural calamities 
also be borne in mind at the 
fixation of various commodities. 

Education 

which may 
time of price 

In the field of education, it may be pointed out 
that the States already enjoy autonomy and the 
role of UGC has been helpful in fixation of norms 
and improving the quality of education. Edu~ation 
even if non-developmental but from the pomt of 
view of financial angle is an investment of ~ar reach!ng 
significance. The present system of mter-act10n 
between the States and the Centre meets the require
ment of the situation. However, it may be mentioned 
here that in respect of programmes like adult education, 
non-formal education special emphasis needs be 
given to the States like Bihar which are admittedly 
backward and below the national average. Even 
though we conform to the nationa! policy relating 
to minority education; we would hke to draw the 
attention to the need and mechanism being devised 
whereby the privileges and the freedom they enjoy 
is tempered by certain basic norms in th~ matter of 
financial discipline and quahty of educatiOn as· also 
to qualify for being treated as minority institutions. 

ln view of the fact that a large number of agencies 
already exist in various fields of trade like Coffee 
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Board, Jute Corporation of India etc. there appears 
to be no over-riding necessity to have a separate 
Board. 

We would, however, like to say that the financial 
institutions should be· given some scope to relax 
basic requirements when it comes to investment 
in the backward States. Special steps should be 
taken for development of infrastructure in the areas 
because the industry is the key to generation of em
ployment which lead to re-generation of the economy 
of the State. 

In conclusion I take this opportunity to thank 
the Commission for hearing the views of the State 
Government. Centre-State relations are passings 
through critical times and, of late, have been sub
jected to tremendous tensions. The remedy to 
the problems that have arisen lies not in throwing 
over-board the well established institutions which 
have come to stay and by and large worked and 
served the need of the country but in making .them 
more effective, more meaningful and workable. 

The Constitutional Provisions and legi5lative 
mechanism already exist and these have been tested 
by time. What is needed is to make them work in 
the spirit in which they have framed and devised. 
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Gujarat 

REPLIES TO THE QUESTIONNAIRE 

PART I 

INTRODUCTORY 

1.1 Our Constitution cannot be said to be 
FEDERAL in the strict sense of the term; but it has 
federal features with several characteristics, creating 
a strong bias in favour of the Centre. 

1.2. It is felt that there is scope of greater autonomy 
to the States by suitable redistribution of legislative 
powers. This State subscribes to the view that a 
"Strong Centre" and ••Strong States" are not mutually 
exclusive. It is, therefore, felt that it is possible 
to decentralise powers, including in the area of 
sharing of overall national resources, without sacri
ficing the principle of a strong Centre. However, 
this State does not subscribe to the view that appeals 
to the Supreme Court should be restricted only to 
Constitutional matters; but the jurisdiction of the 
Supreme Court in civil matters may be restricted. 

1.3 Yes, we agree that there is a need for further.· 
decentralisation and for a dynamic review of the 
powers and functions with a view to enabling the 
states to reach their development potential to the 
fullest extent. However, the question of the decen
tralisation has to be viewed in the light of the national 
needs. ·The optimum Constitutional provisions for 
achieving the same are discussed under relevant heads. 

1.4 No. 

1.5. We are in general agreement with the view 
expressed above, and the relationships have been 
worked in contormity with the spirit and intent of the 
Constitution over the years but only for short span 
of the period in the Constitutional history of India 
such spirit and intent were not observed 
and adhered to. Difficulties, issues, tensions and 
problems which arise in the peculiar federal set-up 
of our Constitution can be resolved within the broad 
frame-work of the Constitution by the mechanism 
of the Inter-State Council under article 263 of the 
Constitution and by constituting an authority under 
article 307 of the Constitution and wherever required, 
also by amending the procedures, practices and laws 
which tend to strain the relations between the Union 
and States. Other suggestions are made in replies 
to various questions. 

1.6 Yes. The following prov1s1ons in the Cons
titution, in our opinion, have been designed to achieve 
that end : 

(i) Article 3. 
(ii) Part II, regarding citizenship. 
(iii) Emergency provisions : Articles' 352, 356, and 

360. 
(iv) Integrated judicial system : 

Article 217 (i), Article 217(1), Proviso (b) 
read with Article 124 (4). 
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(v) Powers of the Union to confer powers, etc. 
on the States : 
Article 258. 

(vi) All-India Services 

(vii) Article 315. 

(viii) Article 355. 

(ix) Article 360. 

Article 312. 

(x) Inter-State Councils : Article 263. 

(xi) Power of Centre to give directions 
Articles 256, 257, 365. 

1.7 Yes, generally they are reasonable. However, · 
care should be taken to ensure the judicious exercise 
of the powers of the Centre under the articles referred 
to in this question. 

1.8 We do not agree with this view. 

PART II 

LEGISLATIVE RELATIONS 

2:' We endors~ the view that there is nothing 
bas1cally wrong 10 the scheme of distribution of 
legi~lative powers. However, there is a growing 
feehng that, over the years, the Union has tended 
10 touch the State legislative Field by invoking powers 
available under entries 52, 54, 92 etc. in List 1 of 
the Seventh Schedule to the Constitution of India 
Some of the instances are :- · 

(I) Industries (Development and regulations) Act 
1951. • 

(2) Mines and Minerals (Regulations and Develop-
ment) Act, 1957. . 

(3) Rice-Milling Industry (Regulation) Act, 1958. 

2.2 The State Government is of the view that it is 
necessary to review the Lists in the Seventh Schedule 
to the Constitution so as to confer more legislative 
powers on the State. Moreover, where the Centre 
feels n~ce~sity to r:nake legislation on the subjects 
otherw1se 10cluded 10 the State List, such enactments 
should be made only after consultation with the 
Inter-State Council. The following entries in the 
List III (Concurrent List) of the Seventh Schedule 
be transferred to List II of the Seventh Schedule :-
Entry Nos.-

10. Trust and Trustee~-

! lA. Administration of juslice-

28. Charities and Charitable institutions-

43. Recovery of the claims in respect of taxes and 
other public demands. 



A provision should be made in article 20 I to provide 
for expeditious and time-bound decision of the pre· 
sident in the matter of giving his assent to a State 
Bill reserved by a Governor for the consideration of 
the President. When the President withholds his ' 
assent therefrom, he should be required to record 
reasons therefor in writing which should be commu
nicated to the State Government. 

2.3 Yes. 

2.4 The legislation made by Parliament in 
'national interest' or 'public interest' on subjects which 
are within the exclusive competence of the State 
Legislature should be only for a particular duration 
subject to periodic review. · 

2.5 Anicle 200 of the Constitution does not specify 
any time limit within which the Governor should 
make a declaration as to whether he assents to the 
Bill or withhold assent therefrom or reserves the Bill 
for the consideration of the President. It is suggested 
that a time limit of three months should be prescribed 
for such declaration and when the Governor with
holds his assent he should be required to record 
reasons therefor in writing which should be commu
nicated to the State Government. 

It is suggested that for the purpose of article. 201 
also a time limit of three months should be prescnbed 
within which the president should declare as to whe· 
ther he assents to the Bill or withholds assent there
from or directs the Governor to return the Bill to the 
State Legislature. 

PART III 

ROLE OF THE GOVERNOR 

3.1 (a) The role of the Governor as envisaged ~y 
the Constitution is that of heads of the States m 
whom the executive power of the State vests, which 

· they have to exercise with .the aid. and advice of the 
Council of Ministers. Thetr role ts also to act as a 
link between the Centre and the State. This role 
assumes effective significance in the context of the 
Centre-State relations in the event of the imposition 
of the President's Rule in the State. 

(b) The Governors have generally functioned pro
perly as Constitutional heads of t~e State~. How
ever during the last 34 years, certam occasiOns have 
occ~red creating impressions that in recommending 
imposition of the President's Rule in ~~tate, in deter
mining the relative strength of ~ pohttcal party a!'ter 
general elections to the State Legtslatures for appomt
ment of the Chief Ministers, and at a subsequent stage 
appointing the Chief Minister without ascertaining 
~uch strength on the floor or the State Legislature, 
some Governors have not at times acted constitution
any. 

3.2 In fostering healthy Union-State relations, the 
rC?IJ: of the Oo.vernor. should be: such a~ wou~d e.ffec
tively ensure dtschargmg of dulles by htm obJecttvely 
in the best interests of tbe State and in accorda~ 
with the Constitution. 

3.3 In the matter of-

(a) making report to the President suggesting 
action under article 356 (1), the Governor 
should function objectively and in the best 
interests of the State in the setting of the para· 
mount national interest ; 

(b) making appointment of the Chief Minister 
under article 164, the Governor should objec
tively ascertain the relative strength of. the 
political party in the State Legislature. In 
the event of no single party getting absolute 
majority as a result of the general elections to 
the State Legislature, the Governor should 
first give an opportunity to the Leader of the 
single largest party to show that it has the 
total support of the majority in the House. 
In such a case, the Governor should test the 
majority, at an early date, on the floor of the 
House. When, any Prima facie question 
arises as to whether a Government has lost 
the majority support in the House, the question 
should be decided solely on the basis of a con· 
fidence motion to be moved on the floor of 
the House, for which a session should be sum
moned by the Governor within four weeks 
of the determination by the Governor that a 
prima facie case exists to justify the ascertain
ment of the continued majority. If necessary, 
suitable amendment may be made in the 
Constitution. 

(c) Propogationldissolution of the State Legislature 
the Governor should, in the normal circum
stances, act on the advice of the Council of 
Ministers. 

3.4 Intent and purpose of the Constitution-makers 
in providing in Article 200 for reservation of Bills by 
the Governor and in Article 201 for the consideration 
of the president is to give reflection time to reconsider 
the Bill by the Lagislature Assembly. The power of 
reservation by the Governor and consideration of the 
State Bill by the President is generally exercised in 
conformity with that intent. spirit and purpose. 
However, the Gujarat University Services Tribunal 
Bill, 1985 which has been reserved for the consideration 
of the President on 1-5-1984 has not yet received the 
assent of the President. There seems no instance 
where the Governor has withheld the asssent to a 
State Bill or reserved it for the consideration of the 
President without the advice of the Council of Minis· 
ters. 

3.5 We agree with the above conclusion. No case 
of undue delay has come to tho notice of the State 
Government. 

3.6 (I) Yes. 

(2) As per reply in 3.1. 

3.7 No. 

Under the Constitution, the Governor acts on the 
ad vi~ ~f the .council of ~inis.ters, except in discharge 
of~ts dtscrett?nary fu.nchons m making a report under 
Arhcle 356, m appomtment of a Chief Minister 
an~ dismi~s~ of a Chief Minister in the ~ent of his 
)osmg maJortty support, etc, aqd not ill<!ependently. 



as in the case of a Judge of the Supreme court High 
Court. So the Governor's post does not need any 
security of tenure or any special procedure of removal. 

3.8 When it' is bro~ght to the notice of the Gover
nor that Circumstances have arisen indicating prima 
facie that the ruling party has not the majority in the 
Assembly, the Governor should at once ask the 
Chief Minister to fix a date for summoning the session 
of the House, so that the House meets within four 
weeks of such notice. If the Chief Minister fails 
promptly· to advice the Governor on such date, the 
Governor should summon the Assembly without the 
advice of the Council of the Ministers, so that the 
session meets within the aforesaid period of four 
weeks. 

We, however, do not agree to the suggestion that the 
Governor should himself verify the fact about the 
majority of the party on the floor of the Assembly as 
that can conveniently and more properly be decided 
by the members of the Assembly on the floor of the 
House. 

3.9 Please refer to the reply at 3.3 (b) 
We do not agree that the provision like article 

67 of the Basic Law of the Constitution of the Federal 
Republic of Germany should be made as it will not 
solve the problem. 

3.10 In all matters except making of report under 
article 356 and matters like appointment of the Chief 
Minister and dismissal. of the Chief Minister on proof 
ofloss of majority support in the House, the Governor 
is supposed, in the present scheme of the Constitution, 
to act on the advice of the Council of Ministers. 
Issuing guidelines does not seem to be necessary. 

PART TV 

ADMINISTRATIVE RELATIONS 

4.1 The purpose, function and use of Articles 256, 
257 and 365 is to provide for the effective control 
of the Central Government over the States and for 
securing and preserving unity and integrity of the 
nation. · 

No instance of such directions has occured so far 
the Gujarat State is concerned. 

4.2 We support the view that Article" 365 should be 
retained in the Constitution. The Article provides 
the only constitutional sanction to articles 256 and 
257. . 

4.3 We agree with the recommendation but would 
suggest that in addition to informal channels some 
formal channels like, Inter-State Council, should also 
be involved. Efforts of the Centre to explore the 
possibilities of settling P?ints of co~flict by issui~g 
guidelines to cover the pomts of confltct ltkely to anse 
may also help in solving conflicts. 

4.4 Powers under Article 356 were exercised four 
times so far as Gujarat is concerned. But the extra 
ordinary remedial power cannot be said to have 
not been properly exercised. 
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4.5 We do nut agr•-.: with this view <IS the exercise 
of the powers under Article 356 being extraordinary 
should be sparingly used. The period for Presi
denCs rul~ could be extended only it\ the circumstances 
spectfied 111 clause 15) of Article 356. The question 
of handtcap to the etticacious use of the power hv the 
Union Under Article 356 does not arise as it c:m be 
used for the total period of 3 years and during that 
period the normalcy should he restored. 

4.6 The present arrangements nrc working satis
factorily. 

4. 7 Even though the Central agencies refert"ed it\ 
the question and several such agencies deal with the 
activities relating to the subjects in the State List and 
the Concurrent List of the Seventh Schedule to the 
Constitution, it cannot be said that the Union has 
made undue inroads in the autonomy of the State. 
T~e criticism is. not justified as such agencies dealing 
Wtth mostly poltcy matters can etTcctively function in 
accordance with the policies which are formulated 
for the entire country. The planning and financial 
provisions are required to be made on the broad 
basis considering the policy for the entire nation. 
It is, however, necessary to restrict the role of such 
Central agencies as much of the functions require 
to be performed by such agencies can be conveniently 
and effectively performed by the concerned states. 
The functions of the Central agencies. therefore, 
should normally be confined to formulating the 
policies, preparing the plans, providing finances and 
advising the States to implement the policies and of a 
supervisory nature. · 

4.8 Under article 312 of the Constitution of India 
the All-India Services are to be constituted if it is 
necessary or expedient in the national interest. The 
objective that the creation of such a cadre protects the 
national interest is by and large fulfilled as the mem
bers of such services are drawn from the entire nation. 
It has helped the integration of the nation and to that 
extent the All-India Services have fulfilled the expec
tations of the Constitution makers. 

At present, administrative control over the All
India Services is of the concerned State and only in 
disciplinary matters relating to the major punishments 
the concurrence of the Union public Service Commi
ssion and the Government of India is necessary. 
To maintain the All-India character of the services 
and independence, more control of the State over the 
services is not necessary. 

4.9 Under Article 355 of the Constitution of India 
it is the duty of the Union to ensure that the Govern
ment of the State is carried on in accordance with the 
provisions of the Constitution. This duty includes 
the obligation of the Union to ensure that the lnl" 
and order situation is ma'ntained and the Govern
ment of the State is not carried in violation of the 
provisions of the Constitution. In such circumstances 
to fulfil the obligaiion of the Union, it may necessary 
to locate and use the Central Reserve Police and other 
armed forces in aid of the civil power in the State, 
even suo motu. Entry 2-A in List I of the Seventh 
Srhr dule of the Comtitution clearly confers the 
legislative competence to the Union for the deploy
ment of such armed forces in any state in atd of civil 
power. The extent of the exercise of the power 



under article 355, however, should be considered 
in view of the fact that article 257 A which specifically 
provided for the assistance to the State by the deploy· 
ment of the armed forces or other forces of the Union 
is repealed. It means such exercise of suo motu 
power under article 355 should be sparingly used. 
We are of the view that the Union is, and should be, 
competent to locate and use its Central Reserve Police 
and other armed forces in aid of Civil power in the 
State even suo motu in order to discharge its cons· 
titutional duty under Article 355. 

4.10 Broadcasting and television should continue 
in the Union List as it is necessary for national inte· 
gration. Most of the States having limited financial 
resources and lacking in required infrastructure may 
not be in a position to effectively implement the pro· 
grammes. Television is yet in a formative stage in 
the country and, therefore, a broad based national 
policy is necessary for tho implementation of the 
programmes. It is, however, desirable that the 
States should have effective voice in formulating the 
policy of the broadcasting and television programmes. 
This can be done even without including the broad· 
casting and other like forms of t'ommunication in 
the Concurrent List but by formulating the healthy 
conventions. 

4.11 By and large, the Zonal Councils have effec
tively served the purpose. However, resort should 
also be had to article 263 which provides for setting 
up Inter-State Councils whenever necessary. 

4.12 Under article 261 of the Constitution, the Pre· 
sident has powers to establish the Council. The 
duties of the Council should be as specified in the said 
article. As one of the duties is to inquire into and 
advise upon disputes which may arise between the 
States, the Constitution of such council would cer· 
tainly iron out the inter states disputes. Clause (a) 
of article 263. however, does not provide for inquiring 
into and advising upon the disputes between the 
·state or States and the Union and therefore. the 
Council will have no powers in this regard. Under 
Clause (b) of article 263, the Council will have only 
the duty to investigate and discuss subjects relating 
to the common interest of some of the States or all 
the States and the Union. For such subjects of a 
common interest, the difference, if any, can be ironed 
out by the Council. The Council has, under clause 
(c) of arricle 263, also duty to make recommendations 
upon any such subject and in particular for the better 
coordination of the policy and action with respect 
to such subjects but that duty is only recommendatory 
and, therefore, it will not be much · effective. 
To make the Council more effective, it is necessary 
to amend article 263 of the Constitution so as to enlarge 
the scope of duty and functions of the Council. 

If is also necessrary to make provisions that the 
recommendations of the Council if not accepted by 
the Union should be placed before parliament for 
discussion. Over and above the functions specified 
in article 263, the functions and powers of the Council 
should be- relating to-

(!) The broad principles of the planning in the 
states or the Zones ; 

(2) The power generation and distribution for the 
Zones ; · · ! 
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(3) Aid by the Union to the States for the calamities 
like flood, drought etc. 

The Council should be presided over. by the Prime 
Minister and Union Finance Minister, Union Home 
Minister and Union Minister-in-charge of Planning 
and the Chief Ministers and Finance Ministers of 
the States .hould be the members. 

The council should be set up on the premanent 
basis and the composition, powers and functions 
should be defined. The Council must have as inde
pendent Secretariat. 

PART V 

FINANCIAL RELATIONS 

5.1 A review of the working of the mechanism for 
devolution and examination of the resources trans
ferred by the Union to the States during the last 
34 years charly establishes that while the 
Constitution-makers has envisaged that the Finance 
Commission will be <'oncemed with total assistance 
to be given to the States other than by way of loans 
this role over a period of time has been diminished 
to that of an agency concerned mainly with filling 
up the non-plan revenue gap of the States which 
was never intended by article 280 of the Constitution. 
Consequently, transfer~ of resources by the 
Union to the states by way of assignment of certain 
taxes and duties in their entirety and the obligatory 
and permissive division regarding other taxes and 
duties has not kept pace with the increasing needs 
of the states on account of the responsibilities cast 
upon them by the Constitution. 

5.2 Observations of A.R.C. Study Team are still 
relevant. It will not be possible to increase the resour
ces of the States by complete separation of the 
federal fiscal relations of the Union and the States 
and abolition of the scheme of the.transfer of resour
ces. 

By transfer of more elestic taxation heads to List 
II, Seventh Schedule the resources of the State can 
certainly be increased. 

All taxing heads/taxing powers should not be 
transferred to the Union List to form the shareable 
pool as it will not be feasible and practicable for the 
Union to impose and collect all taxes. It is also 
against the basic principles of federal set up. 

It is suggested that the following measures be taken 
to improve the resources of the States :-

0) Withdrawing of the scheme of levy of additional 
duties of excise in lieu of Sales tax' on textiles, 
tobacco and sugar and enabling the State 
Governments to levy sales tax thereon. 

(2) Introduction of a tax on consigament transac· 
tions to be levied by the Centre and adminis
tered and collected by the State Governments 
on the lines of the- Central~Sales tax. 

(3) Transforming more taxing heads to List II,. 
Seventh Schedule and also empowering the State 
Governments to levy the following taxes pre
sently covered under article 269 of the Cons
titution :-

(a) Terminal taxes on goods and passengers 
carried by railway, sea or air ; • 



lb):Taxes on railway fares and freights; 

(c) Taxes on the sales or purchase of news
papers and on advertisements published 
therein. 

(4) The present ceiling of Rs. 250 per annum in the 
case of taxes on profession, trades, callings and 
employments should be stepped upto Rs. 
l,OOOf-. 

(5) The State Governments be permitted to levy tax 
on the consumption of power by the railways 
as the railways are a commercial organisation. 

( 6) More central taxes should be brought into the 
· shareable pool particularly the corporation 

tax, customs duties, surcharge on income-tax 
and excise, etc. 

(7) As far as possible mobilisation of additional 
resources by the Centre should be by way of 
revision of rates of taxes rather than by way 
of revision of prices and that the additional 
mobilisation by the Centre should not be 
at the expense of the State enterprises. The 
Eighth Finance Commission has after careful 
consideration of this matter stated that an 
increase in administered price is justified if 
there is an increase in cost of production, 
provided that the public sector undertakings 
are functioning with reasonable efficiency. 
But, it obtaining revenue is the sole considera
tion, then the appropriate course is to increase 
excise duty. 

(8) An important source of financing of develop
mental expenditures is market borrowings. 
The distribution of market borrowings between 
the Centre and the States should be in proportion 
to the distribution of plan expenditure between 
the Centre and the States. 

(9) The amounts raised by the Centre by way of 
schemes like compulsory deposits, special bearer 
bonds, etc. outside the scheme of market 
borrowings should also be shared with the 
States. 

(10) The World Bank and bilateral assistance recei
ved by the Government of India for projects 
included in the plan should be fully passed 
on to the State which are implementing the 
concerned projects. 

5.3 While strong Centre with more elastic sources 
of revenue and discretionary powers can speed up 
the development of the backward states, it may be 
stated that the economic development is a complex 
function depending upon a number of factors, only 
one of which is finance. Therefore, adequate 
provision of finance for the respective States should 
be accompanied by a well worked out strategy of 
growth keeping in view the level of need of advance
ment of the state concerned. 

5.4. State Government would not recommend the 
deficit financing beyond a certain limit for covering 
tho resources gap. . This could ~e. covered by effec
tive and efficient use of tho extstmg power of the 
Central Government and effectite control on the 
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growth of Central Government expenditure including 
the budgetary support to Central Public Sector Under
taiCings. 

5.5 In our view the Finance Commission should 
evolve a scheme of resource transfers based on the 
assessed surplus of the Union g~nerated on account 
of the economic advantages of the Centralised levies. 

As regards the inter se distribution of the share 
of the States in Central levies the factors like popu
lation, collection, consumption, per-capita income 
and various indicators of the backwardness or other· 
wise, are taken into consideration by the Finance 
Commission over and above the sp~ci:'l factors of 
problem are likely the desert areas, saline coastal a1eas. 
barren hillY. areas should be taken into consideration. 

The State Government is of the view that inter se 
distribution of the Central assistance for plans of the 
States should be determined on the basis of the prin
ciples that may be decided by the N.D.C. 

The Non-Plan assistance to the States consists 
primarily of share in small savings in the shape of 
loan equal to 66.2f3% of the net small savings, 
collections in the States. This may be steppted up 
to 80 per cent of net collection of small savings as 
requested in N.S.S. Committee. It is urged that all 
savings schemes which are akin to small savings such 
as capital investment bond, special bearer bond etc., 
should also be shared with the States. 

5.6 In the State Government's view almost every 
State will have to be provided special funds for deve
lopment of the economically underdeveloped areas to 
enable them to contribute their share in the develop
ment process of such areas. In a situation where 
there are only slight shades of differentiation of the 
average levels of development of the different areas 
in the country and where there are large pockets of 
backwardness in all the States of the country there 
seems to be no special advantage in establishing a 
special federal fund for ensuring faster dev.elopment 
in economically under-developed areas relattve to the 
other developed areas of the country. It will also 
limit the use of funds for restricted purpose instead 
it would be desirable that larger transfer are made 
from the Centre to all the States and in formulating 
the plans of the Central Ministries like Railways, 
Post and telegraph, industries, etc. Special Schemes 
are drawn up for providing infrastructural and other 
facilities in the backward areas of the country. 

5.7 As mentioned in reply to question 5.2 the follow
ing Central taxation powers can be reasonably tran,. 
rerred to the States :-

(1) Withdrawing of the scheme of levy of additional 
duties of excise in lieu of sales tax on textiles 
tobacco and sugar and enabling the State 
Government to levy sale tax thereon. 

(2) Empowering the State Government to levy ~he 
following taxes present(>' convcrd under arttclc 
269 of the Constitution : 

(a) terminal taxes on goods and f>RSsengers 
taxes carried by railway, sea or atr ; 



(b) taxes on railway fares and freights 

(c) taxes on the sale or purchase of news papers 
and on advertisements published therein. 

5.8. The State Government would agree with the 
proposal that there should a mechanism for consulta. 
tion and co-ordination between the Centre and the 
States in regard to the levy of major taxes like cor· 
poration t.ax, income tax, wealth tax, estate duty, 
customs duty, excise duty, sales tax etc. which have 
a profound bearing on the economy orthe country as 
a whole and considerable damage may occur as a 
result or fragmentary approach to taxation. 

The State Government however does not agree to 
the sales tax being made a central levy. This is 
because of the following reasons :-

(i) Sales tax is a levy falling to a large extent on 
transactions taking place within a state. In 
vast country like India, there are wide diff· 
erences between States in consumption patt· 
ern of the people, economic conditions and 
the relative importance of commodities, to the 
local economy. It is only the State Govern
ment which can sensitively operate a scheme of 
sales tax to suit the local needs of the people of 
each state. 

(li) Sales tax is a tax which is being used as an 
instrument of development by State Govern
ments. This is done by granting exemptions 
to raw materials used in manufacture of goods 
in manufacturing sectors which are important 
to the economy of the State. This requires 
close to the ground operations with variations 
from time to time depending upon the changing 
situation and can only be carried out at the 
State Government ·level. 
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(1ii) in so far as Sales tax on inter-State Trade or 
Commerce is concerned, :Government of 
India have already fixed a ceiling on the rate of 
Sales tax which can be levied by the State 
Governments on major raw materials and goods 
declared to be important from the point of view 
of inter-State trade or commerce. 

(iv) a 1 egional forum for inter-State consultation 
in sales tax already exists in the shape of the 
regional committees where officials of the 
Government of India and the Finance Depart
ments of the State Government, and their 
Commissioners of Sales Tax meet periodically. 

There is at present no machinery of consultation of 
the Central Government with the States on the levy 
of such Central taxes, such consul~ation co~ld easily 
be ensured by a Comm1ttee of Fmance Mmisters of 
States presided over by the Union Finance Minister. 
This Committee could discuss policy issues relating 
to the Corporation tax, income tax, wealth tax estate 
duty, customs excise, Sales tax and admini;tration 
of these taxes .and other allied matters affecting the 
Central and State Budgets. The National Develop
ment. Counc1l cannot fulfil this role as it is largely 
concerned wtth developmental issues. 

So far as the distribution of the tax proceeds is 
concerned, sufficient provisions are made in the 

Constitution and the Finance Commission has ample 
powers under Article 280 of the Constitution to make 
recommendations. However, it is necessary that 
some more Central Taxes should be brought into a 
divisible pool particularly the Corporation Tax 
and Custom duties etc. 

5.9 While the constitutional position is that the 
Finance Commission is concerned with total assis
tance to be given to a State, other than by way of 
loans, the emergence of the Planning Commission 
as an important aid given and more importantly as 
an active agent in determining the long term trend 
in the expenditure of the State Government has in 
practice brought about a progressive diminution in 
the scope and functions of the Finance Commission. 
Its role has in effect been reduced to that of an agency 
concerned with the non-plan side of the revenue 
budget of the States. 

In the State Government's view the Finance Commi
ssion should make an objective assessment of the 
total resources and requirement both of the Union 
and the States and determine the amount of surpluses 
of the Union which can be transferred to the States 
by way of tax devolution and grants (Plan and 
Non-Plan) to enable them to fulfil the responsibilities 
cast upon them by the Constitution. The Finance 
Commission may also determine the inter-se distri
bution. among the States, of the transfer by way of 
tax devolution and grants under article 275 leaving 
the in ter-se distribution of plan grants to the planning 
Commission on the basis of such guide lines as may 
be evolved by the National Development Council. 
The Planning Commission will also be concerned 
with the additionality of Central assistance to the 
States on account of externally aided projects which 
could be determined at the plan discussions taking 
into account the overall plan performance of the 
States and in particular the efficiency with which the 
externally aided projects/schemes are executed by 
them. The Planning Commission could also, in con
sultation with the administrative ministries, deter
mine the patterns of assistance in respect of the Central 
sector/Centrally sponsored schemes the Centrally 
overall outlays on such schemes and the inter
se distribution of these outlays among the states. 

5.10 In the matter of statutory transfer of resour
ces by way of tax devolution and grants the Finance 
Commissions have been obsessed with actualfnormatiye 
non-plan revenue deficits and surpluses of the 
states. In the State Government's view the assess
ment of the needs of the States by the Finance Commi
ssions on the basis of the normative non-plan revenue 
deficits has not only resulted in adequate transfers 
but has also been unfair to States which paid greater 
regard to financial prudence and made greater 
efforts in raising revenues. This is because the gap 
filling approach implied that the Finance Commi
ssions would virtually under write the normative non
plan revenue deficits of the State budgets regardless 
of the factors causing such deficits. · 

As regards the plan assistance to the State since the 
Fe urth Plan this is now determined on the basis of 
formula wherein a major portion of the assistance 
is based on population. Factors like per capita in
come, tax effort, siecial problem etc. are also take~ 



into. account: This is a great improvement over the 
earher practice where the plan assistance was largely 
based on the gap between the plan outla~ and the state 
resources. 

The absol~;~te level of public expenditure is also not a 
correct critenon for assessing the levels of welfare 
programmes undertaken by the State Governments. 
This is because the efficiency of such expenditure and 
the type of scheme financed by the State Governments 
are a more important indicator than the figures of 
total· public expenditure. 

5.1 ~ The assessme~t of the need~ of the States by 
the Fmance CommiSSio.n on the basis of the normative 
non-plan revenue deficits has not only resulted in 
adequate resources transfers but has also been unfair 
to States which paid greater regard to financial pru
dence and made greater efforts in raising resources. 
This is because the gap filling approach implied that 
the Finance Commission would virtually under 
write the normative non-plan revenue deficits of the 
State budgets regardless of the factors which cause 
such deficits. Another limitation of the gap filling 
approach is that since all non-plan commitments 
as of a given date are taken into account. The 
balance of the non-plan gap may take place at different 
levels of expenditure depending on the nature and 
coverage of non-plan commitment made by the States 
fram time to time. A normative approach in respet:.t 
of a few items may not make significant impact on the 
policies of the State Governments as each Commi
ssion has adopted its own norms in respect of specific 
items .. 

In view of these considerations the State Govern
ment would urge that the approach hitherto adopted 
by Finance Commissions, that grants- in-aid under 
article 275 should be on the basis of the fiscal 
gap of the States, should be given up altogether 
and instead new ground should be given. We would 
recommend that grants-in-aid may be provided for 
(i) equalisation of the standards of specific adminis
trative and social services on the basis of nationally 
accepted programmes; and (ii) to meet burdens on 
State finances on account of special circumstances 
or matters arising as a result of national policies. 
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5.12 The State is in broad agreement with the 
suggestion of the Seventh Finance Commission 
that the bulk of the resource-transfers should be done 
through tax-sharing and the role of grants-in-aid 
under Article 275, in the scheme of total revenue
transfer should, as far as possible, be supplementary. 

5.13 In our view, the grants should broadly be on 
principle of equalisa~ion of. the standar~ of spe~ific 
administration of social service on the basis of nation
ally accepted programmes and also to meet the burden 
on State finance on account of special circumstances 
like financing the relief expenditure. 

5.14 The receipts from scheme like the special 
bearer bonds, Compulsory deposit schemes and 
National deposit scheme should be shared by the 
Centre with the States on the lines of the National 
Small Savings Scheme. 

As regards the administered prices in a situation 
of monopoly or near monopoly by the Government 

of India the distinction between the prices and the 
tax element gets blurred because the Government 
of India has the discretion either to increase the 
administered price or increase the tax thereon. The 
State Government agrees with the thinking of 
the Eighth Finance Commission on this subject. 
The Commission has stated that an increa'e in ad
ministered price is justitled if there is an increase 
in the cost of production, provided that the public 
sector undertakings concerned the functioning with 
reasonable efficiency. Also in fixing the administered 
prices, provision can be made for reasonable profits. 
But, if obtaining revenue is the sole consideration 
then it seems that the appropriate course is to in
crease excise duty. 

5.15 The present metholb by which the total 
savings available in the Community are distributed 
between the public and private sectors and within 
the public sector between the Centre and the States 
and their respective ·public undertakings are not 
satisfactory as this is determined largely by the Plan
ning Commission and the Central Ministries which 
attach greater priority to their own requirements 
vis-a-vis those of the States. It is suggested that a 
suitable institutional arrangement such a Committee 
of State Finance Ministers presided over by the Union 
Finance Minister could, amount other things, consi
der the sharing of savings, of the community bet~en 
the Centre and the State and their respective 
public undertakings. 

5.16 Unlike the Central Government, State Govern
ments taken together cannot resort to deficits in 
their budget year after year. This is because beyond 
a limit prescribed by the Reserve Bank of India, any 
budgetary deficit has to be financed out of the over
draft on the RBI and the State cannot be in an over
draft with the RBI for a long period. It is however 
true that the States finances have been under severe 
strain and from time to time Government of India 
provided on an ad hoc basis non-plan medium term 
loans to certain States to tide over their tlnancial 
d'Ifficulties. In the State Governments view the basic 
problem has been the inadequate transfer of Central 
resources to the States to enable them to fultll the 
responsibilities cast upon them by the Constitution. 
It is true that in absolute terms the amount of resources 
transferred from the Centre to the States has gone 
up but such transfer as percentage to the total re
venue of the Centre has shown a marginal decline, 
as the Central Government has been taking specific 
measures as a result of which it has been appropria
ting for itself revenues which would have rightly been 
shared with the States for assigned to them. 

As regards the mounting indebtness of the States 
this is primarily on accounts of patterns of assistance 
by the Centre to the States. At present, the loan 
component of the Central assi>tance for the State 
plan schemes is 70 per cent and grant component 
30 per cent of the total Central Assistance. The 
direct financial returns from the schemes included 
in the State plan are hardly adequate to pay for the 
interest, charges and repayment of the loans. Apart 
from this, the Central Government gives loans to 
the States for non-productive purpose such as meeting 
a part of the expenditure on natural calamities, cleara
ance of overdrafts. etc. Such patterns of a~si,tance 
add to the financial problems of the States which are 



subsequently sought to be resolved by ad hoc measures 
like rescheduling the repayment of the Central loans 
instead of suitably revising the patterns of assistance. 

5.I7 As has been pointed out earlier, mounting 
indebtness of the States is primarily on account of 
patterns of assistance by the Centre to the States. At 
present, the loan components of the Central assis
tance for the States Plan Schemes is 70 per cent and 
grant components of 30 per cent of the total Central 
Assistance. The direct financial returns from the 
schemes included in the state plan are hardly ade
quate to pay for the interest charges and repayment 
of the loans. Apart from this, the Central Govern
ment gives loans to the States for non-productive 
purposes such as meeting a part of the expenditures 
on natural calamities, clearance of overdrafts, etc. 
Such patterns of as~istance add to the financial prob
lems of the States which are subsequently sought to 
be resolved by ad hoc measures like rescheduling 
the repayment of the Central loans instead of suitably 
revising the pattern of assistance. This problem 
can be overcome by :-

(i) a significant step in the transfer of resources 
from the Centre to the States; 

(ii) modifications in the pattern of Central assis
tance to the States. In the case of State 
Plan Schemes the Central assistance should 
be present pattern under which 70% of the 
plan assistance is in the form of loan. Simi
larly, for non-productive programmes such as. 
natural calamities, etc. the assistance should 
be wholly in the form of grants; and 

(iii) the additional assistance to the States for the 
externally aided projects included in the State 
plan should be passed on to the States on 
the same terms and conditions on which it is 
made available to the Government of India. 

5.18 The State's freedom to borrow within the 
territory of India is regulated by the provisions of 
Article 293 of the Constitution particularly clause (3) 
of this Article which in effect. requires that a State 
may not, without the consent of the Government 
of India, raise any loan. These constitutional res
trictions on the State's freedom to borrow appear to 
have been made mainly with a view to regulating 
such borrowing within the monetary and fiscal poli
cies determined by the Government of India. This 
requirement in effect restricts the freedom to the 
States to raise such loans despite the capacity of the 
States to raise and utilise such funds productively. 
This is because the total quantum of market borrow
ings and its distribution between the Centre and 
States is determined by the Government of India, 
and there has been a decline in the share of the States 
in the total market borrowings in recent years. The 
State Government would suggest that as market 
borrowings is primarily undertaken for development 
purposes the criteria for allocating the overall 
market borrowing between the Centre and the 
States should be ratio of plan outlay of the Centre 
and the States instead of the position obtaining today 
under which the amount allocated to the states is the 
balance amount after meeting the requirements of 
the Centre. 

5.19 The State Government has pointed out to 
the Government of India that in respect of State 
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Plan Schemes financed . with IDA/WORLD BANK 
assistance, the IDA/World Bank insist on incurring 
certain order of outlay within a specified period, 
thereby imposing an additional burden on State 
Budgets in the plan period whereas the external assis
tance accurred to the Central budget. Taking the 
various factors into consideration the Government 
of India agreed initially to provide to the States extra 
Central assistance amounting to 25 per cent of IDA/ 
World Bank disbursements in respect of State plan 
projects assisted by them which was subsequently 
raised to 70 per cent. The assistance is in the form 
of loan and grant in the ratio of 70 : 30. In the State 
Government's view the additional assistance for the 
externally aided projects included in the State Plan 
should be given to the States on the same terms and 
conditions on which the assistance is made available 
to the Government of India. 

5.20 Instead of setting up the Loans Council it is 
suggested that the Committee of State Finance 
Ministers presided over by the Union Finance Minister 
could decide about the borrowing limits of the diffe
rent States and the Centre on the basis of principles 
laid down by the Committee. 

5.21 The increase in the ways and means limit 
enjoyed by the State Government with Reserve Bank 
of India takes care of temporary difficulties arisi,pg 
from the uneven flow of receipts or expenditure. How
ever, this cannot take care of relatively more chronic 
imbalance between their resources and functions, 
inadequate devdution and the absence of suitable 
mechanism to deal with from unforeseen difficul
ties. The short term difficulties arising from uneven 
flow of receipts or expenditure could be met by perio
dical upward revision in the ways and means limits 
enjoyed by the State Government with the Reserve 
Bank of India. The latter problem could be remedied 
only by control over plan/non-plan expenditure and 
larger devolution of resources from the Centre to 
the States. 

5.22 It is not correct to say that the States are not 
exploiting adequately their own sources of revenue. 
The resource mobilisation by the States as a whole 
has kept pace with the resource mobilisation by the 
Centre although the State taxes are much less elastic 
than Central taxes. 

5.23 No Comments. 

5.24 Yes, the State Government would agree with 
this view. 

5.25 The views of the State Government to aug
ment the resources by exploiting the duties and taxes 
specified in article 269 are as follows :-

(a) the ad hoc surcharge presently being recovered 
on all railway tickets issued to and from mela 
stations be converted into a terminal tax on 
Railway Passengers Tax Act, 1956; 

(b) a terminal tax be levied on passengers carried 
by air on the internal and international flights 
at the rate of I per cent of the air fare; 

(c) a terminal tax be levied on goods carried· by 
air at the rate of I percent of air cargo charges; 



(d) a tax on railway pai!>enger fares be levied at IS 
per cent of the fare on air conditioned and first 
cla~s travel, 10 per cent on second class express/ 
mam travel and 5 per cent on second class 
ordmary travel beyond 100 kms. Second class 
ordinary fares upto 10 kms. be exempt from 
this levy; 

(e) a ~ ~e levied on the sale of newspapers and 
penod1cals at 10 per cent in the case of news
papers and periodicals costing upto Rs. 2 per 
1~sue and 20 percent in the case of more expen
Sive newspaper, periodicals costing more than 
Rs. 2 per issue and 

(f) a tax be levied on advertisements published in 
newspapers and periodicals on the lines suggest
ed by the Fifth Finance Commission. 

The proceeds of the levies be distributed on the 
principles that it should secure for each State, as 
nearly as possible, the amounts which it would have 
itself collected if it had the power to levy such tax· 
or duty. 

5.26 The State Government would like to point 
out that in providing for an impost on passenger 
fares as on of the taxes to be levied by the Centre and 
assigned to the States under Article 269 of the Consti
tution, the architect of the Constitution had in
tentled to give to the States access to a share of the 
growing revenues of the Railways. This objective 
has been thwarted by the substitution of the railways 
passenger fares tax by a fixed lump sum grant which 
has not grown in proportion to the increase in the 
revenue from railway passenger fares. The State 
Government, therefore, urges the reimposition of 
the tax on railway passenger fares instead of paying 
a fixed grant in lieu of the tax. 

5.27 No Comments. 

5.28 The views of the State Government on the 
working of the present arrangements in regard to 
provision of Central Assistance to the State for dealing 
with natural calamities are-

(1) The additional requirement of funds on account 
of severe droughts, extensive floods, devastating 
cyclones, etc. should be assessed by a Central 
Team; 

(2) The team should adopt realistic norms of ex
penditure on relief, rehabilitation and restora
tion of damage to public properties while 
making this assessment; . 

(3) The Government of India should provide non
plan grant under Article 275 to meet the entire 
adrlitknalcutl·y recommended by the Central 
Team in the case of such calamities; · 

(4) The present distinction made between drought 
relief works and repair and restoration works/ 
under other calamities like floods, cyclones, 
etc. should be-dont' away;with for the purpose 
of Central Assistance; -

(5) For the purpose of eligibility of Central assist
ance, the out off point of the expenditure on 
relief, rehabilitation and restoration of damage 
should not be the financial year but a reasonable 
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period after the clo~e of the financial year taking 
mto account the nature of calamity and the type 
of expenditure wh1ch the State Government is 
called upon to bear. 

In order to ensure optimum utilisation of relief 
assistance the State should be free to incur expendi
ture on any item of rehef, rehabilitation and restora
tion subject to the overall ceiling fixed by the Govern
ment of India. 

. 5.29 The role of the National Loan Corporution 
1s not clear. If it is to raise funds from the market 
and then. provide them t~ the States for financing 
schemes 10 vanous fields hke agnculture. industrial 
devel?pment, etc. it will only be duplicating the work 
of ex1stmg all India financial institutions like NABA
RD, RBI, etc. which are competently discharing these 
functions. In fact, to day the sectors of development 
are so many and so specialised that it will be impossible 
for ~ne loan Corporation to do justice to the Lo•m 
reqUirements of all of them. The role of the National 
Credit Council is also not clear. At present the RBI 
is discharging the functions of watching the now of 
credit into various sectors of the economy. The State 
Governmen.t does not see any particular advantage 
to be, denved by the establishment of a National 
Credit Council. 

5.30 The State Government generally agrees with 
the view that the funds should be spent prudently 
and in such a way that the benefits go back largely 
to the people. 

5.31 This State Government is of view that the 
expenditure as well as the revenues of the Centre 
should be subjected to the same degree of rigorous 
scrutiny by the Finance Commission as those of the 
States. After the exercise by the Finance Commission, 
the monitoring of the expenditure by the Centre and 
the States should be left to the Union. Ministry of 
Finance in the case of the Centre and the State Finance 
Departments in the case of States. A national Ex
penditure Commission although attractive as an 
idea will be unfeasible as it will cut into the autonomy 
of the respective Governments. 

5.32 The share of the States in Central taxes like 
income tax, Union excise duties is finalised on the 
basis of the actual receipts of the respective taxes as 
certified by the Comptroller and Auditor General. 
It is observed that because of the time lag in certifying 
these figures there are arrears in the payment of share 
to the States which affects their ways and means 
position. Similarly, in the case of finailisation of 
Central assistance for the State Plan Schemes, Centra
lly sponsored schemes and non-plan expenditure on 
natural calamities, the Central Ministries required 
audited figures of expenditure. 

There are delays in getting the audited ligures mainly 
becau!>e the form in which the accounts are kept do 
not contain the details required by the Central 
Ministries. 

5.33 No Comments. 

5.34 In the State Governments view, parliament ha! 
conferred sufficient powers and enjoined adequate 



duties on the Comptroller and Auditor General to 
enable him to keep an effective watch on the expendi· 
lure of the Union and the States. 

5.35 In the State Governments view that reports 
presented by the Comptroller and Auditor General 
to the State Legislature are reasonably comprehensive 
and accurate to enable the Legislature to take firm 
views in the Matter. 

5.36 These examinations are important instruments. 
On ascertaining that expenditure are incurred ac
cording to the rules and procedure but they cannot be 
considered sufficient for controlling the expenditure 
at the Central and in the States. 

5.37 The State Government agree with the view 
that the Estimates Committee can give useful legis
lative and administrative advice to the administration. 

5.38 The a~sessment of the propriety of the ex
penditure of the Union and States is best left to the 
judgement of the Parliament and the State Legisla
tures and there is no need for an Expenditure Com
mission for such assessment. The Comproller and 
Auditor General of India also cannot perform this 
role as his powers and functions are limited under 
the Comptroller and Auditor General (Duties, Powers 
and conditions of Services) Act. 

5.39 This Question, we presume, arises in the 
context of the Centrally ·Sponsored Schemes. The 
irritant and delay in the clearance of Plans and action 
in respect of such schemes are due to vagueness of the 
Schemes, and unclear guidelines for the implementa
tion of such schemes. This delay could be considerably 
reduced if the Government of India circulated clear··· 
cut guidelines for the implementation of such sche
mes and if the State Governments implement the 
scheme on the basis of such guidelines. Further, they 
may not be required to submit their plans and action 
for clearance. 

To ensure that the funds released by the Centre 
for specific purpose are, in fact, utilised for that 
purpose, by the States, the States may be required 
to submit the utilisation certificate to the Government 
of India. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 There is considerable scope for enhancing the 
quality and the level of particip~tion by State Govern
ment in the formulation of Nat10nal Plans. The meet
ings of the National Development Council would 
be even more purposeful if the States are more effec
tively associated in the process of finalising t~e 
agenda of the meetings. As per the present practice 
the State Governments are not given an opportunity 
to suggest topics for the consideration of the NDC. 
Since the Chief Ministers of all the States are members 
of the N .D.C. it would be in the fitness of things if 
the agenda for the meeting be prepared in consultation 
with them. Apart from annual meetmgs of N.D.C., 
there is a need for regular forums such as-

(i) Conference of State Planning Secretaries; and 

(ii) Conference of State Planning Ministers 
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to consider the various issues, from time to time, 
before submitting the ~arne to the N.D.C. These 
meetings should be held at regular intervals say twice 
or thrice a year to follow up action on recommenda
tions of N.D.C. and discussing in detail procedural 
aspects of planning and formulation and review of 
Centrally Sponsored Schemes. It is suggested that 
the conference of Planning Secretaries should be 
held atleast twice. in a year, and that of State Plan
ning Ministers at least once in a year, so that States 
may have adequate chances to give their views on 
the implementation of Economic Programmes, 
emerging new economic policies at various levels. 
The regular conferences of the State Planning Secreta- • 
ries will help to identify good practices as well 
outdated procedures, and enable to minimise short
comings noticed so far, in the working relations 
between the Planning Commission. and the States. 
Because of the present practice and procedure some 
States get favourable treatment as compared to others 
in terms of definition of key elements of Centrally 
Sponsored and Central Sector Schemes. For 
instance, it happens that in the last quarter, 
amounts not utilised by some States are given to a 
few States which are adept in absorbing more than 
their allotment. This situation can be effectively dealt 
with by publication of concepts, definitions and as
sumptions underlying Centrally Sponsored Schemes 
and Central Sector Schemes well in advance incorpo
rating the views of State Governments at the time .. of 
their formulation and, reduce the imbalances in inter
State absorption of funds by detailed review at the 
conferences of State Planning Secretaries twice or 
thrice a year preferably in the first, second or third 
Quarter of the year, leaving enough time to take 
remedial action. 

6.2 National Development Council deals with the 
broad policy parameters of economic development 
based on the directive principles enshrined in the 
Indian Constitution. The good of the people and 
the development of the nation depend upon the co
operative attitudes of all the partners in the federal 
system of the Government. Clothing this august 
body with statutory powers will bring rigidity in 
its approach and may even lead to possible legal 
challenges at various stages. A legal framework is 
usually not suitable for dealing with rapidly changing 
situations through a multitude of imp! ementing 
agencies. What is required is flexibility and dynamism 
in our efforts in tackling the socio-economic problems 
keeping in view the changing technology, changes in 
the pattern of demand along with innovative responses 
to preserve the quality of environment. The meetings 
of the NatiCillal Development Council have generally 
been held for approving the Approach Paper and 
Draft Plan Document and the agenda is prepared 
by the Planning Commission without any consulta
tion with the State Governments. Moreover, it is 
observed that there is no follow-up of suggestions 
made in the speeches delivered by the Chief Ministers 
with the result that the N.D.C. meetings tend to be 
somewhat one-sided concern as they are, at present, 
exclusively for approving the documents prepared 
by the Planning Commission. 

It is, therefore, suggested that the meetings for the 
N.D.C. should be held regularly to discuss the issues 
of national importance with the agenda prepared in 



consultation with the State Governments with arrange
men_ts for the follow-up action on the pcints and sug
gestions ~ade by the State Government, and a system 
of reportmg back to the Council details thereof A 
Standing Committee of the N.D.C. or some other 
suitable machinery may also be constituted which 
can meet at regular intervals and prepare the ground 
for the N.D.C. meeting. We are in agreement with 
the proposal in 6.2 that once the development plan 
is approved by the N.D.C. the States should be free 
to implement them as per approved pattern and 
adequate financial resources should be provided 
to the States. · 

6.3 At present, the process of consultation seems 
to be top-down i.e. States take their draft plans for 
detailed scrutiny to the Planning Commission, the 
States have no real say in the Planning for sectors, 
hke coal, steel, cement, petro-chemicals, railways, 
major ports, airways, tel~:-communication, etc. All 
these are Central subjects. But these sectors are vital 
to the States' progress, given their role as key elements 
in infrastructure (Railways, P&n or as critical raw 
materials (Coal-Steel) for industrial development. 
Given the vital role these sectors play in the develop
ment of the State's economy arrangements for more 
detailed consultation with States seem necessary. 
At present there are Advisory Committees in some 
of the Central agencies such as the Railways and 
Telephones at State level, but these deal with opera
tive aspects and the day to day functioning of these 
organisations rather than future direction and intensity 
of development. It is suggested that there should be 
intensive consultation between Central and State 
agencies. 

The Central Government should provide detailed 
information in advance to the States regarding loca
tion of the Central projects. In fact, the Central 
Government should actively call for suggestion from 
the State Government highlighting the potentialities 
and technical aspects regarding location of the Central 
Government projects. This might help to ensure 
that the choice of ·investments is made on economic, 
scientific and technical criterion and safeguard against 
the possibility of the projects deemed to failure or 
serious under-utilisation of capacities for reasons of 
inappropriate location. 

Abundant information of State Sectors is provided 
to the Centre in the various formats prescribed by 
the Planning Commission as well by the Central 
Ministries, whereas the information pertaining to 
various Central Sectors is seldom available to the 
States. The information is available in some of the 
formal publications usually limited significance be
cause of a time lag of two to three years. It is suggested 
that at the official level. Key economic data and fea
tures of central plans affecting the States should be 
properly analysed and disseminated by the Planning 
Commission ideally, before the proposed conference 
of State Planning Ministers or Secretaries. This would 
enable State Govt. to project its economic indicators 

· on the latest data available through this process. 
As regards the pres.ent composition and procedures 
of the Planning Commission, it cannot be said that 
they allow for close understanding . and consulta~ion 
with the State Governments as env1saged at the time 
of setting up of the Planning Commission in 1950. 

23-288/87 
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The Planning Commi>sion being a creation of Central 
Government is placed in close relationship with the 
Centre. But, as also observed by the Administrative 
Reforms Commission in its interim report (1967) 
on the machinery for planning, the Planning Commis
sion should at the same time be independent of the 
Centre in order that the States may have no cause 
for dissatisfaction with its working. Over a period 
of time, the Planning Commission has been well 
integrated in the organisational frame work of the 
Centre but it cannot be said that the Planning Com
mission have achieved close understanding and 
consultation with the State Govts. From the point of 
view of the States, the Planning Commission has 
become a wing of the Central Government. Though 
its role was intended to be advisory. in actual practice, 
the Planning Commission has come to discharge 
certain functions of the executive, it has also assumed 
the role of final arbiter or decision making authority 
in many areas of Planning. 

We are of the view that the Planning Commission 
should be an advisory body only. And it should not 
work in close understanding not only with the Centre 
but also the State Governments. The Planning Com
mission should also have necessary independence to 
advise the Central Govt. and the State Govt. in a 
technical and professional manner. The composition 
of the Planning Commission can be enlarged to 
provide for representation to the States. To this 
end, the States can be represented by a system of 
rotation. 

6.4 We should support a mix (ii) and (iii) above. 
The Planning Commission should be a high grade 
advisory body of economists, statisticians, technolo
gists, experienced practitioners and management 
experts and free from the pulls and pushes experienced 
by the normal Government Department. There 
should be frequent consultations with the State 
Government. A fair share of experts in the Planning 
Commission should be drawn from the States, so 
that their experience at State and Regional Levels 
could be fruitfully utilised in the National Planning 
apparatus. There is a danger that exp:rts drawn solely 
from the academic world and foreign universities might 
not be sufficiently grounded in the local environ
ments to formulate workable solutions; for this 
reason experienced practitioners should also be viewed 
as essentilll parts of the System. 

Many elegantly drawn programmes have floundered 
on the alter of implementation underlying the need 
for involvement of experienced practitioner who 
might bring with them a touch of realism and an 
insight of working conditions in the field. 

It is therefore suggested that atlcast half the. per
sonnel in the Planning Commission should be p1cked 
on the basis of their track record in the field. 

It is also suggested that the Planning Commission 
should include representatives of the States as 
members by rotation, so that the States are closely 
involved in the Planning process. The number of 
such members may be kept at 3 to 4 at a time 'Yith 
a minimum tenure of 2 years. The representatives 

·of States may be chosen amongst academicians, 
people of high standing in public life, administrators, 
etc. on the recommendation of the State Governments 



6.5 In our view the planning Commission should 
not have the rigidity of a Government Department. 
Its role should be to counsel the Governments-both 
Central and States in regulating the Socio-Economic 
activities, investment decisions and overseeing the 
implementation of the plan programmes. 

The role of the Planning Commission should not 
be only for approving plans once in a year and relying 
on formal reports thereafter, but to stimulate fresh 
thinking, act as transmission belt for replicating 
elements of successful operation of key programmes 
and to look for new factors in implementation that 
could be built into the formulation of further pro
grammes. 

The Planning Commission should be an indepen
dent body representing both Central and State 
Governments. The Plannint Commission's proposals 
for the nation's plan will be subject to the adaptation 
and approval of the N.D.C. 
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6.6. In federal system it is essential to incorporate 
n'ltion,J nrioriti<'s in the State Plan. •Economic and 
Sochl Pl•nnin!!' being concurrent subject in the 
Seventh Schedule of the Constitution recognises 
the vital role of national priorities. · The 
Planning Commission might determine the 
key national targets and goals. The national 
norms are based on average, some States 
may be behind, and few States with potentialities 
may be ahead. The States lagging behind will, no 
doubt, have to be brought up; but the States 
having higher capabilities 5hould also be allowed to 
go ahead without having to stagnate out of respect 
of national norms based on the performance of a few 
large States lagging seriously behind the rest of the 
country. This is particularly so in respect of the 
programmes of Minimum Needs. The Planning 
Commission has espoused the cause of decentralised 
planning; which has prompted local initiative and 
participation in the planning process. The Planning 
Commission's role shouod therefore be to set up 
national targets and goals but ensure that States are 
free to draw up their programmes and targets to 
fulfil the local aspirations as well the national goals. 

6. 7 The Chief merit of the present system of chan
nelising Central Assistance by way of loans and grants 
through the planning Commission is that it takes 
into account the special requirements of bill areas, 
tribal areas, North-Eastern Council and special 
category States · like Assam, Himachal Pradesh, 
Jammu & Kashmir, Manipur, Meghalaya, Nagaland, 
Sikkim and Trinura. For the non-special category 
States the modified Oadgil formula has introduced 
objectivity in the matter of allocation of Central 
Assistance and achieved a judicious balance in the 
principles of allocation. 

The disadvantages of the system are that for most 
of the States 70 per cent of the Plan assistance is 
by way of loan and 30 per cent by way of grant. The 
bulk of the Plan expenditure is incurred' on schemes 
which do not yield a return which can cover the 
interest and repayment of the loan. Such interest 
and repayment are subsequently taken into account. 
by the Finance Commissions in assessing the non
plan revenue and capital gars cf the States which are 

then covered by non-plan grants or rescheduling 
of the repayment of Central loans. Such a system 
unnecessarily inflates the revenue and capital budgets 
of the Centre· and States: It is suggested that the 
entire assistance to the States for the State 
Plan schemes should be by way of grant-in-aid instead 
of the present system where 70 per cent of the assist
ance to most of the States is in the form of loans 
and 30 per cent in the form of grants. 

As regards additional assistance on account of the 
externall-y aided projects at present 70 per cent of the 
IDA/World Bank disbursements are passed on to 
the States as additional plan assistance. This additiona
lity is also in the form of loan and grant in the 
the ratio of 70 : 30. In the State Government's view 
the additional assistance to the States for the exter
nally aided project, included in the State Plan should 
be given to the States on the same terms and conditions 
on which such assistance is made available to the 
Govt. of India. · 

6.8 & 6.9 In the State Government's view, the 
present system of determining plan assistance is a 
great improvement over the earlier system when 
the Central Assistance was more or less treated as 
a balancing factor between the resources of a 
State and its plan size. Under the present system 
apart from providing special assistance for Hill 
Areas, Tribal Areas and North-Eastern Council, 
the requirement of Central Assistance in the cases of 
Special Category States viz., Assam, Himachal 
Pradesh, Jammu & Kashmir, Manipur, Meghalaya, 
Nagaland, Sikkim and Tripura is prompted 
to enable them to have viable plans. The 
remaining States are allocated Central Assistance 
on the basis of the modified Gadgil formula which, 
.inter alia assij!ns 20 per cent weightage in the 
allocation to backward States having a per capita 
income below the national average. It is, therefore, 
clear that the present system does not operate harshly 
against economically backward States. The provision 
in respect of' Tribal and Hill Areas Sub-Plan in the 
Sixth Five Year Plan was Rs. 5415.crores. The Special 
Central Assistance provided during the Sixth Five 
Year Plan was Rs 40.81 crores, which is only 9.83% 
of the flow towards Tribal Area Sub-plan. The 
provision of the Seventh Five Year Plan for Tribal 
Area Sub-Plan is Rs. 540.01 crores. In the Seventh 
Five Year Plan Rs. 62.89 crores is likely to be 
provided as special Central Assistance. This works 
out to Rs. 11.5 % of the State Provisions towards 
f ASF. With the help of special Central Assistance 
some vitally important but almost untouched sectors 
like rehabilitation of displaced tribals and development 
of forest villages, can be taken up by formulating 
various schemes. More number of families could 
be covered from families below poverty line. Consider
ing the above aspects, more funds will be required 
for . the Seventh. Five. Year Plan period. 
Special Central Asststance ts also used in schemes 
of infrastructure directly incidental to the family 
oriented scheme and poverty amelioration. This should 
be enhanced so as to have more coverage. 

The present level of Central Assistance provided is 
not adequate to take up an individual economic 
oriented pro!!ramme for all families below the poverty 
line and infrastructure incidental to support this 



economic oriented programme. The State resources 
being meagre for the development of this down trod
den. class, it is necessary .that , the more Central 
Assistance should be provided. lt is suggested that the 
scale of assistance should be st~pped upto 25% ol 
the total Tribal Area Sub-Plan rtow of the State. 

At present, the allocation o~t of the Special Central 
Assistance is made as per the directions 1ssued by the 
Central Government. Some more hberty should be 
given to the State Government to decide the pattern 
of utilisation of Special Central AssLHance, rather than 
tightening down to the schematic pattern suggested by 
the Central Government. 

So far as the mechanism of earmarking of State 
Plan Outlays is concerned the comments of the State 
Government are: The present system of earmarlung 
the State plan outlay lor whole ot the sector,sub
sector, should be avo1ded, so as to provide lieXJbility 
to the State Government m adj .. sting the programmes 
during the course of the year. The earma• ked outlay 
should not be more than :10 to 35 per cent of the toal 
Plan outlay. The selection of the prvjccts/ prvgr .. m
mes and tne imtial earm.,rking 01 111c outlays snvuld 
be settled in consultation with the State Government, 
within the finally agreed sectoral outlays. The imtta. 
earmarking of the outlay should be with the agreement 
of the State Government. 
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The present system of linking the release of Central 
Assistance to the full utilisation of earmarked. outlays 
should ·be dispensed with. Having determined tne 
quantum of Central Assistance as per Gadgtl formula, 
any condition for the release of the Central Assistance 
does not seem reasonable. By fully uultsmg 
earmarked outlays, the State Govt. are not given any 
incentive assistance, whereas shortfall is penalised by · 
proportionate reduction in the Central Ass1stance. 

In order to avoid loss of the Central Assistance, 
the State Government has to plead with officials 
in the Planning Commission to get approval of tile 
revised outlays, involving lot of correspondence and 
discussions which tum to be irritative, especially when 
the large portion of the plan outlay is financed by the 
States' own resource. Therefore, it is suggested that 
release of the Central Assistance should not at all be 
linked with the utilisation of earmarked outlays. 

6.10 The State Govt. is of the view that the criteria 
laid down in 1979 by the N. D. C. are, by and large, 
relevant to the choice of centrally sponsor~d schemes. 
The criteria laid down by the N.U.C. are as follows:-

(a) Centrally Sponsored Schemes should relate 
to demonstration, pilot projects, Surveys 
and research; or 

(b) they should have a regional or inter-State 
character; or 

(c) they should be such as to require lump-sum 
provision to be taken down terntonally; or 

(d) they should have an ov~Jrall signilicauce from 
the All India angle. 

In 1979; the number and coverage of centrully 
sponsored schemes was constderably . reducoo. 
However, as the years paos by the number ol scheme> 

has increased iub~tantially, parucularly on sharing 
basis. Introduction of such schemes m the mid
Plan period, tend to distort State Plan priorities. 
In the absence of Information it is very dillicult 
for the State Government to verify \\ hether 
the resolution of the N.D.C. iu 1979 bus in fact 
been strictly adhered to. The State Government is 
of the ;,view .that the broad agreement on. the 
nature and scope of the schemes st10uld be arnved 
at the beginning of the Five Year Plan period. The 
details of the scnemes should be publisbea in advance 
and discussed in the forums of .t'lanning Secretaries. 
The Schemes should be of relevance of national level 
and need not be exclusively in favour of selected 
areasjStates. The discipline of the l-ive Year Plan 
should apply to all agencies \\hether Central or State 
for this purpose. Planning Commission views each 
Annual Han as a part ot the Five Year Plan. State 
Govts. lind it espectally dillicult to fullil such Annual 
Plans, if large sued participatory Centrally Spon· 
sored Schemes are initiated in the mtervening penod. 

6.11 The monitoring and evaluation machinery, 
need to be streamlined and strengthened wilb 
the induction of experts and availing of consultancy 
serv1ces. The system of monitoring by having quarterly 
returns of expenditure and phystcal targets nave not 
been entirely adequate, tilough this primary aspect of 
monitoring is important and useful and should 
continue. fhe focus of monitoring system IS on lbc 
utilisation of budgetory provision without its linkage 
with physical per10rmance. Monitonng should also 
cover such aspects as the unit cost of services. The 
efficiency of a programme should be JUdged not only 
from the point of view of utilisation of outlays;_ but 
on the etticiency and the level of serv_ices. Progressively 
computerisation might have to. be mtroduced lD this 
process in turn, the data base will have_ to be strength· 
ened by providing training at the DIStrict levd, so 
that the now of ml'ormatlon should be purposeful. 
The reporting system should be more ellectlvc and 
timely 1f monitoring is to be mearungf ul. 

Apart from the capital intensive programmes for 
which unit cost studies would be necessary; 1t IS also 
desirable to undertake impact studies on the relevance 
of programmes for alleviation of po":erty and thetr 
impact in bringing up the levels of mcome of the 
targetted groups. !:.valuation of Plan Schem~s should 
be taken up on a large scale. J:.valuatJon stud1es 
should be completed in time so that the results are 
available to the Planners who can revtew and if need 
be improve the content of schemes to ~ake . them 
more purposeful. For qu1ck evaluation mstead of 
rely(ng on limited departmental ellorts, the se~v1ces 

•of inaependent agenc1es of repute could be engaged. 

6.12 We are in favour of decentralised planning. 
In the process of decentralised planrnng, 0uJarat IS 
already in the forefront. The system of du;crcuonary 
and incentive outlays placed at the d1sposal of the 
District Planning boards has been etlecuve and 
popular. This system has induced public.parUclpallon 
and involvement of people lD declSlon making process 
and the implementation of the programmes . at local 
level .. The States should be directly and acllvely as· 
~ociated in the proce;s of determmmg natiOnal goals 
and target& and in d~veloping the approach aw.l 
strategy for the plan. On.:e the appr c~lhand gutde!inCI 



are so formulated in mutual consultation, the States 
can have a free hand in chalking out the Plan Program
mes with reference to the needs and ambitions of the 
people. 

6.13 The States have acquired experience in the 
Planning progress and have developed the system of 
plan formulation and implementation. The State 
Planning Board with experts as members provides 
the direction and guidance and coordinates the State's 
planning process. Consultations with research and 
academic institutions within the State and at national 
level have enabled the State Governments to enhance 
Planning capabilities. The State Government is of 
the view that the national plan should be progressively 
indicative, giving adequate scope to States to chalk 
out their programmes, within the national objectives. 
It is suggested that the members of the Planning 
Commission and senior officials should associate 
themselves with the State Planning Boards as observers 
or better still as members and actively participate 
in deliberation of the State Planning Boards. Such 
a showing of views and expertise, on a regular basis, 
at State capitals would go a long away in overcoming 
some of the inadequacies in the extent of participation 
by State in the Planning process in the country. 

PART. Vll 

MISCELLANEOUS 

Industries 

7.1 We do not agree with the view that enlarge
ment of the Schedule to the Industries (Develop
ment and Regulation) Act, 1951 has worked to 
the deteriment of public interest. However, it has 
been noticed that in the enforcement of the Act, 
certain avoidable difficulties have arisen. There 
are many instances of rejection by the Central 
Ministries of the proposals of Units, which are re
commended by the State Governments for the 
manufacture of particular items on the ground of 
excess licenced capacity in the country. Such a 
view often does not take into consideration how long 
the present holders of licencee would take to start 
actual production and on this account a decision to 
deny an opportunity to a late comer to enter that 
industry does not seem to be quite appropriate. 

Many adverse decisions in respect of granting a 
licence for a particular product has been taken on 
the perception of the Central Government that a 
particular product has excessive or adequate capacity 
for production in relation to demand. The basis 
of this perception is not shared with State Govern- • 
ment and so, the conclusions based thereon tend 
to appear arbitrary. In some cases, licenced rather 
than actual capacity is taken as the basis of calcula
tions. In other cases, adequate capacities are deemed 
to exist even when imports of that product continue. 
The tendency of some business houses to corner 
Letters of Intent and Industrial Licences with a 
view to pre-empt others from entering the industry 
is well known. 

Two examples may be given to Central Public 
Sector Units, the location of which is Gujarat was 
regarded suitable, but, nevertheless, they were 
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finally approved for other States. These are : 
Electronic Switching Factory with an investment 
of Rs. 100 crores. This factory would well have 
been sited at Baroda or Gandhinagar in Gujarat 
but was finally approved for Gonda in U.P. Th~ 
Railway Coach Factory, with an investment of 
Rs. 50 crores, might have been suitably located at 
Dahod/Gandhinagar/Kashipura in Gujarat, but was 
finally approved for Punjab. There have also been 
occasions, when industries located in Gujarat 
have been required to go to other States for their 
expansion or diversification projects although the 
enterprises had repeatedly pointed that managerial 
and technical overheads for doing so would render 
the unit uneconomic. Examples of such decisions 
include the following cases :-

I. Messrs : Asian Paints, Item : Phthalic enhyi
ride 9000 TP A. 

At present located in Ankleshwar, Bharuch District 
in Gujarat, this unit was directed to go to a back
ward area in M.P. for issue of a Letter of Intent 
for the above project although the facilities at 
Ankleshwar can easily be extended to include this 
project at much lesser cost. 

2. M/S. Hi Temp Glass Conductors : 

The unit had applied for a location in Himatnagar 
district for manufacture of 1200 TPA Hi Temp 
Glass Covered Conductors, but they were asked to 
shift this project to a No Industry District somewhere 
in Northern India, although economic, technical 
and other criteria fulfilled the location in Gujarat. 

3. M/S. Tube Investment of India Ltd. : 

The unit had applied for a location in a backward 
. area in the State of Gujarat for manufacture of (i) 
Tie Rod wands (ii) Pistons, Piston Pins, Piston Rings, 
and (iii) Engine valves, but was asked to go to a No 
Industry District somewhere in Northern India 
in place of their original application .for a location 
in Gujarat. 

Further, the efforts of the State Government to 
encourage the production of offshore drilling equip
ment through a reputed private sector enterprise 
has been rejected on the ·ground of excess capacity, 
although it is known that many of the public sector 
undertakings, in which the capacity is alleged to 
have been exceeded have hardly the capabilities 
for meeting the demands for this product in the fore
seeable future. 

In short, barring industries dealing with defence 
or products of strategic importance, only economic 
and technological criteria should prevail in decision 
making rather than reliance on licensing mechanism. 

7.2(i) Some of the norms or criteria governing 
'national public interest' might include the follo
wing: 

Industries based on scarces and rapidly depleting 
raw materials, 

Industries based on strategic raw materials such 
as Uranium, etc., ' 

Industries relating to ordinance or national defence· 
' 



Jndutttries which have a pervasive effect on the 
national economy-such as manufacture of 
power plants, components for atomic research, 
space research, etc. 

7 .2(ii) A list of items that can be deleted from 
the· First Schedule to Industries (Development 
and Regulation) Act, 1951, on the ground that they 
are not really crucial to national or public interest 
are as follows : 

I. Metallurgical Industries : 

Ferrous. 

I. Iron and steel castings and forgings. 

2. Iron and steel structurals. 

3. Other products of iron and steel. 

II. Electrical Equipment : 

I. Equipment, transmission and distribution of 
electricity including transformers. 

2. Electrical Motors. 

3. Electrical Fans. 

4. Electrical Lamps. 

S. X-ray equipment 

6. Electronic equipment. 

7. Household appliances such · as electric irons, 
heaters and the like. 

8. Storage batteries. 

9. Dry cells. 

III: Telecommunications : 

I. Radio receivers, including amplifying and public 
address equipment. 

2. Television sets. 

IV. Transportation : 

1. Motor-cycles, scooters and the like. 

2. Bicycles. 
3. Others, such as fork lift trucks and the like. 

V. Industrial Machinery : 
General items of machinery used in several indus

tries, such as the equipment required for 
various "Unit processes". 

1. Size separation units-screens, classifiers and 
the like. 

2. Centrifugal machines. 

3. Evaporators. 

4. ·Distillation equipment. 

S. Crystallisers. 

6. Driers. 
7. Power-driven pumps-reciprocating, centri

fugal and the like. 

8. Fire-fighting equipment and appliances inclu
ding fire engines. 
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VI. Agricultural Machinery : 

Agricultural implements. 

VII. Earthmoving Machinery : 
Bulldozers, dumpers, scrapers, loaders, shovels, 
drag lines, bucket wheel ex.cavators, road rollers 
and the like. 

VIII. Miscellaneous Mechanical & Engineering 
Industries : 

I. Plastic moulded goods. 

2. Hand-tools, small tools and the like. 

3. Razer Blades. 

4. Pressure cookers. 

5. Cutlery 

6. Steel furniture. 

IX. Commercial, Office and Household Equipment : 

I. Calculating tr.achines. 

2. Airconditioners and refrigerators. 

3. Sewing and Knitting machines. 

4. Hurricane lanterns. 

X. Medical and Surgical Appliances : 
Surgical instruments-sterilisers, incubators. 
and the like. 

XI. Industrial Instruments : 

I. Water meters, steam meters, electricity 
meters and the like. 

2. Indicating, recording and regulating devices 
for pressure, temperature. rate of flow 
weights, levels and the like. ' 

3. Weighing machines. 

XII. Scientific Instruments : Scientific instrument~. 

Xlll. Mathematical, Surveying & Drawing Instru
ments : 

XIV. Chemicals (Other than Fertilizers) 

I. Fine chemicals including photographic chemicals. 
2. Paints, Varnishes and Enamels. 

3. Man-made fibres including regenerated collu
loss rayon, nylon and the like. 

4. Insecticides, fungicides, weedicides and the 
like. 

XV. Fermentation Industries. 

I. Alcohol. 

2. Other products of fermentation industries. 

XVI. Food Processing Industries. 

XVII. Vegetable oils and Vanaspathi. 

XVIII. Soaps, Cosmetics and Toilet Preparations. 

XIX. Leather, Leather Goods and Pickers. 



XX. Clue and Ghlatin. 

XXI. Glass. 

XXII. Ceramics. 

XXIII. Timber Products. 

7.3 Although many steps have been taken for 
streamlining the procedures for industrial licences 
and central clearance for import of capital goods, 

• etc. there is considerable scope for place in the form 
of: 

Ci) 

(ii) 

increasing considerably the financial and 
administrative powers of regional offices of 
concerned central agencies, suoh as Joint 
Chief Controller of Imports & Exports, the 
branch offices of the National Small Industries 
Corporation, MMTC, Coal India Ltd., Indian 
Oil Corporation, Area Superintendents of 
the Railways etc.; and 
adopting a time-bound procedure for decision 
making, whereunder an application is deemed 
to have been granted. if no reply is forth
coming from the concerned governmental 
agency within the time limit. Such a pro
cedure is in vogue in respect of grant of 
permission o! conversion of agricultural land 
to non-agricultural land' under the Bombay 
Land Revenue Code. 

To cite an example, the National Small Industries 
Corporation, which deals with hire purchases, assi
stance in marketing etc. to small scale industries, 
has only a Junior Officer posted at Rajkot in Gujarat 
(far away from the State capital) with powers only 
upto Rs. 1 lakh for sanction of plant and machinery. 
Any items beyond this limit have to be referred to 
the Bombay office for a decision. Even this office 
has powers only upto Rs. 4 lakhs. All other cases, 
upto Rs. 20 lakhs have to be sent to Delhi for a deci
sion. 

Similarly, though Gujarat produces 60 per cent 
of the total salt m the country and has over one
third of country's coast line, the Salt Commissioner 
continues to be located at Jaipur in Rajasthan. The 
Deputy Salt Commissioner, only recently sanctioned 
and located at Ahmedabad, has very restricted 
financial powers or approval of welfare schemes 
meant for improving the lot of salt workers. So 
also a decision with regard to critical raw materials, 
such as alcohol, molasses, coal, steel etc. continues 
to be t~ken at Delhi. Many of the central agencies 
have no offices at many State capitals, in case where 
they have, the powers of officers a~e very limited 
and hardly in proportion to the reqmrements of the 
bulk of the beneficiaries in the State. 

There is thus, a case for location of more branches 
of appropriate central agencies and ~ub-Units of 
Central Corporations at the State caprtals so that 
the procedural formalities, documentation, etc: in 
respect of majority of cases from small a_nd ~edmm 
enterprises are decrded at the State caprtal rtself. 

7.4 Gujarat has a fairly good net work of orga
nisations for the development of village and cottage 
industries and providing them financial support. 
The Directorate of Cottage Industries and the District 
adustries Centres have played a si&rlificant role 

in channelisinjl; bank. linancc for traditional 
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cottage industries in the recent years. The Hand
loom Development Corporation and the Handi
craft Development Corporation have taken several 
steps for improving the . production practices of 
craftsmen in their respective areas. The Gujarat 
State Forest Development Corporation has also 
played a significant role in improving the incpmes 
and skills of adivasis in gathering, storing and pro
cessing various products. 

The Rural Technology Institute, set up a few 
years ago in Gujarat, has also tried to modernise 
the methods of production processes in selected 
activities. 

The Gujarat Small industries Corporation has 
assisted in many ways the marketing of products 
of S.S.l. sector in the State. The State policy on 
purchases for the Government also is weighted in 
favour of the products of S.S.I's and cottage 
industries. Marketing of products of cottage indus· 
tries, such as ready made garments, footware, wood
work, etc. has also been facilitated in recent years 
through the efforts of Gujarat Industries Marketing 
Corporation. This Organisation has also tried to 
assist the marketing of salt produced by small scale 
cooperative agencies and individual salt workers, 
producing salt on a very small scale. 

Almost all these activities have Apex Central 
Organisations, which meet once or a twice year. 
There is no reason why some of these items of mo· 
dernisation could not be discussed in detail at these 
forums and appropriate central assistance not pro
vided to induce states to take up the critical elements 
in this modernisation. 

While the State Government has· attempted to 
provide service to the small scale and village indus
tries, to the extent feasible, it is to be remembered 
that the vital aspect of raw materials is controlled 
by the Central Government on which State Govern
ments have no control whatsover. This applies 
to the supply of pig iron, steel, cement and coal. 
The difficulties relatmg to such scarce raw materials 
arise in respect of quality, quantity, price and un
certainties of supplies and transportation. There 
are significant time lags between the emergence of 
critical shortage in such raw materials and a decision 
to import. Even in the case of imports, decisions 
relating to waiving or reducing customs duties 
etc. on items exclusively meant for small scale in~ 
dustries and import through the Small Scale Indus
tries Corporations often take its own time. It is 
as important as to take care of existing small scale 
industries, through supplies of scarce raw materials 
in adequate quantity and at reasonable price, rather 
than the excessively concerned with the setting 
up of more scale industries. Since the entrepreneurs 
in charge of small scale industries are too small to 
~ake th_e kind of represe_ntatioD: as can top managers 
m mediUm and large mdustnes, the corporation 
of Central Government in assuring, in all the facets 
indicated above, industrial raw materials to small 
industries is of ~tmost . significance. Very often, 
the small scale mdustnes are worst sufferers in 
respect of supply of these raw materials, as compared 
to DGTD units. The level of satisfaction appear 
to be much higher in the case of D.G.T.D., as 
compared to small scale industries . for various 
scarce raw materials. 



7.5 The Centrally controlled financial institutions 
have generally played a useful part in financing 
medium and large enterprises and in re-financing 
appropriate activities of financial agencies in the 
State. Some agencies such as Industrial Deve
lopment Bank of India, Industrial Finance Cor
poration of India have regional offices in the State 
at Ahmedabad, their presence has been very helpful 
in many ways especially in cases where joint financ
ing of units has been necessary. Their representatives 
are also conveniently placed to attend various 
meetings convened by State Financial Institutions 
and offer expert advice and counsel. This process 
of providing regional offices should be extended 
to other central financial institutions so that similar 
benefits could flow from them. 

It must be emphasised that these central financial 
institutions should be left entirely free to make 
decisions based on financial and .technical criteria 
and not bound 'by any directives with regard 
to preference for any particular region. Such re
ferences are already built into decisions in various 
other forums and they should not be replicated 
in institutions of this kind, who would base their 
decisions entirely on technical and financial con
siderations. 

To enable them to play a more useful part in 
financing medium and large enterprises, the follow-
ing suggestions are made :-- r· 

(i) The present limit of I.D.B.I. refinance should 
be raised to cover the project cost upto Rs. 5 
crores, so as to be in line with the limit of 
D.G.T.D. Registration. 

(ii) The automatic refinance limit should be 
raised to Rs. 30 lakhs. 

(iii) There is a need for a single window approach 
with regard to documentation and clearance 
of project proposal. Even now, despite all 
calims, there is still room for effective coordi
nation 2mongst the All India Financial Insti
tutions, in terms of sanctions, documentation, 
etc. 

7.6 There is a feeling that locational decisions 
on central investments in public sector are not always 
taken in a manner that appears fair to all the States. 
It is of course, not possible to satisfy all the States 
at the same time, but due opportunity for being 
heard and where practicable, publication of criteria 
for selection, might greatly help in reducing the 
extent of such criticism. 

Quite often, the location of the central public 
sector projects do not appear to be based purely 
on techno-economic consideration.. In some States, 
there has been preponderance of public sector pro
jects possible, without consideration of availabili_ty 
of raw material or nearness to the market, whtle 
in the case of others, they are deprived of projects 
which can be based on the availability of local raw 
material. For instance, in Guiarat, except for 
those public sector pt:ojects, which hav~ nece_ssarily 
to be located in Gujarat on the conSideratiOn of 
availability of local raw materials, such as refinery 
and petro-chemicals complex, ha_rdly any wort~
while investment has taken place m Central pubhc 
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sector projects, which are in the foot loose- category 
such as projects in heavy industry category. Ulti
mately, the cost to the nation in terms of such sub
optimal location will be higher. 

7.7 In addition to what has been stated in 
Answer to Question No. 7.6 much of this criticism 
possibly flows from the fact that so lillie information 
is available in such matters. If the decision making 
process is some what more open and the criteria 
for decision making known in advance, quite pos
sibly, the extent of such criticism could be brought 
down. 

· 7.8 The methodology adopted for identification 
of industrially backward districts is not adequate. 
In the first place, districts arc hardly the suitable 
unit for identification of backwardness because 
there are many talukas which are large enough 
to cover the area of a district even in advanced 
districts, there are many talukas without any 
industry at all and conditions of which compare 
favourably with the industrially most backward 
districts in the country. In Gujarat the presence 
of a modem dairy for processing milk in some 
of the backward districts, has been sufficient to 
ensure their exist from the list of 'No Industry Dis· 
tricts'. 

The only district recognised as 'No Industry 
District', in Gujarat, i8 the district of Dangs. · This 
is predominantly a district covered with forests. 
Under the new policy for preservation of forests, 
the State Government has to approach the Central 
Government for permission for taking over even 
very small area of land under the forests for deve· 
lopment projects such as power projects and in
dustrial projects. In this way, what is being sought 
to be encouraged as 'No Industry District' by one 
agency of the Central Government (Ministry of 
Industrial Development) is being taken away by 
another agency viz. Agriculture Ministry/Forest 
Ministry. 

Similarly, development of mining arid mineral 
based industries has also been atrophied in some 
backward areas on account of the contiguous forest 
lands, requiring Central Government approval. 
The procedures for getting permission for release 
of various lands for mining purposes also take 
considerable time, often coming in the way of rapid 
development of these industries in backward areas. 

A procedure for compensatory forests planting 
of equal or even double the number of trees in 
adjoining areas in lieu of what is proposed to be 
cut down could vary well be the basis of a creative 
solutior.. Despite remarkable advances Gujarat 
State has made in the matter of social forestry and 
farm forest')', it finds itself in serious difficulties 
in acquirin~t even very small arcaq of forests for 
bonafide industrial and economic development pro
jects on this account. 

It is for this consideration that the Government 
of Gujarat has been pressing for adoption of Taluka 
as a 'unit' for backwarclness. An Exner! Committee, 
under the Chairmanship of Dr. r. G. Patel, former 
Governor of Reserve Bank of India, has also re
commended that talukas be adopted as' a 'Unit' 



for promotion of industrial development. An in
vestment of Rs. 30 crores or above, at a particular 
location in a taluka could be taken as a criteria 
for identification of a taluka as industrially developed 
and not more than two units of such a size be per
mitted to come up in the same taluka. 

The various fiscal and financial incentives have 
been given mostly for fixed assets such as land, 
buildings, plant and machinery. This ha~ led to 
acquistion of much larger extent. of !a~d than 
neces:>ary, construction of over s1ze bUildmg and 
choice of more sophisticated plant and machinery, 
often to displace labour. Such incentives do not 
help to promote employment of local people or 
training in industrial skills. At least ~ part of the 
subsidy should be linked to the wage b1ll or towards 
training costs incurred by the industry. 

A part of the incentive, at least is towards com
pansating industrial unit for absence of various 
elements of social infrastructure such as schools, 
technical institutions, roads, drinking water supply, 
.Public health facilities and housing for industrial 
workers. In many cases it has been seen that these 
elements have hardly developed inspite of large 
subsidies to units in backward areas. Even where 
a few elements of these items of a social infrastruc
ture have been developed, they have always been 
almost exclusively for the workers within the factory 
premises, severely curtailing access to these facilities 
to the general population in the neighbourhood. 
Thus the effets of industrial development on the 
neighbourhood has often been minimal in spite 
of hopes that industrial development would help 
in trigger general ec0~omic development ·of the 
neighbourhood. To th1s extent, _1t may be_ worth 
while to think in terms of earmarkmg a certam pro
portion of the Central S~bsid¥, say 25% o~ 33% 
towards provision of so~1a~ mfra~tructure 1'?- t~e 
neighbourhood. in assoc1~t1on w1th th~ D1stnct 
Planning Boards for spec1fically earmarkmg these 
funds for the development of an area within a 
specified radius of the industrial units in the back
ward area. 

Trade and Commerce 

8.1 Authority, as contemplated in Article 307, 
should be for the purpose as specified as that would 
help the freedom of trade and commerce. of the 
States and also restrictions which may be Imposed 
for such inter-State trade and commerce. It is 
suggested that the ·report of the authority should 
be placed before both the Houses of Parliament 
~0 that the Members of Par~il~.ment r~presenting 
the States will have opportum!les to d1scuss and 
represent the view point of the respective States. 

Agriculture 

9.1 The State Government fully agrees with 
the view expressed by the Admin!strative Reforms 
Commission on Centre-State Relations (1967). The 
position with regard to agriculture including animal 
husbandry, forestry and fisheries has not materially 
changed since 1967 and if anything, there seems 
to be an increase in the Central sector and Centrally 
sponsored scheme in a~riculture.. S_ince development 
in agriculture and ~lhe~ pursUI~s. IS depend.e~t C!n 
the diverse agro-chmatlc cond1t10ns prevallmg m 

.. 
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diffierent parts of the country, the State Govern
ments, are better equipped to implement schemes 
in these areas, keeping in mind the local factors: 
On the other hand, the Central sector schemes 
and centrally sponsored schemes by their nature 
tend to be stereotyped with very little flexibility. 
The State Government is, therefore, of the view 
that the substantial responsibility for implementation 
of schemes in the field of agriculture should be 
that of the State and the role of the Central Go
vernment should be that of supporting one. 

9.2 The State Government agrees with the 
view expressed by the National Commission on 
Agriculture regarding Central and Centrally spon
sored schemes. In the few of the State Governments 
the number of Central Sector and Centrally 
sponsored schemes should be kept to a minimum 
and they should be confined to only innovative 
schemes. Even such schemes should be formulated 
in consultation "with the State Government so 
that maximum flexibility can be provided. 

Since the major responsibility for preparation 
and implementation of schemes in agriculture and 
allied pursuits will be that of the State Government, 
adequate provision in the State Plan should be 
made. 

9.3 It is the view of the State Government as 
expressed earlier that the number of Central and 
Centrally sponsored schemes should be to a minimum 
and funds meant for such schemes should be pro
vided in the State Plan. However, wherever Central 
Sector Schemes are to be launched, ·the same could 
be done after consultation and with consent of the 
State Government so that the actual requirement 
on the field is taken into consideration. While 
there is a dialogue between the Centre and State 
Governments on the implementation of the schemes 
there is actually no effective voice of the State 
Government in any decision making on the Central 
sector scheme. 

Further such Central sector schemes should only 
lay down broad guidlines about the objectives 
target growth and outlay leaving further details 
like inter-sectoral allocation, etc. to the State 
Government. 

9.4 The present practice of fixing uniform support 
and procurement prices for agriculture products 
for the entire country is irrational as it does not take 
into account the regional variations affecting cost 
of the production. Censequently, the State Go
vernment has to very often declare support prices 
at levels higher than the prices fixed by the Govern· 
ment of India, so that the farmers in the State can 
get reasonably remunarative returns. Therefore, 
the views of th~ State Government regarding the 
cost of production of various agricultural items 
and the recor_nmendations for support prices, des
erve to be g1ven a greater weightage. 

. The. presen~ ~~;rrangements r?r strategic inputs 
mcludmg cred1t hke ·seeds, fert1hzers and pesticides 
seem to be working fairly satisfactorily. However, 
with regard to availability of credit the State Co
operative Institutions often face difficulties on 
account of Central directions to the National Banks 
and Agriculture Financial Institutions. Since Agri
cultural credit requirements in the State are being 



met . substantially by Co-operative Institutions, their 
req~m;J!Ients should be fully met by the Financing 
Instt~u.tJOns: So far as the forestrv policv and 
admmtstratu;m are co~~erned, the involvement of 
the Centre m the dectston making process of the 
State com~s to light only with regard to the Forest 
fConserva~JOn) Act. 1980. According to this Act, 
lands destgnated as reserved forests cannot be 
transferred for any purpose by the State Govern
ment without. the prior concurrence of the Govern
ment. of Indta. This restriction has considerably 
~urtatled transfer of lands to traditionally demand
mg d~p.art~ents like Irrigation and Industry (for 
Rehabthtatton, Submergence, Mining etc.) In a 
forest poor State like Guiarat the Conservation 
Act has definitely had a positive effect, in that land 
reserved for forests cannot now be easily transferred 
for non-forest use. 

In the matter of day to day administration no 
pHticular implication of Union Government's in
volvement is felt. 

9.5 No problem is faced in the sphere of Centre 
and State relations with regard to role of agricultural 
research. However, with re.!!ard to National Bank 
for Agriculture and Rural Development, its deve
lopmental role which is more crucial than more 
credit disbursement role is yet to manifest itself 
~y way of new initiatives. (\ development Agency 
hke NABA RD has to establtsh closer links between 
the State Government and the Nationalised Banks 
issue guidelines for better implementation of Agri~ 
culture and Rural Development Programmes, study 
and analyse the local problems and bring out 
solutions keeping the special local problems in view 
and genera11y work as a catrlyst for Rural Deve
lopment. NABARD cannot and is not expected 
to become a more refinancier to the commercial 
and co-oparative banks. A greater qualitative in
volvement. in the rural development process is 
expected from NABARD. 

Food ~ Civil Supplies 

10.1 We feel that there is some scope for im· 
nrovin!! Centre-State 1iaisen in the ahove areas. 
Out comments 1suggestions are as follows :-

Distribution of foodgrains, etc. : 

At present, the a11ocation of State quotes of food
grains and edible oil and genera11y made on ad hoc 
basis by the Centre from time to time. Since this 
is done considering various factors such as 
availability in the Central Pool, oroduction in various 
States. special requirements arising out of rrought 
and other natural calamities, it mav not be possible 
to adopt anv set formula for a11ocating these Quotas. 
We however, feel that this dres not permit the 
States to olan their distribution policy on sound 
f, Nin~. We sug.!!est that the Quotas should be 
decided on an accepted formula taking into account 
State's ronnlatifln deficit supplv on trade account, 
etc. This formula should be made public in order 
to disoel d0nbts abouf""unequa1 treatment among 
the States. Based on certain variable parameters 
discussions can be held with the States after com
mencement of rr.arketing season of the concerned 
commrdity and allocations can be decided. Alloca· 
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lions can be made known to other State Governments. 
For special circumstances like natur:~l c:~bmitic< 
special quota can be a11ocatcd, "hich shfluld al<o ,.,: 
more or less autcmr tic ard sl·ruld r<'t 1:-e kfl "' ti-e 
discretion <'f ti-e c<'ncerned Central M inistrv ... 

In case of edible oil, it will be easier to adort 
such formula because the Central Pool consists 
of imported ~uantities. Imrort programme c~~ 
be drawn up m advance and since the· availahilitv 
is also known in advance the State should he ear
marked definite quantities based on their require
ments. 

Procurement Pricing Policies : 

Considering the wide vari:llions in production of 
essential commodities like foodj!rains, oil seeds, 
etc. amongst different States levy, procurement. 
movement and prices have got to be planned and 
regulated at National level and can be re~arded n• 
in larger interest of the country as a whole. How
ever, there are certain minor mntters which can he 
left to the discretion of the State Governments 
without affecting the overall policies and pro!!ra· 
mmes at the National level. Following can be 
cited as instances of such matters :-

(i) In the pulses. fdihle Oilseeds and Fdihle 
oil (Storage Control) Order of 1977, issued 
by the Ministry of Civil Supplies & Co
operation, Government of India (as amended 
in 1978), there is a clame ?(A) providinl! 
for j!rantin)' e~efTiptiC'n in S\101 sreciaJ 
cases either generally or for any spccifi,d 
period. Even, for using these powers of 
l!iving special exemption in crses of hardship 
or for any ,ius! and suffcient reason 
previous approval of the Government of 
Tndia is to be obtained. 

(ii) Similarly, while issuing the levv on rice, 
wheat etc .. there are nNfTia11y similar pro
visions empowering the State Government 
to give exemptions or make minor modi
fications as mav be warranted by special 
circumstances. Here again prior concurrence 
of the Government of India is obligatory. 

One more area is grant of such credit bv the 
R.B.T. for proqtrement of coarse grains. When 
the State Government desires to prccure coar.<e 
grains for distribut;on through P.D.S .. the R.R.T. 
has to be approached for cash credit facilities for 
the purpose. Tt. in turn, insists on the coarse grain 
pro)rramme to the approved by the Ministry of Food 
or Agriculture. Since, there are no Central Pool 
operations for procurement of coarse grains and 
since there is no national policy or programme 
excepting support price operation in the case of 
coarse grains. purchases bv the State Government 
agencies are not likely to interfere into any of the 
national foodgrain policy operations. Thus, this 
control cannot be regarded as warranted by overall 
national considerations. The State Government 
should. the•efore, bP al'owrd the freedom of availin!! 
R.B.T. cash crerit fN procurin~ coarse rrain< for 
their P.D.S. The C.overnment of India can always 
intervene. if situation so demands, by directinc 
the R.B.T. or the State Government to tnilor their 
proJ!rammes so as not to cause any adverse effcd 
or any other State. 



10.2 We do feel that the said arrangements need 
to be periodically reviewed. The Essential Com
modities Act is designed for the control of the pro
duction. supply and distribution of various commo
dities in the interest of the general public. The 
State GoYernment have passed various regulations 
under the said Act. Formally these regulations are 
in tune with the Essential Commodities Act but may 
sometimes differ from State to State. Tt may happen 
that a partlcular regulation in a particular State 
may harm f·e interest of the nei~:hbouring State 
or may come into conflict with the interests of that 
State Government. Sometimes, it is also necessary 
that the Centre reviews the arrangements made by 
different State Governments for administering the 
Essential Commodities Act and other such regulatory 
Acts. This can be done bv seminars and workshops 
in addition to regular meetings. 

Education 

11.1 Gujarat does not share the view that there 
is unneccsc~rv centralisation and standardisation 
or that there l• too much of Central interference. 
There has of course been an emphasis on following 
of a national policy of or re-structuring of education. 
Thus, the 10+2+3 pattern brinp;inp; about common 
structure was suggested on the basis of recommen
dation of Commission, keeping in view the basic 
requirement of relating the world of learninp; with 
that of working. The State Government after 
due deliberations had accepted the recommendations. 
The Central Policy directives have not restricted 
any initiative or authority of the State. On the 
other hand, it has given the State Government the 
much needed advice and perspectives in this field. 
It is true that looking to the vastness of the country 
and the various cultures and different level~ of 
development, it is not possible to fit the education 
pattern into a straight jacket and any such attempt 
would even otherwise lead to failure ; but the Central 
Government has not imposed any such policy. 

11.2 (a) At present University Grants Commi
ssion exercise only indirect influence on the decision 
of the State Government for starting a new University. 
It has practically no si!!llificant authority in regula
ting the functions of the existing Universities. As 
a rule under Universities should be treated as auto
nomous organisations in their academic pursnits 
but the way higher education has· been shaped it 
would be desirable to have national policy in this 
regard. 

(b) University Grants Commission motivates and 
encourages the Universities to introduce new sub
jects I courses by a liberal grant-in-aid pattern. Thus 
it helps bringing about diversification in courses. 
However, all new courses are not necessarilv need 
based not they are finalised in consultation with 
the users namely industr:es. commerce and other 
establishments or the State Governments. Many 
times courses are started without adequate infra
structure. Ultimately such courses leave a heavy 
and avoidable burden on the limited resources of 

' the State Government in a non-priority area. 

11.3 Th~re is of cour~e a neerl to ~volve consPnsm 
amonj! States anrl Centre in the field of f'OU~?ticm 
through the process of discussion, consultation and 
pursuation. Such consenses is normally developed 
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at the meetings of the State Advisorv Board of 
Education and at the annual meetings o(the Ministers 
of Erlucation an<l Secretaries of Ec1ucation. The 
Planning Commission provifles another forum where 
a review and coordinated view is taken both at the 
stage of formulation of anmwl plans and the finali
sation of the 5 Y('ars Plans. Such discussions could 
be frequent and could l-e also institutionalised. 

It is also necessary to sr e that there is provision 
in the Central buclget on education for specific 
programmes to be implemented in the State. Even 
in simple matters like allotment of paper at con
cessional rates which is a genuine demand of State 
Governments they were never satisfied in time. 
The Government of India should take the State 
Governments into confidence on the obstacles of 
rapid development of educational sector. Appoint
ment of a National Commission of teachers should 
not generate undue demands on State Governments 
and their recommendation should be adequately 
backed up by financial assistance from the Centre. 

11.4 Articles 29 and 30 which guarantee the 
rights of the minorities to preserve their identity 
and culture through establishment and management 
of educational institutions fulfil a genuine need of 
minority communitic s. · However, an institution 
though manared by a minority group should be sub
jected to the same rules and conclitions which· apply 
to general institutions. especially wheP all of them 
are governed by same grant-in-aic1_ rul~s. The r_irhts 
of minority to shape and mamtam eclucatwnal 
institutions· shoulcl not be exercised in a way to rleny 
fair and equal treatment to citizens at larfe. The 
rights of the employees working in the m~nor~ty 
institutions should also be protected·. The mmonty 
institutions should fulfil the 'minimum basic require
ments of qualifications of teachers, syllabus and 
fair policy of ac1mission, etc. and th~se. should not 
be considerecl as unreasonable restnctwns. Care, 
however, will have to be taken to see that the 
minority rights are not usecl specially _in the field of 
enucation as a means to perpetuate a different system 
without specific academic benefits. 

11.5 There have been no specific area of con
flicts or issues between the Central and this States 
in regard to problrm of education development. 
As stated earlier, erlucation policy is not one which 
can he oneraten within strai?ht jacket formulation 
and conflicts or issues can arise when in the for
mulation policy snecific needs of different areas 
are not adequately taken into account. To the 
extent that flexibility is available within the system 
to make such changes there should be no fear on 
this ground. 

Inter-Governmental Co-ordination 

12 1 In view of the exhaustive specific provision 
of the powers of the State and Centre in the Con
stitution and the jurisdiction ~f t~e Supreme ~~mrt 
under Article 131 of the ConstitutiOn anrl prov1s1?ns 
for estahlishinp; the Inter~S~ate Council u~cler Article 
263, the Finance Comm1s~10n unner Artic~e ~80 and 
the authoritv unner Art1cle 307, ConstitutiOn of 
Tndia, we do not think it nec~ssary to have an Ins· 
titution like the A.CJ.R, m l,J,S,A, 
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Haryana 

REPLIES TO THE QUESTIONNAIRE 

PART I 

INTRODUCTORY 

l.l Yes, our Constitution can be termed as 
federal inspite of its embodying unique features not 
found in other federations. 

1.2 Allotment of more tax resources in list ll 
to the State and abolition of appeals to Supreme 
Court except in constitutional matters are only 
favoured. 

1.3 We agree. Existing Constitutional pro-
visions duly safeguard the State interests. 

1.4 No, as far as we know. 

1.5 Formation of consultative body or bodies 
envisaged in Article 263 of the Constitution of India 
would rectify the deficiency. A reasonable time 
should be given for taking decision on the recommen
dations of the consultative body. If no decision 
is taken within this period, the dispute should be 
automatically referred to the Supreme Court for 
decision. 

1.6 Yes. There are numerous provisions in the 
Constitution which adequately safeguard the inte
~:rity of the country. 

1.7 Yes. 

1.8 No. Article 3 of the Constitution does not 
require reconsideration. 

PART II 

LEGISLATIVE RELATIONS 

2.1 There are certain powers in the fie!~ of indus
trial licensing, and levy of additional excise duty m 
lieu of sales tax which should properly vest m the 
States. 

2.2 Allocation of river waters should be a con
current Subject. 

2.3 Yes. 

2.4 Under Art. 249 of the Constitution, s~ch 
laws remain in force for a pe~wd not exceedmg 
one year. This provision is satisfactory. 

2.5 There should be a provision in the Consti
tution to the effect that once the Centre has_ agreed 
with the States to introduce a particular legislatiOn, 
such legislation should be brought before the Parlia
ment within six months. 
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PART III 

ROLE OF THE GOVERNOR 

3.1 The Governor ha\c "~Lell, bv and large, in 
accordance \\ ith the Constitution. · 

3.2 A Governor should work strictly in terms of 
his cOihtitutional authority, kcq>ing in \iew \H'lfare 
of the State. lk slwuld keep himself above party 
politics. 

3.3 The present practice should continue. 

3.4 There has been no instance '' h~re the :bsent 
to a Bill has been withheld by the Governor. 

3.5 Yes. There was never any undue delay by the 
Centre while granting presidential assent to Bills 
promulgated by Haryana State Assembly. 

3.6 Yes. 

3.7 The existing provisions are adequate. However, 
a conventi011 111iglll be C>tablishcJ that all Governors 
submit their rcstgttations on a change in the Cetltral 
Government. 

3.8 We do not agree. 

3.9 The existing system is working well already. 
No change is, therefore, suggested to be made in it. 

3.10 Guidelines are called for and should therefore 
be issued. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 There has been no case where directions have 
been issued under threat of invoking Art. 365. 
Article 256 does not empower the Union to inter
fere in any matter pertaining to the exclusive concern 
of the State. If the Central Government is~ued any 
directive to a State in the exclusive State sphere, 
such directive shall not be binding upon the State. 
Issuance of directions aforesaid does not give ri~e 
to any justifiable cause of action in favour of the 
State for declaration or injunction. Nor has a private 
party any cause of action arising out of default on 
the part of a State to comply with any direction of 
the Union under Article 256 of the Constitution of 
India. 

4.2 Haryana State support retention of Article 
365 in the Constitution because it is a consequential 
enabling provision. The provision should be invoked 
in suitable cases, such a non-exe~-ution of the Sutlej 
Yamuna Link canal project by the Punjab Govern
ment. 



4.3 Recommendation of the Administrative Re
forlllS Commission is sound and may, therefore, be 
accepted. In fact this is the normal practice. 

4.4 Power under Article 356 of the Constitution 
has generally been exercised fairly. 

4.5 Existing periods set out in clauses (4) and (5) 
of six months and a year are adequate. 

4.6 Arrangements are working satisfactorily hence 
no comments. 

4. 7 There should be a representative of the State 
Government on the Agricultural Prices Commission. 
The working of the other a~encics has not caused 
any serious mroads into the State autonomy. There 
should be provision of arbitration between the Food 
Corporation of India and the States, in case of dis
putes. There should be one director from each of 
the States which make significaut contribution to 
the foodgrains procured by Food Corporation of 
India. 

4.8 Parliament and Central Government should 
consider constituting more all-India Services e.g. Engi
neering, Education, Medical and Higher Judiciary. 

The AU-India Services have largely fulfilled the 
expectations of the Constitution-makers. The control 
of the State Government over the All-India Services 
appears to be adequate. 

4.9 For preserving the unity of the country and 
upholdin~ the Constitution, the C.R.P. could be 
deployed in States by the Centre suo-moto. 

4.10 B• oadcasting aud television should be included 
in the Concurrent List. 

4.11 The Zonal Councils have promoted better 
understandin!! among the States, in a spirit of mutual 
give and take. These Councils have generally not 
worked on party Lines. These could, however, be made 
more effective. 

4.12 Such a Council should be established to le
sol ve inter-State disputes. Representatives of the 
States concerned as .well as of the Ceotre should be 
on the Council. The Council should be formed for 
a specific period for deciding specific issues. 

PART V 

FINANCIAL RELATIONS 

5.I No. The scheme of devolution as· practised 
by the Union Government has not come up to the 
expectations of the States at least of Haryana. 

A detailed note is attached. 

5.2 The observations of the A .. R.C. Study Team on 
Centre-State relations seem to be by and large valid 
even today that the Centre is the Giver and the 
latter the Receivers. However, some of the States 
are able to raise resources adequate to meet their 
non-plan expenditure. Substantial modification in 
the existing constitutional provisions and the devolu-
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tion schemes is called for. Either some of the heads 
should be transferred from the Union List to the 
State. List in the Seventh Schedule or more of the 
receipts of the Union Government accruin'l throu1h 
the taxing heads in the Union List be shared with the 
State Governments and in a lar;er measure. Specific 
mention needs being made of the revenues accruing 
from the Corporation tax, the surcharge on income
tax and the union excise duty etc. The proportions 
of States' share needs also to be increased. 

There have been occasions where the Central 
Government has shown keenness on measures which 
would lead to further erosion of the States' taxing 
base. The suggestion to replace sales-tax by additional 
excise duty, restriction on licensing .of distilleries 
and bottling· of potable liquor which are major 
sources of revenue to the State Governments are 
some such examples. 

5.3 Certainly the Centre has the major responsibi
lity for removing re ;ional inequalities and for attain
ing social and economic justice. However, the taxing 
powers of the Union Government are alredy wide 
and, in the ultimate analysis, since the residual powers 
vest in the Union Government one would consider 
that the resource raising capacity and the legal powers 
of the Central Government are unlimited. The 
sugcestion to share some of the existing financial 
powers of the Union with the States would not make 
any serious dent on the capacity of the Central 
Government in this behalf. 

The concept of the rich and poor States also needs 
to be spelt out more clearly. The constraint of re
sources of some of the States in the country is not 
because they are poor in resources, human or material, 
but because they have not fully exploited their 
potentials. On the other hand, States like Haryana 
have -;one all out to realise their potential and have 
taxed· their citizens rather heavily. In such a context, 
showing undue consideration to deficit States may 
even mean putting premium on inefficiency while 
efficiency will ~o at a discount. 

5.4 The alternatives su ~:;ested by the Commission 
in the body of the question are not mutually exclusive. 
The objective which has been set forth in question 
No. 5.3 can be attained by a judicious mix of ad
ditional taxation, better control over expenditure 
better collection of taxes due and partially by deficit 
financin"!. The Commission would be aware that there 
are very heavy income-tax arrears, which are almost 
as much as the total income-tax revenue in one 
single year. Even if 50% of these arrears are collected 
by the Central Government and distributed to the 
States, this would help them substantially. 

The su".testion regarding subventions from richer 
States to the poorer States is unacceptable. While 
financially well managed States like Haryana may 
be able to meet their non-plan expenditure out of 
their resources, they need substantial funds for their 
plan expenditure. Since the size of o~r development 
plans is inveriably ~xed on_ the basts on the likely 
available resources m a gtven year, transfer of 
resources from one State to the other would mean 
unwarranted reduction in the size of the develop
ment plans of that State. Such an arrangement will 
be most unfair and against equity. 



5.5 The SU!!)!estion that the methods of devolu
tions throu~h the Finance Commission and the 
Plann_ing Commission do not appear t'l bridge the 
gap m r~sources between the poore> Prd richer 
States is not. correct. On the contrary, through the 
recommenclattons of the Finance Commission the 
shortfall in resources of a State in meeting the non
plan expenditure is covered. Similarly, in the case 
of plan grants also larger share goes to the poorer 
States. In fact the States who are unable to cover 
even their non-pain expenditure, their total plan is 
met through Central assistance. As such Statrs like 
Haryana are already placed at a disadvantage. 

The devolution of funds from the Centre to the 
States . and the plan assistance should take into 
account the tax efforts made by the respective States 
as well as the efficiency and economy in management 
exhibited by them. The principle of uniform per 
capita devolution of resources needs to be adopted 
while determining assistance to the States. 

5.6 We think the agency of the Finance Commission 
and Planning Commission are adequate. If a funds 
is to be created, it should be financed as a Central 
Scheme from the Centre's non-shareable resources. 

5.7 The need for transferring some of the taxing 
powers of the Centre to the States has been felt 
from time to time. In fact, this need has already 
been acknowledg~d to some extent by way of declaring 
procurement transactions, works contracts etc. as 
'sale' to enable the States to tax these tran saction~. 
Steps are being taken to introduce sales-tax on con
signment transfers. In addition, the power to impose 
excise duty on some more items like mollasses and 
sugar could easily be transferred to the Stat es 
without causing much problem on production or 
movement of these commodities. The Commission 
may consider the desirability of authorising the State 
Governments to levy their own corporate tax on 
companies whose factories are located in the States. 
Also please refer to the detailed note ·in Answer to 
Q. 5.1. 

5.8 We agree that such a Council would be useful 
or imposition and distribution of major taxes. 

5.9 From the over-all national point of view, it 
looks better if there is one single organisation which 
could handle on a permanent basis the responsibility 
discharged by the Finance Commission and the Plan
ning Commission. Naturally, it would be a perman
ent body and not a periodic phenomenon like th~ 
Finance Commission. From the point of view of the 
States also, it would be better to place all their cards 
before one body rather to argue their case with the 
separate bodies having separate objectives which 
are not always identical. 

5.10 It is difficult to say that the recommendations 
of the Finance Commissions have promoted efficiency 
and economy in expenditure because these are not 
aimed at these objecuves. 1't .. ::y have not enca~ra)!ed 
tax efforts of the States either. 

5.11 Yes. We agree with the views which have heen 
quoted in the question. For corrective measures 
please refer to the ·detailed note in answer to Q. 5.1. 
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5.12 The views expressed by the Se\'enth Finance 
Commission were correct and wholesome. More 
weightage must be given to resource transfers through 
tax sharing and the role of grants-in-aid under Arti· 
cle 275 should be restricted to the minimum. Un
fortunatelv. the principles enunciated by the Seventh 
Finance Commis~ion were abandoned hv the Ei~ht 
Finance Commission to the detriment of the St:ue 
like Haryana. 

5.13 Tn addition to the principles cited above, the 
Seventh Finance Commission had also averred that 
consideration should be given to the tux efforts made 
by the individual State. the economy in e~pcnditure 
consistent with efficiency and prudent management of 
public sector enterprises. The gap filling approach 
has put the surplus States at a disadvantage because 
a substantial part of the total divisible pool is con
sumed in filling the ~tap of the deficit States, which 
could otherwise he distributed amon!l the States as 
larger devolution. The tax efforts of States and 
the success achieved by them in curbing the non-plan 
expenditure should be rewarded instead of being pena· 
Iised. 

5.14 The revenue and yicJ,t from measures like the 
Special Bearer Bond.> Scheme and the administered 
prices of petroleum and coal etc. should be brought 
within the divisible pool. Similarly, the collections 
accruing from the Comoul~ory Deposits Scheme for 
Income Tax Payers should also be brought within the 
divisible pool. The justification is obvious. These 
are resources raised by the Centre through the con
tribution of the citizens all over the country livinl! 
in different States. Tn the case of the administered 
prices of petroleum and coal, etc. these are in the 
nature of excise duty. Tf excise duty had been im
posed on these items, it would have been shared with 
the States. 

5.15 The savings effected by the Community should 
be shared by the Centre with the States. Tn the case 
of small savings at present 2/3rd of the net savini!S 
collection in a )!iven vear are reimbursed to the States 
as long term loan. Tt has been felt that this ~cheme 
should be transferred to the State Govt. for raising its 
own resources. 

The premia of Insurance and the contribution to
w~Jrds the Employees Provident Fund Scheme are 
also deoosits in the nature of savin)!s. Presently. the 
lion's share is retained by the Central Government. 
There should be a larl!er and more substantial sharing 
of these resources with the States. Tn fact the Fm· 
plovees Provident Fund Scheme should be tramferred 
to the States. 

5.16 and 5.17 Tt is a fact that the oercentage of 
Centre's resources heinl! transferred to the State, ha~ 
declined. It is also a fact that the fiscal imbalance 
of the States has been increasing and their indchted
ness is also risine:. As a comeauence. the net blow 
of resources from the c~ntre to the States in a given 
year now is minimal. 

The reasons forth~ m"' ntinl! indebtedness primarlily 
are limited resources of the States and heavy demands 
on the State's resonrres. This situation can be re
medied in the followinC? manner : 

(i) Larger devolution of funds from the Centre to 
the States; 



(ii) Conversion of a substantial part of old loans 
into grants: 

(iii) Substantially re-scheduling the remaining loans. 

The difficulties of the States have also arisen because 
of the Central Assistance formula which is 70% loan 
and 30°: grants. If the ratios is inverted it ~ould 
help the States substantially. Even if there is a 50 : 50 
mix between grant and loan, it would put a lesser 
strain on the States' resources in future years. Yet 
a third aspect is regar<ling locking uo States' resources 
in the projects of the State Electricity Boards: Since 
very heavy assistance is extended bv ·the States to the 
Electricity Boards and the Boards have not been ahle 
to repay the debts to the States. it is suggested that the 
repavment of loans bv the States to the Centre to the 
extent of loans advanced to the State Electricity Boards 
be deferred for a reasonable period. say f.~ r I 0 years. 
The Electricity Boards are a public utility service 
like the Railways and they do not operate onlv for 
the people of the State much less for the State Gov
ernment. 

5.18 The criticism is well-founded. The States' 
option for raisin!! loans has been severely limited. 
Tn regard to market borrowing. the trend has been 
overwhelmingly in favour of the Central Government. 
While in the Third Plan period the share between the 
Uni<'n ~n.-1 the St~t~ \'.'P5 37°.~ ann 63% r~sn~ctiYe]v, 
it was totally reversed in the Si~th Pl"n period to 
77% and 23%- Ohviouslv. the Central Government 
has been appropriating unduly lan>cr share of market 
borrowing while the St8tes have hern starved of funds. 
T' is suggested that a reas0n,,ble ratio say 50 : 50 
he fixed for market hmrowin? hv the State [j.nd Central 
Governments if the earlier ratio 0f 2/3 and 1/3 in 
favour of the States is not restored. · 

5~ 19 The allegation is correct in regard to some 
loans. The Centre should not char.ge a higher rate of 
interest from the States. They may however retain a 
certain portion of these borrowings for their own 
budgetary requirements. 

5.20 We have no comments 0n the suggestion to have 
a loans council on the pattern 0f At1stralian Loans 
Council because we have no information in reagard 
to the latter. However. as has been stated in reply 
to Question No. 5.18 ahove, it is reiterated that tf1e 
States' share in market borrowings needs to be sub
stantially raised. The policv of the Government of 
India and the Reserve Bank in this behalf would have 
t0 be made more liberal. 

5.21 Thz primary reason for the States' exceeding 
th~ limits of w:tys ~'lrl me~ns ~r1vance is il'l"nequote 
resources in contrast to mounting obligations. The 
problems of States like Haryana have also multiplied 
on account of factors like natural calamities, increase 
in the administered prices of petroleum products 
and coal etc. and release of additional D.A. instal
ments by the Central Government to their employees 

with simiiP.r release being required to be paid by the 
St'lte G w~r11me n t. Tn this hack ground it is 0uite 
natural for the States to exceed~their·ways and means 
advance limit. While we agree with the- view tal< en 
by the Government of Tndia that the ways and means 
advance and the~ special ways and means advance 

are not a resource yet they do act like one and for that 
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ceiling needs being raised. The present ceiling of 
ways and means advance fm Haryana is only Rs. 12 
crores and an additional special ways and means 
advance is Rs. 6 crores, making a total of Rs. 18 crores. 
This should at least be doubled if not raised to Rs. 
50 crores. 

5.22 No. Tt is not fair to suggest that states like 
Haryana are not exploiting adequately their own 
sources of revenue. On the contrary, we have been 
tryinf! to raise resources in all possible manner. In 
fact, Haryana is one of the most heavily taxed State~ 
in the country. 

5.21 We agree with both the points made. The 
public sector of the Central Government made subs
tantial profits in 1982-83 but have slumped in perfor
mance in 1983-84 .. It may be added that the over-all 
performance of the public sector units of the State 
Governments is hardly any better. There is also 
substantial leakage of revenue mainly in income tax 
and Central excise and customs duty. The arrears 
are also mounting. These must be effectively and 
ou:ckly realised. Tf that is done, both the Union and 
the States stand to gain. 

5.24 It would be a sound principle for the Union to 
consult the States while imposing fresh duties or 
taxes or while varying the rates. of duties and taxes 
enumerated in Articles 268 and 269. However, it may 
not a1w~ys be p0ssihle for them to do so in practice. 

5.25 Yes. We are in agreement with this view. 

5.26 The view expressed on behalf of certain States 
is quite correct. Had the tax not been abolished 
there would have been a substantially larger accrual 
under this head as compared to the grant of Rs. 23.12 
crores being f!iven to the States. As per calculation 
made in 1978-79 it would have been Rs. 63 ·22 crores. 
Bv now it would have exceeded Rs. I 00 crores. Either 
the tax should be reimposed or the grant should be 
raised proportionately. 

Tt may be added that it is not only in this regard 
but also in the matter of imposition of Additional 
Excise Duty in lieu of sales-tax that the States have 
suffered heavy financial loss. The disbursement of 
revenue receipts on tobacco, textiles and sugar under 
additional excise duty in lieu of sales-tax have been 
a fraction of what would have accrued to the States 
had the States continued to levy sales-tax. 

5.27 No comments. 

' 5.28 Haryana experiences hailstorms very frequently 
causing extensive damage to its valuable crops. But 
the relief given for hailstorms is not recognised by 
the Central Government for assistance alongwith 
other calamities like floods, cyclones, droughts etc. 
As the damage due to hailstorms is very heavy and 
very frequent this should . also qualify for such assis
tance. 

Whenever the natural calamities occur the State 
Government is to un.:lertake some unforeseen ex
penditure for the welfare of the people which are best 
seen hv the States in the local context. But the 
expenditure incurred out of the State's margin money 
for some essential items which are not covered under 
the schemes prepared by the Centre are not accepted 



by them as qualifying expenditure. The States should 
be at liberty to spend the margin money keeping in 
view the local expediency. 

In case of droughts the advance plan assistance 
given does not in real sense benefit the States as it 
is adjusted towards the later year's allocation. The 
plea that expenditure incurred on drought relief works 
is of normal-plan nature only is not tenable because 
the funds for the expenditure incurred for creating 
some assets at the place of calamities are diverted 
from other places where for it was meant. 

The schemes submitted by the States in its memoran
dum for relief should not be altered in nature and 

principle except that some of the schemes may not 
be taken up for want of resources. The plea is that 
the States are in the best position to j dge the suita
bility of scheme to benefit its people in a particular 
situation. 

. 5.29 As has been discussed in reply to earlier ques
tions, the matter regarding devolution of funds and 
Central Assistance should be decided by one single 
agency, combining the functions of the Finance Com
mission and the Planning Commission. Also that 
such an agency will be a permanent body and not perio
dical in nature. 

In regard to the credit needs of States both in the 
public and private sectors for industrial projects 
etc., a more coordinated approach is certainly called 
for. If a centralised National Agency is set up re
presenting not only the States but also representing 
industries interests like FICCI and AIEl and the apex 
public sector financing institutions, that would help. 
Such an agency can monitor and look into the diffi
culties in implementation of the letters of intents 
and licences issued by the Government of India and 
also take care of the needs of various States and the 
units being set up in each State. 

5.30 We do not agree with the view expressed in the 
first part of the question. Who collect the funds 
and how these are shared is a very substantive matter. 
Of course, there .cannot be any disagreement with what 
has been stated m the second sentence of the quesllon. 
Though it has been noted that in _some _schemes the 
benefit which flows to the beneficmnes · ts not com
mensurate with the investment which has been made 
in implementing the schemes. 

5.31 The way the finances of the Union Government 
are being managed, there is a sound mechanism for the 
audit of both the revenue and expenditure of the Union 
Government by C. and A. G. and as such a periodical 
assessment by another agency does not seem to be 
necessary. Government at the Centre is also res
ponsible to the people as the Government in the States 
are. 

The impressinn is by and large co~rect. While 
we would not like to be spectfied for obvtous rea>ons, 
it has been noted that some of the States have embarked 
on schemes and projects which are very costly 
and could, perhaps, ha-ve been avoided on considera
tion of sound economy. 

No. National Expenditure Commission seems to be 
necessary. The Centralised National Agency, refer-
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red to in reply to the earlier question, should also 
reserve as a wing. which would scrutinise the schemes 
both of the Union Government and the States havin~ 
sutncient implications. Broadly, it may be stated 
that any scheme involving an e'penditure of Rs. 10 
crores in case of the State Government and involving 
expenditure of more than Rs. 100 crores in the case 
of Central Government, may be scrutinised by this 
Agency. 

5.32 The procedures that have been devised and the 
conventions which have been established are of a 
nature which cannot be regarded as detrimental to a 
healthy relationship between the Centre and the 
States. 

5.33 No comments. 

5.34 No comments. 

5.35 We have no comments in the -matter . 

5.36 We think that the present system is adeg_uate 
and provides for a sutncient check on expenditure 
by the States. We have no comments in regard to the 
system of expenditure checking in the Union Govern
ment. 

5.37 Even under the present arrangement the Esti
mates Committee is not precluded from making re
commendations to the State Government. 

5.38 No comments in view of our reply to Question 
5.31 (c). 

5.39 No specific ditnculty or undue interference has 
been noted by us. Hence no modifications are sug
gested. 

(Note referred to in replies to qul'stions Nos. 5.1, 
5.7 and 5.11) 

The successive Finance Commissions, while recom
mending non plan grants to the States under Article 
275 have been following the revenue gap filling 
app~oach which has worked to the detriment of the 
revenue surplus State like Haryana. We have r()o 
ceived no Central assistance on this account. To 
case of devolution of Central taxes to the Stctes the 
Finance Commissions have not been following a 
progressive approach. Surcharge on I nco me Tax and 
the Corporate Income Tax have been kept ou~ of the 
shareable pool. The size of dtvtstble pool m case 
of Central Excise Duties has also been restncted to 
forty per cent. This needs to be expanded .. Further 
the Central Government have been encroachmg upon 
the already meal!re resource raising powers of the 
States. Due to the levy of A~ditional Excise Duties 
on textiles sugar and tohacco m replacement of sales 
tax on th~se items earlier levied by the States, States 

. like Haryana have suffered heavy finan~tal los~es. 
Though the entire net proceeds of Addtltona~ Exctse 
Duties are assigned to the States. our share m these 
is much less than the proceeds of sales tax, had the 
sales tax on these items been in force. NeJtt, the 
grant in lieu of tax on Railway passenger fares given 
to the States is too meagre as compared to the taJt 
proceeds bad this tax been levied by the States. Thue 



the imposition of these Central levies in place of the 
State levies has led to the erosion of the States' re
sources. The share of the States in the public sector 
market borrowings has been sharply declining. With 
the passage of years the Centre has been appropriating 
more and more share of these market borrowings. 

The revenue gap filling approach adopted by the 
successive Finance Commissions has led to the pur
suanc~ of financially imprudent policies by various 
States and bred financial laxity. As averred by the 
Seventh Finance Commission the role of grants-in-aid 
in the total transfer of resources should, as far as 
possible, be residual and the attempt should be made 
to make bulk of transfer of resources through tax 
sharing. Even in the case of tax sharing due weigh
tage should be given to tax effort and economy in 
expenditure. 

PART VI 

ECONOMIC AND ~OCIAL PLANNING 

6.1 The National Development Council is the highest 
forum for policy formulation regarding planned 
deve).-p·.nent. Jn this forum the view expressed bv 
the Central Government take into account the re
quirement at the national level and the views expressed 
by State Governments take into the account the re
quirements at the State Level. Thereafter a broad 
policy framework is prepared. The present system 
of consultations is appropriate. 

The involvement of the Centre should be confined 
to providing guidance and broad monitoring of 
programmes. Working groups tend to dictate the 
scope and coverage of programmes falling within the 
jurisdiction of States. This can distort the develop
mental coordinates within the State. The role of 
the Central Government should be advisory and not 
decisive under such programmes. · 

6.2 We do not agree with this proposal. However, 
the existing N.D.C. could meet more frequently to 
discuss specific issues. 

6.3 Yes. 

6.4 We would support the first view. 

6.5 We do not agree. 

6.6 We have been drawing up our plans keeping in 
view that State's priorities and requirements without 
any interference by the planning Commission. There 
has never "been an instance where national priorities 
have come into conflict with' state priorities rather 
these state's resources are necessary to avoid over
drafts but determination of the size, scope and phasing 
of physical programmes should be left to the State. 

6.7 Grants/loans for schemes in the Central sector 
and Centrally Sponsored schemes are linked with 
performance. However, State should have greater 
leaverage and flexibility in allocating resources for 
other schemes in the States. The Centre should also 
allocate as grants larger sums for relief on account 
of natural calamities. 
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6.8 The present formula of fixing the Plan size of 
the States is not harsh to the poorer States. In fact, 
through the channel of Finance Commission the poorer 
States have been gaining at the cost of the better 
managed States. The modified Gadgil formula and 
JATP formula also give sufficient weightage to poverty 
and backwardness. 

6. 9 The Central assistance is given on the basis of 
certain criteria which do not take into consideration 
the potential for growth. Allocation of Central 
assistance for removal of regional imbalances and 
poverty is important but at the same time the maximum 
utilisation of physical resources and potential for 
growth of linking Central assistance with earmarked 
outlays should be dispensed with. Although the ear
marked outlays cover economic development and 

. minimum needs sectors which should receive the pri
ority, yet if due to any reason the States are unable to 
spend the earmarked outlays the Central assistance 
should not be reduced. The quantum of Central 
assistance once determined should be treated as a 
State resource. Suitable premium should be given 
to better management by States. 

6.10 No distortion has taken place in the plans of 
Haryana. 

6.11 The monitoring and evaluation machinery is not 
adequate at present. The Central Government has 
been encouraging expansion of this machinery 
by providing 2f3rd of the expenditure on staff in the 
Planning Department. The expansion of the activities 
in the Planning Department will mean additional 
feed back from implementing departments. There
fore, the system of Central assistance be extended 
to all departments concerned with planned develop
ment. 

6.12 Between the Centre and the States the system of 
decentralised planning already exists. Plan formu
ation and implementation is the responsibility of 
!States. The system of scrutiny of State Plans by the 
Centre is, however, necessary as otherwise the States 
will find it very difficult to determine sectoral outlays 
within the available resources. For this purpose 
an agency outside the influence of the State Govern
ment is necessary. However, the present system 
of "summary trials" by the Working groups needs to 
be made equitable in favour of the State's view point. 

6.13 The Planning Boards are in a position to take 
sto?k of the ~xisting situation, potential for growth, 
reg1onal reqmrements. etc. They can give proper 
direction to the development process in different 
areas. As a coordinating body it can determine the 
outlays for different activities within the given re
sources .. They can also exercise better control 
over the implementation process and effectively 
monitor the development policy of the State Govern
ment. 

As far as the States are concerned, the national Plan 
is even now indicative. Rather it includes the re
quirements and perspectives of different states and 
areas. Real difficulties arise only when final shape 
is given"jto'!""the Five year/Annual Plan in terms of 
outlays and physical targets. 



Industries 

PART VII 

MISCELLANEOUS 

7.1 The First Schedule to the Industries (Develop
ment and Regulation) Act as pointed out included 
only a few industries which were of vital public in
tc:rest and. national importan~. During the period 
smce the ImplementatiOn of mdustrial policy Reso
lution, 1948, a number of additions have been made 
in the First Schedule of this Act. These additional 
items included cannot strictly be termed as of vital 
public interest and national importance: It is well 
known that items of common usage by the public 
which are not very critical need not be grouped under 
the first schedule of this Act. This would help such 
industries to come up in different areas. It is well 
known that it takes considerable time to get an Indus
trial Licence for setting up industries, Besides, one 
has to make considerable efforts. Keeping this in 
view, it would be useful and necessary for such indus
tries which are based on local demand or based on 
local raw materials to come up without any constraint. 

7.2 (i) There should be norms, but there should be 
no legislation on the subject of norms. The guide
lines will also require change from time to time. 

(ii) The following items can be· considered for dele-
tion from First Schedule :...-

!. Electrico Fans. 

2. Electric Lamps. 
3. House·hold appliances such as electric iron 

heaters. 

4. Bicycles. 
5. Fire Fighting equipment and appliances. 

6. Plastic Moulded goods. 

7. Hand tools. 

8. Razor • blades. 

9. Pressure cookers. 

10. Cutlery. 
II. Steel Furniture. 
12. Sewing and Knitting Machines. 

13. Hurricane lanterns. 

14. Sterlizers, incubators. 
15. Paper board and Straw board. 

16. Malted foods. 

17. Flour. 
18. Vegetable oils including solvent extraction oil. 

19. Soaps. 

20. Perfumery. 
21. Leather and leather goods. 

22. Oil stoves. 

7.3 It would be useful and necessary to decentra
lise, particularly with reagard to giving. clearan~e for 
import of capital goods and raw matenals for mdus
tries wherein the percentage of capttal goods to be 
imported to the Total value of capital goods is less 
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than say 15% and percentage of raw material to be 
imported to the total value of the finished products 
is less than 10~;,;. This procedure of decentralising 
would expedite setting ~p of new ind~stries. 

7.4 The State Government have· taken sufllcient steps 
to support small sector and to ensure raw-material 
supply of such materials as are available at fair 
rates to small scale industrial units. Haryana State 
Small Industries and Export Corporation looks 
after the raw-material supply and provides marketing 
assistance to smaH and tiny units. However, supply 
of essential raw materials depends on Central cana
lising agencies or public sector units. 

7.5 Central financial institutions do not provide 
loans in the State Plans, but they provide loan for 
industrial projects to be set up in the State. Finan
cing of Industrial projects is supplemented at the State 
level by the assistance granted by the S!DCs and SFCs 
(HSIDC and HFC) in our State. The resources 
of State institutions for providing assistance for 
Industrial projects are the refinance being made avai
lable by lOBI and the funds allocated by the State. 
Central institutions raise resources from the .market 
by way of bonds while no such facility is made avai
lable to the State institutions. It would be desirable 
if a part of the market borrowings is allocated to the 
)tate institutions to augment their resources for indus
trial development in states. This could be done by 
sharing of total market borrowings allowed under the 
yearly plans between State and Central institutions 
and all India Institutions could give a share of their 
bond quota to the State institutions and thus help 
them in acceler~ ling the pace of development. 

7.6 The criticism does not appear to be justified. 
It is not possible to locate a central sector unit in a 
State without taking the State into confidence. 

7.7 Since the ma~ter is of great interest for the State, 
the Government of India should circulate the propo
sals to all the States for their comments and the States 
may like to support their claims. Then the Govern
ment of India should decide/finalise the proposals, 
preferably associating the-interested State governments 
by calling them to a meeting. 

7.8 The new list and policy regarding Centrally 
notified backward areas was announced on 1-4-l!J 
while indentifying industrially backward district/ 
areas State Government was not consulted. Certain 
areas' which the State Government considers quite 
backward have not been included in the Central list 
of backward districts. 

There is no doubt that Central incentives for indus
tries in backward areas have succeeded in dispersal 
of industry in backward region but still more could 
be done. 

It is suggested that oniy the amount of subsidy may 
be earmarked only by the Central Government and 
the State Government could decide its policy for 
promotion of backward areas. Individual State 
governments are better aware: of their l'roblems and 
could formulate their pohctes accordmg to thetr 
needs and situation prevailing in the State. 



PART VIII 

TRADE AND COl\lMERCE 

8.1 We do•not consider such a body is necessary 
at the present stage. 

PART IX 

AGRICULTURE 

9.1 The working of the Government as enshrined 
in the constitution of India is based on the pnnc1ple 
of "Co-operative federalism" under which there is 
scope for inter-action between Union and the State 
government~ for the achievements of various goals. 
Agriculture is one sector which requires maximum 
imtiative at the national level. Therefore, there is 
no harm if the Union Government take initiative in 
agricultural matters by exercising certain powers 
entrusted to it under the "Union and concurrent 
List". However, this does not mean that the consti
tuent State lose all initiative for tackling the problems 
connected with the agricultural sector, which entirely 
depend on local conditions. By and large the Union 
and State governments have been working within 
the above framework and no problem has been faced 
in this regard. As a matter of f~d, the Central ini
tiative bas always served as a helping hand and it 
bas never run contrary to the interests of the State. 
Simi1ar views apply to forestry, animal husbandry 
and fisheries. 

9.2 The ultimate inclusion of Central and Centrally 
sponsored schemes within the State sector largely 
depends upon the availability of resources within the 
State Plans. More than that, it is felt that certain 
important Central and Centrally sponsored schemes 
can not be brought within purview of the State sector 
because of the resource gap. The additionality of 
funds which devolve upon the States through Cen
trally sponsored schemes are not linked with the State 
Plan resources. Therefore, there should be no hard 
and fast rule regarding transfer of Centrally sponsored 
schemes in the State sector. 
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9.3 lt has become a normal practice that nominee 
of the State governments are represented on the 
working groups of the Central and Centrally sponsored 
schemes and by and large, the views of the repre
sentatives of the States are given due consideration 
while finalizing the recommendations of such working 
groups. These working groups also take into account 
the resources available in the State Plan for imple
mentation of such schemes within States either through 
100% central assistance or on sharing basis. To 
sum up, there also exists an effective cooperation 
between the Centre and the States on this aspect. 
However, in the preparation/formulation of Centrally 
sponsored/Centrally assisted schemes, the State 
Governments are not consulted which is against the 
recommendations of the National Commission on 
Agriculture, 1976 wherein it has been suggested that 
the Centrally sponsored schemes should be formu
lated in consultation with the State Governments 
and the work should be done by a joint working 
group. 

(a) Fixation of minimum Fair Prices of Agricultural 
Items : 

9.4 No doubt the views of the State Governments 
are sought by the Agricultural Prices Commission 
before fixing support prices of various agricultural 
commooities, there is a common feeling that the cost 
of production as worked out by the States is by and 
large not accepted by Union Government. This re
sults in fixation of almost non-remunerative Prices. 
In agriculturally advanced States like Haryana, the 
farmers are highly advanced, progressive and they by 
and large adopt recommended package of practices 
including application of costly inputs on their crops. 
The initiative of the farmers results in higher yields 
but the benei1ts accruing to them in form of support 
prices are not commensurate with the high cost of 
cultivation hecau>e of costly inputs. The State Govern
ment feels that there should be some system of payment 
of bonus to the farmers for every additional unit 
of yield contributed by the farmers. In the present 
system of fixation of prices at the level of Government 
of J ndia, these factors are perhaps not taken into 
account. 

The State Government should also be compensated 
· for providing cheap electricity and water to the 

farmers at subsidised rates, e.g. electricity is supplied 
for agricultural use at about @:0.20 paise per unit, 
while the cost of production is about 0.60 paise per 
unit. In addition the Board subsidises the energisation 
of tubewells. All these subsidies should be reimburs
ed by the Central Government to the State Govern
ment. Permanent arrangements should be created 
for this purpose. 

(b) Irrigation (including inter-state aspects) 

There are serious inter-state difficulties in the 
distribution of river waters. These arise from the 
fact that river waters are not a central subject. There 
should be a national council with Prime Minister 
as Chairman to decide finally over the inter-state 
distribution of river waters. 

(c) Provision of strategic inputs, includ~ng credit : 

Fertilizer is one input where the allocation to 
various states are made by the Government of India 
under the Essential Commodities Act and quite often 
tbe states are allocated fertilizers from manufacturing 
plants situated at far off places within the country. 
On the other hand, allocation from the Major manu
facturing plans within the state are made for other 
states. Sometimes because of shortage of railway 
wagons etc., the movement of fertilizers from one 

. state to another is greatly hampered. Therefore, it 
IS suggested that although such allocations are made 
at the level of Government of India, as far as possible 
efforts should be made to allocate fertilizer from the 
plants situated within the state or in the neighbouring 
states only. In addition there is need to decentralize 
the . quality control regulations. At present, the 
qual~ty control of fertilizer is regulated through 
Fertilizer (Control) Order 1957, which is a central 
legislation. By passage of time it has become neces
sary to make drastic change in the Fertilizer (Con
trol) Order but the same are not coining through 
because of cumbersome procedure involved in amend
ment at the central level. It is felt that states should 
be giv~n powers to amen~ the Fertilizer (Control) 
Order, 1957 m so far as It relates to its application 
within a particular state. 



(d) Forestry Policy ! 

Adequate powers should be ddegateJ to State 
Governments for per nitting felling of forest tr~es 
for the sake of develop-nent works. Certain safeguards 
could however be provided. 

9.5 No problem worth mentioning is being faced 
in the sphere of Centre-State relations with respect to 
the role of agricultural research and financial insti
tutions. 

It is suggested that ICAR may formulate need 
based projects depending upon the problems and 
require.nents of the states. The financial institutions 
like NABARD should make substantive allocation 
for the development of inland fisheries. 

PART X 
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FOOD AND CIVIL SUPPLIES 

10.1 There is scope for improving Centre-State 
liaison in the areas of procurement, pricing, storage, 
movement, distribution of foodgrains and other 
essential commodities. The Constitution envisages 
food to be a State subject but by the Central policies 
on the aforesaid matters, very little initiative/options 
are left to the States. As a result, Govt. of India 
.seems to have powers without responsibilities and the 
State governments have responsibility without 
adequate powers. One way to restore the balance in 
the national- interest is to create a standing committee 
at official level for taking a composite and integrated 
view on matters relating to procurement and distri
bution of foodgrains and another standing committee 
for other civil supplies. The adhoc consultations 
resorted to do not serve much purpose, and leave a 
lot of scope for further improvement. l n particular, 
levy of sales tax on foodgrains, imposition of quality 
cuts., reimbursement of incidental etc. are constant 
areas of difference between the State and Centre. The 
Central GovernmentjFCl should provide funds in 
advance to the State governments for purchase of 
foodgrains. The States supplying foodgrains and 
crops to the Centre should be compensated for the 
subsidy given by the States to the farmers in the shape 
of cheap electricity and water. 

10.2 Yes, such a periodical review must take 
place and constant monitoring should be done. To 
start with a complete review of the existing Acts/ 
Rules should be undertaken by a Committee, in 
which the government of India, concerned Ministeries, 
a few State governments and a few 
experts may participate, which should complete 
this exercise in 6 months or so. Thereafter a 
standing Committee meeting every 6 months could 
meet emergent needs and situations. 

PART XB 

EDUCATION 

11.1 The Government of Haryana feels that there 
is hardly any justification for the criticism regarding 
centralization and standardization in the field of 
education. l nspite of the fact that education has 
been brought on the concurrent list, there is no 

Central interference and the State governments are 
free to take any initiative for the spread and promo
tion of education. The State go\·ernments are also 

, free to formulate any programmes and policies with 
regard to improvement of education standards. 

11.2 Umversities of the State are of the opinion 
that no ditlkulty have ever been cxpencnccd with 
regard to UGC cxercismg its intluence over various 
areas of higher eduction. 

It is the ~tatutory obligation of the UGC to lay 
down procedures and guidelines for the improvement 
of standards of higher education and research in 
universities system. The policy frame of the UGC 
enjoins on it the improvement of the quality of New 
University education making expansion of educational 
facilities both by y,ay of opening Universities, centres 
for post-graduate studies and new colleges. The 
policy framework for the functions ass1gned to it 
is laid down by the various education commissions on 
the advice of the specialist panels and after the same 
has been examined in depth and approved by the 
regional conference of the Vice-Chancellors. This 
ensures uniform1ty of approach regardmg the vanous 
academic and administrative matters to be dealt by 
the universities such as the reservation of seats for 
weaker sections, restructuring of courses of study at 
the undergraduate stage etc. Therefore, it can be 
concluded that the influence exercised by the UGC on 
the institutions of higher education, as central agency 
helps in the development of higher education by 
bringing the needed transformal!on and to remove 
the regional disparity in the length and breadth of 
this country. It ensures uniformity and planned 
development. As such we feel that UGC is crucial 
for the development of higher education. 

(b) UGC extends greater cooperation in the ~orm 
of financi;ol <SSistance f,.r the develnrment cf l1ghcr 
education. Both tioe Universities < f the ~lute are 
satisfied regarding the cooperation of UGC in re· 
leasing the grants within its 'policy frame work'. 
Even then at certain levels it is desired that UGC 
should critically identify the real development needs 
of the institutions of higher education and assign 
them relative priorities for making available financial 
assistance out of the funds placed at its disposal. 
The developing universities/institutions should be alln· 
c~ted mo,.e oevel,,pment grants as compared to tl.e 
developed ones. The real financial needs of the areas 
should be determined on the bas1s of vanous survey 
studies and reports of the specialists panels. Finan
cial assistance in the form of matching grant is given 
to the colleges for the following development 
purposes:-
!. Books and journals. 
2. Various equipments including library facilities. 

3. Extensions/construction of coollege buildings. 

The share of the UGC for the above mentioned pur-
poses in the form of assistance is 75% for items 
at Sr. No. (I) and (2) and 50% for the item at Sr. No. 
(3). Rest of the share is met by the State government 
or by the managing committee as the case may be. 
But it has been observed that UGC share of the 
matching grant is usually ddayclt and is not sanc
tioned before the end of the financial year 
with the result that the proper utilization of tLe 



grants becomes difficult. It is suggested that UGC 
should take steps to ensure that their share of financial 
aliSistanc e to government/private colleges is sanc
tioned upto June of every year. 

11.3 Central Advisory Board on education ~n 
be of much help in arranging discussions and consul
tations on the various issues ·concerning the field of 
education. Education Ministers and education secre
taries conference organised, at the national level 
can take up various educational issues of mutual 
interest and evolve consensus in initiating action as 
per need of the society and the nation. 

11.4 1 t is felt that the institutions run by the reli
gious & language minorities should be subject to 
the regulations of the education department in all 
matters except those which have a bearing on religion 
or language. For this purpose Article 30 of the 
Constitution of India should be amended. 
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11.5 The relationship between the state and the 
centre in the field of education has always been cordial 
and that of mutual understanding and amity. The 
goal is common and there is no question of any 
conflict between the State government and the Cen
tral government. 

PART XII 

INTER-GOVERNMENTAL COORDINATION 

12.1 There is no necessity of having a separate 
body for this purpose. The National Development 
Council can be entrusted with the necessary powers. 
to deal with such problems. 



GOVERNMENT OF HIMACHAL PRADESH 

(a) Re,Iies ·to the Questionnaire 

(b) Memorandum 
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Himachal Pradesh 

REPLIES TO THE QUESTIONNAIRF. 

PART I 

INTRODUCTORY 

1.1 It is our view that the Constitution cannot be 
termed federal in the strict sense because it provides 
for the division of powers in such a way that the 
Central and the State Governments are each within 
their spheres not substantially independent of the 
other. In addition, it may be mentioned that only 
one of the six major ingredients of a Federation as 
specified by the Administrative Reforms Commission 
are met · in the case of our Constitution. It is, there
fore, our basic approach that the country is a Union, 
being an indissoluble partnership on States, with 
the Centre playing a more prominent role by virtue 
of its all India coveragt; and responsibilities and its 
primary task of cementing the links among the States 
and itself, and strengthening their sense of national 
identity. 

1.2 The Rajamannar Committee has urged for 
greater autonomy for the States by a re-distribution 
of the legislative powers in the three lists of the Seventh 
Schedule; and has suggested deletion, revision or 
substantial modification of certain provisions such 
as Articles 251, 256, 257, 348, 349, 355, 356, 357, 365 
etc. As far as the Government of Himachal Pradesh 
is concerned, our comments with regard to the Raja
mannar Committe~ recommendations are as follows:-

(a) No changes are required in respect of Articles 
2S I, 256 and 257 of the Constitution. 

(b) ft is our recommendation that the Articles 348 
and 349 should be kept intact. 

(c) It is also our view that the Article 355 is abso
lutely necessary so as to shield the country 
from external aggression and internal distur
bances. 

(d) No changes are required in Articles 356, 256 
and 257 of the Constitution as also in Article 
355 as also in Entry 52 of List-1. 

1.3 The present constitutional provisions provide 
the optimum balance. No changes are, therefore. 
necessary. 

1.4 It is our belief that today there does not exist 
any federation of the traditional type wherein national 
and regional Governments are eo-ordinate and 
absolutely independent within their respectivte juris
diction. The nearest approach is that of the United 
States but even there the federal role has increased 
tremendously over the years. 

1.5 It is our view that the Constitution is basically 
sound and flexible enough to meet the challenge of 
the changing times. 

1.6 We agree that the protection of the indepcn· 
dcnee and ensurance of the unity and integrity of the 
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country is of paramount importance. It is our view 
that the Preamble, Article 3, the Articles concerning 
wtth fun~amental nghts and dtrective principles of 
Stat~ Pohcy a.nd the Arttcles dealing with the admini
strative relations between the Union and the 
States, trade, commerce and intercourse within the 
territory of India, services under the Union and the 
States and th~ Emergency provisions as provided by 
the Constttutwn have been designed essentially to 
achieve this end. 

1.7 We have already ~:ommented about the Articles 
mentioned in this question. The Articles are eminently 
reasonable. 

. 1.8 We do not think that Article 3 of the Consti
tution requires any changes. 

PART Il 

LEGISLATIVE RELATIONS 

2.1 We feel that there is .nothing basically wrong 
wtth the scheme of dtstnbutton of legislative powers 
between the Union and the States. 

2.2 Strictly from the standpoint of Hi mach a 1 
Pradesh we have the following suggestions to offer :-

(a) Article 288(2) be so amended as to ensure that 
the Legislatufe of a State may impose a talt in 
respect of any water or electricity stored, gene
rated, consumed, distributed or sold by any 
authority whether subservient to the Central 
or State Government. 

(b) List-1 item 56 be redevised so as to ensure a 
State's power to control taxation on its hydle 
potential. 

2.3 We do not agree that such a course will be 
useful. 

2.4 It is our view that the present Article 249 of the 
Constitution which deals with this matter should be · 
kept intact. 

2.5 We have no other suggestions to otTer. 

PART Ill 

ROLE OF THE GOVERNOR 

3.1 It is our view that by and large the agency of 
the Governor has in the context of Centre-State 
relations been able to show high fidelity to the role 
assigned to it by the Constitution. 

. 3.2 It is our view that the Governor can be major 
hnk between the Centre and the States in terms of 
fostering healthy Union-State relations . Even those 



who have di.iputed the diieretionary powers of the 
Governor are now of the view that Governors have 
played a positive role in ensuring the stability and 
progress of their States. 

3.3 (a) It is our view that the Governor has been 
fair and unbiased in exercise of his powers to submit 
a report on the breakdown or failure of the consti
tutional machinery. 

(b) & (c) The Governors have exercised their 
discretion in this regard from time to time fairly and 
objectively. 

3.4 The State Legislature may at times legislate in 
such a manner as to either affect national security, 
controvert national policies or give rise to considerable 
national controversy. It is, therefore, our view that 
powers exercised under Articlc:s 200 and 201 should 
not be taken away from the Governor and the 
President of India. However, a reasonable time 
limit may be prescribed for assent of rejection under 
Article 201 of the Constitution. . 

3.5 We agree with the conclusions drawn from 
the case study conducted by the Indian Law r nstitute. 
We agree that assent has been withheld only in very 
few cases, and that the Article has not acted as a 
threat to the autonomy of the States. 

3.6 The Governor has a dual role to play and his 
position makes him a major link between the Centre 
and the States. Governors have generally acted im
partially and fairly in acc?rda1_1ce wit_h the ~onsti
tution and its conventions m dischargmg their dual 
responsibilities. 

3.7 No. 

3.8 We do not agree with the suggestion. 

3.9 We feel that such a provision will not be feasible 
in India. 

3.10 We entirely disagree with the view of the 
Administrative Reforms Commission with regard to 
formulation of guidelines on the discretionary powers 
of the Governor. The crisis in a dynamic politic~) 
·situation are so varied that it will not be proper to tie 
up the bands of the Governors. 

PART TV 

ADMINISTRATIVE RELATIONS 
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4.1 It is our view that the purpose of Articl.es 256 
and 257 is to ensure that the States do not m a_ny 
way impede or prejudice the exercise of the execut~ve 
powers of Union, whereas Article 365 dea!s with 
failure of State Governments to comply with tht 
directions given by the Unio1_1 Government. I~ is out 
view that none of these Articles have been till now 
misused and therefore there is no point in omitting 
them These Articles can be used effectively for 
ensurlng not only high fidelity to ~ati~nal pol~c!es 
and national goals but also to mamtam defimtive 
authority in the hands of Union_ so a~ to ensure 
national integrity and national , secunty. 

4.2 We support tho view that Article 365 s?~uld 
not be deleted and may remain as a reserve proVISIOn. 

4.3 Since no direction has been issued under 
Article 256, the question is hypothetical. 

4.4 It is our view that this extra-ordinary remedial 
power under Article 356 has been exercised properly. 

4.5 The Forty-fourth Amendment Act, 1978 
which restored the original period of six months in 
Article 356(4) has to a certain extent handicapped the 
efficacious use of powers under Article 356 by the 
Union. It is, therefore, our view that the Forty-fourth 
Amendment should be substituted by the clause 
specified by the Forty-second Amendment Act of 1976. 

4.6 It is our view that the present arrangement 
regarding census, el~ctions, etc., in whic~ m~ny of 
the functions of Umon Government are bemg Imple
mented by the State administration are working 
satisfactorily. • 

4.7 Central agencies have performed a vital role. 
Most of them have been helpful in giving a fair deal 
to less developed and different States. 

4.8 It is our view that All-India Services have 
fulfilled the expectations of the Constitution-makers 
not only in providing unif?rmity il_l admi~i~trative 
quality and procedures and m fostenng stab_Ihty and 
a broad national outlook amongst the services, but 
also in promoting national ·integration. We are of 
the view that the present control of State Governments 
with regard to the All-India Services is sufficient. 

4 9 It is our view that the Centre's ability under 
Article 355 to locate and use Central para-military 
and police forces even suo motu should not be ham
pered in any way. 

4.10 It is our view that the present situation i~ 
which broadcasting and other like forms of comrnum· 
cation are in List-I should continue. 

4.11 It is our view that the Zonal Councils ha~e 
till now been successful to a fairly great extent. m 
collectively pursuing States' interests by cuttmg 
across party lines. 

4.12 The National Development Council is a fo~um 
where all States are repr<sented and where co-ordt~a
tion regarding policy and programmes c~n be dts
cussed usefully. This forum has been workmg effecti
vely and there is no need for any change. 

PART V 

FINANCIAL RELATIONS 

5.1 The scheme of devolution has worked well. 
There may be a case for a closer look at non-plan 
expenditure on a sustained basis, so that maintenance 
and upkeeps of existing assets and schemes do not 
suffer. 

5.2 A complete separation of fiscal relations of 
the Union and the States is neither desirable ncr 
practicable. Similar!~, ~oncentration ~f all the tax 
powers with the Umon IS also not deSirable. In the 
context of planned development, it is necessary to 
take an overall view of the financial needs of States, 



All income taxes (including corporation tax and 
surcharges) and all excise duties, by whatever name 
called, should be shareable with the States and the 
States should get most of the resources transferred 
through assured devolution but the principles of 
inter-State distribution should be such that advanced 
States are not left with large surpluses. There 
should also 'be institutional arrangements for more 
equitable distribution of resources other than tax 
revenues between the Union and the States. At the 
same time, the Central resources would be sufficient 
to meet the Centre's own requirements as also the 
emergency needs of. regions and States, and there 
should be a surplus left with the Centre to be able 
to give it to backward and hilly States for bringing 
their development at par with the rest of the country. 

5.3 We agree that in order to reduce regional 
imbalances the Centre has to be fiscally strong. The 
scheme of distribution itself should contain elements 
which lead to removal rather than accentuation of 
regional disparities. 

5.4 It is our view that better control over ex
penditure would be the basic option available to the 
Centre. Deficit financing can also be resorted to a 
limited extent. 

·5.5 (a) With regard to share of taxes, our sugges
tions are as follows .-

(1) Income-Tax 

The share of the States should be increased from 
the present 85% to 90% of the net proceeds as this 
minor increase in the States' share would not make 
much difference to the Centre whereas it could mean 
availability of some more funds to the States to meet 
their multifarious responsibilities. 

The present basis of distribution viz. 90% on 
population and 10% on contribution basis needs 
to be changed. The head offices of factories are 
located mostly in metropolitan cities and the income
tax is deducted from the salaries and dividends/ 
interest at source, even though the employees and 
shareholders/depositors may be living in other States. 
Moreover, this basis of distribution is not progres
sive because the more industrialised State generate 
higher revenue from sales tax etc. and thus their need 
for transfer is correspondingly less. The need of such 
States as have under-developed economies is more 
and as such the divisible pool of income-tax should 
be distributed on the following basis :-

(i) 25% for providing equal percentage of surplus 
to the revenue deficit States; 

(ii) 65% on population basis; 

(iii) 10% on collection basis. 

(2) Basic Excise Duties 

The sharing of these duties should be made com
pulsory. The share of the States should be rais~d to 
a minimum of 60% to make more resources avatlable 
to the States. 

At present, the ~hare of the States in the divisible 
pool of excise duties is determined after giving 
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equal weight to the population factor, the inverse 
of the per capita State Domestic Product, the percent
age of poor in each State, and a formula for revenue 
equalisation. 

The high cost of living and peculiar geographical 
position does not make per capita income a correct 
indicator of the economic backwardness of the hill 
States because the higher cost of transporting essential 
commodities and the larger requirements of the 
necessities of life due to the climate inflate the money 
value of income considerably, giving a distorted 
picture of ~he standard of living in the hills. 

The calorific requirements in the hills are consi
derably higher than in the plains due to s. verity of 
climate and housing, warm clothing and food have 
also to be on a much more substantial scale in the 
hills than in the plains. 

In the case of such hill States as also happen to be 
border States so there are always a large number of 
army and border security forces stationed within 
their boundaries, with the result that the per caplla 
income of such States is artilicially inflated by the 
expenditure on account of these forces. 

Again consumption of excisable goods if taken 
as a p;eponderant factor in the determination _of 
share of individual States in the· matter of exctse 
duties is likely to distort the picture since. in a State 
with large area and low populatiOn wht~h 1s. also 
economically backward, consumption ol exc1sable 
goods may not be much because such a State is often 
a source of. raw materials which are converted into 
excisable goods and consumed elsewhere, for example 
resin from hilly States, 

Further, the scheme of devolution and tran~fer 
should be such as provtdes revenue surplus to econo
mically backward and revenue deficit States after 
filling their revenue gaps. Thts surplus could be used 
for development purposes. 

In view of all these factors, itller-se distribution 
among the States should be :-

(i) 25 percent on population basis; 

(ii) 25 per cent for Surplus Equalisation Pool; 

(iii) 10 per cent for hill States; and 

(iv) 40 per cent for backward States. 

(3) Additional Excise Duties lefiable in Replacement of 
.Sales Tax 

The rates need to be re~tructun:d ~o that their 
incidence reaches 10.8% of the value of cl~arances of 
all 3 items (textiles, sugar and tobacco taken together) 
as recommended by the Nallonal Development 
Council. The ratio of 2:1 between the yteld of baste 
and special excise duties on the one hand and audt
tional excise duties on the other should also be 
reached. 

Sugar textiles and tobacco are con;iJcred items 
of mas~ consumption and naturally. consumptio~ 
varies from State to State due to clunal!c condi
tions, social and other customs and habits. Thus 



the per capita consumption of tea and consequently 
of sugar is very high in Hill States as compared to 
the plains and as such it will not be fair to assume 
that the consumption of any commodity depends 
on population or sales-tax revenues. 

Similarly. it will not be correct to adopt State 
Domestic Produce as a criterion as it could hide a 
wide variation of consumption levels and as such 
it is a very vague indicator at best. Moreover, pro
duction is also no indicator of the sales tax revenues 
accruing to a State if we take into account the fact 
that the Companies usually have a number of bran
ches ahd depots at various places and that they 
transfer manufactured goods to them on self-consign
ment basis. 

Shnilarly, despatches as a criterion in case of 
sugar is also not a fair indicator of its consumption 
because apart from official despatches · there are 
usually despatches on private account of considerable 
magnitude which also need to be taken into account 
to arrive at any correct estimation of sugar consump· 
tion in any State. 

In case of tobacco and textiles, population and 
per capita State Domestic Product cannot indicate 
the consumption of these articles a correctly. For 
example, it would be wrong to conclude that because 
of higher per capita income, the consumption of 
tobacco would be higher in Punjab- than in a hill 
State like Himachal Pradesh and as such altitude 
and climatic conditions as well as habits of local 
population also need to be taken into account. A 20 
p~rcent additionality over the per-capita Domestic 
Product should be given to the hill States because of 
their cold climate which results in larger consumption 
of tobacco and textiles. 

( 4) Passenger Tax 

. Being dealt with against Question No. 5.26. 

( 5) Plan Assistance 

In national interest the Central Government · 
should provide extra financial help outside the plan/ 
to States with hydro-electric potential to tap all the 
viable hyde! power projects. 

Simllarly, the Central Government should fully 
meet the loss of revenue on account of the imposition 
of a total ban on felling of trees in the Himalayan 
region. It should also finance the afforestation of 
these areas on a crash basis outside the plan. 

Non-Plan Assistance 

In addition to covering the revenue gap of the 
deficit States the non-plan assistance in the shape of 
grants under Article 275 should be provided in such a 
way that it leaves such deficit States with a surplus 
equal to 25% of their non-plan expenditure. Further, 
such grants should also be given to cover the increa
sill£ expenditure by the States on the payment of 
Additional Dearness Allowance to employees. For 
drought and rehabilitation purposes, Central assi
stance should be in the form of outright grants instead 
of loans as these are for financially unproductive 
purposes. 
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5.6 The establishment of a "special federal fund" 
for ensuring "faster development in economically 
under-developed areas relative to other developed 
areas of the country" is a good idea, as the Finance 
Commisson and the Planning Commission have to 
look after the needs of all the areas of the country, 
whether developed or under-developed. 

5.7 No change in the existing scheme of taxation 
powers is advisable in view of the principles mentioned 
in the question. What has been recommended by 
this State is : -

(i) Increase in the share of States in the divisible 
Central taxes. 

(ii) Change in the principle of their i11ter-se distribu
tion among States. 

(iii) Making sharing of basic excise duties man
datory. 

(iv) Bringing corporation tax into the divisible pool. 

5.8 It is no doubt true that a fragmentary approach 
to the taxes should be avoided and that taxation 
should not be so undertaken as to damage the economy 
or cause harassment to trade and industry. 
The taxation should be simple and the collection 
should be efficient. From this point of view, there is 
no justification for developing the taxation powers 
of income-tax, corporation tax, wealth tax, estate 
duty, customs duty, excise duties etc. 

5.9 We agree that difficulties arise on the side of 
non-plan under the present system. We suggest 
that there should be a non-plan wing in the Planning 
Commission to ensure that non-plan needs are balanced 
with plan needs. 

5.10 So far as Himachal Pradesh is concerned, 
the transfers, both statutory and discretionary, from 
the Union to the States, on the advice of successive 
Finance Commissions or otherwise have promoted 
efficiency and economy in expenditue on the one hand 
and narrowed down the disparities in expendi
ture among the States on the other hand to some 
extent. Yet they have not been able to wipe out the 
disparities totally. 

5.11 It is true that the present mechanism of 
transfer of resources has some inbuilt propensities 
towards financial indiscipline and improvidence. 
This is because the Finance Commissions were largely 
following the. procedure of filling revenue gaps. 
Increasingly, Finance: Commissions have been adopting 
standard to be attamed-for example the minimum 
returns to be earned over a period of 5 years by 
Road Transport Corporations and Electricity Boards 
etc. Similar standards have to be adopted in a variety 
of other cases also through continuous studies. 
While States which have indulged in improvident 
expenditure are not to be encouraged, States. which 
have implemented programmes in accordance with 
the directive principles of State Policy or the 
nationally accepted programmes should be assured 
of adequate resources. 

5.12 If this broad proposition is agreed to, it would 
not be possible to' fulfill the laudable principle. 
laid down by the Seventh Finance Commission 



itself as enumerated in Question' No. 5.13 and the 
backward hill States l!re likely to suffer. 

5.13 There is nothing to dispute so for as the princi
ples are concerned. So far as the methodology is 
concerned it needs to be deliberately weighted in 
favour of backward hiil States keeping in view the 
peculiar nature of their problems, like sparse popu
lation, large distances, high cost of living, lack 
of infrastructure, high cost as compared to the plains 
of providing and maintaining such infrastructure, 
poor revenue base, etc. 

5.14 We do not agree with these suggestions. 

5.15 The suggestions as given in reply to Question 
No. 5.20 and 5.29 should go a long way towards 
removal of imbalances. 

5.16 & 5.17 There is no doubt about the increase 
in the fiscal imbalances of the States and about 
the growth in their indebtedness. The causes 
specially in backward hill States like Himachal Pra
desh are that their tax base is limited and most of 
their tax resources are inflexible. Again there is 
little scope for indirect taxation. The hill States, 
keeping in view p~culiar natur~ of their p_roblems 
like sparse populatiOn, long distances, h1gh cost 
of living, lack of infrastructure and high cost as 
compared to the plains of prov_iding and mai~taining 
such infrastructure, lack of mdustnes, l11gh cost 
of transportation, peculiar climatic conditions, 
etc. have to invest a lot in the basic infrastructure 
so that development could start in a meaningful 
way. A major c~unk g?es toward the construction 
of roads which m a h1lly State do not contnbute 
directly to the generation of the State's resources. 
The vast distance and poor means of communica
tions further complicates the matters. Even the provi
sion of basic administration costs much more due 
to large areas, long distances and l?wer density 
of population. Such a backwa~d h1lly ~tate as 
Himachal Pradesh has further to mcur considerable 
expenditure on or socially _productive but financia_ll_y 
non-productive purposes hke drought . and re~~~~h
tation, expansion of health and education fa~1htJes. 
construction of rural roads, the Central ass1stancc 
which is to a certain extent in the form of loans. 

Unless and until economic development (for 
which massive financial doses are a pre-requisite) 
becomes a self-sustaining process in such backward 
hilly states where a major part of the population 
depends on agriculture and horticulture fo_r t~eir 
livelihood and where the area under cultivation 
is only 15% of the tot_al area, and unless massive 
resources are pumped 1n by t_he Centre for constru:
tion of power projects the mc?me from wh1ch 1s 
given over to. the ~tate, there IS httle hope_ of_ any 
improvement m this regard, and. th~ ~tate IS hkely 
to continue to have a large defic1t 111 Its budget m 
in the foreseeable future. 

5.18 We do not favour any major change in the 
policy relating to market borrowmgs. For, 
if States are left free to raise loans from the market, 
only the richer States would benefit. 

5.19 The payment system is adequate. 
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5.20 The present arrangements is satisfactory. 

5.21 The tax base of the States is limited and most 
of their taxation resources are inflexible. Again 
there is little scope for the States for indirect taxa
tion. The backward hill States have to depend mostly 
on transfer of resources from the Centre either from 
the aivis1bk p<>ul of Central taxes or in tne shape t·f 
grants and som~times the delay in the releast of such 
trausfer lea1.1 to Way and Means difficJ.lties. 

The question of large over drafts generally uri,es 
from the third yeur of the plan period in the case 
of those States which do not have a sufficient reve
nue surplus as a result of the recommendution of 
the Finance Commission. While the requirement 
of funds increases with the progress of schemes 
and the rising costs during a plan period, the Stutes 
find that there is a substantial erosion in their re
sources due to grant of instalments of Additional 
Dearness Allowance and other items of expenditure 
related to rise to costs. Since there is no corres
ponding increase in Central Assistance to the State 
plans, the State's resources are squeezed between 
the increasing demands both on the non-plan ami 
and plan sides leading to over drafts. 

During the course of a year, the over drafts ure 
also due to the fact that a considerable part of the 
Central assistance to the Contrally sponsored sche
mes, externally assisted schemes etc. are released 
towards the latter part of the financial year. The:, ugh 
considerable improvement in payment through 
instalments have been made in recent years, since 
these schemes form a large part of over all plan 
outlay in a State, the effect of payment, based on 
claims filed after txpenditure is incurred on the 
State's Ways and Means position is quite adverse. 

5.22 So far as Himachal Pradesh is concerned 
it would not be correct to suggest that it is not ex
ploiting its own revenue sources. There is not much 
to exploit in a backward hill State like Himachal 
Pradesh. Given its peculiar geographical conuitions 
and lack of communications, the per capita tax 
burden in Himachal Pradesh is already quite high. 

5.23 No comments. 

5.24 We are of opinion that any move which may 
eff<ct the financial interest, existing or prospecti\e, 
of the States should be introduced in the Parliament 
after consultation with the States. This is alrea.Jy 
being done in many cases. 

5.25 So far as Article 269 is concerned, out of the 
seven taxes enumerateu unC:cr it, the Central Gov
ernment has chosen to impose taxes only in two, 
namely, the estate duty in respect of property other 
than agriculture land and the tax on railway fares. 
Regarding tax on railway fares it is being dealt with 
in reply to Question No. 5.26. The remaining five 
taxes yet remain to be exploited by the Centre. Na
turally, if the Centre imposes the remaining five 
taxes it would go to some extent towards improving 
the resources of the States. 

5.26 The earlier Finance Commissions had re
.:ommended distribution on the ba,i~ of pa>senger 
carnmgs from non-urban tralfic of each zone as 



indicated by the actual route length in each State. 
The Seventh Finance Commission suggested that 
it should be in proportion to the non-suburban 
passenger earnings from traffic originating in each 
State. These criteria discriminate against the States 
who have very small length of railway lines, but 
which newrtheless contribute to railway passenger 
traffic to a large extent. The population of hill States, 
travels in the railway systems in the neighbouring 
States, adding to the passenger earnings in those 
States considerably. This is because in the absence 
of broad gauge r<.il lines in hill States, the people 
of such States generally go to the junctions in the 
neighbouring States to board the trains. Since 
route lengths in various States is unevenly distri
buted due to historical reasons, it would be only 
fair that the grant in lieu of railways passenger tax 
is <iistributed entirely on the basis of population 
m each State. 

5.27 No comments. 

5.28 It is our view that the margin money made 
available to the States should be increased, after· 
applying a growth rate of 7% in view of the recurrent 
nature of these calamities. Also a State Relief Fund 
may be set up for relief of distress arising out of 
natural calamities. Funding for this may be on a 
statutary basis. Relief assistance granted by the 
Central Government should not be treated as ad
vance plan assistance, to be adjusted in the next 
3 annual plans, but as an outright grant. The 
25 ~~ State contribution should be vaived for deficit 
States. 

5.29 We do not favour these propo~als. 

. 5.30 As a broad proposition, one could agree with 
1!. However, the level of collection is also important 
due to administrative factors. 

5.31 (a) !he State Government does not agree 
w1th the cnt1c1sm that the expenditure of the Union 
is not being organised in the best interest of the 
nation's gro\\th or that there are trends towards 
incurring of infructuous and unnecessary expen
diture. 

(b) So far as Himachal Pradesh is concerned it is 
not true that there has been any indul"ence in un
necessary _expenditure of a populist nat~re resulting 
m depletiOn of resources available for develop
mental purposes. 

In view of the above there is no need for a per
manent or ad-hoc NatiOnal Expenditure Commis
sion to assess the nature and quality of expenditure. 

5.32 None. 

5.33 There has recently been a re-organisation and 
audit and accounts branches have been separated 
to g1ve more emphasis to audit. Whereas evaluation 
audit shoul?. be extended to cover as many Govern
ment act1v1Ues as possible, routine audit should 
not be dispensed with. 

5.34 The. Ac.t . of Parliament confers sufficient 
powers anu enjmllli a<kquate <luties on the ComptrO-
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Her and Auditor Generhl to enHble him to keep a 
sufficient watch on the expenditure of the Union 
and the States. · 

5.35 In this State, the reports presented by the 
Comptroller and Auditor General to the State Legi· 
slature are comprehensive and accurate. 

5.36 The probes into important issues by the 
Pu,blic Accounts Committee and Committee on 
Public Undertakings, with the help of the Comptro
ller and Auditor General, are a sufficient check in the 
matter. 

5.3 7 The State Government agrees that the Esti
mates Committee is a useful committee. 

5.38 The view of the State Government is that 
there is no necessity for an Expenditure Commission, · 
in view of the existence of the Comptroller and 
Auditor General and the Public Accounts Committee. 
This will merely result in duplication. 

5.39 The present system is working satisfactorily. 
Experiences of irritation may be with individual 
ofiers, but not with the system. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 In the matter of overall economic policy plan
ning the Centre has to play the leading role. It is 
wrong to say that the States do not participate in 
the planning process. 

6.2 We do not subscribe to the view that the 
National Development Cot.ncil be set up on a statu
tory basis. The existing system at the Centre is already 
participative. 

6.3 Thc:-re is no scope for improvement in the 
system. 

6.4 The State Government does not endorse any 
of the three views expressed. . . 

6.5 The State Government does not subscribe to 
the view. The Planning Commission's role for over 
seeing planning at the national level should continue. 

, 6.6 The existing system should continue. 

6. 7 The State Government has not faced any 
difficulty with regard to the charmelising of Central 
assistance by way of loans and grants through the 
Planning Commission. Rather, we feel that there 
has been a judicious allocation among various States 
according to the existing principles, at the procedure 
has. worked fairly well. . 

6.8 We feel that the non-plan resources of deficit 
States should be assessed on a more realistic basis, 
so that there is no undue. pressure on non-plan ex
penditure. No other change is necessary. 

6.9 In so far as Himachal Pradesh is concemed, 
the mechanism evolved by the National Development 
Council for allocating Central plan assistance to 



States is COJ?-&idered .to . be equitable. It ha>. by and 
large, cont~tbuted stgmficantly to the attainment 
of the baste planning objectives. We also endorse 
the specific earmarking of Central assistance for 
Tribal and Hill Area Plan and the Special Compo
nent Plan for Scheduled Castes. 

6.10 We do not agree with the view expressed. 

6.11 The monitoring and evaluation machinery 
should be strengthened at Central, State and District 
levels. 

6.12 The State Government agrees with the concept 
of decentralised planning. It should however be 
introduced gradually so that we have an adequate 
data base and infrastructural machinery at the District 
and Sub-District levels. The Planning Commission 
is already working on right lines for introduction of 
decentralised planning below the State level. 

6.13 In Himachal Pradesh, a State Planning Board 
has been set up. Besides, technical staff has been 
appoint ·d in the form of State Planning Machinery. 
This staff has helped to develop nc cessary expertise 

. in the preparation of the State Plan. Steps are under
way to strengthen this machinery. 

PART VII 

MISCELLANEOUS 

Industries 

7.1 We feel that this view is valid. 

7.2 The present situation needs no change. 

7.3 The present procedure for licencing is advanta
geous to a State like Himachal Pradesh which has 
been declared as an industrially backward State, 
with 25% Central investment subsidy. The Central 
policy is an effective method for persuading indus
trialists to shift to backward and no industry districts. 

7.4 Much has been done for Cottage and Village 
industries, but a lot remains to be done. The DICs 
need to be developed further as a co-ordinative 
mechan}sm, the Boards, Corporations and Coopera
tions have to assu'l1e a bigger role for supply of raw 
materials and marketing of products, and even the 
private sector has to be authorised to come forward. 

7.5 The Central institutions are working satis
factorily, whereas they do not have an office in 
Himachal Pradesh, it need to be opened at the 
earliest. As in the past, the Central Government 
should continue to lay emphasis on release of funds 
to backward and hilly States, even by relaxation of 
standard norms. 

7.6 It is not practicable to take the States collec
tively into confidence on such-issues. Several criteria 
are being followed in taking the final decisions. 

7. 7 We feel that· there is no justification do for 
such criticism. 

7.8 The present methodology is satisfactory. 
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Rrplleli to tbr Surl•lemeot•ry QuClllionnaire oo ludw.tT~· 

I. The present system is conducive to the removal 
of regional imbalance in the context of industrial 
development in the country. In the absence of central 
authority regulating the growth of industries, parti
cularly, larger units, the industrial backward nn:as, 
especially the hilly regions will continue to remain 
backward. The present system should continue. 

2. We subscribe to the view of uniform Centml 
legistation eovering the entire country in the context 
of reservation of certain categories of industries for 
the small scale sector. The definition of small scale 
industry in terms of investment limits and the type 
of industries should also be with the Central Govern
ment. Under the system, the States do have freedom 
to promote industrial items best suited to the local 
conditions. 

3. The State Govt. plays an important role in 
promoting the small scale and medium industries. 
This role consists of provision of infra-structural 
facilities and financial assistance in the form of sub
sidies, loans and concessions in the context of States 
taxation. In so· far as, however, the industrially back
ward States, particularly, the hilly regions, are con
cerned, they are seriously handicapped in performing 
their role on account of severe constraint on resources 
they are confronted with. In case the basic objective 
of planned development, e. g. removal of regional 
imbalances, is to be realised in the forseeable future, 

. the outlays for industrial development in the States 
have to be considerably stepped up. However, again 
the plan resources of the State Governments are 
limited. The only way the out-lay for industrial 
development could be augmented is the increased 
flow of financial assistances to these States through 
the National Level Financial Institutions ancl the 
Central Govt. by way of making larger provisions 
for various types of subsidies allowed for the setting 
up of industries in the industrially backward areas. 

4. This view is valid as has been stated in the reply 
to Question No. 2 above. No item needs to be re
moved from the list reserved for the small scale in
dustrial sector as it exists. 

5. The reply given to Question No. I above is re
levant here. 

6. The Industrial Policy Resolutions announced 
from time to time are in conformity with the aspi
rations of the Indian people and for the country as a 
whole and the industrially backward areas in parti
cular, in the field of industrialisation for a b·Ianced 
regional development, uniform national policy is a 
pre-requisite, otherwise for apparent reasons, the 
regional imbalance will continue to increase. 

7. There should be adequate consultations between 
the Centre and the States before the Industrial Policy 
is revised/formulated. This can, however, be ensured 
if the arrangements for such consultations are insti
tutionalised. National level forums both at Govern
ment and administrative level should be constituted 
where all State Governments are represented. 

8. The M.R.T.P. Act should not be made appli
cable to the backward and hilly regions as in the case 
of State of Jammu & Kashmir. This will attract 



larger houses to the hilly regions where they have 
thus far been shy of making investments. Setting-up 
of larger units and nucleus plants in such regions. 
would substantially accelerate the pace of industrial 
development in these areas. 

Trade and Commerce 

8.1 A central authority may be constituted for the 
above purpose. 

Agriculture 

9.1 It is our view that status-quo be maintained in 
this regard. 
9.2 We do not agree with this, as central and cen

trally sponsored schemes are primarily designed to 
prime up the development efforts of the otherwise 
weaker States. 
9.3 We agree with both the suggestions given by 

National Commission on Agriculture in 1976. Those 
are already being implemented. 
9.4 (a) As far as the State of Himachal Pradesh 

is concerned, fixation of minimum or fair prices of 
agricultural items is advantageous to us. 

(b) No comments. 

(c) Union Government's mttlatlves in this respect 
have been advantageous to the State. 

(d) In terms of forestry policy and administration 
it is out view that such initiative has been, by and 
large, advantageous to this State. A greater aware
ness is needed at the Central level about the fragility 
of the Himalayan mountain environment and the need 
to pump in national funds so as to provide a green 
cover to this entire area, even by clamping a total 
moratorium on all fellings. 

9.5 There are no problems. 

Food and Civil Supplies 

10.1 Himachal Pradesh would like to have greater 
allocation of rice. 

10.2 A periodic review would indeed be useful. 
Once in 5 years a National Committee with 
representatives from the Centre-States and concerned 
interests could be appointed to review the situation 
and make appropriate recommendations. 

Education 

11.1 The criticism is not justified. In fact we 
require greater standardisation in the matter of 
predegree and university education considering :he 
need for mobility of students from one region to 
another, standard examination system which will 
create parity in the matter of degrees and diplomas 
issued by various authorities, a broadly unified 
national calendar for admissions and witl:tdrawal~ 
of students and an upgradation of syllabi and 
curricula in the field of scientific and technologicul 
education. 

11.2 It is working satisfactorily. 
11.3 We have no suggestion to offer. 
11.4 We discern no difficulty in this regard. 
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II .5 No such instance have come to the notice of 
the Government of Himachal Pradesh. 

Inter Governmental Coordination 

12.1 It is our view that such an Institution would 
not be useful in our country, as irritants and pro
blems between the Centre and the States are resolved 
amicably by a two way consultation process. 

Himachal Pradesh 

MEMORANDUM 

CHAPTER 1 

THE POLICY FRAMEWORK 

1.1 India has a hallowed tradition of dt>mocratic 
functioning, especially at the grass roots level. The 
founding fathers of the Constitution, who were 
guided by the vision of Gandhi and Nehru, streng
thened these hoary traditions. In the result, demo
cracy has become strongly rooted in this country 
and has stood firm even when democratic regimes 
elsewhere have failed. 

1.2 There have always been elements in the popu
lation, however, which are desirous of greater 
autonomy for the States, and attempt to 
fan the members of regionalism, provincialism and 
linguism. The nation has faced many challenges 
and pragmatic solutions have been found from time 
to time. In recent years, opposition political parties 
have come to power in a few States and the contro
versy on Centre-State relations has naturally acquired 
a new sharpness. 

1.3 The appointment of the Commission on 
Centre-State Relations is a tribute to the sagacity 
of our dynamic Prime Minister, Smt. Indira Gandhi, 
who is a sincere democrat in the true Nehruvian 
spirit, and who believes in the method of open, 
unhibited debate on national issues. 

1.4 The H. P. Government has approached the 
key issue of Centre-State relations from two angles. 
From the national perspective, it believes that a 
strong Centre is a must, if the country is to survive, 
evolve and grow. From the standpoint of a small 
State, mainly dependent .on Central assistance. a 
strong Centre appears to be highly desirable if balanc
ed development is to be achieved. 

1.5 The Prime Minister has rightly stated that a 
strong centre does not necessarily imply weak States. 
We can try for strength at both levels, the strength 
of each being nourished and enhanced by the other's. 

1.6 India is a large country, inhabited by myriad 
races, languages and religions, spread over a huge 
landmass with widely varying agro-climatic condi
tions. There are two points which become relevant 
from the constitutional angle. Such a large country 
cannot be administered in depth or detail from a 
central point. At the same time, only a strong 
Centre can keep the centrifugal tendencies in check. 
We have, therefore, rightly opted for a form of govern
ment which has federal features as also unitary ele· 
ments. 



I. 7 Historically, the boundaries of the present 
Stat~s have undergone several changes in ancient, 
medteval and modem times. The map of India 
has been virtually redrawn twice since indepen
dence, once at the time of integration of princely 
States and again for realignment of boundaries on 
linguistic basis. The constitution empowers Parlia
ment to legislate regarding the formation of new 
States and alteration of areas, boundaries or names 
of existing States. It is good that it is so. Had it 
been otherwise, it would have been impossible to 
create a rational, reasonable and pragmatic map of 
the country as we have done. But it also shows 
that India is not and cannot be termed as federation 
of sovereign States. 

1.8 Functionally, it is obvious that the autonomy 
implicit in the division of powers as between the 
Centre and the States is not so much a conferment 
or sovereign rights as an administrative convenience. 
India could have been run from a single point or 
five zonal centres or twenty state capitals. We 
have opted for a system in which local initiative is 
neatly blended with central control. 

1.9 In a large country, there is always a danger 
that disintegration and fissiparous tendencies would 
rear their ugly heads. Wars, external aggressions 
and armed rebellions are the normal hazards of 
any polity. Sometimes, the constitutional machinery 
in a State fails and the administration is required 
to be temporarily assumed by the President. Financial 
emergencies can also arise. One alternative 
would have been to make no provision for such con
tingencies and to depend on chance to pull the 
country through. But the framers of the Consti
tution wisely decided to create an inbuilt machinery 
for proclamation of emergency under Article 352, 
assumption of powers by the President under Article 
356 and proclamation of financial emergency under 
Article 360. Any objective and unbiased observer 
of the political scene would have no hesitation in 
concluding that the use of these powers by the Centre 
has to a large extent, been responsible for preserving 
the unity and integrity of the country. 

1.10 At a lesser level, the same argument applies 
to the struggle against natural calamities which 
occur at frequent intervals. It is difficult to foresee 
where drought, flood, avalanche, earthquake, fire or 
typhoon will hit next, and with what intensity. It 
is thus desirable that the Centre have enough resources 
to be above to rush to the aid of any affected region 
with speed. 

1.11 In the field of socio--economic development 
also, the Centre has necessarily to assume a coor
dinating responsibility. Having accepted a planned 
and mixed economy, where both public and private 
sectors have a role, it is important that macro-objec
tives are centrally determined. 

1.12 Even in the freer economics of the western 
democracies, the modern trends in transport, comm';l
nication, automation etc., have led to a more dynamtc 
and positive role for the federal governments. .. 

I.l3 A significant consideration which has ~o 
be borne in mind all over the world but more so m 
the less developed countries is the need for balanced 
27-288/87 
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development. People who fall back in the race for a 
better economic and social status are apt to become 
willing recruits for revolutionary and violent struggles. 
As the better endowed States may not be prepared 
voluntarily to carry along their less fortunate brotheren, 
it is again the Centre which has to even out the kinks. 

1.14 In this context, the Himachal PradeshtGovern
ment cannot but applaud the positive role played 
by the Central Government, constitutional bodies 
like the Finance Commission and coordinating forums 
like the National Development Council and the 
Planning Commission, in giving the smaller, hilly 
and less developed States their just share of the national 
cake. Despite having a very high level of per capita 
tax burden, Himachal Pradesh has so far been deficit 
in resources and it is the Central grants, loans and 
subventions which have enabled it to raise the livin.: 
standards of its people. 

1.15 When we analyse the argument adduced by 
the protagenists of greater powers to the States at 
the expense of the Centre, their weakness is easily 
realized. This is not to deny the need for a dynamic 
resoulation of the conflicts which tend to surface 
in Centre-State relations from time to time. Con· 
ditions change and our institutions have also to evolve 
constantly so as to maintain the overall equilibrium. 
This does not, however, imply that each such change 
would necessitate a constitutional amendment. It 
needs to be appreciated that constitutional conven
tions are as important as the written provisions, and 
it is the development of healthy conventions that 
should be our constant endeavour. 

1.16 In conclusion, we would like to state that the 
founding fathers of the Constitution deliberately 
created India as a federation with a unitary strand. 
The experience of the last 37 years has demonstrated 
the efficacy and strength of the structure they gave 
us and we can tamper with the fine-tuned balance in 
Centre-State relations only at our peril. India needs 
a strong Centre in order to contain the distintegrative 
forces, to face emergencies with confidence and achi· 
eve a uniform level of development. Gradually. 
as the weaker States are strengthened and brought 
nearer the national average, the strength of the States 
will grow not at the cost of the Centre but through 
it and because of it. We shall then have a strong 
Centre and a set of strong States, mutually supporting 
and reinforcing one another. It is towards the achieve
ment of this goal that all of us have to collectively 
move. 

CHAPTER 2 

TilE CONSTITUTIONAL ISSUFS 

2.1 Various points have come up in different forums 
like the Anandpur Sahib Resolution of the Akalis, 
the Southern Chief Ministers' Conclave at Bangalore, 
the West Bengal Government's Memorandum to the 
Eight Finance Commission, the opposition Conclave 
at Srinagar and so on. 

2.2 At the outset , we would like to state with all 
the emphasis at our command that India is a single 
nation and any attempt to propound a thesis of sepa
ratism for any group of peop.le should be resibted 



firmly, vigorously and with the use of armed force, 
if necessary. The misuse of religious places for 
propagation of any political philosophy should be 
banned effectively. 

2.3 All the provisions of the Constitution which 
provide authority for Central interference at the time 
of general or financial emergency or in the event of 
failure of constitutional machinery in a State should 
be retained. 

2.4 The division of legislative powers between the 
Centre and the States, with Central legislation having 
a greater force, should not be tampered with. · 

2.5 There are only two exceptions to this. · States 
like Himachal Pradesh have a tremendous potential 
for hyde! generation. It is felt that if a small State like 
H.P. has ever to achieve financial viability, it can 
only be done through exploitation of this vast resource. 
We would, therefore, press for powers to be given to 
State Governments to impose taxes on generation of 
electric power within their own boundaries. 

2.6 Secondly, we felt that the acquisition and requi
sitioning of property which had been brought into 
the concurrent list by the 1956 amendment should be 
again included in the SL1te list. 

2. 7 The powers of the President to grant or withhold 
assent to certain types of State Bills should not be 
abridged. However, he may be required to decide 
one way or the other within one year of the submission 
of a Bill. 

2.8 Governors have a dual role, as heads of State 
and as links with the Centre. It does not seem to be 
feasible to place any limitations on the manner of 
exercise of their judgement in certain situations. 
The crises in a dynamic political situation are so varied 
that it will not be proper to tie up the hands of the 
Governors. 

2.9 In conclusion, it may be stated that, by and 
large, the Constitution has served the country well 
and we should not alter it, save in exceptional cir
cumstances. 

CHAPTER 3 

FINANCIAL DEVOLUTIONS 

3.1 On the question of financial relations between 
the Centre and the States, the State Government has 
already stated its views in great detail to the Finance 
Commission. No occasion has arisen so far to call 
for any change in those views. 

3.2 In general, we believe that the Centre and the 
States should have sufficient funds, so as to discharge 
effectively their respective responsibilities. The 
allocation of taxes has already been made in the 
Constitution on the basis of the relative efficiency of 
Central and State agencies in dealing with individual 
taxes. There are reasons to believe that some of the 
items allocated to the Centre have greater elasticity. 
But it can also not be denied that the States have 
not fully exploited· all the taxes allowed to them. 
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3.3 The long term objective in this field should be 
the achievement of financial viability by all the States 
so as to obviate the necessity for Central subvention~ 
to chronically deficit States. This can be done by 
expanding the resource base and exploitation of the 
potential available in each such State. In the inter
vening period, the Centre should deal in a manner 
which is positively discriminatory in favour of the 
less developed States. 

3.4 The present distinction between plan and non
plan expenditure sometimes leads to creation of new 
assets and schemes, without making adequate provision 
for consolidation of past achievements and 
proper maintenance of old assets. This entire issue 
warrants a fresh look at the national level, so that 
departments like revenue, police, judiciary, prisons, 
secretariat, legislature, etc. which are the backbone 
of the administrative system are not starved of funds. 
One possibility is the constitution of a Non-Plan 
Wing in the Planning Commission which constantly 
monitors the non-plan requirements of funds, loan 
needs and so on along with plan requirements, and 
keep a proper balance between consolidation and 
fresh development. Emerging needs on the non
plan front could be met as and when these arise, 
instead of awaiting a quinquennial review. 

CHAPTER 4 

PLANNING AND DEVELOPMENT 

4.1 In India, we opted for the process of planned 
development in the early fifties. The experience of 
the planning era has led to the evolution of effective 
mechanisms for plan formulation, implementation, 
monitoring and evaluation. 

4.2 At the highest level, the National Development 
Council represents the collective will of the Central 
and State Governments. Consultation at this forum 
are the culmination of a series of discussions held 
with the States and cannot, by their very nature, be 
too detailed or elaborate. Nor need the NDC be 
set up on a statutory basis. 

4.3 Much has been made of the fact that the Plan
ning Commission does not have a constitutional 
status. It is not clear what special advantage the 
Commission can be expected to derive from an 
amendment of the Statute. The real strength of the 
Commission emanates from the diversity of the sour
ces from which it derives its experts-economists, statis
ticians, subject matter specialists, administrators, 
politicians and technocrats. 

4.4 There can be no dispute about the broad pro
position that national priorities and developmental 
strategies have to be hammered out at the Central 
level, while the sectoral priorities and implementa
tional tactics are better finalised at the State level. 
There can be varying shades of opinion as to where 
exactly the dividing line is. Some people do feel 
that Centrally sponsored schemes are often cast in 
too rigid a mould and do not always take into account 
the vastly different conditions obtaining in various 
parts of the country. It might also be wished that 
more State government experts are associated in the 
discussions of working groups, which need not be 



held in such a hurry. Much can be said in favour 
of a continuous dialogue between Central and State 
representatives throughout the year, so that there is 
a constant exchange of ideas and information. 

. 4.5 ~i~achal Pradesh has not faced any difficulty 
m obtammg a clear appreciation of its needs as a 
hilly State. For example, contrary to the accepted 
n~tional n?rms, H.P. Plan has always accorded a very 
high pnonty to roads and bridges a sector identified 
as strategic for hilly areas such 'as ours. 

4.6 The State Government is conscious of the special 
dispensation which the Central Government has made 
in respect of plan financing of special category 
States like H.P. The mechanisms of the tribal sub
plan also work in our favour. The State does not 
however, share in the Central funds earmarked fo; 
hill areas. 

4. 7 The decentralisation of the planning process is 
a laudable objective, which the Central Government 
has been pursuing with vigour. In principle, the 
State Government is in favour of such decentralisa
tion. H.P. is, however, a small State and it needs 
to be considered whether too much decentralisation 
at too fast a pace might not be counter-productive, 
unless adequate data base and planning machinery 
has been created. 

CHAPTER 5 

ADMINISTRATIVE RELATIONS 

5.1 There are some important points on adminis
trative relations, to which attention needs to be 
drawn· in this presentation. · 
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. 5.2 The All India Services have played a vital role 
m preserving the quality. objectivity and national 
perspective of the higher echelons of the bureaucracy. 
The existing services should be retailed and more such 
services need to be created, in the interests of national 
unity. 

5.3 The media of radio and television are powerful 
communicators of developmental messages. Only 
under governmental control can they be preserved 
from the onslaught of commercialisation and retained 
as vehicles of national viewpoints. 

5.4 It is clear from past experience that the Centre 
should have the unrestricted power to deploy Central 
police and paramilitary forces in the States, so as to 
preserve the integrity of the country and maintain 
law and order. 

5.5 The powers of the Central Government to give 
executive directions under Articles 256, 257, 339(2) 
and 365 of the Constitution should remain unchanged. 

5.6 In the power sector, most of the executive powers 
under the Indian Electricity Act already stand 
delegated to the State Governments. As such, it 
may be more expedient to have separate Electricity 
Acts for different States, based on model legislation 
devised in consultation with the Centre. 

5.7 In the implementation of projects for genera
tion of power, it would be better if most of the projects 
are allowed to be set up in the State sector. The 
Central bodies should perform mainly technical 
and advisory roles, and may take up inter-State pro
jects only when the State Electricity Boards are found 
incapable of doing so. 
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Government of· Jammu & Kashmir 

.REPLIES TO QUESTIONNAIRE 

Introductory 

After the accession of the State of Jammu and 
Kashmir to the Union of India, the relationship 
between the State and the Union has been governed 
by the provisions of Article 370 of the Constitution 
of India. For the limited purpose of response to the 
questionnaire of the ' Commission ·on Centre State 
relations' it is not necessary to set out in detail 
the extent and nature of the constitutional 
relationship between the state and the union. How
ever, to appreciate the replies of the State Govern
ment in true and correct perspective, reference may 
be i.nvited to the observations made by the Hon' ble 
Supreme Court of India in a recent case titled 
Khazan Chand versus State of Jammu and Kashmir 
A.I.R. 1984jS.C. 762 at 767 wherein it has been held:-

"The Constitution of India, however, does not 
apply in its entirety to the State of Jammu and Kashmir 
because that State holds a special position in the 
Constitutional set up of our country. Article 370 
of the Constitution of India makes a special provi
sions with respect to the State of Jammu and 
Kashmir. Under sub-clause (c) of clause (I) of Ar
ticle 370, the provisions of Articles I and 370 apply 
in relation to that State subject to such exceptions 
and modifications as the President may specify by 
an order issued with the concurrence or the Govern
ment of that State. Thus, by reason of the applica
tion of Article I to the State of Jammu and Kashmir 
by sub-clause (c) of clause (I) of Article 370. · the 
State of Jammu and Kashmir is one of the States 
which form the Union of India and by virtue of sub
clause (d) of clause (I) of that Article so far as 
the provisions of the Constitution, other than those 
of Article I and 370, are concerned, the president of 
India has the power, with the concurrence of the 
Government of the State of Jammu and Kashmir 
to issue an order specifying which of them shall 
apply to that State and whether such provisions shall 
apply in their entirety or subject to such exceptions 
and modifications as may be specified in that order. 
Article 370 also envisages the convening of a Consti
tuent Assembly for that State and the framing of a 
separate Constitution for it. In exercise of the power 
conferred by clause (I) of Article 370, the president 
of India, with the concurrence of the Government of 
the State of Jammu and Kashmir has made the Cons
titution (application to Jammu and Kashmir) Order, 
1954 (C. 0. 48). This order deals with the entire 
constitutional position of the State of Jammu and 
Kashmir within the framework of the Constitution 
of India, except only the internal constitution of the 
State Government to be framed by the Constituent 
assembly of that State. The Constituent Assembly of 
the State of Jammu and Kashmir framed its own 
Constitution repealing and replacing its earliar 
Constitution. This new Constitution, called the Cons
titution of Jammu and Kashmir", was adopted and 
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enacted by the Constitu:nt Ass~mhly ,,f that State 
on November 17, 1956. 

After the adoption of Constitution of India. the 
President of India promulgated "The Constitution 
(Application to Jammu and Kashmir) Order, 1950 
on 26th January, 1950 in accorda nee with the provi
sions of Article 370 of the Constitution and thus the 
basis for a Constitutional relationship between the 
Union and the State was defined." 

On August 9, 1953,the duly elected popular Govern
ment of National Conference headed by Sher-i
Kashmir Janab Sheikh Mohd. Abdullah was ille
gally dismissed. A series of unfortunate events fol
lowed thereafter which are now a part of the History. 
Amongst other things the aforesaid Constitution 
(Application to Jammu and Kashmir) Order. 195e 
was superseded by the Constitution (Application to 
Jammu and Kashmir) Order, 1954 which in turn was 
amended from time to time. A situaticn of grave 
political uncertainty coupled with acute admini
strative inefficiency, corruption and economic 
stagnation with scant regard for rule of law and 
democratic norms engulfied the State which caused 
anxiety and concern -in the minds of the Central 
Leadership Particularly Smt. Indira Gandhi, the then 
Prime Minister of India, In order to remedy this 
situation of political stalemate an invitation was 
extended by tre late Prime Minister Smt. Indira 
Gandhi to Sher-i-Kashmir Janab Sheikh Mohd. 
Abdullah for holding parleys in order to find ways 
and means for remedying the situation and strengthe
ning the secular, democratic genesis in the State. 
Accordingly the representatives of the late Prime 
Minister Smt. Indira Gandhi and the Sheri Kashmir 
Janab Sheikh Mohd. Abdullah met several times 
which culminated in the accord of 1975 which 
inter alia provides :-

4. With a view to assuring freedom to the State 
of Jammu and Kashmir to have its own legislation 
on matters mentioned in the State Constitution and 
like welfare measures, cultural matters. social securi
ty, personal law, and procedural laws, i~ a manner 
suitedlto the special conditions in the State, tt ts agreed 
that the State Government can review the laws made 
by Parliament or extended to the State after 1953 on 
any matter relatable to the Concurrent List and may 
decide which of them, in its opinion, need amendment 
or repeal. Thereafter, appropriate ste~s may be 
taken under Article 254 of the Constttutton of 
India. The grant of presiden~·s assent to such legi
slation would be sympthettcally constdered. The 
same approach would be adopted in regard to 
laws to be made by Parliament in future under the 
proviso to clause 2 of that Article. The State Govem
ment shall be consulted regarding the appltcatton 
of any such Jaw to the State and the views of the 
State Government shall. receive the fullest consi
deration. 



5. As an arrangement reciprocal to what has been 
provided under Article 368 a suitable modification 
of that Article as applied to the State should be 
made by Presidential Order to the effect that no 
law made by the Legislature of the State of Jammu 
and Kashmir relating to any of the under-mentioned 
matters, shall take effect unless the ,Eill, having been 
reserved for the consideration of the President, recei
ves his asseot; the matters are :-

(a) the appointment, powers, functions, duties, 
privileges and immunities of the Governor; ] 
and 

(b) the following matters relating to Elections, 
namely, the superintendence, direction and 
control of Elections by the Election Commission 
of India, eligibility for inclusion in the electoral 
rolls without discrimination, adult snfferage 
and composition of the Legislative Council, 
being matters specified in sections 138, 139, 
140 and 150 of the Constitution of the State 
of Jammu and Kashmir. 

• Before proceeding to deal with the Questionnaire 
we would also like to refer to the Constitution (Appli
cation to Jammu and Kashmir) Amendment Order 
1986, dated 30-7-1986, for short ''the 1986 Order,'' 
which inter alia provides :-

"2. In paragraph 2 of the Constitution (Applica
tion to Jammu and Kashmir) Order, 1954, 
in sub-paragraph (6) relating to Put XI; 

(i) for clause (b), the following clause shall 
be substituted, namely :-

''(bb) In article 249, in clause (l) for the words 
"any matter enumerated in the State List 
specified in the resolution", the words 
"any matter specified in the resolution, 
being a matter which is not enumerated 
in the Union List or in the Concurrent 
List" shall be substituted. 

(ii) clause (d) shall be omitted." 

The aforesaid 1985 Order is unconstitutional since 
it has been passed in violation of the provisions of 
Art. 370(l)(b}(ii) which read thus :-

"370 (l) notwithstanding anything in this Consti
tution; 

(a) ...... 

(b) the power of Parliament to make laws for 
the said State shall be limited to ·-
(i) those matters in the Union List and 

the Concurrent List which, in con
sultation with the Government of'the 
State, are declared by the President 
to correspond to matters specified 
in the Instrument of Accession govern
ing the accession of the State to the 
Dominion of India as the matters 
with respect to which the Dominion 
Legislature may make laws for that 
State; and • · 

:.os 

(ii) such other matters in the said LisU; 
as, with the concurrence of the 

Government of the State, the President 
may by order' specify. 

Explanation .-For the purposes of this article 
the Government of the State means the 
person for the time being recognized by 
the President as the Maharaja of Jammu 
and Kashmir acting on the advice of the 
Council of Ministers for the time being 
in office under the Maharaja's Proclama
tion dated the fifth day of March 1948." 

The definition of the Government contained in 
the aforesaid explanation to sub-clause (ii) of Art. 
370 (1 )(b) clearly contemplates the existence of a 
council of ministers on whose advice alone the 
Governor of the State could have communicated the 
'concurrence of the Government of the State' for 
application of the aforesaid 1986 Order. 

It is significant that on March 7, 1986 the Council 
of Ministers had been dismissed, the State 
Legislative Assembly had been put under suspended 
animation and the Governor was functioning 
under section 92 of the State Constitution 
and thus did not fulfil the necessary requirements 
of the Government of the State as defined in the 
explanation (ii) of Art. 370 (1) (b) of the Constitution 
of India and, therefore, the very concurrence of the 
Government of the State on which the aforesaid 1986 
Order is founded being unconstitutional the aforesaid 
1986 Order is wholly ultrav ires the Constitution. 

WithoutJprejudice to the Constitutional guarantees 
enjoyed by the State under Article 370 of the Consti
tution of India and the rights following from the 
aforesaid acccord of 1975, we proceed to deal with 
the Questionnaire as under :-

ANSWERS 

l.l The Constitution of India as framed can be 
called a broadly Federal Constitution. 

1.2 Article 251 of the Constitution of India applies 
to the State of J & K in the following· modified 
form:-

251. Nothing in article 250 shall restrict the power 
of the legislature of a State to make any law which 
it has power to make, but if any provision of a law 
made by the Legislature of a State is repugnant to 
any provision of a law made by Parliament which 
Parliament has under the said articles power to make, 
the law made by Parliament,. whether passed before 
or after the law made by the legislature of the State, 
shall prevail, and the law made by the legislature of 
the State shall to the extent of the repugnancy, but 
so long only as the law made by Parliament continues. 
to have effect, be inoperative. It will thus be seen 
that since Article 249 does not apply to the J & K 
the Central Legislation can override the State legisla
tion only during the period when and if a proclamation 
of emergency is in op~ration. 

Article 256 also applies to the State of J & K in 
the followin~ modified form :'- · · · 

256. The executive power of every State shall be 
so exercised as to ensure compliance with the laws 
made by Parliament and any existing laws whicl~ 



apply in. that State, and the executive power of the 
Union shall extend to the giving of such directions 
to a State as may appear to the Government of India 
to he necessary for that purpose. 

"(2) The State of Jammu and Kashmir shall so 
exercise its executive power as to facilitate the dis
charge by the Union of its duties and responsibilities 
under the Constitution in relation to that State; 
and in particular, the said State shall, if so required 
by the Union, acquire or requisition property on 
behalf and at the expense of the Union, or if the 
property belongs to the State, transfer it to the Union 
on such terms as may be agreed, or in default of 
agreement, as may be determined by an arbitrator 
appointed by the Chief Justice of India." 

Articles 348, 349 are contained in part of the Consti
tution in the provisions of this part apply to the State 
of Jammu and Kashmir only in so far as they relate 
to:-

(i) The official language of the Union. 

(i i) The official language for communication bet
ween one State to anotloer, or between a 
State and the Union; and 

(iii) The language of proceedings in the Supreme 
Court. 

Article 356 applies to the State of Jammu and 
Kashmir in the following modified form :-

356. (!) If the President, on receipt of a report 
from the Governor of a State or otherwise, is satisfied 
that a situation has ·arisen in which the goverrnment 
of the State cannot be carried on in accordance 
with the proviSions of this Constitutio~ and 
provisions or provisions of the Conshtuhon of 
Jammu and Kashmir, the President may by procla
mation :--: 

(a) assume to himself all or any of the functions 
of the Government of the State and all or 
·any of the powers vested in or exercisable by 
the Governor or any body or authority in the 
State other than the Legislature of the State; 

(b) 

(c) 

declare that the powers of the legislature of 
the State shall be exercisable by or under the 
authority of Parliament; 

Make such incidental and ·consequential pro
visions as appear to the President to be n~ces
sary or desirable for giying effect to tl_1~ obJects 
of the Proclamation, mcludmg prov1s1ons for 
suspending in whole or. in part the_ operation 
of any provisions of th1s ConstitUtion relatmg 
to any body or authority in the State : 

Provided that nothing in this clause shall authorise 
the President to assume to himself any of the powers 
vested in or exercisable by a High Court, or to. sus
pend in whole or in part the operation of any prov1s10n 
of this Constitution, relatmg to H1gh Courts. 

(2) Any such Proclamation may be revoked or 
varied by a subseuent Proclamatwn. 

(3) Every Proclamation under this article shall be 
laid before each House of Parliament . and s~all. 
except where it is a Proclamation revoking a prev1ous 
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Proclamation is issued at a time when the House of 
the People is dissolved or the dissolution of the House 
of the People takes place during the period of the 
two months referred to in this clause, and if a resolu
tion approving the Proclamation has been passed by 
the Council of States, but no resolution with respect 
to such Proclamation has been passed by the House 
of the People before the expiration of that period, 
the Proclamation shall cease to operate at the c~pira
tion of thirty days from the date on which the House 
of the People first sits after its n:constitution unless 
before the expiration of the said period of thirty days 
a resolution approving the Proclamation has lx"Cn 
also passed by the House of the People. 

(4) "A Proclamation so approved shall. unless 
revoked, cease to op~rate on the expiration of a 
period of six months from the date of the passing of 
the second of the resolutions approving the Prochl
mation under clause (3)" : 

Provided that if and so often as a resolution approv
ing the continuance in force of such a Proclamation is 
passed by both Houses of Parliament; the Proclama
tion shall, unless revoked, continue in force for a 
further period of (six months) from the date on which 
under this clause it would otherwise have ceased to 
operate, but no such Proclamation shall in any case 
remain in force for more than three years : 

Provided further that if the dissolution of the House 
of People takes place during any such· period of (silt 
months) and a resolution approving the continuance 
in force of such Proclamation has been passed by the 
Council of States, but no resolution with respect to 
the continuance in force of such Proclamation has 
been passed by the House of the People during the 
said period, the Proclamation shall cease to op~rate 
at the expiration of thirty days from the date on wl11ch 
the House of the People first sits after its reconstitu
tion unless before the expiration of the said period 
of thirty days a resolution approving the continuance 
in force of the Proclamation has been also passed by 
House of the People. 

"(5) Notwithstanding anything in constitution, 
the satisfaction of the President mentioned in clause 
(I) shall be final and conclusive and shall not be 
Questioned in any court on any ground ... 

Article 365 does not apply to "the State of Jammu 
and Kashmir." 

We firmly believe that there should be least po"ihlc 
interference with the running of State Admini,tra
tion through regulations or otherw!se of the Centml 
Government in as much as such mterfercnce 1s In

consistent with the Principle of accountability which 
governs the relationship between the State Govern
ment and its electorate. 

In regard to the allotment of more ta~ r~sources 
to the states we wish to pmnt out that 11 ts only 
the taxes of inc,ome exclu<'ing the Corporation 
tax which alone has been made divisible between 
the Centre and the States. Under the present 
scheme of law even such tax on income which is pay
able by Companies is not divi>ible between the Centre 
and the State under Article 270(1) because such a 



· tax would fall within the purview of Article 270(4) 
(a). The entire constitutional scheme regarding collec
tion of taxes by the Union and the States and distribut
tion of available finances between the Union and 
States is highly unfair, one side and puts the States 
in very difficult situation where they find it impossible 
to meet their growing responsibilities of planning 
and Development. Apart from making the States 
hopelessly dependent on the Centre for their share 
of finances raised through taxes. The Union has 
other sources of financial assistance at its disposal 
such as the :-

(a) Nationalised banking section 
(b) Life and General Corporations 

(c) I.D.B. 
(d) Unit Trust of India 

(e) Provident Fund Contributions 
(f) Foreign aid 
(g) Reserve Bank of India. 

The hopeless dependence of the states on the 
centre for the financial allocations stultifies the process 
of Development and economic growth of the States. 
We do· therefore, urge that the states must be allocated 

· a higher share of financial resources which should be 
made mandatory by an appropriate amendment to 
the Constitution. 

With regard to the abolition of appeals to the 
Supreme Court excepting Constitutional matters we 
agree that considering the nature of judicial system 
and the problem of enormous arrears it would be 
a desirable thing to leave the Supreme Court with 
the task of adjudicating upon the Constitutional 
matters alone. 

1.3 The optimum Constitutional provisions from 
the stand point of the Question would be the arrange
ment of the distribution of legislative powers as en
visaged by the Constitution (Application to Jam.mu 
and Kashmir) Order, 1950. Uruted States of Amenca, 
and the Swiss Confederation are instances of Federal 
Governments. 

It may be'pertinent to extract section 5 of the Consti
tution of Jammu and Kashmir which reads thus :-

5. Extent of executive and legislative power or the 
State.-The executive and legislative power of the 
State extends to all matters except .those with respect 
to which Parliament has power to make laws for the 
State under the provisions of the Constitution of 
India. 

1.5 The opinion expressed as indicated in t~e 
Question under reply are also largely true but certam 
changes are necessary in light of the exp~rience c;>f 
the working during the past 36 years particularly m 
relation to : 

1. The position and role of Governor. 

2. The financial relationship between the Centre 
and the States. 

3. The role of the Planning Commission the exte~t 
of its powers and the manner of theu-· 
exercise. 
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4. The role of the Finance Commission. 

5. The appointment of Chief Election Commission
er. 

6. The appointment of the Chief Justice and Judges 
of the Supreme Court of India. 

1.6 There can indeed be no disagreement on the 
question that the protection of Independence and 
ensuring the Unity and Intergrity of the country is 
of paramount importance. The distributio:-~ of 
legislative powers between the Union and the States 
as envisaged in part of the Constitution together 
with the legislative fields of the Parliament and the 
State Legislatures distributed in the lists of VII Sche
dule of the Constitution as applicable to the State 
of Jammu and Kashmir Constitution more than 
ample safeguards for protection of Independence 
and ensuring of the Unity and Integrity of the country. 

1. 7 Kindly refer to the reply to Q. 1.2 contained 
herein above. 

1.8 Article 3 of the Constitution does not apply 
to the State of Jammu and Kashmir. 

2.1 to 2.5 Kindly refer to the replies to Q. 1.2 and 
1.6 of Part I contained herein above. 

3.1 to 3.3 Under the Constitution of Jammu and 
Kashmir section 26 contemplates that the head of 
the State shall be designated as the Governor in 
whom shall vest the executive power of the State to 
be exercised by him either directly or through officers 
subordinate to him. Section 27 provides for the manner 
of his appointment and section 28 relates to the term 
of his office. Section 29 specifies qualification for 
appointment as Governor and Section 30 prescribes 
the conditions of office; Section 31 prescribes the 
oath of office, Section 33 provides for the discharge 
of functions by Governor in contingencies not provid
ed in part V of State Constitution and Section 34 
empowers Governor to grant pardons and reprieves 
etc. Section 35 provides that all functions of the 
Governor except those Order Sections 36, 38 and 92 
shall be exercised by him only on the advice of Council 
of Ministers. Section 36 relates to the appointment 
of Ministers. Section 38 relates to the appointment 
of Deputy Ministers and Section 92 is the provision 
which deals with a situation of breakdown of Consti
tutional machinery. 

In the context of aforesaid constitutional provisions 
we believe that the Governor can be a cementing force 
between the Centre and State but the State has gone 
through two traumatic experiences are in August, 
1953 when the duly elected Government headed by 
Janab Sheikh Mohd. Abdullah was dismissed and 
another in July, 1984 when the duly elected Govern
ment headed by Dr. Farooq Abdullah was dismissed 
without testing the rival claims of majority on the 
floor of the Assembly. Instances from other States 
are also available to show how the Governors have 
played a partisan role in the event of rivalry. 

We only hope and trust that the Governor 
would exercise powers under Article 306 of the Consti
tution of India which correspond to Section 92 of 
the State Constitution in the same spirit in which 
article 356 was framed and intended to remain a dead 
letter· in the famous words of the Dr. Ambedkar in 



~!1e Constituent Assembly. Dr. Ambedkar, said: 
. I may say that I do not altogether deny that there 
JS a possi_bility of this Article being abused or applied 
for pobtJcal purposes. But . their objections applies 
to every part of the Constitution which gives power 
to the Centre to override the Provinces. In fact. I 
share the sentiments expressed yesterday that the 
proper things we ought to expect is that such Articles 
will never be called into operation and that they would 
remain a dead letter. If at all they are brought into 
operation, T hope the President who is endowed 
with this power will take proper precaution before 
actually suspending the administration of the pro
vinces." Tt is thus clear that Article 356 or section 92 
of the State Constitution exist as necessary evils in 
the Constitution and any action taken under these 
provisions cannot be used to deny the democratic 
aspirations of the people of a State and deprive them 
of a popular Government. 

3.4 to 3.5 Articles 200 and 201 do not apply to the 
State. 

3.6 Kindly refer to the reply to Q. 3.1 to 3.3. 

3. 7 We urge that a provision similar to Article 124 
( 4) be incorporated in Section 27 of the State Consti
tution with the modification that from the words by 
each House of Parliament "in clause (4) the words 
by each House of Legislature" be substituted and for 
the expression "Parliament in clause 5 the expression 
State Legislature" be substituted. Providing security 
of tenure to Governors would be tdesirable. 

3.8 It should be made obligatory on the Governor 
to test rival claims of majority or the claim that the 
ruling party has lost majoriy only on the floor of 
the House. 

3.10 The Administrative Reforms Commission has 
made a very valid recommendation and the need for 
promulgation of guidelines to regulate the exercise 
of discretion by the Governors is necessary, desirable 
and urgent as in the same manner and for similar 
reasons for which the constitution (fifty Second 
Amendment) Act 1985 was passed. 

4.1 to 4.5 Kindly refer to our replies to Q. 1.2 and 
3.1 to 3.3. We may also invite reference to the pro
visions of section 92 of the State Constitution which 
are reproduced as under :-

Breakdown of Constitutional 
Machinery 

92. ProvJsJons in case of faih•re of constitutional 
machinery in the State-

. (1) If at any time the Governor is satisfied that a 
situation has arisen in which the Government of the 
State cannot be carried on in accordance with the 
provisions of this Constitution, the Governor may 
by Proclamation-

(a) assume to himself all or any of the 
. functions of the Government of the 

·State and all or any of the powers 
vested in or exercisable by anybody 
or authority iil the State; 
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(b) make such incidental and consequential 
as appear to the Go\'ernor to be nece
ssary or desirable for giving el1ect 
to the objects of the Procl7unation, 
including provisions for suspending 
in whole or in part the operation of any 
provision of this Constitution relating 
to anybody or authority in the State : 

Provided that nothing in this section shall autho
rise the Governor to assume to himself any of the 
pow res vested in or exercisable by the High 
Court or to suspend in whole or in part the opera
tion of any provision of this Constitution relating 
to the High Court. -

(2) Any such Proclamation may· be revoked 
or varied by a subsequent proclamation. 

(3) Any such proclamation whether varied under 
sub-section (2) or not, shall except where it 
is a Proclamation revoking a previous 
proclamation, cease to operate on the expira
tion of six months from the date on v. hich 
it was first issued. 

( 4) If the Governor by a Proclamation under 
this section assumes to himself any of the 
powers of the Legislature to make laws. 
any law made by him in the exercise of that 
power shall, subject to the terms thereof: 
continue to have effect until two years have 
elapsed from the date on which the Proclama
tion ceases to· have effect, unless sooner 
repealed or re-enacted by an Act of the Legis
lature, and any reference in this Constitution 
to any Acts of or laws made by the legislature 
shall be construed as including a reference 
to such law. 

(5) No Proclamation under sub-section (I) 
shall be issued except with the concurrence 
of the President of India. 

(6) Every Proclamation under this section shall, 
except where it is a Proclamation revoking 
a previous Proclamation be laid before each 
House of the Legislature as soon as it is 
convened. 

We suggest that the scope of Article 356 or 
section 92 of the State Constitution should be 
restricted to :-

(i) a situation where all possible methods of form
ing a Government have failed and the Assembly 
has been dissolved: here too the maximum 
period of a proclamation should be three 
months within· which fresh elections must 
be held. 

(ii) a ~ituation of complete break<'ov.n cf I~'" 
and order in a State : the inter-State Council 
must be consulted before the Centre inter
venes. 

Stop the practice of leaving legislatures in 'sus
pended animation'. 

The Constitution should be amew!c<l to make it 
obligatory for elections to be held ·latest within 
three months of dissolution of State Assemblies or 
Parliament in the event of such a dissolution. 



4.6 to 4.7 We are of the opinion that it would be 
highly desirable to set up an inter-State Council 
under Article 263 of the Constitution for making 
recommendation for remedying the grievances 
imer alia projected by the question under reply. 
There is a great deal of justification in the criticism 
on the role of the agencies mentioned in Q. 4. 7. 

4.8 The demand of permitting greater control to 
the States over the All India Services is justified. 

4. 9 On a true and correct construction of Article 
355 s11o m.>to Central intervention would be justi
fied only in the event of external aggression. 

In so far as internal disturbance is concerned 
Centre must act in consulation with the State Go
vernment. 

4.10 There is no justification to make the Broad
casting exclusive domian of the Union. It is the 
right of the people of the States to avail of the benefit 
of the views of the State Governments as well. 

4.11 & 4.12 We maintain that the setting up of 
an Inter-State Council would far better serve the 
purposes of reducing frictions and eliminating the 
mutual grievances between the Union and the 
States and the States inter se. We agree with the 
recommendations of the Administrative Reforms 
commissioc:J. made in its report of june, 1969 and 
the Bangalore Resolution on Inter-State Council. 

It is recommended that :-

(1) The council should consist of the Prime Minister 
and all the Chief Ministers; 

(2) It should discuss matters of national con
cern. 

(3) It should be used as a mechanism m the 
appointment of key personnel to various 
offices ane institutions which play a crucial 
role in Union-State relations such as 
Governors. the Election Commission, the 
Planning Commission or the Finance Commi
ssion. This particular function, it was 
recommended, should be performed by a 
Committee to be appointed by the Inter
State Council consisting of some of its 
members and other independent per
sonalities to be co-opeted by the Council 
on the basis of a consensus ; 

(4) The Inter-State Council must have an inde
pendent Secretariat of its own. 

The guiding principle for the freedom Movement 
of the State against the nutocratic Rule which 
can collectively be called as the programme for 
Naya-Kashmir Independence came to be enshrined 
in Part IV of the State Constitution Section 3 
envisages the State to establish a socialist order of 
society for promotion of welfare of the people :-

Section 15 envisages that the State shall endea• 
vour to organise and develop agriculture and animal 
husbandry by bringing to the aid of the cultivator 
the benefits of modern and scientific research and 
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techniques so as to ensure a speedy improvement 
in the standard of living_ as also the prosperity of 
the rural masses. 

Section 16 envisages that the State shall take 
steps to organise village Panchayats and endow 
them with such powers and authority as may be 
necessary to enable them to function as units of 
self-government. 

Section 17 envisages that the State shall in order 
to rehabilitate guide and promote the renowned 
crafts and cottage industries of the State, initiate 
and execute well considered programme for refining 
and modernising techniques and modes of produc
tion, including the employment of cheap power 
so that unnecessary drugery and toil of the workers 
are eliminated and the artistic value of the products 
enhanced, while the fullest scope is provided for the 

· encouragement and development of individual 
talent and initiative. 

Section 18 envisages that the State shall take 
steps to separate the judiciary from the executive 
in the public services, and shall seek to secure a 
judicial system which is humane, cheap, certain 
objective and impartial whereby justice shall be 
done and shall be seen to be done and shall further 
strive to ensure efficiency, impartiality and in
corruptibility of its various organs of justice, 
administration and public utility. 

Section.19 envisages that State shall, within the 
limits of its enconomic capacity and development, 
make effective provision for securing-

(a} That all permanent residents, men and women 
equally, have the right to work, that is, the right 
to receive guaranteed work with payment 
for labour in accordance with its quantity 
and quality subject· to a basic minimum and 
maximum wage established by law : 

(b) that the health and strength of workers, men 
and women and the tender age of children 
are not abused and that permanent residents 
are not forced by economic necessity to enter 
avocations, unsuited to their sex, age or 
strength ; 

(c) that all workers, agricultural, industrial or 
otherwise, have reasonable just and humane 
conditions or work with full enjoyment of 
leisure and social and cultural opportuf\ities; 

(d) that all permanent residents have adequate 
maintenance in old age as well as in the event 
of sickness, disablement, unemployment and 
other cases ofunderserved want by providing 
social insurance, medical aid, hospitals, 
sanotoria and health resorts at State expense. 
Section 20 envisages that the State shall 
endeavour :-
(a) to secure to every permanent resident 

the right to free education up to the 
University standard; 

(b) to provide, within a period of ten years 
from the commencement of this Consti
tution. complusory education for all 
children until they complete the age of 
fourteen years; and 



(c) to ensure to all wokers and employees 
adequate facilities for adult education 
and part-time technical, professional 
and vocational courses. 

Section 21 envisages that the State shall strive 
to secure:-

(a) to all children the right to happy childhood 
with adequate medical care and attention; 
and 

(b) to all children and youth equal ..opportunities 
in education and employment, protection 
against , exploitation and against moral 
or matenal abandonment. 

Section 22 envisages that the State shall endeavour 
to secure to al~ womelf- • 

(a) the right to equal pay for equal work; 

(b) the right to maternity benefit as well as 
adequate medical care in all employments; 

(c) the right to reasonable maintenance, extend
ing to cases of married women who have been 
divorced or abandoned; 

(d) the right to full equality in all social, educa
tional, political and legal matters; 

(e) special protection against discourtesy defama
tion, hooliganism and other forms of mis
condunct. 

Section 23 envisages that the State shall guarantee 
to the socially and educationally backward sections 
of the people special care in the promotion of their 
educational, material and cultural interests and 
protection against social injustice. 

Section 24 envisages that the State shall make 
every effort to safeguard and promote the health 
of the prople by advancing public hygiene and by 
prevention of disease through santitation, pest and 
vermin control, propaganda and other measures, 
.and by ensuring widespread, efficient and f~ee 
medical services throughout the State and, with 
particular emphasis, in its remote and backward 
regions. 

Section 25 envisages that the State shall combat 
ignorance, superstition, fanaticism, communalism, 
racialism, cultural backwardness and shall seek 
to foster brotherhood and equality among all 
·communities under the aegis of a Secular State. 

It may be recalled !h~t unde:r the instrument 
of accession the Domm1on Legislature was em
po~ered to make laws onl.Y ~n relatio~ to Defence, 
External Affairs Commumcatwn, Ancillary matters 
relating to El~ction to Dominion Legislature as 
set out in the Schedule to the lntrument of acces
sion. Thereafter in Delhi agre~ment of 1952 
while the necessity of some financial arrangeme~t 
between the Union and the State was felt but It 
was left open for a detailed and objective examina
tion. 

We believe that out of the alternatives suggested 
·;n Part y Q. 5.2 ~he following combination of 
factors should be adopted :-
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(a) Complete separation of the fiscal relation 
of the Union and the States, abolition of the 
scheme of transfer of resources and instead, 
transferring of more taxing heads to List II, 
Seventh Schedule. · 

(b) More Central taxes such as Corporation tax, 
Customs Duty, Surcharge on Income Tax, 
etc. be brought into the shareable pool. 

(c) Financial resources, other than tax-revenues 
of the Union, be also distributed between 
the Centre and the States. 

It is also pertinent to refer to the role played by 
Planning Commission an extra Constitutional 
authority which in the exercise of its functions is 
not governed by any legislative parameter or 
guidelines. Since it possesses enormous financial 
powers the influence therefore it wields on the 
administartion of States is all pervasive. It requires 
the State Governmen,l. to seek approval and consent 
for every little item of expenditure and aid and there 
by it not only controls the formulation but also the 
execution of plans by the States. Thus apart from 
highly unfair arid one sided distribution of linancial 
resources in favour of the Centre, the procedure 
for allocation of finances to the States is also highly 
arbitrary and at times displays remarkable insensti
vity to the developmental needs. It is as a result 
of this financial arrangement between the Union 
that the dream of Naya-Kashmir set out in Part IV 
of the State Constitution has remained largely 
unrealized. 

In relation to Economical Social Planning and 
Industries we believe that entry 52 of List I of the 
Seventh Schedule has not been worked by the 
Centre in the true spirit of the Constitution and 
Industry which basically is a subject for the States 
have been transformed into a subject of the Union. 
Under the garb of Public interest nearly the entire 
Industries have been brought under the control 
of the Union. For a better and faster Development 
of the States and towards the fulfilment of their 
obligations it is necessary to remit greater control 
to the States. 

In 'the above background we proceed to deal 
with the questionnaire question-wise as under :-

5. I So far as the transfer of funds from Centre 
to the State are concerned, the devolution partly 
of central taxes and partly by grants-in-aid . has 
worked reasonably well. The 8th Finance Com
mission has particularly done a commendable job 
by keeping a side 5 ~~ of central Excise ·revenue for 
deficit States like ours. 

5.2 In a federal democratic set up, the concepts 
of "giver" and "receiver" are probably miscon
ceived, while fiscal relationship of giver and taker 
does still hold good, the avenues of revenue which 
have been assigned to the Centre by the Consti
tution are for more and elastic of than assigned to 
the States. It had to be so because of vertical 
inequities in the regions produced by many factors. 
The central taxes, major portion of which is collected 
in a relatively few States and distributed amongst 
all the States in accordance with the recommenda
tion of the Finance Commission's report is not a 



benovalent fund to the poorer State in the Country. 
It has to be remembered that a poorer State is also 
a consuming State. The production centre of the 
Country which are concentrated in a few States 
only because of their advantageous location 
survive on the market funding consuming States, 
and hence are National producting centres. Th~ 
Consuming States indirectly help in the creation 
of such productiOn centre. A casual glance at 
the C.D. ratio of richer States is for more than 
the National average while as such ratio of back
ward States like ours is far below. In other words 
it means that saving of one region provide institu
tional finance for the development of other regions 
and production centre created out of such finances 
should therefore be understood as National Produc
tion Centre. So it is no give and take. The poorer 
States get what is collected from them indirectly. 

5.2(a, b) We do not favour the complete separa
tion of fiscal relations of the Union and the States 
at least till the time vertical• economic inequities 
are removed by balanced and uniform development 
of all States. We also do not support the transfer 
of " a few more elastic taxation heads to List II". 

5.2(c) We also don't support the idea to transfer 
all the taxing powers to the Umon List and the 
respective shares of the Union and the State to be 
specified in the Constitution itself. The States 
have only a limited power to tax and baring Sales 
tax, every other tax in the State list is an inelastic 
one. Certain taxes like sales tax are based on the 
principles of destination and many distortions will 
be produced in the shole economy because ofcascand
ing etc. Therefore not much will be gained 
but on the other hand, it will be a blow . to the 
federal structure of the Country. 

5.2 (d,e) Yes, All taxes which are collected in 
the States should form the divisible pool. There 
is no justification to keep them out of it. By accept
ing · these out of the central pool, a tendency has 
developed that surcharges and special duty which 
are not sharable are increased and the basic duties 
which are sharable are kept constant. 

5.3 If giving more financial powers to States 1)1ean 
that share of elastic sources of revenue should have 
nexus with the collection, we certainly agree with 
the view. It has to be remembered that quite a good 
proportion of tax collection in a State is passed on 
to consumers outside that State. So the Centre has 
the obligation to see and cater for the need of the 
poorer State to remove imbalances and · inequities. 
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5.4 Primarily, the Centre would attain the objective' 
set further in the preceding question by raising 
more resources through taxation, through· sub
ventions from richer States to Central pool and 
better control over expenditure. Deficit financing 
should be resorted to only as a last resort and has 
got to be kept within manageable limits. 

5.5 It is a fact th~t the present mechanism of de
volution has not been very h~lpful in bridging the 
gap in resources between poorer and the richer States. 
This is mainly because almost a uniform criteria is· 
followed in allocating share of taxes etc. Backward
ness of an area can't just be determined as the basis, 

of per capital income alone. Geographical conditions, 
cost of development, area, facilities of communica
tion infrastructure faci~ities are hardly given any 
wetghtage. The 8th Fmance Commission has itself 
admitted that cost of creating or maintaining a 
capital asset in a State like our is 30% more. We 
would therefore suggest that in determining the 
devdution to our State, the following factors should 
also be taken into consideration :-

(a) per capita income 
(b) Area • .• 
(c) Geograp"ical conditions 
(d) Cost of Development • 
(e) Facilities of communications 
(f) Other infrastructure facilities 
(g) Population 

Weightage 
10 
15 
30 
15 
10 

0 

10 

The Planning Commission has been doing reasona
bly a good job in the given policy framework. In 
the case of a poorer States like our, pattern of financ
ing has to change. Our State, though classified as 
~pecial category State is treated differently. Pattern 
of financing in the case of special category States, 
as is well known is in the ratio of 90% grant and 10% 
loan, but in our case it is 70% loan and 30% grant. 
Repayments of principal and interest thereon are 
ever on the increase and are main forces widening 
our resources gap. This pattern of financing has 
made our plan stagnent because planning com
mission is requird to provide for our non plan resour
ces gap also, which is provided entirely at the cost 
of our plan. This pattern of financing is almost a 
sugar coated pill for us. 

We have made very strernous efforts to raise our 
revenue. During the fifth and sixth five year plan · 
our average growth rate at base year's tax base of 
these two plans has been of the order of about 15 % 
and 11% respectively. This effort is an ongoing 
process and is taken note of by the Planning Com
mission. But tax efforts of a State like our should 
not be evaluated on the basis of percentage growth 
alone: The factors under which tax system in a poor
consuming State like ours operates should be taken 
into consideration. We are constantly lurking under 
the fear of diversion of trade because of undercuting 
of tax is also progressly decreasing because of the 
way Central Sales Tax and purchase tax levied by 
the other States have developed. 

Efficiency and economy in management of a tax 
system should be evaluated on the basis of cost 
of collection alone. 

5.6 It is not that the Finance Commission and Plan-
. ning Commission are not adequate for the purpose 
but the orientation towards poorer States like 
ours has to change,- if uniform development of the 
Country is the objectve. 

5. 7 We ont support the idea of transfer of 
central taxation powers to States. The present system 
as very prudently though of by our constitution makes 
needs to be maintained. There should also be no 
increase in the we khand policy in respect of its 
taxation powers under pressure from richer States and 
thereby contributing to inequities. The develop- . 
ment of Central Sales Tax is a typical example in 
this regard. 



The Central Sales Tax was introduced to avoid 
double taxation and rate of tax was consciously 
kept as low as 1 %- The tax was assisgned to the 
States which collected it, and the rate being very 
low, nobody took any notice of it. The manufactur
ing States soon thought of this tax as a revenue 
earning devise and pressurized the centre to 
raise the rates of this tax. Unfortunately, the 
Centre obliged them and current rates are 4% and 
10% depending upon whether the sale is made to 
registered or unregistered dealer. The yield on ac
count of Central Sales Tax has grown from Rs. 63.10 
crores in 1964-65 to Rs. 465.10 in 1976-77. This tax 
is collected from the manufacturing States from out of 
State population particularly those living in consuming 
States like ours. The objective of this tax as was 
originally conceived has completely eroded. In fact 
the objective now is just the reverse. 

This tax having because a revenue earnmg devise 
for manufacturing States has provided an impetus 
to further increase the vertical inequities between 
the States.' Besides the revenue which manufacturing 
States derive from out of State consumers, this tax 
has also reduced our potential to enlarge our tax bas~ 
both horizently or vertically. 

Now the correct the anomoly'and in the interests 
of bridging the gap, 50% of the· yield on account of 
Central Sales Tax should go to the central pool for 
eventual distribution among poor States like ours, 
in the alternative the rate of Central Sales Tax should 
be rdueed to 2% and specified in the Constitution 
itself. 

The 8th Finance Commission has kept aside 5% 
excise revenue for distribution amongst deficit 
States. Our State is the beneficiary of that provision. 
Though laudable, it has given us only a marginal gain. 
Our resources gap for the purposes of grants-in-aid 
under Article 275 of the Constitution has apparantly 
been worked out after taking into account the devolu
tion out of that 5% of central excise revenue also. 
Had such a measure not been adopted by the Finance 
Commission, the money would have come to us 
under Article 275. The marginal gain is due to the 
fact that while grant under Article 275 is fixed, share 
of tax generally increases because of the bouncy of 
tax. We would therefore suggest that allocation from 
this 5% excise revenue shoul~ come to us as an ad
ditionality with no nexus wtth our resources gap. 
This we could spend on developmental proJects. 

5.8 We have already said that we don't favour 
any change in the "taxing _tasks" of the. ce~tre and 
the States as laid down m our Constitution. We 
only want' mechanism of devolution to change so as 
to reduce inequities. 

5.9 In this respect also, we prefer the }status quo. 
One can perceive many advantages C?f a tempor!lry 
Finance Commission as provided for m the Const~tu
tion over a permanent one_(if created). The most Im
portant of which is relattvely les~ mterference. Even 
the approach given in the question under refere~ce 
does not define the role of Finance and Planmng 
Commissions in mutually exclusive ter~s. In such a 
·situation overlapping and interference m each other 
dominions is but natural. 
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5.10 When planning the e\penditure. the devolu
tion under the Finance Commissions award is alwavs 
kept in view. But such devolution have not narrowed 
down the disparities in public expenditure among 
the State. That is why, we have suggested abo\'e, 
that basic philosophy underlying the devolution to 
poor States like ours must change. 

5.11 It is not correct to say that the system has 
inbuilt properties for financial indisipline and im
providence in term of exaggerated revenue delkit 
forecases. It is more of a question of mutual mistrust 
between the Union and the States. Outdated informa
ti .. m system also plays a role in the situation. Changes 
for better are already discreable with the comput••risa
tion of information at various levels. 

5.12 We agree with this view, It has in fact already 
been put in operation by the Eighth Finance Commis
sion. Grant-in-aid should in fact be an additionally 
over and above the resource gap as may be deter
mined by the Finance Commission and should be 
used as a lever to remove disparities between Richer 
and Poorer States. 

5.13 In the light of our response to question (5.12), 
we are inclined to agree with (ii) and (iii) propo,i
tions. 

5.14 No revenue, tax or non-tax should be added 
to the divisible pool, that shall only further widen 
the gap between the richer and poorer States. There 
is however a necessity to create a special fund wherein 
a minimum of 50% revenue earned from Special Bearer 
Bonds and others (both tax and non-tax heads) not 
shared till now be pooled and distributed to poor 
States like ours. 

5.15 Yes. 

5.16 We don't agree with the view that in terms 
of percentage, the transfer of revenue receipts from 
Centre is showing a declining trend. According 
to a study; Central Government Expenditure publish
ed by National Institute of Public Policy and Finance, 
New Delhi, it is in fact showing an upward trend. 
It is however a fact that fixed imblance of poor 
states like ours is on the increase and one of the main 
reason for that is the pattern of financing by the 
Centre. 

5.17 In own case, it has happened because of 
pattern of financing by the Centre. As has already 
been explained that our State has been classified 
as a special category State, yet the pattern of financing 
(90% grant and 10% loan) is not applicable to us. 
During the Seventh Plan period, our State is to repay 
Rs. 380.50 crores as principal and interest thereon 
to the Centre. This amount is very close to the quantum 
of our resource gap (Rs. 438 crores) worked out by 
the Planning Commission for the 7th Plan period. 
The gap will be wipped out if pattern of finance 
(90% grant and 10% loan) is made applicable to us 
also. 

5.18 We don't agree with this view. Reserve Bank 
of India is in fact doing a good job in this regard. 

5.19 If it is so, there is no justification for the 
centre to charge more than what it is actually required 



to pay to a ~oreign lender. Foreign credit to the State 
shall be ava.lable at the rate at which the finance is 
made available by the lender. 

5.20 We have said earlier that Reserve Bank of 
!ndia is doing a good job in the direction. There 
IS no need. to mcur extra expenditure in creatin<> 
a loan council. "' 

5.21 We don't have any such arrangement with- the 
Reserve Bank of India. We have, however, a Ways 
and Means arrangement with J & K Bank Ltd. to 
the extent of 10 crores with the approval of Reserve 
Bank of India and Government of India and were 
managing the facility, prudently and efficiently. 

. 5.22 So far as our State is concerned, this view 
IS not correct. It has been our constant endeavour 
to tap all the available sources of revenue. We 
have gone to the extent of taxing even services and 
contracts under our sales tax law much before Forty
seventh Amendment to the Constitution came into 
being. 

5.23 One IS inclined to agree on the basis of 
reports of various Commissions and statements 
made by the Senior Minister of the Government of 
India. We are however, satisfied with the way the 
Union Government is tackling the situation for the 
last two years. We only hope that these efforts are 
made on continued basis. 

5.24 The collection of duties and taxes enumerated 
in Articles 268 and 269 do not form part of Consolida
ted Fund of India but is assigned to State. It is, there
fore, necessary that the Union should ascertain the 
.views of the State Government before moving a 
Bill to levy or vary the rate structure or abolish any 
of the duties and taxes specified in the above referred 
Articles of the Constitution. 

5.25 Yes, we also feel that this provision of the 
Constitution has not been tapped to its potential. 
The fact that net proceeds of the duties under this 
Article have been assigned to the State is often cited 
as a cause for the Centre's indifference. Much of 
the bitterness would go, if serious efforts are made 
to exploit this Article. 

5.26 We fully endorse the view point of the States 
as enumerated in tl:e question. The fact that this grant 
has almost remained static, we are in net terms 
getting less than what we got in late fifties. This 
should be increased and must have nexux with the 
increase in railway fare. 

5.27 These Union Territories may not be getting the 
benefit of buoyancy in Central taxes but we cannot 
brush aside the fact that Central Government spends 
significant sums in these territories. In fact we have 
a feeling that these territories are the spoilt children 
of the Union. Therefore we do not favour any change 
in this regard. 

5.28 The present arrar.gemement has worked 
reasonably well. One complaint which has often been 
heard is the delay in giving relief to suffering people 
which needs to be avoided. The Centre would do 
well in believing the States in their estimates of damages 
caused by natural calamities. Inspections by the 
Central teams should not be necessary. 
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5:2~ The ne_ed . of the hour is to Consolidate the 
ex1stmg Inst!tut10ns other than creating new ones. 
All t~e functions enumerate in part 2 and 3 of the 
9uest1o~ are bemg looked after at present by different 
mstltuuons !Ike ~Bl Planning Commission, NTEPFP 
and other agencies of Government of India aaencies · 
These instit_utions need to be strengthened to c;me up: 
to expectations. We would also think of having a per
~anent Secte~atiat of National Development Council 
m Delhi havmg representations from all the States 
to act as hason Bereau of the State with the Centre 
in all its problems. 

5.30 We agree to the extent that the funds should 
be spent prudently and the benefits got back largely 
I? the people. We however, do not subscribe to the 
v1ew that issues like "who collects the funds and how 
collected funds should be distributed" are not relevant. 
Ou~ ConstitutiOn makes in their wisdom very rightly 
de!meated functions of the Union and States in 
th1s behalf.. A~d if they did not specify the mode 
of distnbutiOn m ConstitutiOn itself, it is because 
they _were con~cious that State will have peculier needs 
at different times and hence prescribed a Finance 
CommiSSIOn to evaluate such needs once in five 
years. 

5.31 (a} We agree that periodical assessment is 
necessary not only in case of Union but States also. 
In fact Finance Commission has been doing this reaso
nably well. The Finance Commission has been laying 
down even the guidelines for expenditure. 

. (b) It is not true that expenditure of populist nature 
IS over emphasized. Populism has come to mean 
~a_ny_ things_ to many people. In a free democracy; 
It IS 1mposs1ble to separate politics from economic 
Planning. After all do not we have a Planning Minister 
from out of Politicians who is elected by the people 
and represents an area. The investments made ·in 
constituencies of imp?rtant . central leaders duririg 
the last twenty years will ractlfy our view that politics 
~a~ not b~ seherited from planning expenditure and 
~t ~~.not ng~! to accouse the States of over spending 
m popuhst measures. 

(c) This is already being done by both Finance 
Commission and Planning Commission. Our views 
in this regard as already explained is that no new 
institution be opened but the existing institutions 
need to be consolidated. · 

5.32 The C A G of India is in charge of the audit 
and accounts not only of the Union but also of the 
States. The article 150 of the Constitution per
petuates the centi·alized and combined system that 
existed prior to the Constitution. There is no provision 
in the Constitution, corresponding to sec. 167 of 
the Government of India Act, 1935. under which a 
provincial legislature had the power to create the 
office of an Auditor General for that province. There 
is now no scope, under the Constitution for the 
appointment of· a State Auditor General. The 
advantages of the centralised system are stated to be 
uniformity as well as economy. 

The greatest disadvantage of a centralized system 
is a procedural delay involved in each operation; 
The Accounts be it appropriation account or Finance 
Accounts of a year are made available to the State 



generally three or four years after the close of the 
year to which it pertains. It then became difficult 
to take corrective action and questious raised remain 
under protracted correspondence. The Commission 
should there consider to decentralize the powers of 
the CAG. 

5.33 The fact that the desirability of 'evaluation 
audit' is well established, it therefore needs to. be 
introduced. The ·voucher audit' quite often get 
bogged down under rules or regulations develop
ment of which have not kept pace with the changing 
times. 

5.34 Yes. 

5. 35 Reporting is generally compn hensive and 
accurete but are considerably dflayed. 

5.36. Yes. 

5.37 This Committee does act as an watch dog. 

5. 38 We don't agree with the view that expenditure 
Commission is needed. The existing institutions need 
to be consolidated and procedures"' simplified and 
streamlined. 

5.39 We strongly agree with the view given as the 
backdrop to the question. The Central team could 
undertake physical inspections periodically to ensure 
the proper utilisation of funds. 

6.1 The vital role of the Central in undertaking 
·Planning in a national perspective to meet national 
needs, subscribing to national priorities. and co-

' ordinating the sectoral as well as territorial plains, 
is recognised by the State Government, procedurally, 
the Planning Commission prepares the Five Year 
Plan I' document which is considered in the meeting 
of the National Development Council (N.D.C.). 
After the endorsement by the N.D.C., the Five Year 
Plans is adopted for implementalion. Whereas the 
procedure is now for the preparation and approval 
of the Five Year Plans is now established over the 
last so many years, the shortcoming, pointed out 
by A. R. C. study team as well other studies conducted 
by experts have validity. The basic difficulty appears 
to be that :-

(a) the consultation with the State Governments 
with a view to involving the task of not only 
determination of goals but also the implemen
tation of programmes of national priorities 
whose implementation l_ies in the State 
Sector, is inadequate: 

(b) the plan documents prepared by the Planning 
Commission are not received by the State 
Governments in sufficient time to enable a 
proper scrutiny to be done with a view to 
presenting the State's view point in the N.D.C.: 
and 

(c) there being a very large number of Centrally 
Sponsored Schemes with which the Central 
Ministries attempt to incorporate programmes 
of national priority in the State plans. 

The above mentioned short-comings can be removed • 
through providing for a more detailed consultation 
with the States that is presently available at the stage 
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of formulation of the plan, by making available the 
dr~ft plan document to the States in better time; 
and by reducing the large number of Centrnlly Spon
sored Schemes. Some of the Centrally Sponsored 
Schemes could be transferred to States with supporting 
funds so that these can become a part of the State 
Plans and the responsibility for implementing such 
schemes would then become the responsihility of the 
States. 

6.2 Although the present planning process has 
been evolved and established on the basis of experience 
gained over the last so many years, the shortcomings 
of the planning process have been mentioned above 
in response to Question No. 6 ·I. Whether the NDC 
is given a statutory status or not, the shortcomings 
mentioned in the above paragraph would continue 
to operate till action is taken to deal with the short
comings. The NDC should certainly have the oppor
tunity of expressing opinion on matters of national 
importance; and, for this' purpose, the NDC coul.t 
meet more frequently on• issues of critkal national 
importance than is the case now. However. the main 
shortcomings in the present planning procedure being 
inadequate consultation with and inv<'lvement of the 
States, the removal of these-shortcomings through 
corrective action assumes the highest importance. 

6.3 As mentioned in response to Question 6 ·1, 
there are shortcomings in the procedures of the Plan
ning commiss;on that prevents a closer consultation 
with and involvement of the States. Suggestion for 
overcomings the shortcomings have also been sug-· 
gested in response to Question No. 6.1. 

6 ·4 The State Government· would support the 
· suggestion at Question 6 ·4 (ii) above that the Planning 
. Commission should be a high grade advisory hody 
of economists, technologists and management experts. 
This view is supported because it is only such a 
body that can prepare a Five Year Plan for the 
whole country taking into account all the comp
lexities-both techincal and administrative that 
the preparation of such a plan involves. It is only 
with the help of a plan drawn up by such a body 
of experts that the NDC can consi<'er the propo.ed 
national effort and indicate the goals and direction 
that the national planning effort should have. 

6.5 As regards the question of making the Planning 
Commission an autonomous body under the 
NDC for over~seeing planning investment and 
decision making at the national level, there are advan
tages as well as disadvantages in the proposition; 
the advantage would be that as an auton,mous body 
working under the NDC-and to that extent working 
as a secretariat for the NDC.-the Planning Commis
sion .vould acquire more independence and objectivity. 
On the other hand, the disadvantage is that, keering 
in view the federal structure of the country and the 
changes that may take place in the comple,ion of the 
State Governments from time to time, the coherence 
and direction of Planning ·Commission mny suffer. 
In addition, the liaison of the Planning Commis'lion 
with the Central Ministers which are chaneed with 
the implementation programme of national impor

. lance and are provided substantial funds from the 
Five Year Plan for this purpo.e, may alsn ~uft"er. 
On the balance, the structure of Planning Commis
sion as presently constituted could continue although 



it is important that the short-coming' mentioned in 
the statement in response to Question 6 ·I are removed 
as soon as possible. 

6.6 There is need to consider and incorporate 
national priorities in the State Plans and the States 
themselves are conscious of this. Procedurally, 
the incorporation of national priorities in the State 
plans is sought to be achieved through the consul
tations that are. made before the Five Year Plans 
are drawn up. In addition, the Planning Commission 
through the mechanisms of transferring Central 
assistance to the State, through the procedures for 
approving Centrally Sponsored Schemes and generally 
through exercising their role of over-seeing the 
drawing up as well as implementation of the State 
plans ensures that the national priorities are in
corporated in the State Plans. However, it is also 
true that through the introduction of a very large 
number of Centrally Sponsored Schemes and through 
examining in the great a detail the State's finances 
and plan, the initiative of the State tends to be eroded 
and this creates an impression that the autonomy 
of the States is also being eroded as mentioned in 
response to Question No. 6 ·1. Corrective action to 
over-come the present short-comings of the Planning 
process would restore the initiative of the States and 
also remove the complaint that the autonomy of 
the States is being eroded. 

6. 7, 6.8 & 6.9 The present system of channellising 
the Central assistance by way of loans and grants 
through the Planning Commission to the States 
attempts to ensure that certain funds are earmarked 
for development and are not to be diverted by the 
States for non-developmental purposes. To provide 
for special handicaps of particularly backward States, 
there is a system for providing 90% grants and 10% 
loans for the Special Category States. Nevertheless, 
it has been noted that the present system operates 
against the economically weaker States whose resources 
are small as also against special areas like tribal and 
hilly areas which face special problems of deprivation 
and lack of resources and skills. It has also been 
noted that the object of balanced regional develop
ment and removal of poverty has not been achieved 
to the extent that was desired. In view of this, the 
arrangements to make special nrovision for the 
economically weaker States and for areas that have 
special oroblems of development need to be strengthen
ed. The programmes for development of special 
areas have to be so made that they dovetail with the 
States plan as well as the Central national plan. 

Specific to the J & K State, although it is a special 
Cat c gory State, the present pattern of providing 
Central assistance is of 70% loan and 30% grant with 
tbe liability of loan repayment that this involves. 
It is necessary to provide Central assistance to J & K 
State through the pattern of 90% grant and 10% 
loan as is the case with other Special Category States. 

6.10 As Iaready mentioned in response to 
Question Nos. 6.1 and-6.6, there are at present a very 
large number of Centrally Sponsored Scheme which 
need to be reduced in number. Some of the programmes 
presently sought to be implemented through the 
Centrally Sponsored Schemes need to be transferred 
to the States together with the funds so that they 
can be incorporated as part of the State plan and 
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implemented as such. If this were to be done, the 
State pla~s would incorporate national pricrities. 
And provtded that more satisfactory consultations 
have been made prior to the formulation of the Plan 
the State's involvement and initiative would b~ 
ensured and the need for more detailed scrutiny 
of the large number of Centrally Sponsored Schemes 
would be removed. This would also solve the present 
problem of the States getting into a dependent rela
tionship with the Central Ministers to get their schemes 
approved. 

6.11 Although the monitoring and evaluation 
machinery in the Planning Commission as well as 
in the States over the years, it is still perhaps one of 
the weakest elements in the planning process both 
in the States and at the Centre. This is because due 
importance was not given in the past to the critical 
part that monitoring and evaluation plays in the 
processes of plan formulation and implementation. 
It is necessary, therefore, to give a far greater priority 
to the strengthening of the monitoring and evaluation 
machinery in the States as well as at the Centre. Also, 
keeping in view the large amount of data that has to 
be collected and collated it is necessary to introduce 
better management information systems (M.I.S.) 
and the use of computers in this field. 

Where certain projects have been taken up with 
large investment of funds and have run into special 
problems of cost and time-over runs, there is need 
to undertake specially close"' monitoring of such 
identified projects. A quarterly or biyearly review of 
the progress of the critical areas of the plan and 
particularly large projects by the Planning Commission 
would also help in strengthening the existing system 
of monitoring and evaluation. 

6.12 Decentralised Planning will certainly promote 
the involvement of the people and this introduce 
a spirit of cooperative federalism in the Planning 
system. District plans as well as plans at the Black 
level need to be prepared and implemented keeping 
in view the Development needs at these levels. Where
as it will be for the States to develop the District 
Plans, as has been successfully attempted in J & K, 
the Centre could assist through provision of necessary 
infrastructure, training of the staff and provide 
financial incentives to the States that undertake to 
introduce the system of decentralised planning. 
A criticism is made that decentralised planning being 
too close to the ground comes under local pressure 
and thus distorts plan priorities. Although there is 
validity in this criticism, there is no alternative to 
introducing the decentralised planning in the States 
as a means of ensuring people's participation. The 
problem of local pressure can be resolved through a 
process of training as well as increasing the sense of 
responsibility of local level leadership which can 
only come about if such local level leadership is given 
the chance to participate in and have experience of 
decentralised planning. 

6.13 The intention behind the setting up of planning 
Boards was that the State Planning Departments 
would have the benefit of the advice of experts in 
various fields. The experience of the State has been 
that the Planning Boards have not served the intended 

' purpose and very often discussions in the Planning 
Board have tended to become an academic exercise. In 



view of the past experience, it is not possible to recom
mend that, with the setting up of Plannin Boards, the 
National Plan showc. necessarily become more in
dicative. Quite apart from the fact that the monito
ring the evaluation system are presently week, it is 
also true that the planning machinery of the State 
itself lacks in professionalism and expertise. It is, 
therefore, important that priority should be given to 
introducing greater professionalism and expertise in 
the Planning Department of the States. It is only 
after the planning monitoring and evaluation machi
nery of the States has been strengthened and the 
Planning Boards have gained more experience and are 
able to serve the purpose for which they were con
ceived and established that the question of making 
the National Plan more indicative and less imperative 
can be considered. 

7.1 It is a fact that the First Schedule to the Indus
tries Development and Regulations Act has been 
expanded so greatly that there is virtually no industrial 
activity which does not come within its purview. 
The element of 'vital public interest' and 'National 
importance' considerations for including the vast 
majority of items contained in this Schedule is difficult 
to discern. The underlying considerations for 
bringing different industrial activities under the licen
sing fold at different points of time very greatly and 
so also the grounds for grant of approval or rejection. 
Consequently, obtaining an industrial license has 
become a matter of chance. Even for the manufac
ture of items which are not included in the First 
Schedule of the Act, the extent of Central regulation 
in terms of allocation of scarce raw material, grant 
of import licence etc. are such that 'industries' has 

· · indeed become a Union subject. A number of specific 
instances can be given in support of the argument 
that industrial licences were denied to J & K on the 
grounds that sufficient capacity existed in the country, 
when subsequently additional licences for the manu
facture of the same item of manufacture were granted 
for location in other parts of the country. However, 
these are not being listed as the detail of licence to 
J&K was not a part of a deliberate policy but a result 
of the growing complexity of the entire licensing 
labyrinth. 

7.2 (i) The national public interest sought to be 
served should be defined. While under changed 
circumstances the norms for defining the national 
interest may change, the list of industries regulated 
should also undergo a change rather than just having 
more and more industries added into the First Sche
dule. The reasons for the regulation of a certain 
industry may differ from the reasons for regulating 
some other industry. It is worth examination as 
to whether the same instrument viz. licensing, is the 
appropriate instrument for regulating all industrial 
developmental activities. The Industries Development 
and Regulation Act should regulate only what can 

( be defined as the core industrial sector. This would 
inelude such industries which contribute either to the 
national security or, in turn, provide raw materials 
or plant and equipment required for other industrial 

activities. 
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(ii) under the above definition, the folio\\ ing cntrie~ 
m the First Schedule would be eliminated : " 

1A (3), (4), {5), (7) 

1B {2) 

s {2), (3), {4), {6), {7), {9), {11, 

6 eniire entrY 
7 {5), {6), (7) 

8 entire enlly under B and C. 
10 11, 12, 13, 14, 15, 16, 17--cnlirc cnlr) 
19 entire entry other than (1), {2) and {10) 

~o. 21, 22, 23, 24, 25, 26, 21, 28, 29, 30, 31, 
U, 33, 34, 35, 36 and 38. 

This is not to say that the industries under the heading 
of the entries mentioned above do not rcqwre any 
regulation or laws governing them. However, dt
fferent industries need regulation for dilli:renl reasons 
and can be dealt with differently. 

7.3 If the industries listed in response to questions 
7.2 (ii) are delated from the First Schedule a lot of 
delay that presently takes place in industrial licensing 
would be eliminated. Since the IDR Act came into 
force, the objective situation in the country has 
changed greatly and the national financial institutions 
such as IDBI, IFCI etc. can act as more ell"cctivc 
instruments for channelling industrial investment into 
desirable areas than the ID R Act. 

"'or industries not covered by the First s~hcdule, 
as proposed to be amended, guidelines can be issued 
from time to time indicating where foreign collabora
tion/import of capital goods and raw materials can be 
permitted. Powers to permit import and foreign 
eollaborations, within the guidelines laid down, should 
be decentralised by setting up offices of the relevant 
authorities at least in every State and Union Terri
tory. Only such cases as do not fall within the guide
lines should require to be considered by the Union 
Government at Delhi. 

7.4 (a) It is not a question of organisation a> much 
as inadequate availability of raw material, availability 
of working capital and of adequate purchasing power 
of the vast majority of the population that hinders 
the growth of the small sector. 

(b) There is an inherent contradiction between 
"efficiency" (technology) and "equity" (employment 
generation). There is, therefore, a need for evolving 
a methodology in terms of norms for balancing the>e 
two factors in the evaluation involved detcrminmg 
the '"appropriate technology" for an industry at a 
given point of time. Incentives given for the establi
shment of industries should take this criteria into 
consideration. 

7.5 As far as J&K is concerned, the functions of 
the national industrial financial institutions has been 
positive and satisfactory. 

7.6 It would not be necessary to take States into 
confidence for deciding on the location of public 
sector investments if the norms for such decisions 
were clearly laid down and adhered to. Different 
rationals are given for location decisions taken in 
respect of different Central investments. It is thia 
that gives riee to criticism. Jammu and Kashmir 
has been particularly unfortunate in respect of Central 
Public Sector investments. Only two relatively small 



public sector units are located in the State viz. a half 
a million watch per annum manufacturing unit of 
the H 'liT and a one lac telephone instruments per 
annum manufacturing unit of the ITI. 

7. 7 Since the public sector is also considered as an 
.nstrument for promoting balanced regional growth, 
;uch States as cannot have heavy industry located 
within their boundaries should be compensated by 
investment in other fields which could be more ap
propriately located there. In the case of J&K, poten
tial areas for central investment are in the electronic 
and light engineering fields. 

7.8 While Central fiscal and financial incentives 
for the promotion of industries in the industrially 
backward districts/areas has, no doubt, contributed 
to industries being attracted to such areas, there 
is need for greater discrimination in making available 
such incentives For instance, industry would obviously 
prefer to be located in an industrially backward 
district of an industrially advanced State such as 
l\lah<trashtra, Gujarat, Karnataka etc. rather than in 
a similar district of an industrially backward State such 
as Jammu and Kashmir, Himachal Pradesh or tl1e 
north-eastern States. This is because with the incen
tives remaining the same, an industrially advanced 
State otfers better infrastructural facilities. These 
facilities include industrial work culture, availability 
of trained manpower and management personnel, 
telecommunications net-work, roads, power, market 
outlets etc. In the existing circumstances of indus
trial licensing, a very important factor for the 
greater success of certain industrially advanced 
states is information. 

9.2 While the recommendations of National Com
mission on agriculture is laudable and the long term 
perspccti\e has to be developed where central and 
centrallv assisled schemes should form ultimately 
part o( the State sector, the State of J&K because of 
its financial constraints would like the centrally 
sponsored and centrally assisted schemes to continue 
on the central sector with a view to providing the 
linancial and technical support at a national level. 
The special category States like J&K would like to 
ha\ e schemes of national importance to be taken 
up in a big way wtth central assistance till such times 
as the results of such schemes reach desired level. 
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9.3 The recommendation of the National Com
misswn on Agriculture about the association of the 
State Govt. to the formulation of the Central and 
Centrally sponsored scheme is highly laudable. It 
has been found that at times the schemes do not 
take into account the local problems and in the 
agriculture sector in particular, the schemes have to 
be location-specific, therefore, it should be ensured 
that such schemes are cleared at the appropriate 
forum before being implemented. These should 
take into account the special requirement of the 
State>. lt has been also found that some schemes 
do not ha'c general application and, therefore, 
States "blCh do not avail the benefits of such schemes, 
they could take up the schemes which have relevance 
to their conditions. 

9.4 While the policies formulation by the Central 
Government regarding the fixation of minimum of 

fair prices for Agricultural products are being im· 
plemented on the recommendations of the High 
Power Commit_tees, the State Governments are being 
consulted and 1t IS seldom that the recommendations 
of the State are agreed. The view points of the State 
Governments should be considered in right perspec
ttve. 

9.5 While the role of the National Institutions like 
•'Indian Council of Agricultural Research", NABARD 
etc. in the Agriculture development of the country 
1s laudable, the policies and the detailed frame-work 
are not evolved in consultation with the State Govt. 
It would be desirable that the States of various Zones 
are being associated in rotation for a fixed tenure 
on these institutions with a view to reflect their view 
point on the policy formulations and also ensure 
to have feed back to take the corrective measures 
wherever required. 

I 0.1 The present arrangement is, by and large, 
satisfactory. Improvement can, however, be sugges
ted in the matter of proper co-ordination regarding 
the procurement, pricing etc. 

10.2 The arrangements for administering the Essen
tial Commodities Act and other regulatory Central 
Acts ·atrecting States' areas of responsibilities should 
normally be reviewed periodically because the situa
tions go on developing which need remedial steps 
which can be decided upon in periodical. meetings. 

11.1 There is not much of interference from the 
Government of India in the field of Education. It is, 
however felt that whatever little improvement is 
needed could be achieved to a large extent by inclusion 
of an expert from the State Governmept on the apex 
bodies of NCER l'/NIEPA etc. 

The country has more or less adopted in All India 
Pattern of Syllabi in all subjects upto Class 12th. 
While in Science Subjects in All India Pattern is sup
ported for undergraduate courses but in the humani
ties field there should be a percentage of flexibility 
in as much as the States should be left to add upto 
30 ~.keeping in view the local history, Geographical 
condiiions, envtronment and the like. 

11.2 As has been stated in reply to Question No. 
11.1, there is need to include a representative of the 
States in apex bodies of UGC, NCERT, NIEPA 
etc. There is already a body in which Ministers of 
Education of all the State Governments are represented. 
There is no doubt that the inclusion of the Minister 
in such bodies will be effective but for co-ordination 
and discussion the inclusion of experts in the field 
representing various State Governments can be more 
useful. 

As at present the UGC have restricted College 
Education to students at undergraduate level by 
laying a minimum of 40% marks for BA General 
Arts stream admission; for B.A. Science General 
stream the minimum percentage is 50% raising this 
by !0% more for admission to B.A. Honours. On 
the other hand the pass percentage at Class 12th 
is between 33 & 34 percents. A question arises as 
to what option is there for the students who pass a 
12th standard with less than 40% marks. The answel' 



could perhaps be that such students should go in 
for further education through distant education/ 
open university system. Here also there is a fiaw 
so far as particularly such students who go in for 
distant education for LLB are concerned. Such 
students though possessing LLB Degrees arc not 
allowed to practise law. 

It is this kind of problem. which can be discussed 
in the apex bodies of the UGC etc. in case the experts 
from the States are given representation there in. 

11.3 It has already been suggested that inclusion of 
experts in the policy framing bodies of various 
organisations connected with the development of 
education should be considered so that the difficul
ties and short coming, if any vis-a-vis the States are 
pin-pointed at the time of policy framing to ensure 
speedy implementation of the policy laid down. 

There is already a national Apex Body at the level 
of Ministry of Human Resources Development. 
There could be another body which should include 

•· 
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atleast one expert from each State dealing with the 
policy, programmes and irnpkm~nt.l!1on. The 
process of decisions. consultati,,n and presentati,>n 
should be the main work assigned to this hclJy. 

11.4 There arc noJtwo "l"n"m' that tho: l\m,t•
tutional guarantees as envisaged 111 Art. ~9 & Jll 
should continue to remain. The sucg6tion lww
ever is that all such institutions sliouiJ comrul
sorily follow the syllabi prescriheJ hy the G,wern
ment of India/State Governments. In ""e moral 
religious education is proposed to he unparted. the 
same should be within the four corners of the Con
stitutions. The Text Books. if any. prescnhed f<>r 
such moraljreligious education need be screened h) 
experts of the Education Department hef<>re the 
same are actually put in practice. 

11.5 There is no specific conflict hut there is need 
for closer co-ordination and consultation hctw~cn 
the Central and the State Government in regard to 
formulation of programme for Educational lkvc
lopment. 
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Karnataka 

REPLIES TO THE QUESTIONNAIRE 

PART I 

INTRODUCTORY 

1.1 Our Constitution can be called FEDERAL as 
that was the intention of the Constitution makers. 
No doubt in State of West Bengal Vs. Union of India 
AIR 1963 SC 1241, the majority has stated "the Consti
tution of India is not truly Federal in character". 
In this case Subba Rao J. dissenting from the majority 
has observed: "The Indian Constitution accepts 
the federal concept and distributes the sovereign 

, powers between the co-ordinate constitutional enti-
ties namely, the Union and the States." 

, In Atiabari Tea Co. Ltd., Vs. The State of Assam 
AIR 1961 SC 232 it was said : "It is a federal Consti
tution which we are interpreting, and so the impact 
of Art. 301 must be judged accordingly." Again in 
Automobile Transport (Rajasthan) Vs. State of 
Rajasthan AIR 1962 SC 1406 it was stated : "The 
evolution of a federal structure or a quasi-federal 
structure necessarily involved, in the context of the 
conditions then prevailing, a distribution of powers 
and a basic part of our Constitution relates to 
that distribution with the three legislative lists in the 
Seventh Schedule". 

The observations 'in the , aforesaid earlier cases 
have not been noticed in AI,R. 1963 SC 1241. 

The historical basis referred to in AIR 1963 SC 
1241 only relates to the position which was ia British 
India and does , not relate to the sovereign Indian 
States, though subject to the suzerainty of British 
Crown. In internal matters the Indian States 
were treated as foreign states vis a vis British India. 
Thus the reasoning in the 1963 decision does not 
appear to be sound. 

This question has been discussed by Beg C. J. 
in State of Rajasthan Vs. Union of India AIR 19n 
SC 1361 wherein he has observed : "In a sense, 
therefore, the Indian Union is federal. But the extent , 
of federalism in it is largely watered down by the 
needs of progress and development of a country 
which has to be nationally integrated; politically 
and economically co-ordinated, and socially, intellec
tually and spritually 'uplifted." But Chandrachud 
J. (as he then was) has at page 1396 (para 108) 
observed: "I find it difficult to accept that the State 
as a polity is not entitled to raise a dispute of this 
nature. In a federation whether classical or quasi
classical, the States are virtually interested in the 
definition of the powers of the Federal Government 
on one hand and their own on the other. A dispute 
bearing upon the delineation of thc:se powers is 
precisely the one in which the federatmg States, no 
less than the Federal Government itself, are interested. 
The State, therefore, have the locus and the interest 
to contest and seek an adjudication of the claim 
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set up by the Union Government. The bond of consti
tutional obligation between the Gov, rnment of 
India and the States sustains that locus." 

Bhagwati J. on behalf of himself and of A. C. 
~upta J.,.ha~ also at pag.e 1405 (para 136-A) observed; 
'unconstltuttonal exerc1se of powers by the Presi
dent under Art. 356 Cl. (i) may injuriOl.sly affect 
rights of several persons. It may infringe not only 
t?e individual rights of the members of the Legisla
tive Assembl.Y ~ut also the Constitutional right of 
the State to ms1st that the federal basis of the politi
cal structure set up by the Constitution shall not be 
violated by an unconstitutional assault under Art. 
356 Cl. (1)". • 

In Karnataka State Vs. Union of India All<. 197!1 
SC 68 at page 151 (Para 217) Untwalia J. on behalf 
of himself, Shing1l'll and Jaswant Sinsh J. J. bas 
said : 

"Strictly speaking, our constitution is not of a 
federal character where separate independent and 
sovereign States could be said to have joined to form 
a nation as in the United States of America or as 
may be the position in some other countries of the 
world. It is because of that reason that sometimes 
it has been characterise as quasi-federal in nature." 

In the ~a.me .case Kailasam J. has after referring 
to the dec1s1on m AIR 1961 SC 232 and the decision 
in AIR 1962 SC 1406 observed at page 162: "The 
decision is clear authority for the proposition that the 
essential structure of Indian Government is of federal 
or quasi federal character, the units also having cer
tain powers as the Union itself." The learned Judge 
after referring to the observation in the majority 
judgement in AIR 1963 SC 1241 has also observed : 
"But with very great respect the observation that 
'the Constitution of India is not truly Federal in 
character .... that only those powers which are con
cerned with the regulation of local problems are vested 
in the States' is not in accordance with the decisions 
of the court in Atiabari Tea Co., Ltd., Vi. The State 
of Assam (AIR 1961 SC 232) and the Automobile 
Transport (Rajasthan) Ltd. Vs. the State of Rajas
than (AIR 1961 SC 1406) which is a decisioa of a 
Bench of seven Judges of this Court". 

At (Para 254) pages 163 and 164 after referring 
to the observations in Special Reference No. I of 
1964 (AIR 1965 SC 745), the learned Judge has 
observed: 

"Our Constitution accepted a federal scheme 
though limited in extent having regard to the regional 
interests., resources, language and other diversities 
existing in the vast sub-conticnt. These facts have 
been taken into aCfount by the Constitution-makers 
and a limited federalism was made a part of the 
Constitution by Article I itself providing that India 



shall be a Union of States. Effect is given to this 
intention by separation of the Lists and by providing 
legislative and executive power to the Union and the 
States in separate chapters of the Constitution. This 
principle has been accepted by the Supreme Court 
in the decision in Atiabari Tea Co., Ltd., Vs. The 
State of Assam (AIR 1961 SC 232) and the Auto
mobile Transport (Rajasthan) Ltd. Vs. The State 
of Rajasthan (AIR 1962 SC .1406) cited earlier. 
The observations made in the West Bengal case 
(AIR 1963 SC 1241) (supra) which have been referred 
to already are not in conformity with the otherwise 
consistent view of the Supreme Court that the Cons
titution is supreme and the Union as well as the 
States will have to trace their powers from the pro
visions of the Constitution and that the Union is 
not supreme and the States are not acting as delegates 
of the Union". 

At page 164 (para 255) the learned Judge has re
ferred to the decision in Kesavananda Bharati Vs. 
The State of Kerala (AIR 1973 SC 1461) and has 
observed : "In Kesavananda's case it was held by 
the majority that Art. 368 does not enable the Parlia
ment to alter the basic structure on the frame work 
of the Constitution. Chief Justice Sikki in discussing 
as to what is the basic structure of the Constitution 
held that it consisted of (I) Supremacy of the Consti
tution, (2) Republican and democratic form . of 
Government, (3) Secular character of the Constitu
tion, (4) Separ~ti~n. of powers between legislatures, 
executive and JUdictary, and (5) Federal character 
of the Constitution". Dr. Ambedkar has also stated 
that the Constitution is a Federal Constitution-vide 
CAD Vol. VII-Page 33. 

The Constitution of India is, therefore, federal 
in character which may be quasi-classical. 

1.2 In order to ensure autonomy for ~he. States 
that legislative powers have . to be redtstrtb~ted. 
As recommended by the RaJamannar Commtttee 
more tax resources have to b~ allotted _to t~e States 
by expanding List ~1. ~e ras1duary leg1slatJve P?wer 
may be included m L1st II and Ent!Y ?1 of L1st I 
deleted. Article 248 of the Const1tut10n may be 
modified to confer the residuary power on the State 
Legislature. Consequential amendments have to 
be made in the other Articles. The supervisory powers 
of the Government of India over the St~tes in the 
several Articles have to be deleted. It IS however 
necessary 10 retain appeals to ~he Supreme ~urt 
from the State High Courts. on ll!'portant questtons 
of Law in order to ensure umformtty of law through
out India on such questions. 

1.3 We agree with the statement. I'!ovisions of 
the Constitution which make the Executive and also 
the Legislature of the State practically subordinate 
to the executive of the centre, have t? be d~le~ed an~ 
these State organs allow.ed to fu~ct1011: Wit~m theJT 
spheTes freely, without etther getttng d1recttons f~om 
the Central Executive on seeking approval ?f l~glsla
tlon by the State from the Central E;o;ecutlve m tho 
form of previous sanction of the Pres1dent or subse
quent assent of the President. In the matter of assent 
to Bills the President may be made to act on the 
advioe of a Committee of Parliament and not the 
central executive. 
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1.4 The United Arab Emirates may be a type of 
Federation. 

1.5 We do not agree with the views expressed in 
' this question. Without specific provisions in the 

Constitution definitely laying down the independent 
powers and functions of the State Executive as also 
the powers of the State Legislature they cannot 
enjoy any freedom of the powers vested in them. 

1.6 The protection of the independence and en
•urance of the unity and integrity of the country is 
no doubt of paramount importance. The establish
ment of the Federation and vesting in the Federation 
the subjects relating to Defence, Foreign Affairs, 
Communications, and the establishment of an in
dependent judiciary, by the different provisions of 
the Constitution ensure this. 

1.7 In the Rajamannar Committee Report the 
need to modify Articles 251, 256, 257, 348, 349, 
355, 357, 365 etc., has been ·discussed, Articles· as 
they stand at present are not reasonable and have 
therefore to be modified. 

1.8 Article 3 required reconsideration. The pro
viso to the Article has to be modified making 1t 
obligatory to obtain the consent of the Legislature 
of the State concerned before any Bill affecting that 
State is introduced in Parliament as in the case of 
Jammu and Kashmir. Merely sending the draft 
Bill for the views of a State and proceeding into 
parliamentary amendment after some time and even 
if suggestions are made, ignoring them, is inconsis
tent with the intention of the Constitution-makers as 
also of the federal character of the Constitution. 

PART II 

LEGISLATIVE RELATIONS 

2.1 The view that there is nothing basically wrong 
in the scheme of distribution of legislative powers 
betw~n the Union and the States, is not correct. 
As already stated more sources of taxing power have 
to be gi~en to the States. 

As regards Acts passed by Parliament under Article 
249 of the Constitution, the Essential Supplies (Tem
porary Powers) Amendment Act, 1950, the Supply 
and Prices of Goods Act, 1950 and the Evancee 
Interest (Separation) Act, 1951, have been passed. 

2.2 The strength of the Centre and the unity and 
integrity of the country are ensured by the subjects 
already included in the Uaion List (List 1). As suggest
ed by the Rajamannar Committee ~he S!ate may be 
given more tax resources by expandmg L1st II. 

The following other changes may be made in the 
Constitution. 

(1) In Article 31 A, the first proviso to clause (1) 
may be omitted. . 

There is no reason why the State Legislature· 
should not have the same Legislature Power as Parlia
ment under this Article. 



(2) I~ Article ~~8 in Clause U), for the word 
Parltament , the words "State Legislature" 

may be substituted. 

0) Article 249 may be omitted. 

(4) Article 252 may be omitted and resolution so 
far p_assed under that article may be treated 
as Withdrawn and status quo ante should be 
restored. 

(5) Article 254 may be modified as indicated in 
comments on Q. 2.5. 

2.3 It i~ n~cessary ~o have a specific provision in 
the ConstitutiOn, makmg consultation with the States 
obligatory on th~ lin_es of the present proviso to Article 
3 of the Constitution, whenever any legislation is 
undertaken in respect of a matter in the concurrent 
list. 

2.4 Article 249 should be deleted. 

. 2.5 In order to ensu~e the freedom of the Legisla
tive organ of a State, 1t should not be made subject 
to the control of either the Executive organ of the 
State or the Executive organ of the Centre, in the 
exercise of the legislative powers. Under the Govern
ment Rules of Business, even Under Secretaries and 
Deputy Secretaries to Government can function on 
behalf of the President and the Will of the State Legis
lature can be thwarted or controlled by these officers 
on behalf of the President. But for the control 
vested in the Executive by provisions in the Consti
tution, such as those. requiring previous sanction or/ 
and subsequent assent by the Executive, whether 
called the Governor or the President, for legislative 
measures, the legislative organ would be independent. 
Just as the judicial organ is independent of Executive 
and Legislative organs vide Smt. Indira Nehru 
Gandhi's case AIR 1975 SC 2299, the Legislative 
organ should be ensured sufficient independence 
and not made subordinate to the Executive organs 
of the State and the Centre. In AIR 1975 SC 2299, 
Beg J. (as he then was) has observed : 

"Neither of the three Constitutionally separate 
organs of State can, according to the basic scheme 
of our Constitutic n t<'day leap on tride the bound
aries of its constitutionally ~assigned sphere or 
ambit of authority into that of the other". 

(2) Since we"have a Parliamentary system of Govern
ment and since no legislation can be passed without • 

-the necessary majority, when once a Jaw in the ex
clusive field of the State Legislature is passed, it 
should by virtue of that passage, become the law of 
the State. 

(3) As regards Jaws which fall within the con
current field of Legislation which may be repugnant 
to a Central Law or an existing law in the concurrent 
field, the only authority wh!c.h could approve _or 
disapprove the repugnant proviSIOn should be Parlia
ment which alone has the power to make the Jaw 
in the concurren~ field in the Centre, and not the 
Executive of the Centre. As Parliament· cannot 
scrutinise every State Law referred to _it for ~pproval, 
provision may be made for delegatmg this_ power 
to a Joint Committee of both Houses of Parliament, 
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":hich may meet from time to time and take deci
~•ons. In order to ensure that the State Legislature 
IS n~t made subordinate even to a Committee of 
Parltam_en!, see_king its ap~~oval a time limit may be 
fixed ":1thm wh1ch the dec1s1on of the Parliamentary 
Comm1tt~ should be taken and if no decision is 
com!"um~ted . t~ the State Legislature within the 
spec1fied t1me hm1t, the law should be deemed to 
have been approved by Parliament. 

(4) The following amendments of the provisions 
of the Constitution have to be made- · 

(i) In article 201 the existing provision may be 
numbered as Clause (I) and the following 
clause shall be inserted at the end, namely:-

"(2) In the exercise of his power under this 
article and article 213 President shall 
act on the advice of a Joint Committee 
o_f both Houses of the Parliament autho
nsed by a resolution passed by both 
Houses of Parliament" . 

(ii) In Article 213 after Clause (I), the following 
clause may be inserted, namely :-

"(lA) An ordinance falling under the proviso 
to clause (I) shall be sent to the Presi
dent and may be disapproved by the 
President within four weeks, and if it i! 
not so disapproved it shall be deemed 
to have been approved by the President". 

(iii) In Clause (2) of Article 254, 

(a) In the proviso, after the word 'Provided' 
the word "further' may be inserted; 

(b) after the c)ause and before the proviso as 
amended •n sub-clause (a), the following 
proviso may be inserted namely :-

"Provided that if the approval of the 
President is not received within a period 
of one year from the date of its receipt 
the law shall be deemed to have been 
approved by the President". 

(iv) After Article 254, the following Article may 
be inserted, namely :-

"l54A. Consultation with State Legislatur~ 
and Parliament :-

(I) No Bill with respect to any matter enumerated 
in the Concurrent List shall be introduced in either 
House of Parliament unless the Bill has been referred 
by the President to the Legislatures of the States for 
expressing thei~ vie-:vs thereon within such period 
as may be spec1fied m the reference and the period 
so specified has expired. 

(2) No Bill with respect to any matter enumerated 
in the Concurrent List shall be introduced in the 
House or either House of a State Legislature unless 
the Bill has been referred by the Speaker of the Legis
lative Assembly of such State to the Speaker of the 
House of the people for expressing the views of Parlia
ment thereon within such period as may be speci
fied in the reference and the period so specified haa 
·expired". 



(v) The p~oviso to Article 31A (I) and the proviso 
to Art1cle 304 may be omitted. There is no 
reason why the State Legislature should not 
have the same legislative power as Parliament. 

PART III 

ROLE OF THE GOVERNOR 

3.1 (a) Th~ r~le of the Governor as envisaged 
by the Const1tut10n as stated by the founders of the 
Consti~tion, and a~ _laid down by the Supreme 
Court m several deciSIOns, has been indicated in 
Part I of the White Paper on the Office of the Gover
nor presented by the Chief Minister to the House 
of the Karnataka State Legislature. 

(b) Our comments/views in regard to the role of 
the Governor since the advent of the Constitution 
has been indicated at the end of Part I and in Part 
n and the conclusions of the aforesaid White Paper. 

The Governor strictly has no role in the context 
of the Centre-State Relations. Both the Founders 
of the Constitution as stated in the Debates of the 
Constituent Assembly and the decisions of the 
Supreme Court do not envisage "ny such role 
for the Governor. Instead of elections of the Gover
nor by the State Legislature, involving a lot of ex
penditure the Constitution-makers considered nomi
nation of an eminent person by the Centre with the 
consent of the Chief Minister of the State, would 
be a better procedure and adopted it, without making 
a specific provision for the consent of the Chief 
Minister but with the distinct statement in: the Consti
tuent Assembly that it would be with such consent. 
The Supreme Court has also held in Dr. Raghukul 
Tilak's case AIR 1979 SO 709 that the Governor's 
Office is an independent constitutional office which 
is not subject to the control of the Government of 
India. 

3.2 Healthy Union and State relations have to be 
fostered by close association of the Executive organs 
of the State and Centre represented by the Chief 
Minister of the State and the Prime Minister. The 
Governor should be a purely ornamental functionary 
as observed by Dr'. Ambedkar vide Constituent 
Assembly Debates, Volume III, page 468. As ob
served by the Supreme Court the Governor is but a 
"shorthand expression" for the State Government 
vide Maru Ram's case AIR 1980 SC 2147 at page 
2169. So far as constitutional functions are concerned 
other than the few cases in which he is . required 
to act in his discretion as he is required to act as per 
advice of the Council of Ministers, and as he is not 
a subordinate authority of the Government of India, 
1te has no role and would not have any role in the 
Centre-State Relations. 

3.3. (a) Before making report to the President 
~uggesting action under Article 356(1), the Governor 
5hould follow the principles of natural justice. He 
should first send a notice to the Council of Ministera 
5Ptcifying the matters which according to him has 
the effect of the Government of the State not being 
carried on in accordance with the Constit•tion, 
•hen a duly established Council of Ministers is func
tioning and is carrying on the Government. The 
(Jonrnment of lmlia acting as the President will 
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~lso. h~ve t~ follow the principle~ of n8 tural justice 
m similar clfcumstances. B~t when a_party in power 
has lost a vote o_f confidence m the Legislative Assem
bly by_ t~e passmg of a ~o-confidence motion against 
the Mm1stry, or a motion of confidence is defeated 
and there is no person who is supported by a majority 
of members of _the Legislati~e Assembly, the report 
~n. be made Without followmg principles of natural 
JUStice, as that would be a clear case of the Govem
~ent of the State not being able to be carried on 
m accordance with the Constitution and as there 
would then be no Council of Ministers collectively 
respon_sible to t~e Legislativ~ Assembly of the State 
to wh1ch a notice can possibly be given. 

· At present, the principles of natural justice is not 
being followed in exercising the powers under Article 
356(1), presumably because there is•no express provi
sion for following that procedure. But the law laid 
d_own by the Supreme Court in several recent deci· 
s1ons makes it cJ~ar that this principle will have t(l 
be followed to supersede the State Government 
and the State Legislature, as envisaged by Article 
356(1) of the ;::onstitution. The condition precedent 
for the exercise of the power is that the President 
~whic~ means the C_oun~il of Minis~ers i_n the Centre) 
IS sPtisfied that a s1tuat10n h<:s an sen 10 which the 
Government of a State c?nnd be can k d f nin 2ccor
dance with the provisions of the Constituticn. 
In the light of the decision of the Supreme Court in 
A.K. Roy's case AIR 1982 SC 710, with reference 
to deletion of clause (5) of Article 356 by the 44th 
Amendment of the Constitution the President's 
satisfaction ·under clause (1) <'f Article 356 is justi
fiable. In Mohinder Singh Gill's case AIR 1978 SC 
851, the obligation of satisfying the principles of 
natural justice for the exercise of a power under 
Article 324 of the Constitution was held to exist. 
Following that decision in S.L.. Kapur's case 
: •• R 1981 SC 136, the supersession of the New. 
Delhi Municipal Committee by the Lt. Governor 
of the Uni~n Territ~'1' of Delhi under Section 238(1) 
of the PunJa~ M1:ffilCIPal.~ct, 1911, as applicable 
to New Delhi, · without g1vmg an opportunity to the 
Committee to show cause against the proposed 
supersession was held invalid (the Hon'ble Learned 
Judge Chairman of the Commission on Centre
State. Relations was also a concurring Learned Judge 
of this Bench of the Supreme Court). It is therefore 
necessary to make an express provision in Article 
356(1) that. before a report i_s made by the Governor 
to the _Pres•de_n~ he should g1ve an c pportunity to the 

• Council of Mm1sters to show cause why action under 
t~e said Article may not be taken. Further, the Pre
Sident when he a~ts suo motu and Article 356(1). 
or does not agree w1th the cause shown by the Council 
of Ministers to t~e notice given by the Governcr, 
a show cause notice should be given to the Council 
of Ministers. The right of the people of the State 
to be governed by their representatives should not 
be taken away e;X~t when there is no person who 
eommands a maJority of members of the Legislative 
Assembly. It is also necessary to ensure that the 
democratic government in a State is not superseded ' 
except when !t is impossible to carry on the Govern
ment as enVIsaged by the Constitution. A simple 
lapse ~r erroneous ac~ion of a· Ministry should not 
result m the ?emocratic gove!ill"ent. being dismissed, 
and the l.ep~lature made · Ineffective ·or dissolved. 



(b) The functions duties of the Governor in the 
appointment which also includes the dismissal of 
Chief Minister under Article 164 have been performed 
primarily either at the behest of the power 1 t the 
Centre or to ensure as far as possible that the interests 
of the party in power at the Centre which has its 
Branch in the State is safeguarded. Instances of 
abuse of the power vested in Governor under 
Article 164 have been indicated in Part II of the White 
Paper. In order to ensure that the democratically 
elected representatives of the people are not deprived 
of their Constitutional right, it is very necessary 
to modify Article 164 making it obligatory for the 
Governor to appoint a person who commands a 
majority among the elected members of the Legis
lative Assembly and it should also be made clear 

·that the Governor cannot dismiss him when he 
has the majority. It is also necessary to modify 
Article 163(1) making it clear that the Governor 
should act in accordance with the advice of the Coun
cil of Ministers, except in so far as he is by or under 
the Constitution required to exercise his functions 
or any of them in his discretion, even in matters 
where he exercises his discretion it should be made 
clear that the discretion should be exercised to ensure 
promotion of the purpose for which the discretionary 
power has been conferred and in public interest 
and not arbitrarily. In Maru Ram's case AIR 1980 
SC 2147, at pages 2170, 2171 and 2173, the Supreme 
Court has observed : 

"All public power, including constitutional power, 
shall never be exercisable arbitrarily or malajide. 

• • • 
The rule of law, under our constitutional order, 
transforms all public power into responsible, res
ponsive, regulated exercise informed by high pur
poses and geared to people's welfare". 

In Shamsher Singh's case the Supreme Court 
has stated t 

"In all matters where the Governor acts in his 
discretion he will act in harmony with the Council 
of Ministers. The Constitution does not aim at 
providing a parallel administration within the 
State by allowing the Governor to go against the 
advice of the Council of Ministers". 

(c) An Article may be included in Chapter II 
of Part VI empowering the Chief Minister to sommon 
and prorogue the House/Houses of the State Legis
li!ture. 

3.4 (a) According to the Supreme Court the Go
vernor is made a component part of the Legislature 
of a <;tate under Article 168 because every Bill passed 
by the State Legislature has to be reserved for the 
assent of the Governor under Article 200 vide M/s. 
Hoechst Pharmaceuticals Ltd. case AIR 1983 SC 
1019 at page 1048 (Para 88). As the provisions of 
the Government of India Act, 1935, was followed 
in the Constitution of India, Articles 200 and 201 
have been included in the Constitution. These provi-
9ions are basically inconsistent with the supremacy 
of. the· Legislature consisting of t~e representatives 
of the people in whom the sovere1gnty of the State 
vests. 
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Although as ohsened by the Supreme Court in 
Ram Jawaya Kapur's Case AIR 1955 SC 549 quoted 
with approval in U.N. Rao's case AIR 1971 SC 1002. 

·in the Indian Constitution we have the same system 
of Parliamentary Executive as in Fngland nnd 1he 

·Council of Ministers consisting. , s it does. of the 
members of the Legislature is, like the British Cabi-
net, "a hyphen which joins. a buckle which fastens 
the legislative part of the State to the executive part", 
requiring the ossent of the Executive to the laws pass
ed by the Legislature, makes the Legislature subordi· 
nate to the E~ecuhve. Referring a Bill to the Presi
dent makes the State Legislature subordinate to the 
Central Executi\'e, as already stated in an.~wers 
to questions in Part II of the Questionnaire. 

(b) As regard• the question whether the power 
of reservation by the Governor and consideration 
of State Bills by the President. has been generally 
exercised in conformity with the intent, spirit nnd 
purpose of Articles 200 and 201, it may he st<lled 
that except during the earlier years ufter the com
mencement of the Constitution when both Pnrlia
ment and the State Legislatures had an absolute 
majority consisting of members of the Indian National 
Congress when State Bills could secure the assent 
·of the President easily, the power is not being exer
cise& in conformity with the object of the provision. 
In respect of Bills reserved for the consideration 
of the President, to O\'ercome repugnancy with a Cen
tral law in the concurrent field, suggestions are made 
for amendments in provisions of the Bill falling exclu

. sively in the State field of. legislation. 

(c) There does not appear to be any case in which 
the Governor has withheld assent to a Bill. 

(d) There have been case:; where the Governor 
. has reserved Bills for the consideration of the Presi
. dent contrary to the advice from the Council of 
Ministers, in spite of the law laid down by the Su
preme Court in a series of decisions that he is bound 
to act in accordance with the advice of the Council 
of Ministers. 

3.5. We do not agree with the conclusion of the 
Indian Law Institute. There has been undue delay 
in many cases inspite of repeated reminders. 

3.6 The Governor is not "a close link" between 
the Centre and the State. Since he holds office during 
the pleasure of the Central Executive, he has been 
functioning either as a subordinate of the Centre, 
or a person not answerable to any one, being a holder 
of Constitutional office as held by the Supreme 
Court in Dr. Raghukul's case AIR 1979 SC 709. 
In Part II< f th~ White Paper C<,r.crete instances of 
Governors not acting impartially and fairly in accor
dance with the Constitution have becn~stated. 

3.7 We do not agree. In the light of the dccisionl 
of the Supreme Court in Dr. Raghukul Tilak's 
ease AIR 1979 SC 709, it is necessary to make a 
specific provision that the Governor .can be. appoin
ted only with the consent of the Chtef M1mster. 

In an article in the Journal of the Indian Law 
Institute (1981) Volume 23 pages 128-136 the judge
ment of the Supreme .Court in Raghukul Tilak's 
ca!!C bas been stated to the unsound and unconvin
cinz. The author of the articles has at pages 135-136 
eb~cd : 



"The appointment of Governor, dismissal ex
tension either in the same State or other and the 
transfer from one State to another shows that the 
Governor owes his entire existence to the Govern
ment of India. Is not it sufficient to make the 
Go~ern?r a subordinate of the Government of 
India. 1f not, what else? It may be admitted that 
the Governor may not be under the control of 
the Government of India in his day to day functions 
but ~ince he holds his office at the pleasure of the 
Pres1dent he canno~ for long disregard the views 
of the Centre wh1le discharging his functions. 
The G_ovemo~ like a civil servant is required to 
send h1s fortmght report about the State adminis
tration to the Government of India which does 
show that he is servant of the Ce~tral Govern
ment. The power of dismissal by the President 
makes the position of the Governor subservient 
to the Government of India. The way the provi
sion relating to the President Rule has been abused 
to serve the interests of the party in power at the 
Centre demonstrates that the Governor is an agent 
of the Centre and acts at its behest. (See Siwilch 
Politics of President Rule in India {1979)). The 
Centre may not legally control the Governor in 
a formal way, yet the fact remains that he is con
trolled in various informal and subtle ways. He 
may not be in a position to ignore the various 
"oral advices" or "oral directions" because other
wise his service as Governor itself may be put 
in jeopardy. He is nothing but a dignified Civil 
servant deputed a~ an agent by the Centre in order 
to keep a constant vigil and watch on the State 
Government and to ensure that the Government 
machinery thereon to be carried on in accordance 
with the provisions of the Constitution". 

The first and foremost provision to be made is to 
cmsure appointment of fair minded men of high cali
bre and integrity as Governors. If this is done 'they 
will surely act efficiently and impartially in the dis
charge of the limited discretionary functions to be 
discharged by the Governor. It is not necessary 
to have a resolution to that effect is passed by the 
Legislature. 

' 
3.8 We do not agree. The power of summoning 

the Houses of Legislature should vest in the Chief 
Minister as already stated. The Governor should 
ascertain whether a person commands a majority 
in the Legislative Assembly as at present from the 
Party leaders and the members of the Party as at 
present. 

3.9 A provision like Article 67 of the Basic Law 
of the Constitution of the Federal Republic of Ger
many may not work in India, when a Party cracks 
due to defections, A constitutional amendment 
disqualifying a member who defects from a party 
will ensure stability of Governments. When there 
is stability, there will rarely be occasions for friction. 
Men of high calibre and integrity will have to be 
made Governors and such men will act impartially 
and will not give room for friction. 

3.10 Even when the law laid down by the Su
preme Court is ignored by Governors, and they 
act as agents of the Central Government no useful 
purpose will be served by any guidelines. Specific 
Constitutional provisions should be made laying 
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down the powers and functions o~ the Governor. 
1!1 ord~r ~o ensure that the Constitutional provi
Sions bmdmg on a Governor is not violated and they 
can be. enforced, the immunity conferred on him 
by Article 361(1) of the Constitution should be de
leted. 

In t.he light of the suggestions made above, the 
followmg amendments to the Constitution other 
than the ameadments suggested in Part II,' may be 
made : 

(i) In Article 154, at the end, the following Ex-
. planation may be inserted,. namely :-

"Explanation :-Where any power or function . 
is conferred or vested in the Governor whether 
ex-officio or otherwise by any law, such power or 
function s~all be exercisab~e or performed by the 
Governor m accordance With the Constitution as 
the executive power of the State". 

(ii) For Article 155, the following Article may be 
substituted, namely :-. 

"155. Appointment of Governor : The President 
shall, with the consent of the Chief Minis
ter of a State, appoint the Governor 
of that State, by warrant under his hand 
and seal". 

(iii) For Article 156, the following Article may be 
substituted, namely :-

"156. Term of Office of Governor : (I) The 
Governor shall hold office for a term of 
five years from the date on which he 
enters upon his office; 

Provided that :-

(a) the Governor may, by writing under 
his hand addressed to the President 
resign his office ; 

(b) the Governor shall, not~ithstanding 
the expiration of his term, continue 
to hold office until his successor 
enters upon his office". 

(iv) For Article 157, the following Article may 
be substitutsd, namely :-

"157. Qualification for appointment as Gover
nor : No person ·shall be eligible for 
appointment ~s Governor unless he-

(a) is a citizen of India ; 

(b) has completed the age of fifty years; 
and 

(c) is an eminent jurist, educationist, 
scientist or an eminent person in 
other walks of life, other than a 
politician or a retired servant of the 
Executive Government". 

( v) In Article 163,-
• 

(a) for clause (1), the following clause may 
be substituted,-

"(!) There shall be a Council of Minis
ters with the Chief Minister at the 
head to aid and advice the Governor 



w)!o shall, in the exercise of his 
functions, act in accordance with 
such advice, except in so far he is 
by or under this Constitution required 
to exercise his functions or any of 
them in his discretion. 

Provided that any function exercisable 
by the Governor in his discretion 
shall be exercised in an intelligible 
and intelligent manner integrated 
with the manifest purpose of the 
function and in harmony with the 
Council of Ministers." 

(b) for Clause (2), the following clause may be 
substituted, namely,-

"(2) If any question arises whether any 
matter is or is not a matter 
as respect which the Goven\or is 
by or under this Constitution re
quired to act in his discretion, the 
question shall be referred to the High 
Court, and the Governor shall act 
according to the opinion of the 
High Court." 

(vi) For clause (I) of Article 164, before the proviso, 
the following clause may be substituted, 
namely,-

"(!) A person elected as their leader by a 
majority of members of the Legislative 
Assembly of the State shall be appointe~ 
by the Governor as the Chief Minister 
and the other Ministers shall be appointed 
by the Go~ernor on the advice of the Chief 
Minister, and the Ministers other than 
the Chief Minister shall hold office as 
long as the Chief Minister has confidence 
in them, and the Chief Minister shall hold 
office as long as he continues as leader 
of a majority of the members of the legi
slative Assembly of the State." 

(vii) In Article 165, (I) for the word "Governor", 
the. words "Council of Ministers" may be 
substituted 

(viii) In Article 166, 

(a) in clause (2) for the words "rules to be 
made by the Governor", the words "rules 
to be made by the Council of Ministers" 
may be substituted; 

(b) in clause (3), for the words "the Governor 
shall make rules", the words "The 
Council of Ministers shall make rules", 
may be substituted. 

(ix) In Article 168, in clause (I) _the words "the 
Governor, and" may be om1tted. · 

(x) In Article 171, for the. word "Governor" in 
. the two places where it occurs, the .words 

"Council of Ministers" may be substituted. 
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(xi) For Article 174, the following Article mny ~ 
substituted, namely,-

"174. Sessioos of the State l.kgislature, pror~ 
galion and dissolution : (I) (a) The Chief 
Minister shall from time to time summon 
the House or each House of the legislature 
of the State to meet at such time and place 
as he thinks fit, but six months shall 
not intervene between its last sitting in 
session and the date appointed for its first 
sitting in the next session. 

(b) The Chief Minister may from time to 
time prorogue the House or either House. 

(2) The Governor may with the consent of 
the Chief Minister dissolve the legislative 
Assembly. Provided that before an 
order of dissolution is made a reasonable 
opportunity shall be given by the Gov
ernor to the legislative Assembly to show 
cause why such an order should not be 
made, and the cause shown properly 
considered. 

(xii) In clause (I) of Article 202, for the words 
"the Governor", the words "the Chief Mini
ster or the Minister for Finance" may be 
substituted. 

(xiii) In Article 207, for the words "the Governor", 
the words "the Chief Minister or the Minister 
for Finance", may be substituted. 

(xiv) In pro'!iso to Article 309, for the words 
"the Governor of a State or such person as 
he may direct" the words "the Council of 
Ministers of a State", may be substituted. 

(xv) In clause (I) of Article 356 in the existing 
proviso, after the word "provided", the word 
"also" may be inserted, and before the proviso 
as amended, the following proviso may be 

. inserted, namely,-

"Provided that b'efore a report is sent by the 
Governor to the President, reasonable opportunity 
shall be given by the Governor to the Council 
of Ministers to show cause why such a report 
should not be sent. 

· Provided further before a proclamation is 
made, a reasonable opportunity shall be given by 
the President to the Council of Ministers to show 
cause why such a proclamation should not be made 
and the cause shown proper~y considered, and 

Where the proposed proclamation declared 
that the powers of that Legislature of the State 
shall be exercisable by or under the authority of 
Parliament or dissolves the Legislative Assembly 
of the State, a reasonable opportun1ity shall be 
given by the President to the Legislaive Assembly 
of the State to show cause why such a proclamation 
ahould not be made and the cause shown properly 
considered". 



PART IV 

ADMINISTRATIVE RELATIONS 

4.1 We believe that Articles 256 and 257 consti
tute very desirable provisions and ought to be 
retained, particularly as the extent of the executive 
power of the Union has been defined in Article 73. 
We argue, in our reply to the next question, however, 
that Article 365 ought to be deleted. 

There has been no instance of any directioa to 
the Government of Karnataka under Article 256 
and 257. 

4.2 Article 365 is certainly a consequential ellabl
ing clause, but it is not purely that. If it is invoked, 
then Article 356 is also liable to be attracted. How
ever, if a direction given under Article 256 or 257 
by the Union Government is not given effect to by a 
State Government, then Article 356 is certainly directly 
attracted (though the invoking of this Article must 
be done with the greatest circumspection). In this 
sense, Article 365 is redundant. 

The real issue is whether the Union Goverament 
may not, in some future situation, invoke Article 
365 on a essentially flimsy grounds, and use it to take 
further action under Article 356. Thus, if there 
are bonafide differences between the Union and 
a State Government on whether a direction given 
under Article 256 or 257 is legitimately within the 
executive power of the Union, or if there are diffe
rences about whether a specific direction of the 
Union Government has been effectively implemeated 
or not by a State Government, such differences 
ought not to co_nstitute flimsy p~etex~s for t3;king 
action under Article 356. Such act10n IS more likely 
if the enabling provision under Article 365 is invoked 
in transition. In order to ensure that such pretexts 
for taking action under Article 356 are not ~onsti
tutionally supported, we recommend the deletiOil of 
Article 365. We recognise, however, that no such 
misuse of Article 365 has yet occurr~d; unfortunately, 
with Centre-State political rttlations in flux, this is 
inadequate assurance that such misuse will not occur 
in future. 

4.3 We fully support the view of the Administra
tive Reforms Commission. 

4.4 There is a wide spread consensus between 
jurists political scientists and constitutional experts 
that the "extraordinary remedial power" contained 
in Article 356 has not been exercised properly, iadeed 
has been frankly abused. The Article has been 
invoked over 70 times against every State ia the 
country except Mah~rashtra. '!he precondit!oa for 
invoking the Article IS the existence of a situatiOn 
"in which the Government of the State cannot be 
carried on in accordance with the provi_sions of ~his 
constitution". It is the vagueness of this expressiOn 
that has enabled abuse of the Article to occur. It is, 
therefore necessary to define the prerequisites of 
such a situation. We believe that such prerequisites 
should not generally extend beyond (a) complete 
failure to induct a Government which can command 
a majority in the legislature; and (b) a total collapse 
of Jaw and order. · 
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The importance of ensuring that Article 356 is 
invoked only in extreme situations had been empha
sised in the Constituent Assembly debates. 

. . 

Further elaboration of our views is found in the 
Memorandum of the State Government-pages 15 
to 21. Before acting on the provision in Article 356 
(I), an opportunity should be given to the Council 
of Ministers to show-cause why action under the said 
Articles may not be taken. 

While looking at the implications of Article 356, 
the State Government also feels that Article 163(1) 
and Article 164 are to be modified so that the d~:mo
cratic Government in a State is not superseded except 
""llf)ro it is impossible to carry on the. Government 
as envisaged by the Constitution. The nature of the 
modification is indicated in the State Government's 
Memorandum-pages 18 and 19. 

4.5 A pro~onged period of President's rule under 
Article 356 is undersirable. Nevertheless, we 
recognise that in certain exceptional circumstances a 
continuation of such a situation may be warranted. 
We suggest, therefore, that the following pragmatic 
approach be implemented : 

(a) A Proc1amat~on will have effect for a maxi_mum 
period of SIX months (the present pos1ton). 

Dr. B. R. Ambedkar, for instance, had stated that 
"the proper thing we ought to expect is that such 
Articles will never be called into operation and that 
they would remain .a dead letter. If at. all they a~e 
brought into operation, I hope the President, who IS 
endowed with these powers, will take proper preca
tions before actually suspending the administration 
of the province" .. Dr .. Ambedkar then . spelt o~t 
specific safeguards agamst abuse of Article 356 m 
the following terms : "I hope the first thing he (the 
President) will do would be to issue a mere warning 
to a provinc! that has erred, that things were not 
happening in a way i~ w~ch they were int.ended. to 
happen in the ConstitutiOn. If that warrung fails, 
the second thing for him to do will be to order an 
election allowing the people of the province to settle 
matters by themselves. It. is only when . these. t~? 
remedies fail~d,! that he would resort to this Article . 

In practice, the invoking of the Article has been 
more cavalier, and for reasons not contep1plated by 
by the Constitutent Assembly. The. Article has 
typically been invoked on what must be reg Hded as 
partisan grounds, or at the behest of the Centre to 
tide over inner-party problems. In the process an 
easy path is provided to the Centre to make inroads 
into the State's political autonomy. We urge strongly, 
therefore, that Article 356 sho_uld be suitably amended 
and adequate safeguards Incorporated to ensure 
that the intentions expressed in the Constituent 
Assembly for incorporation of Article 356 are sub· 
served. 

(b) This can normally be extended for a furthe1 
period of utmost six months. 

4.6 The existing arrangements are working satis· 
factorily in Karnataka. 

4.7 The agencies listed in the Question have beer 
set up with specifir policy intentions. Many of then 
have been set np with a view to exercise institutiona 



controls over the private sector, on the ideological 
premise t)lat unregulated market forces tend to 
distort economic activity. The crucial issue, there
fore, is on the advisability of such intervention by 
Govenment, and issues of Centre-State relations are 
frankly of secondary import. Where problems of 
a Centre-State nature do arise, however, they arc 
best resolved through the instituton of consultative 
mechanism like the Inter-State Council. The criticism 
that ~uch consultative mechanisms have not been 
adequately used has considerable truth. 

4.8 We believe that All-India Services have, by 
and large, fulfilled the expectations upon which 
they were created. One of the objectives of having 
such Services was to support National intt gration 
and this has been achieved by following the procedure 
or allotting 50% of the officers every year to States 
outsi.de their homt states. 

It is to be pointed out that one of the main features 
of the All India Services Act was the exercise of 
Joint control over the Services by the Central and 
State Governments. In particular the joint control 
of the Central and the State Government for the 
regulation of recruitment policies and conditions of 
service of the All India Services is to be kept in view. 
However, in actual practice the joint control is 
found to be not properly observed. This requires 
a careful examination. Our full views in this matter 
are given in the State Government's Memorandum
pages_ 24 to 28. 

4.9 Police is a state subject. It is notf even in the 
concurrent list. Yet the Central Government ha~ 
built up a huge and ever increasing central policL 
force. In the last two decac' es, the expenditure on 
central police force has gone up by sixteen times, 
from Rs. 32 crores to Rs. 510.30 crores, between 
1965-66 and 1984-85. Apart from being outside the 
provisions of the Constitution, the development 
of the Central police has compounded the problem 
of effective law and order maintenance is in the States. 
Inste; d of developing an effective police force of 
their own for immediate deployment, the States 
have been made dependent on the central government 
for supply of para-military forces a~d. Central 
Intelligence Services and grants for pohcmg, from 
time to tim~.. 

Even if in spheres like finance and industrial licen
sing, the states are able to get more powers~ the 
centre's hold on the states law and order machinery 
is so tight that it could negative even the limited 
autonomy the states enjoy. As recent events (Andhra, 
for example) have shown, central forces were d~: 
ployed purely for political reasons. As R.F. RustamJI 
has put it, the central forces have been wossly over
strained and have been less than effective. 

It is imperative that the . existing const_itut~onal 
position with regard to the police must be _m31':'-tamed. 

. The states must bui!d up their own pohce tor~ to 
' deal with the law ·and OI der problems effectively. 

There should be no further expansion of the central 
police force, it should be absorbed in the states or 
phased out. 

4.10 We agree fully tha~ bioadcasting and t~lc
vision facilities should be shared betv.een. the Uruon 
and States on a fair and reasonable basiS as both 
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· ha\ e got equal need f,>r acce>s to the>e ma's Cl>Dl· 

munication media for putting across their ,·ie\\S "' 
the people. We also belie'"· ho\\e\er, that the media 
should not be used for narrow Jy defined politic~ II~ 
partisan purposes, and this danger eJtists if 'bwud· 
casting' is includtd in the Concurrent List, with each 
State Go\ernment pernlitted to set up its o"n broad
casting system. CThere may also result a considernbl.: 
duplication of functions and a consequent waste of 
resourt'es). Instead , we suggest that 'Bro;Jdcastin,g 
could remain within the Union List Prol'idn/ that 

lit is organisationally controlled by an independent' 
statutory body, wry much in the manner of the 
British Broadcasting Corporation. 

The State Government suggests the establishment 
of a National Broadcast Trust as recommended by 
the Verghese Committee and such a Trust should 
administer broadcasting the television facilitk-s. 
The Ministry of Information and Broadcasting 
should only take care of information and br,·ad
casting should be removed from its purview. 

Further elaboration of this suggestion Isl found 
in the State Government's Memorandum-pages 
20 to 21 

4.11 The Zonal Councils ha\e sened a generally 
useful purpose, particularly in the years immediately 
following the coming into force of the State reorgani
sation Act, 1956. In more recent years, however, 
their role has been relatively low-keyed. 

4.12 We support strongly the establishment of an 
inter-State Council, as an active forum for securing 
better working relationsl:'ips between the Union 
Government and the State Governments, as \\ell as 
between State Governments. Its composition could 
be along the lines suggested by the Administrative 
reforms Commission and its scope could embrace 
all issues of Union-State and inter-State relations, 
it should be a permanent forum for active discussion 
with its own independent Secretariat. Further, atten
tion is invited to pages 19-20 of the State Govern
ment's Memorandum on this subject. 

PART V 

FINANCIAL( RELATIONS 

5.1 The scheme of devolution envisaged in t~e 
Constitution has not worked well nor has it come up 
to the expectations of the States. The estimation of 
the re\'enue gap betv.een the resources and the fiscal 
needs of the States to discharge their growing res
ponsibilities and the definitions of 'revenue gap' 
'resources', 'fiscal needs' and 'growing responsibili
ties for the transfer of devolution of resources, partly 
by sharing th~ Central taJtes ~nd duties and p~rtly 
by grants-in-aid from the Uruon, bas not provided 
the desired benefits to the States. The revenue FaPl 
should be taken as a total revenue gap of the State 
and not merely as a gap on the non-Plan revenue 
account. Similarly, fiscal needs bhould be identified 
based on the various programmes taken up by the 
States which are included in the Plan and the funds 
required for maintenance of assets creat~d ir• the 
previous plans. 



The Finance Commission has been subjected to 
severe constraints. The laying down of the terms of 
reference in the Notification issued by the President 
puts shackles on the Commission, In fact, under 
Artide 280(4), the Finance Commision •shall deter
mine their procedure'. We, therefore, urge that the 
Finance Commission must be freed from these shackles. 

The Finance Commissions as they have functioned 
in the past have failed to apply the test of fiscal 
efficiency to the States. Under the present system, 
fiscal efficiency on the part of any State has become 
a self hurting process. Therefore, the Finance Com
missions have to attempt approximate assessment 
of the fiscal potential of each State on the basis of 
certain relevant parameters and evaluate the per
ormance of the States against the potential so deter

mined. A fiscal efficiency criteria should be adopted 
by the Finance Commission. 

The Finance Commission should have greater 
powers of scrutiny of the expenditures of the Union 
Government. It is felt that the Planning Commission 
Provides flexible mechanism for heads of State 
Governments to have a direct and comprehen>ive 
dialogue with the Centre on resources, programm~s 
and policies, which it is important not only to preser
ve but enlarge. Therefore, the present system of 
quinquennial Finance Commission and continuing 
Planning Commission, but with certain changes in 
their character and functions are recommended. 

Our suggestions in this regard are diseussed in the 
State Government's Memorandum pages 34 to 42 
and pages 36 to 51. 

5.2 The overall position stated by the Adminis
trative Reforms Commission's Study Team on Centre
State Relations still holds. We strongly urge the 
implementation of the alternatives (b), (d) and (e) 
indicated in the question. These options will help 
in augmenting resourc!s of States.· At present, thre: 
taxes available to the States. which have hitherto 
been elastic in their revenue yields, are sales tax, 
State excise and motor vehicles tax. There are hmi
' ations on increasing rates of sales tax on most commo
dities on account of th: simultaneous im;>osition of 
excise duty on · these commodities. In addition, 
essential commodities also cannot be heavily taxed. 
There are also grave dang~rs in seeking higher reve
nues from State excise as this will act as in inducement 
to the con~umption of illicit liquor and lead to 
periodic deaths on ac~ou~t of the dangerous qu~lity, 
of such liquor. The soarmg costs of motor vehicles 
(especially of four-wheders) is depressing demand 
for such vehicles with a consequent stagn'ltion in the 
receipts from motor vehicle. tax. The~e exam;>les 
indicate that such tues, hitherto belteved to be 
elastic, are proving much less so. . There is t~us 
a need for augmenting State resources m the followmg 
manner : 

(a) transfer of additional taxes (Whose revenue 
yields are ebstic to the State List under the 
Seventh Schedule; 

(b) Central taxes such as corporation tax, customs 
duty. surcharge on in rome tax, to be transferred 
to the divisible pool; 
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(c) financial resources other than tax revenues 
of the Union Government to be also distributed 
between the Centre and the States. · 

The other two alternative>, (a) and (c) in the question, 
do not appear desirable. A complete separation 
of the fiscal relations of the Union and the States, 
if incorporated in the Constitution, may .lead to in· 
flexibility in periodic changes, and revenue yields 
from difl"erent taxes do vqry over time. Similarly, tran
sferring all taxes to the Union List can only perpetuate 
and aggravate. the existing unsatisfactory situation. 
We would therefore not support these two alternatives. 

In short, the Divisible Pool must be enlarged by 
bringing into it all tax revenues except those from 
customs revenues, which may be for the Union 
Government. Out of such an enlarged Divisible 
Pool, 75 percent of the total proceeds should be dis
tributed among the States. This, in effect, the 
Union and the States in the ratio of 50:50. Such a 
distribution should be considered as more equitable 
from the view points of both the Union and the States. 

5.3 We disagree strongly with the proposition. 
Indeed, equity in the distribution of financial resources 
between States with a view to correcting regional 
imbalance is best ensured through an independent, 
statutory agency such as the Finance Commission. 
If the discretion for transferring resources is instead 
given to the Union Government, there i.s the distinct 
possibility of such resources transfer bemg based on 
less than objective considerations which may not 
subserve equity criteria. The experience of resources 
transferred by Central Ministries in the past does 
validate this point. 

5.4 Deficit fin'lncing to cover the '!ap is empha· 
tically not in the national interest. It is inflationary 
and thereby benefits neither the Union or State 
Governments, nor the individual. . It also has dele
terious effe~ts on the welfare of the poor and of fixed 
in~ome groups in the country. In view of this, the 
only viable alternative open to the Union Government 
to cover its gap in revenue ac~ount (if, in fact, such a 
gap exists) lies through better control over expenditure 
and plugging leakages in tax collections. 

5.5 We would like to question the very premise of 
the suggestion that the central function of the Finance 
Commission and Planning Comm•ssion is to bridge 
the gap in resources between the poorer and richer 
States. This is certainly one, but one among many, 
objectives that thes~ Commissions should be concerned 
with, but to elevate it to being the primary objective 
is to put a premium on inadequate effort on the part 
of States in mobilising their own res0urces; it also 
encourages higher non-productive exp~nditure by 
certain States than would otherwise be· incurred. 

We suggest, therefore, that excessive relia~ce oD 
a gap filling approach to the Central devolutwn ol 
resources is undesirable. Instead, 60 percent of th· 
resources should devolve on a criteria of backward· 
ness built on a composite index as suggested by th! 
Karnataka Government in its Memorandum r.ub· 
mitted to the Eighth Fi1pnce Commission and th! 
balance of 40 percent of resources should devolve 
on criteria of the resource mobilisation effort ol 



State Governments The Finance Co . . 
should t k t t l : mnusswn fers. a e a 0 a VIew of all central resource trans-

5·6 _We do not ~ee any particular need to create 
a Special Feder~! ~und, as is provided for in the 
Yugosl~v. Co!lst•t~tton, if the scope of the Finance 
Colll{llls~wn IS w1dened as suggested in our replv 
to question 5.1. · 

5._7. Taxati<;m powers to levy excise duties and 
ad~ttlonal ~xc1se duties on a number of commodities 
whiCh prov1d~ substantial revenues, could conveniently 
be transferrec. to the States. 

5.8 A fragmentary approach to taxation can 
clearly produce unanticipated effects on the economy 
and a well modulated fiscal system must indeed 
endeavour to be conscious of the incidence structure 
of each. tax ~~d of it~ possible harmful impact on 
economic actlVIty. It ts doubtful, however whether 
S';'C~. a fragmenta_ry approach results primarily from a 
diVISion of taxatwn powers between the Centre and 
the States (such a division being inevitable in a fede
ral ec!lnomy). Indeed, among the taxes listed in the 
QuestiOn, all but the last (sales tax) are levied by 
the Government of India and yet it is by no means 
clear that a well orchestrated approach to taxation has 
been evolved by the Union Government. 

~here different kinds of taxes reinforce one another 
(as. m the case. of sales tax and exci~e duty}, consul
tative mecharu~ms for asse.ssing and undoing their 
poss1ble collective harmful tmpact are desirable. 

5.9. No. Elaboration of our views is found in our 
answer to question 5.1 • 

5.1 0. The statutory and discretionary transfers 
on the advice of the Finance Commissions have not 
~ontrib~ted to th~ narrowing down of the disparities 
m Pubhc expenditure among the States, nor has it 
promoted efficiency and economy in expenditure. 

Also, please see our answer to question 5.1. 

5.11 The present mechanism of transfer of re-
sources has an inbuilt propan~ity towards financial 
indiscipline and improvidence, and it is vi tal that 
the transfer of Central resources discourages this by 
estimating, in a comprehensive manner, the Plan and 
non-Plan requirements of each State, and taking both 
the revenue and capital at:counts into consideration 
for giving grants under Article 275. Indeed, the 
grants under Article 275 should occupy a residuary 
position in order that the transfers under the sharing 
of tax revenues take a major and predominent position 
in the entire transfer mechanism. If this &ystem is 
adopted, those States which have managed State 
resources prudently will continue to have an incentive 
to do so. 

5.12. We agree that the bulk of resources transfers 
should be done through tax sharing and that the role 
of Grants-in-Aid under Article 275, in the scheme of 
total revenue transfers, should be supplementary. 
This will encourage economy in expenditure and also 
induce greater efforts in resource mobilisation by 
States Governments. 

5.13. The principles enunciated by the Seventh 
Finance Commission for Grants-in-Aid under Article 
275 are broadly acceptable except that the weightage 
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givenlto the first principle ltbat grant-in-aid mav be 
given to States to enable the-m to cover their fiscal 
gaps, if any, that are left after the devolution of taxes 
and duties) ought to be considerably diluted. ns it 
discourages tax efforts and economy in expenditure. 

5.14. The logic of claiming that non-tax revenue> 
of the Union Government should be shared with the 
States cannot be uniformly applied for dilli:rent 
revenues. Certain_Iy, the revenues from Special 
Beare~ B_ol\ds are m the nature of savings from pri
vate mdiVIduals and can therefore be shared with 
States, in much the same way as National Small 
Savings are. It is more doubtful. however whether 
the additional revenues from raising administered 
prices should be shareable, particularly when many 
Central enterprises are making losses (as in the case. 
presently, of steel and coal). Where Central enter
prises make profits. however, and where these profits 
are treated as revenues of the Government of India 
(other than divident payments). the principle that 
such revenues should be divisible has merit. We 
would also strongly support the view of the E ghth 
Finance Commission that rises in administered prices 
of ceJtain commodities should not be resorted to 
as a substitute for raising excise duty rates, 
as the latter revenues are shareable where is the 
former are not. 

5.15. The present methods are not satisfactory, 
partly because the existing institutional arrangements 
for appropriating such savings give State Government~ 
an inadequate voice and partly because the Union 
Government makes a practice of intervening directly 
to appropriate savings for its own projects with only 
incidental tegard for the imprct this would have on 
the availability of savings for State Government, 
Checks and balances are, therefore, overdue. Those 
can emerge if State Governments are represented on 
the boards of nationalised be nks and all other central 
financing institutions, and if the allocation of savings 
(negotiated loans and other market borrowings) for 
fundinl! the Plans of the Union and State Govern
ments • is discuss( d and approved by the National 
Development Council and the National Credit Council 
as proposed by us in the state Government's 
Memorandum pages 48 to 5 I. 

5.16 This appears to be factually correct,' and among 
the reasons for the decline in the growth of Central 
resource transfers are the increasing fiscal concessions 
given by the Union Government in respect of divisible 
taxes, as well as the increasing deficits run by the 
Union Government. Fiscal imbalance in State 
Governments is consequently aggravated 

5.17. The increasing indebtedness of States is 
becoming increasingly critical and the dimensions. 
of the problem as well as our view on how the States 
difficulties could eased, are indicated in our reply to 
Question 6.7. At present, debt servicing commit
ments of the Karnataka Government to the Union 
Government amount to almost 90% of the gross 
loans received from the Union Government, indicating 
the increasing irrelevance of the Union Government in 
appreciably contributing to the loan finance require
ments of the State Government. We feel that the 
entire question of the State indebtedness and also that 
of the Union's debt should be examined by a High 
Power Body. We therefore suggest the setting up of a 
National Commission on Debt and such a Commi
ssion should determine de no\'o the iodebtedncss of the 



States and abo see whether the Union debt is abo pro
perly managed or not. The National Debt Commis
sion shall not be a -continuing body. Its task will 
be that of a "one shot" operation. This suggestion 
is further elaborated in the State Government's Me
andom-rmorages 43 to 46. 

5.18. We.agr~e that the States' capacity to borrow 
has be :n restncted because market borrowings 
are fixed every year by the Union Ministry of Finance, 
on the recommendation of the Reserve Bank of India. 
The States' capacity to borrow from national insti
tutions is also limited, for re:1sons indicated in our 
reply to Question 5.15. Having regard to the basic 
principles of sound financing, there should be a 
reasonable and satisfactory level of borrowing per
missible for States within the overall ceiling for bor
rowings by the Public Sector. The limits fixed for 
these borrowings should be linked to the overall 
expenditure programmes of each State Governments 
and the developmental activities which such borro
wings would finance. 

5.19. The Union Government should charge from 
the State Governments a rate of interest which it pays 
to the foreign lender together with any administra
tive costs. This is particularly significant in the case 
of soft loans given by the International Development 
Association (an affiliate of the World Bank) to the 
Union Government, where no interest is charged (a 
3/4% service charge is levied). The Government of 
India is not a money lender and should not profiteer 
at the expense oi the State Governments. 

5.20. We suggest the setting up of a National 
Credit Council under the aegis of the National Deve
lopment Council. The Secretariat service for the 
National Credit Council can be provided by the 
Reserve Bank of India with such assistance from the 
Planning Commission's technical staff as may be 
mutually agreed upon. The composition and func
tions of the National Credit Council are discussed 
in the State Government's Memorandum pages 49 
to 5 1

• 

5.21. Although the Reserve Bank of India (RBI) 
has doubled the Ways and Means Limits of the States 
with effect from July 1982, these limits bear little 
relationship with the magnitude of overall transac
tions effected by State Governments. Our State 
Goverilment's transactions exceed Rs. 3000 crores 
annually, whereas the Ways and Means Limits amo~:~nt 
to just Rs. 40 crores. Norms adopted for fixmg 
Ways and Means Limits, therefore, require a thorough 
review and these should be directly related to the State 
Government's aggregate transactions with the RBI. 
If this is properly taken care of. the overdraft problem 
of the States could be partly eased. There are, how
ever more fundamental structural reasons why such 
ove;drafts occur and reflect a fiscal imbalance in the 
budgets of Stat~ Governments. Contingencies like 
droughts and floods necessitate substantial non-plan 
expenditure, the maintenance of Govt:~men~'s assets 
and :upgradation of standards of adiDJ~tstratTOn ~eed 
over-increasing "outlays if the servu:es prov1ded 
by Government are not to deteriorate, periodic 
Dearness Allowance instalments payments need to be 
made to employees. and yet in their quest for ensuri~g 
that the investment effort of State Governments 1s 
not sacrificed, the Annual Plan Outlays are projected. 
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These create structural imbalances which result in 
'itates drawing on overdrafts from the Reserve 
Bank of India. More liberal ways and means limits 
are not a long-term so!ution for giving relief to States. 
Instead, a more cand1d appraisal of the pattern of 
States' expenditure is needed, and Central resource 
transfers (and the terms on which such transfers are 
made) need to be more sensitive to the pattern of 
States' expenditure. 

5.22. This can certainly not be said of the taxation 
effort in Karnataka, which is among the best in the 
country. Indeed, as we argued in reply to Question 
5.2, the prospects available to the State Government 
for generating substantial revenues through further 
tax increases are not optimistic. In addition, there are 
well-recognised institutional constraints in stepping 
up non-tax revenues, particularly from power and 
irrigation. Indeed, the additional taxation of the 
farming sector bristles with problems of accepta
bility throughout the country, and a national conse
nsus will be essential if a general taxation of agricul
tural income is to be introduced. 

5.23. We agree. That the returns of public sector
investment have been disappointingly low is a matter 
of well documented fact : that there is substantial 
leakage in Central taxation in evidenced by the un
doubted existence of the "parallel economy". 

5.24. We agree that tllis will constitute a healthy 
convention, as it will instil confidence in State made 
after ascertaining their implications for State finances. 
Tllis can be one of the useful functions of the Inter
State Council. 

5.25. We agree with the view. 

5.26. We fully endorse the view expressed. Given 
the substantial increase in railway passenger traffic, 
the grant in lieu of the passenger fares tax which is 
now given is an insignificant proportion of the pass
enger fares tax which would have accrued had the 
Act under which the tax was being given not been 
repealed in I 961. 

5.27. The present arrangements do not appear 
to be unstisfactory. 

5.28. Our views on the working of the arrange
ments in regard to the provision of Central assis
tance to the States for dealing with natural calamities 
are as follows : 

(a) the level of margm money m the State budget 
ought to be kept at the present level: 

(b) Central assistance for relier expenditure should 
be given outside the Plan 

(c) the assistance towards drought relief ought 
to be given in the loan : grant ratio of 25 : 75; 
and 

· (d) Central assitau~;e 
earthquakes ought 
grant. 

for floods, cyclones and 
to be given as 100% 

In order that relief assistance given to State is put 
to its most effective use, it must be extended in good 
time in order to alleviate distress. Further, wilere 



physical as~ets ~ sought to be created, min1mal 
quality specifications should be ensured, and their 
subsequent maintenance be provided for. 

5.29. While the constitution of su..:h age11~ics may 
well ser~e a us~ful purpose, we feel that!a multiplicity 
o~ such. mst1tut10ns may well prove unwieldy from the 
vtewpomt of efficient de~ision-making. 

However, we feel that there is a need for setlino 
up of a National Credit Council under the ae.,is of 
the National D.!velopmetlt Council. Its compo~ition 
and functions are discussed in the Stak Government's 
Memorandum-pages 49 to 51. This apart, we 
could urge that the National Developme11t Council 
and the Planning Commission themselves will have to 
be restructured to meet the new chall :nges of the total 
development process and the future functioning of the 
delll:ocracy. Our suggestions for re-structuring the 
Natwnal Development Council and the National 
Planning Commission are given in the State Govern
ment's Memorandum-pages 46 to 48. 

5.30 Prudence m expenditure is clearly vital, parti
cularly when resources are as scarce as they are in 
our country. However, in a federal system, the 
allocation of taxation powers and availability of 
resources for funding programmes at every level of 
the federation are euqally important. Besides, it is 
presumably not being argued that the Union Govern
ment has been prudent in its expenditure while the 
State Governments have not; in Kamataka we tend 
to believe quite the opposite. 

5.31 We agree that the pattern and productivity of 
expenditure incurred by Union and State Govern
ments ought to be periodically examined_and assessed, 

A National Expenditure Commission would serve 
tllis purpose very well. We, therefore, strongly urge 
the setting up of a National Expenditure Commission. 
However, such a Comnlission should be an ad-hoc 
one and not a standing Commission .. This point is 
further elaborated in the State Government's Memo
randum at pages 41 and 43. 

As for the review of the Union expenditure an11ually, 
the Finance Commission should be able to carry 
out such a scrutiny. The Union Government 
instead of deternlining the terms of reference of the 
Commission should separately submit a Memorandum 
to the Finance Comnlission just as the States are asked 
to do. The Finance Commission should go into the 
Union Expenditures more thoroughly on the lines 
similar to those applied to the States. 

5.32. In Karnataka we observe no operational prob-
lems. However, a periodic scrutiny o~ the form in 
which accounts are kept is generally demable. 

5.33. There is an urgetlt ned to introduce evalua
tion audit in all major e.xpcnditure department> of 
Goverament (including Public Works, Irrigation, 
Industries Health and Education), and we suggest 
that the p;eseut system of vou~hcd audit be continu:J 
only where maintenance tunctwns are largely perform
ed. However, the general quahtr ~f aud1t . w•ll 
also need to be strengthened, and this Will necess1tatc 
a strengthening of the audit wing in the otfice of the 
Accountant General. · 
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5.3~. We believe th:n the law is sut\i;ie,ltlv 
llexible to p.!nnit the Com;mollcr and Auditor G~ncral 
to k~tl an efTc.;tivc watch on the expc.1diture of Stahl 
Govts. 

5.35. Th.e rc:>.>rts of the C..llll,l;r,>llc• <llld Auditor 
G"tleral which are prcscn•eJ i11 thc State Lcgislaturc 
are ~omprehensive, reas•>n·thle and ac.:ur.ttc to Cll:tbl.; 
the Legislature to take firm views it\ the maltcr. 

5.36. The expc11diturc COiltrol available th•••ugh 
the pre>e11t me.;hanism of the Public A~C\>UI\ts C<>lll· 
mit•ee and the Public U11dertakings C<Hlllnittc.!, 
with the help of Comr:roller and Aud1tor-Gcncral. 
is satisfactory and sullkient. The eni:.;tivcllC•S of 
the Public Ac~ounts Committoo and the Public 
Unde;takings Com mitt~ will be gre.ttly strcngthcn·~d 
if reports of the C & AG arc given to them wcll in 
time for their con,ideration. Thc;e bodie• are abk 
if prope.-ly assisted and advised in their activities, to 
act as proper che.;ks on the expenditun: function' of 
the Governme.1t at the Centre and the State,. 

5.37. There is a necd f<>r de~ning more cle.trly 
the role of the Estimate; Committees of the State 
Legislature. It would be higllly be1lelicial if they 
look into wider aspects of policies and programmes 
and advise the Government on these m·ttlers, ins
tead of replicating the role of the Public Accounts 
Committee of scrutinising Government expenditure. 

5.38. The Comptroller and Auditor General of 
India as a Consititutional authority examines the 
propriety of the expenditure of the Union and State 
Governments. The objective ol setting up an 
Expenditure Commission is wider : to look into the 
ne.:d and priorities of such e~penditure and to 
give broad indications of whether certain kin Is of 
expenditure are ultimately dcsirablc. 

5.39. Wh~re State Governm~11h are rc>P<JU,ible 
for implementing a scheme, they should be authorised 
to d:cid~ the validity of expenditure under the scheme 
without the intervention of the Central administra
tive Ministry. The latter can sct out broad adminis
trative, physical and financial guidelines and monitor 
the working and implementation of such schemes. 

PART VI 

ECO;\iOMIC A:-.ID SOCI.\L I'LANNING 

6.1 The entries in the Union, State and Concurr~nt 
Lists. in Ute Seventh Schedule of the Con,titution 
represent a balance of function' and respon,ibilities 
betwcen the Union Government and the State Go'
ernmcnts. The planning Proce-s would nece"arily 
have to rdk'Ct this, and "Economic and Social 
Planning"' is consequently an entry in the Concurr~nt 
List of tile Seventh Schedule. However, Ill pract1ce 
the degrce of consultation nece,sary between. the 
Centre and the States in order to make l'lannmg a 
joint endeavour has not hcen forthcoming. The 
'lational D~velopmcnt Council has not emerged as 
an active forum for discu»ion and debate on the com· 
plexities of National Planning, and its deliberation~ 
have hitherto largely been reduced to a formal list ol 
speeches made by its members. 



. _In order to reactivate National Planning as a 
JOtnt enqeavo~ of the Centre and the State we suggest 
that the Nat•onal Development Council should 
beeome the focal point of the national debate on 
planrung. 

We t!"ten:fore suggest a thcrough restructuring of 
the NatiOnal Development Council so that it can be 
more effective: Similarly, we suggest restructuring 
of the Planrung Commission. The restructured 
Planning Commission should serve as the Secretariat 
~f the National D~velopment Council. Our sugges
tions for restructurmg and the functioning of the res
truct~ed National Development Council and the 
Plannmg Commission are given in the State Govern
ment's Memorandum--pages 46 to 48. 

6.2. We agree with the proposal suggested. 

6.3 We believe that consultation between the 
Planning Commission and the State Government in 
Planning process is very it,adequate. 

_T~ere is need for restructuring the Planning Com
rmssJOn and also set out new procedures for its func
tioning. ~ur detailed suggestions in this regard 
are g•ven m the State Governmenfs Memorandum 
-pages 47 to 49. 

6.4 We believe it would be impractical to adopt 
the third view listed above making the Planning Com
mission independent of both the Union and State 
Governments, for there is then the danger of such a 
Commission acquiring a sovereignty of its own, 
unanswerable to either the Union or State Govern
ments. We recognise that the Planning Cormnission 
must necessarily continue to remain an arm of the 
Union Government but must discharge its functions 
within a federal spirit, conscious of such a responsibi
lity in the preparation of a National Plan. This 
requires, as already mentioned, the restructuring .of 
the Planning Commission with professional experts 
and also the representation of Chief Ministers on the 
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~n1_1l basis. The Prime Minister and the Planning 
Munster at the Central and also the Finance Minister 
of the ~e!ltre should be the Members. The Planrung 
Comrmss10n should have no executive responsibilities 
in respect of either the Centre or the State Plans. 
The Central Government and to achieve this purpose 
its administrative budget should be shared equally 
by the Centre and the States as a whole. 

Further suggestions about the staff of the Com
mission etc. and an elaboration of our above views 
are given in the State Government's Memorandum 
pages 47 to 49. 

6.5. Please see our answer to question 6.4. 

6.6. We fully endorse the view that national 
priorities must necessarily be incorporated in State 
Plans. However, such national priorities emerge 
as a consensus between the Union and State Govern
ments and it is surely unnecessary for the Planning 
Commission to scrutinise the details of State Plans in 
order to ensure scrutiny at present extends to minute 
details of the specifications of all schemes proposed 
by the State Government. We would take the broad 
view that the Planning Commission should examine 
specific allocations by the State Government only 
for a few key sectors such as major and medium irri· 
gation, large and medium industry, power and trans
port, while leaving allocations for (.ther sectors to 
be determined by the State Government. Such 
modalities should gnide the Annual Plan discussions. 

6.7 We believe that the most critical issue in Cen
(ral resource transfers in the funding of State Plans is 
the increasing irrelevance of the Goverument of India 
in appreciably supplementing State Governments 
resources for Plan finance, largely on account of the 
very high debt-servicing commitments which State 
Governments face. The general pattern of Ct:ntral 
financial contributed to an acute debt-servicing prob, 
lem, as is indicated below 

Debt-Servici11g on Central Locns 

Category 

Central Loans Received 

Repayment of Principal 

Payment of Interest 

Total Amount paid • 
Principal Repaid as proportion of Central Loans received 

Total Amount paid as proportion of Central Loans Received 

• . 
• 

It is apparent that during the first four years of the 
Sixth Plan the total quantum of Central loans 
received amounted to Rs. 556.3 crores. During this 
period the State Government repaid to the Govern
ment of India a principal amount of Rs. 309.5 crores 
and an interest of Rs. 189.9 crores, implying a total 
debt servicing commitment during this period of Rs. 
499.4 crores. Thus, the debt-servicing commitment 
amounted to almost 90% of the gross loans received 
from the Union Government. ·It is also clear that the 

Karnataka All States 
Unit --- - ---·-- --- - - - ------ -·-·-~-

Fifth Plan 4 Years Fifth Plan 4 years of 
( 1974-1978) of Sixth plan (1974-78) Sixth Plan 

1980-84 (1980-84) 

Rs. Crores 284·0 556·3 5,173 ·4 12,571 ·9 

Rs. Crores 148·3 309·5 3,468 ·6 9,718 ·9 

Rs. Crores 91-1 189·9 1,791 ·2 3,870 ·1 

Rs. Crores 239·4 499·4 5,259 ·8 13,589.0 

% 
% 

52·2 55·6 67·0 101 ·7 

84·7 89·8 101 "·7 108·1 

debt servicing problem is becoming increasingly acute 
over time and that, for all States put together, such a 
commitment is in fact more severe, as all States paid 
back as debt-servicing charges 8% more than they 
received from the Government of India. 

In order to reduce the gravity of debt servicing 
obligations of the State, it is vital that State Govern
ment expenditure be divided into financially unremu
nerative, though possibly socially remunerative 



~xpenditure on the other. (The former catecror . 
mcl~~e all expenditure on revenue account a~ :ell~~ 
.capt~ outlay on education, medical and health 
servtces, agr~cultural and industrial infrastructure 
roads, and bndges, and irrigation works ) W • 
~?end that the lo~n component si).ould be in e p~~;:::= 
tJOn to the financtally remunerative expenditure in
curred by t~e State Government. These will be 
br~adly ac~Ieved if the loan : grant ratio of Central 
assistance ts altered to 30 : 70. . 

Also please see our answer to question 5.17. 

6.8. .We take the view that the requirements of the 
economt~ally weaker states is being taken care of under 
the Specta! <;ategory States categorisation for purposes 
of determmmg Ce_ntral Plan assistance, and that in 
the absence of ~ stzable expansion of the aggregate 
Central P!a~ asststance to all States, any modification 
of the extsUng formula for distribution will have to 
be determmed in consultation with other SL1tes. 

~.9.. The extent to which equity considerations and 
obJe~tlVes of balanced regional development and re
moval of poverty )lave been subserved by the pattern 
~f Central Pla1;1 a sst stance are clearly difficult to assess 
m general, 1ndeed the equitableness of the criteria 
used cannot be evaluated unless norms for equity are 
fir~t defined. The modified Gadgil Formula has c~r
tamly not worked to Karnataka's benefit, as Karnataka 
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has a population density less than the national avera~ 
and has had a per capita income above the nation:.! 
average (as assessed by the Central Statistical Orga
nisation). Nevertheless, even the most advanta"eous 
reordering (from Kamataka's point of view) ,~· the 
Gad~;il Formula is unlikely to le;ld to \'cry substantial 
additional central resource transfers in favour of 
Karnataka, in comparison to the total State Plan 
~Ize. As sue~ we would like to argue that this issut• 
IS much less Important than that of the increasing 
mdebtedness of the State Government to the Union 
Goverament, as discussed in the reply to Qu.:stion 
6.7. 

6.10. We agree witll th.: view expressed. As the 
Sixth Plan has progressed, th.: total r.:sourc.:s trans
ferred under centrally sponsored and central s~...:tor 
schemes has continued to increase. Thus, as is 
indicated below, during 1978-79 the total resources 
transferred by the Union Government to Karnataka 
on such schem~s was Rs. 40 crores, whereas during 
1983-84, it is provision~lly estim:tted to be Rs. 12U 
crores. Indeed, at the commencement of th" Sixth 
Plan it was agreed by the Phm•1ing Commission 
that the total resource tran,fer under such schem·:s to 
Karnataka during the Sixth Plan period would amount 
to Rs. 61.32 crores. However, the total resources 
transferred in practice during the Sixth Plan is expec
ted to be Rs. 409.44 crores. 

Cemral Plan Reso ~rces .Tramferred to Karnt.taka 

Under Gadgil Formula 

For Externally Aided Projects 

Additional Plan Assistance . 

Total Central Resources for Stt~te Plans 
• 

Amount (Rs. crores) 

1973-74 1978-79 

35·5 87·5 

35.5 87·5 

1983-84 

98·6 

22·4 

121.0 

Propori1on ( /'J 

1973-!974 1978·1979 1983-198~ 

40·2 27·5 

~l) ·2 27 ·5 

13 •I 

3 ·0 

16 ·I 
-- - ·--

(TOTAL STATE PLAN) (6? ·9) (277 ·) (630 ·5) (79 ·2) (87·4\ (84 ·0) 
----- ----· ·- ---- - . . - --. 

For Centrally Sponsored & Central Sector Schemes • 
Total Pla.'f Resource Tramfer from the Centre . • 
TOTAL STATE PLAN & CENTRALLY SPONSORED/ 

CENTRAL SECTOR SCHEMES .. 

· At the commencement of the Fourth Plan the 
National Development Council resolved to limit the 
Central assistance under such schemes to one-sixth of 
the quantum of aggregate Central assistance for State 
Plans, and also felt that these schemes should conform 
to certain de>irable guidelines like constituting inter
State schemes or being significant from a national 
point of view. At present the Central resource trans
fer under such schemes equals the Central resource 
transfer for funding the State Plan. We strongly urge 
that the intentions expressed by the National Develop
ment Council at the commencement of the Fourth 
Plan be implemented. 

6.11 It is doubtful whether the monitoring and eva
luation functions are performed with the degree of 
vigour necessary, in either the Government of India 
or the State Governments. In Karnataka, however, 
monitoring of the implementation of Plan programmes 

18·4 

53·9 

8R·3 

-
40·0 120.0 20·8 12·6 16·0 

127.5 61 ·0 40 ·I 32 ·I 

317·9 750·5 100.0 100·0 100·0 

has been considerably tightened during the la\t two 
years through the institution of a system known as the 
monthly Multi-level Reviews, which operate~ at the 
State; district and taluka levels. However, if moni
toring and evaluation are to be organically linked to 
the working of Government departments, Government 
departments need to be more strongly aware of the uti· 
lily of these functions: it is abo vital that appropriately 
qualified professional staff be induced for the purpose. 

6.12 We strongly b:lieve that deccntraliscd planning 
is integral to "coop:ratiw federalism" in our plan
ning system. Indeed, such decentralised planning 
will have to extend much below the State level. 
In this spirit, Karnataka will shortly be introducing 
a Zilla Parishad structure of local government and 
it is essential I hat Zilla Parishads are given planning 
mano:uvreability and do not. for instance find that 
the Seventh Plan is cast in a mould which takes away 
flex.ibility in planning. For the planning process to 



l:e acct'rdingl) decentrali"d, it i~ nece>sat) for Annual 
Pl;m di>emsions (including the sanctioning of Annual 
Plans h) the Planning Commission) to be responsive 
toL the need for such decentralised planning. 

Further elaboraticn' of this point is given in the 
State Go\ernment"s Memorandum pages 51 to 54 
dealing with Decentralised planning. 

6.13 Inj Karm taka the Planning machinery has 
been greatly strengthened during the last decade 
and ·a number of professionally qualified specialists 
have been inducted into the Planning Department 
to assist in Plan formulation, evaluation and moni
toring, as well as in conducting special studies which 
are helpful to the planning process. The Planning 
Department is headed by a professional economist 
as its Secretary. The resultant benefits to the planning 
process at the State level have been considerable. For 
the expertise so inducted to be more widely beneficial 
to the State Government, it is now necessary that 
such specialists participate more directly in the core 
of decision-making within Government. 

Whether the National Plan should become progres
sively more indicative and less imperative as on issue 
more contingent on ideology than on the efficacy of 
the State Planning process. As long as ours remains 
a mixed economy, the National Plan would clearly 
have to combine imperative and indicative aspects in 
relation to different sectors of the economy as well as 
in relation to the experience of developmental activity 
as lllllnaged by the Union Government, the State 
G.ovemments and the Private Sector, In any case, 
much of the National Planning activity today is indi
cative, with Private Sector investment constituting 
~oughly half the National Plan. 

Industries 

PART VII 

MISCELLANEOUS 

7.1 We agree with the view expressed as the addition 
of a substantial number of industries to the Union 
List in the Seventh Schedule has considerably diluted 
the efficacy of policy initiatives of the State Govern
ment to induce industrial development within the State. 
Indeed, the power of licensing has been used by the 
Union Government in ways which are felt to be increa
singly arbitrary, and licences are granted less on tech
no-economic viability considerations and more on 
grounds of specific political preferences on the location 
of industries. Whereas, we believe there should be 
a wider dispersal of industries throughout the 
country, such industries will surely build in losses from 
the outset if they are located on criteria other than 
techno-economic ~nd financial viability considerations. 
The following ino:ances indicate that the power of 
licensing has been used in a manner divorced from 
sound investment principles and have also been detri
mental to Kamataka's interest : 

(a) The Tata Engineering and Locomotive Company 
had proposed to set up their third unit for the 
manufacture of chassis, and had selected Dharwac 
in Karnataka as their best location. While 
obtaining permission for this, the Government 
of India suggested to TELCO that their unit 
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should instead be located in Uttar Pradesh and 
TELCO were asked to submit their application 
for a licence accordingly. . 

(b) Glaxos and the Karnataka State Industrial In
vestment and Development Corporation intend

, ed to set up a unit of Texdrose Monohydrate 
a~d ~llied products (ba.sed on maize) in Bellary 
Dtstnct. A Jetter of mtent has been issued. 
However, the Union Government has been 
attempting to induce Glaxos to put up the unit 
elsewhere in the country. 

(c) The Tractors India Limited have applied for 
locating a unit for the manufacture of earth 
moving equipment in Karnataka. The Com
pany is being asked by the Union Government 
to put up the plant elsewhere. 

(d) A number of entrepreneurs have applied for 
establishing mini-cement plants in Karnataka. 
These have been rejected by the Union Govern
ment on the ground that Karnataka is already 
a surplus State so far. as cement is concerned. 
(it should be noted that the cement industry is 
not a foot-loose industry and has necessarily 
to be close to areas where limestone deposits 
are available. Further, the present policy of 
distribution of levy cement is such that although 
Karnataka is surplus in the manufacture of 
cement, it obtains less than a quarter of its 
requirements from the Government of India . .' 

7.2 (i) We strongly urge that the term "National 
Public Interest" be more clearly defined in order to 
circumscribe its scope. We believe broadly that 
invoking considerations of public interest in the con
text of national. cont.rol over an industry is justifiabl~ 
mainly from the view point of the total capacity which 
ought· to be set up for that particular industry within 
the cQ.untry with reference to the demand (including 
demand for exports) for the product from that industry. 
Such an interpretation of the term "public interest" 
in Item 52 of List I of the Seventh Schedule would not 
take away "from the Union Government its existing 
wide powers to establish defence industries (under 
item 7 of List I), or to regulate monopolistic tenden
cies itf industrial structure by placing constraints on 
the future expansion of large business houses. 
Further, the balance between the public and private 
sectors can continue in the manner envisaged in the 
Industrial Policy Resolution. What is now being 
sought is not a dilution of the scope of the public 
sector but rather of its more efficient apportionment 
between the Union Government and the State Gov
ernments. 

(ii) We believe that all items pertaining to house
hold consumption goods can be deleted from the 
First Schedule to the Industries (Development and 
Regulation) Act, 1951. These include commodities 
like matchsticks, soaps, paints, varnishes, weighing 
machines, sewing machines, lanterns, furniture and 
cutlery. If necessary, the production of these com
modities could be reserved for the small-scale sector. 

7.3 We urge strongly that State Governments should 
be empowered henceforth to issue industrial liclmces 
to all industries with a maximum capital investment not 
exceeding Rs. 20 crores. Such decentralisation of 
powers to State Governments would continue to be 



subject to the Industrial Policy Resolution (which 
prescnbes the areas reserve for the public sector) as 
well as the ~ssessments made by the Union Government 
?f the. desJrab1hty of new investments in different 
mdustnal_sectors (~s ~ndicated hy the Union Govern
ment, for mstance, 111 1ts annual "Guidelines to indus-
trial Policy"). · 

State . Governments . sho~ld also concomitantly be 
autho~1sed to sanction 1mports of capital, raw
n:atenals .and technology (though foreign collabora
tion) requ1red for the establishment of these industries 
through a block allotme_nt of a specified quantum of 
fore1gn exchange for th1s purpose. Again, the Union 
Go~e!·~ment would, of course, retain overall policv 
~exJb1hty th_rough t_he formulation of detailed guide
lines regardmg National Import Policy as well as pro
cedures and norms for making such imports. 

7.4 yve believe that Karnataka has organised itself 
sufficiently to support the small scale industrial sector 
in its many aspects of making available raw materials 
providing marketing support and ensurino financ~ 
availability through the State Finance Corpor~tion and 
commercial banks. The main constrant in extending 
further support emanates Primarily from the controls 
exercised by the Union Government. For instance 
pig iron, steel, coke, coal, wax and cement are amon~ 
the main raw materials for small scale industries and 
these are completely controlled by the Government of 
India. Further, several infrastructural and handling 
facilities which industries need are also exclusively 
controlled by the Union Government and its agencies. 

7.5 In certain instances the Union Government has 
issued directions, formally or otherwise, asking them 
to delay or deny financial assistance to specified 
industrial units. We believe that checks ·and balances 
ought to be introduced against such directions from 
the Union Government and for this purpose State 
Government representatives should be appointed to 
the Boards of these financing institutions. We su)!
gest the setting up of a National Credit Council, 
the structure and functioning of which has heen dis
cussed in detail in the State Government's Memo
randum pages 46 to 4X. 

'7.6 We agree that States are insufficiently consulted 
in matters of the location of Central investments in 
the public sector. Indeed, we would go further and 
argue that even where decisions for locating speci
fic Central investments in Karnataka, have justified 
on techno-economic grounds Union Government 
directions have sought to locate such investments 
outside the State. For instance, the Indian Telephone 
Industries had proposed the establishments of an 
Electronic Telephone Exchanges manufacturing unit 
near Bangalore, in view of the excellent infrastructure 
for electronics already available there and in order 
to preclude the displacement of the existin~ labour 
force in Bangalore. However, the Union Govern
ment decided that the industry should instead be set 
up in Gonda in Uttar Pradesh where no infra~tructural 
facilities are available. Similarlv, a Final Site Selec
tion Committee h!!d recommended the establishment 
of an oil refinery at Mangalore and this has been under 
the consideration of the Union Government for some 
considerable time. Despite this; we are led to be
lieve that the Union Government has instead decided 
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to set up its ne'<.l refinerv at Karnal in J!,u\ an.t. Simi
larly, tcchno-econnm1c · Clllhllkr.lli<li1S h;id kd to the 
selection of lfospd '" the site f,,r the lnt<·~rat,•d 
Steel Plant to he set up hy the G.wernment o(lndia 
and a foundation qone f<>r this purpose was laid by 
the then Prime 1\linislcr in t<l71. li,Hwvcr. the llni<'ll 
Government has subsequently <kcid,·d that l'ar;~,kcp 
in Orissa allll Vishakaratnam in i\ndhra Pra.ksh 
should be selected as sites f,,r future steel plants, on 
considerations which we strongly believe to he otha 
than purely techno-economic. 

7.7 We agree that there appears to be little rati,,na
lity in the investment policies of the Union puhlic 
sector, particularly in heavy industries. We als,, 
believe that Karnataka has gencrallv been nc~kclcd, 
despite its strong industrial ilifrastructurc and excellent 
resource base. We would ar)!ue that the main <'ri
terion for deciding on the location of central invest
ment should he techno-economic. 

7.8 We believe, from the industrial experience of the 
last 3 decades, that the basis for declaring areas as 
backward for industrial development shot;ld not he 
the district. Instead we believe that Union Govern
ment incentives are likely to he more ciTcctive if they 
are based on smaller areas (like Taluks), with their 
potential for industrialisation being assess,·d hy the 
State Government. 

Trade and Commerce 

8.1 We welcome the constiution of such an authority 
under Article 307: We recognise that a variety of 
impediments and restrictions exist on intra-State 
and inter-State trade, the precise implications of which 
are sometimes difficult to perceive. It is clear, for 
instance, that the absence of uniformity in the sales 
tax leviable on commodities causes avoidable diver
sion of trade and also leads to a general damper on 
certain kinds of trade. Octrai taxes similarlv hamrcr 
the easy movement of goods. The scope of the pro
posed authority would therefore need to cover i"ucs 
of Centre-State and inter-State relations in trade 
and commerce as well as issues arising hctw.:l·n 
Governments collectively on the one hand and rrivate 
representatives of trade and commcrl'e as well as the 
individual consumer, on lhc other. 

Agriculture 

9.1 We agree with the oh~crvations of the Study 
Team of the Admini~trative Reforms Commi"ion 
on Centre-State Relation~. The po~ition ha~. in fact, 
worsened since 1967 and the control exercised by 
the Union Ministry of A~riculture in determining 
agricultural policy at the State level has ~reatly multi
plied, such control is in lar)!c mca,ure also l'XL'f<'l'cd 
through Central resource tran,fcrs to States on 
Centr;1lly Sponsored Schem<'S. 

9.2 We agree with the observation~ of the National 
Commission on Agriculture, as viable strategies for 
agricultural development arc acutely sensitive to 
local conditions and arc therefore more appropria
tely devised at the State level. The responsibility 
of the Government of India should more appro
priately lie in developing the research ha~e for aj!ri
culture and' in reinforcing arranJ!ements for agncul
tural inputs supply and marketing . 



<1 .. 1 Ell<·cti'c <'<"'I'Ctation, a~ ctl\:isagcd by the 
National Conunis>ion on Agriculture, doe~ not 
exist at present. There is no prior consultation on 
association with the State Government during the 
formulation of Centrally Sponsored Sch~mes. 
Generally, such schemes, when devised, are presented 
to the State Government during the middle of the 
financial year and the State Government is at that 
juncture very hard pressed to make the 50% matching 
contribution necessary for im:>lementing such schemes. 
It also negates the very rurpose of the Annual 
Plan. Indeed, the only opportunity the State Govern
ment gets for discussing such schemes with the Gov
ernment of India is duri:1g the Annual Plan discussions 
and it does appear desirable that new Centrally 
Spons<>red Schemes for the following yeat be formu
lated well before those discussions. 

9.4 The Union Govet nment's initiative in fixing 
the support pri.:.:s for selecte:l agricultural com
modities and of the iswes price under the public 
distribution system (PDS) ensures that tit<le policy 
manoeuvrability remains with the State Government. 
This is so because the issue price under th~ PDS is 
essentially a mark-up over the support price (which 
is also the procurement price), the mark-up repre
senting transport and storage costs, as well as adminis
trative costs. Consequently, the only way left to 
the State Government to raise the procurement price 
without a commensurate increase in the issue price 
under the PDS, is by incurring expenditure on sub
sidies. There are clearly limits to the exercise of such 
an option. It is, therefore, very essential that the 
costing of inputs in the production of agricultural 
crops be sensitively done by the Agricultural Prices 
Commission and that before support prices are 
announced there is active consultation with the State 
Governments. 

9.5 The rapid implementation of several agricul
tural developmenta I programmes is being continually 
impeded on account of excessive centralisation both 
in the ICAR and in NABARD. As much of the 
research conducted by ICAR adaptive research, its 
utility and implications for agricultural productivity 
ne;;essarily dep~nd on flexible coordination with 
State Government research and extension agencies. 
Such coordination is at present largely absent, and 
ICAR institutions located within Karnataka often 
make re~ommendations at variance with those made 
by State Governments agencies, thus sometimes 
causing embarrassment to field extension staff and 
confusion to farmers. Similarly, as NABARD his 
essentially a refinancing agency for cooperative short 
term and long term agricultural financing institutions 
within the State (and to a lesser extent for commercial 
and regional rural banks) the primary assessment 
of hankability and creditw0rthiness of an investment 
is heing done by these financial institutions within 
the State. Any additional technical or financial 
preconditions imposed by NABARD (some of which 
require commitments from the State Government) 
result typically in delaying the financing of s~hemes 
and a d!:!leration in tran;ferring credit to agiculture. 

Foo~ a11~ Civil Supplies 

10.1 There is considera':lle scope for improving 
Centre-State relations in the procurement, pricing, 
movement and distribution of foodgrains ancl other 
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co;sential commodities. Thus. although the entire 
food procurement of the State Government is handed 
over to the Central Pool, its quantum appears largely 
unconnected with the allotment of food-grains to 
the State Government for the Public Distribution 
System (PDS). It is desirable that the allotment of 
foodgrains should be related as much to the procure
ment effort as to the foodgrains requirement in each 
State. Similarly, the Union Government unilaterally 
fixes the issue price of each commodity under the 
PDS as well as permissible wholesale, retail and 
other administrative charges, without consulting the 
State Government. Similarly, storage capacity is 
built by Central Government agencies like the Central 
Warehousing Corporation without ascertaining 
actual-storage requirements from the State Govern
ments. 

In all such cases, much greater consultation with 
State Governments is imperative. As the food situ
ation each year is highly sensitive to the pattern of the 
monsoon, such consultation should extend to the 
formulation of an annual food policy merging through 
a consensus between the Centre and States, such a 
consensus occurring at an appropriately high-level 
consultative forum. 

10.2 Such periodi~ reviews appear very necess:~ry. 

Educatio.1 

1!.1 There does not appear to be much iustifica
tion in the criticism that there is too much Central 
interference in the initiative and authority of the 
States. The critical constraint in achieving greater 
progress is rather one of financial resources. Indeed, 
the need for a national perspective in matters of 
ensuring uniform and high ·standards in higher 
education cannot be lightly brushed aside and the 
Union Government has a definite role in this. 

11.2 Although the University Grants Commission 
is conceived of as the main agency for dctennin 'ng 
and coordinating standards for higher education 
and research, its effectiveness in influencing standards 
of University Education has hitherto been franklv 
limited. It has been functioning more as a grant 
giving body (though even in this its resources are 
inadequate and its sanctions are received late durirg 
the Plan period). It is vital, however, that national 
policy norms for higher education emerge and strongly• 
influence Universities in all States if differential 
standards of higher education are not to be further 
accentuated. Whether the UGC is the most ap
propriate organisation for f, stering such standards 
or whether, instead, a body with wider specialisations 
needs to be constituted, would need examination. 

Conditions imposed by the UGC for releasing finan
cial assistance to Universities are also often unrelated 
to the broad intent behind these conditions. Thl:s, 
for instance, tw.:> new Universities were c0nstituted 
in Karnataka in 1980, at Mangalore and Gulbarga. 
These Universities have fulfilled all the conditions 
imposed by the UGC in matters of minimum assets, 
staff and facilities for teaching research, and student 
amenities. However, the Universities Act has not 
yet been amended in accordance with the suggestions 
ofthe UGC (such·amendment being a longer drawn 
out process than the UGC'gives credit for). As a 
consequence, the 2 new Universities are yet to be 
declared fit for !inanci!l! ;lssist!lnl=~ fro!ll th~ U"GC, 



. 11.3 The existing forums fur consultation and 
dtscusston,. particularly the Central Advisory Hoard 
for EducatiOn and the All India Council of Technical 
Education, should be vastly strengthened and, if 
necessary, made mto statutory bodies. ·This is parti
cul~rly. necessary in Technical Education, where 
mstttutwns have proliferated in the country in a rela
tively disorderly manner, and where the All India 
Council .... of Technical Education, being only an 
Advisory Body, does not have powers comparable 
to the Indian Medical Council. 

11.4 While the rights to Minorities under Articles 
29 and 30 need to be enforced, there appears to be 
insu.fficient cla!ity on the P!ecise c.rite~ia to be adopt· 
ed m determmmg what ts a mmonty educational 
institution. It is generally accepted that a minority 
educational institution should be for the benefit 
largely of that minority community (with some bene· 
fits also going to those in other communities). How· 
ever, as such minority educational institutions possess 
the right to regulate admissions, many institutions 
are now run so as to benefit largely those outside the 
minority community. The impetus for setting up 
such institutions, therefore, can sometimes be one 
of commercial exploitation under the cover of mino• 
rity protection. Such a contingency was perhaps 
unrecognised when the Constitution was framed, 
and a suitable amendment to preclude such a contin· 
gency seems desirable, through a clearer definition 
of what constitutes a minonty educational institu· 
tion. 

ll.5 No specific instances of conflicts or issues 
exist as far as Karnataka is concerned. 

Inter-Governmental Co-ordination 

12.1 We feel that the Inter-State Council as sug· 
gested earlier by us, should be activated and it should 
become a forum for discussing problems of Centre
State issues and also the problems among the States. 
The Inter-State Council, the restructured National 
Development Council and its Standing Committees 
should be able to study these problems and sort 
them out. This point is elaborated in the State Govern
ment's Memorandum. pages 19 and 20 .dealing 
with Inter-State Council, pages 46 to 48 dealing 
with the restructuring of the National Development 
Council, pages 47 to 48 dealing with restructuring 
of the Planning Commission and pages 49 to 51 deal· 
ing with the National Credit Council. 

Note of the Government of Karnataka on the proposed 
Inter-State Council 

I. Formation : The present l'roviso ~or formi~g 
an Inter-State Council under article 263 ts not satis
factory. It envisages the formation of such a Council 
as and when the need arises. On the contrary, Kama
taka Government proposes the form~tion of an lnte!· 
State Council as a standing body whtch shall be co~tt
nuously at work holding its Sessions at a spectfic 
periodicity like once in 3 months. 

2. Composition : The Inter-State Council should 
have:·-

(a) the Prime Minister as Chairman; 
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(b) it should have 8 Chief Ministers. :! to he re
presented from ,ach of the 4 wncs like North. 
South, East, West. The Chief Mini,ters will 
be selected by rotation each year; 

(c) Chief Ministers of such States which arc in
volved in the matters that are to be discussed 
at the meeting of the Inter-State Council shall 
be invitee members in case they are not already 
on the Council as members under the rota
tion principle; and 

(d) Ministers of the Central Government dealing 
with the subjects which arc discussed in the 
Inter-State Council shall also be invitee 
members. 

For the inclusion of the Chief Ministers, 
alphabetical order shall be followed within 
each zone. 

3. Functions : (I) The Inter-State Council can 
serve as a forum for discussions between the Union 
and the States on all matters of policies und pro· 
grammes which involve inter-dependence between 
the Union and the States. 

(2) To discuss the clTecls of the Union policic' on 
the States. 

(3} To provide for consultation in the matter of 
excise duties which are to be levied by the Union. 

(4) To provide coordination of taxation policies 
between the Union and the States and among the 
States. 

(5) To discuss issues relating to regional imbalunccs. 

(6} To deal with matters of mutual economic 
cooperation among the States. 

(7) To discuss matters of Central investment in 
the different States or regions. 

(8) To assist in the sorting out o~ problems that 
may arise in the process of harnessmg the natural 
resources and their development for the benelit of 
the country as a whole. 

(9) To work out the general approach to the. pro· 
blems of lmmtgratlon, tmposmg dtsproportwnate 
burden on the concerned States and to evolve appro
priate measures of assistance from the Centre to such 
States. 

(10) To assist in the solving of national problem> 
which may appear to have a regional base for their 
origin. 

(II) Other subjects which may be proposed by 
the Prime Mmtster or the Chtef Mtm>ters. . 

4. Procedure : The Inter-State Council. shaU meet 
at the different State Capitals on a rotation pnnc•ple 
followed in an alphabetical order. Whtle recommcn· 
dations of the Inter-State Council will broadly be 
of an aJvi,ory nature. The spmt should be one of 
acceptin~ and implementing the: rccnmmcndatton' 
of the Inter-State Coum:il. 



5. Secretariat : There should be a permanent and 
a separate Secretariat for the Inter-State Council. 
An otficer of the rank of the Chief Secretary of State/ 
Secretary of the Union Government should serve 
as a full-time Secretary of the Inter-State Council. 
He should have the assistance of both subject specia
hsts and .:xpert admm1strators. On the permanent 
stall' there may be about 4 or 5 such officers. De
pending upon the nature of the subject to be discussed 
by the Council, the Secretariat can draft the services 
of other experts or consultants from outside for a 
specific assignment and for a specific period. In 
short, the Secretariat of the Inter-State Council should 
be competent to prepare exhaustive notes on the 
agenda after receiving the suggestions regarding 
the agenda items from the members. It should also 
sen·e as a memory of the past decisions and delibera· 
tions. The cost of the Secretariat can be shared 
between the Union and the States in the ratio of 
1:2. 

Karnataka 
MEMORANDUM 

General Considerations 

The que>tion of federal relations in India needs 
to be perceived in the largest context of the future 
of democracy and the Institutional Framework re
quired to ensure its survival in the face of a host of 
challenges and threats. 1t is because of this larger 
concern that the issue of centralization versus decen
tralization (of which Union-State relations are only 
one part) has acquired a new resonance. It has to be 
seen within the, arger perspective of a matrix of .in
terlocking issues (i) of the deteriorating economic 
conditions and marginalisation of millions of human 
beings; {ii) the political context of a sharp deterioration 
of democratic institutions; (iii) in terms of the nature 
and role of the State in India and (iv) in the social 
context where direct confrontation between the 
owing classes and castes and those at the lower rungs 
of society is turning more and more desperate and 
violent and also where centralisation of power and 
resources and decision-making is not ceasing at the 
national frontiers but is making the country 'conform 
to external calls, criteria, and conditionalities'. 
It is clear, by now, that both the increasingly anti
people and repressive character of the Indian State 
and its growing vulnerability 1•is-a-vis. the external 
world, that both the growing marginalisation of the 
poor at home and the marginalisation of India 
in the international setting, its internal disunity and 
its Jack of external viability, can be related to the 
decline of functioning inslltutions, and the conse
quent centralisation, arbitrariness, and pathological 
dependence on dominant individuals. 

The Central point in grasping with our political 
reality is a lack of fit, indeed a major hiatus, between 
our institutional set-up and the democratic ideology 
it is supposed to serve. There is a wide and widening
gap between the wielders of power and .the people in 
whose name it is wielded, between the centres of 
decision-making and groups, communities and regions 
affected by the decisions. 

A Cent;al dilemma informs the nature of democracy 
in India. The growing expectations generated by the 
dynamism of democratic politics has led to quickening 
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~f mass perceptions without a commensurate increase 
m ehte _capabihlles. Intense periods . of political 
mob1hzatwn of rural areas, the youth and diverse 
streams of socml actlVIsts. have led to a wide dispersal 
of awareness and mc1p1ent assertwn of will against 
age-old structures. Yet, at the top there is apoplexy 
isolation and lack of wil~ and elan. In a woru, th~ 
superstructure of the pohty has been found lagging 
far behind its base. 

Such a lag is mass perceptions and elite capabilities 
has contributed to widening distance between the 
rulers and the people and an accentuation of various 
gaps in the system. While the vast majority of the 
populatioD: is to be found in the rural areas and small 
and med1um s1ze, towns, almost all the decisions 
that affect them are taken in a few metropolitan 
centres. It is not surprising therefore that while 
successive governments at the Centre have announced 
welfare pohcies (e.g., in health, education and hous
ing) aimed at reaching the rural masses in the forms 
they needed and could afford! in reality the distri
butwn of resources and talents has continued to be 
in the reverse direction. 

Nor is it surprising that agricultural prices and 
other policies that lead to either sudden glut or sudden 
scarcity of commodities are all influenced far more 
by urban middle class opinion then by the interests 
of the producing classes. A little inflation is far more 
dreaded than massive· unemployment and under
employment, agitations of central government em
ployees for D.A. increases are far more successful 
than demands for fixation of rural wages, pressures 
for maintaining metropolitan lifestyles ·are far more 
effective than arg..tments for increased investment 
in rural public works and development projects for 
raising employment and incomes of the rural poor. 

The widening_ gap between classes and regions 
and our contmumg state of under development nave, 
no doubt, been matters of much concern to our 
leaders and intellectuals. lt has in the past Jed to 
two main sets of prescriptions. For quite some time 
after the discovery of widening disparities in living 
conditions of our people in the fifties the main 
thrust of prescriptions has been redistributive through 
land reforms, ceilings on incomes and wealth, and 
fiscal measures without disturbing the general fi·ame
work of the strategy of econom1c. development. 

Towards the end of the sixties a different strand 
of thinking emerged which, while it did not 
underplay tile importance of redistributive measures, 
found the development ~trategy itself faulty, or at 
any rate necessary to sh1ft. It emphasized the need 
to move towards an alternative framework of eco
nomic policy which,_ among other things, focussed 
directly on the creatwn of employment and incomes 
of the rural poor. Both the early renouncement 
after the 'garibi batao' election of 1971 and the 
election of March 1977 emphasized the need for an 
alternative model of economic development (though 
both kept the redistributive goal alive). 

Unfortunately, both the redistributive and the 
alternative. development perspectives, though undoubt
edly pohtlcal m thClf overall objective are highly 
a poht1cal and technocratic m 'their policy prescrip
twns. They both rely largely on policy pronounce
ments and the1r legislative . and administrative 



implementation without however, simultaneously 
changm_g the constellation of interest and the distribu
tion of . power m soc1ety. There is need therefore 
for a thud and m?re basic approach to the achieve
ment of a JUSt soc1al order Which, without detracting 
from the other two ObJeCtives (redistributive policies 

. and an alternative economic strategy aimed directly 
at 1mprovmg the cond1t10n of the poor), makes them 
part of a more comprehensive approach to the 
development process. 

In moving towards such an approach, it is essential 
~o grasp that t~e course of economic development 
ts vttally determmed by the structure of political 
power, that both the general misdirections of deve· 
lopment strategy and 'its inequitous consequences 
owe a great deal to the immense concentration of 
authority in a small elite at the apex of the system. 
This has always been so. It is inherent in our con• 
stitutional framework (despite laudable 'directive 
principles'), Its politically undemocratic and 
socially exploitative character were held in check 
in the first long phase of nation-building when an 
enlightened patt.ernalism at the top (under Nehru) 
was combined with a significant assertion of authority 
at lower levels thanks to the considerable stature 
and popular base of State and local level leaders 
and the highly open and plural character of the 
Congress Patty. 
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With the passing of the 'tall men' of Indian politics 
who occup1ed positions of authority at so many 
levels both inside anu outside government, and with 
the gradual closure of the political process within 
the Congress and the undermining of State and 
local level and other autonomous institutions, the • 
centralizing tendencies inherent in the Constitution 
which was based on the Westminster Model came 
to the force, With this there took place a strong 
convergence of vested interests that supported such 
a structure of power the bureaucracy, big business, 
the professional middle class, police and intelligence 
agencies, and political upstarts mouthmg progres· 
sive slogans and in their name constructmg an 
undemocratic, exploitattve and represstve structure 
of State power. 

We have a half-hearted democratic framework, 
a centrally monitored federal set-up, an all India 
officialdom that over powers representative bodies 
at all levels and centralizes relations between them, 
and a highly centralised party hierarch~. Such cen
tralisation of structure of power necessanly produces 
reactions to it in its own image: The growmg 
tendency of directing popular agitatwns oppositional 
politics and groups demands to the government m 
New Delhi is a direct consequence of the under
mining of a plural and multi-tier structure of power. 

The local and intermediate level butTers that were 
earlier available for absorbing tensicns of all 
kinds have been undermmed followmg 
the rise of centralised politics w1th the. result 
that just as layalties and accountability are 
required to be directed to the Centre, resentments 
and confrontations also get centrally d1rected. 
With this the day-to-day load on the_ Centre has 
greatly increased, longer term perspective:; and po
licy planning have been at discount and despite the 

striking infusions of fr~sh currenh "ith e\cry nHIJor 
elechon of late-1967, !971, 1977, 1980-the pL>ltty has 
continued to be basically a swgn;1nt pooL 

The heart of the matter is that the entire P'"t 1%1) 
expenment at structuring political power on the b;his 
of a strong central authcrity, a shift of initiative from 
a feCJerated and decentralised party system to a unified 
bureaucratic apparatus, and a political style based on 
personal charisma with a view to provide identity 
and legitimacy to the experiment has failed. The last 
five years have finally established beyond any doubt a 
proposition that was apparent throughoL t the seventies 
and to which attention was drawn by a few but which 
was not taken too seriously by others. It is that a 
centralised state modelled on Western style parlia· 
mentary democracy in which effective power rest) 
with the executive and within the executive with the 
Prime Minister (or President) is just not suitable to 
a highly diverse, soci~lly plural (; s a:;ainst just 
political pluralism of the West) anJ culturally 
multi-centered society like ours which is contincnlal 
in both size and complexity. 

From this proposition follows another nit"·al <>nc 
namely that the only alternative to a •k<:enLralNJ ;wJ 
genuinely democratic political system in a e<>unlry like 
India is the gradual dissipation, erosion anu ult nnale 
disintegration of the state as \\ell as I he nat1on. Th·:rc 
are already many signs of this-the poY.er of the re
gional satraps has increased, parochi;ll lcnuen~:ics 
of region and caste are very much on the upsurge. 
at lower levels contractors and whcclcr·cealcrs in 
money and muscle power are in comm;t nd. All in 
all, the authority of the Centre is gelling cro,:cd, in
cluding that of the office of the Prime Minister. 

Such is the overall setting of the basic prohkma· 
tique of Indian politics, namely, the incquil<>Us 
character of social change in <I polity that d;1ims to he 
democratic. It is against this setting that the i"uc 
of State autonomy within an overall framework of 
political and administrative decentralization needs 
to be con&idered. The issue of auth' ncmy :I lov:c1 
levels of the polity has often been posed in too me<:ha· 
nical a manner, as if it was simply a matter of juris
dictional divi;ions between di!Terent territorial units. 

· This has given rise to uncalled for anxiety even 
among well meaning people, as·ifa great share of power 
and resources by the State will weaken the Centre 
and devolution of power stitl further bdow "ill 
encourage 'centrifugal tenuencies', or that if ><>me of 
the large States are split, the result will be disinlc· 
gration of the country. 

Perhaps, the proponents of .:ecentralitation ha\C 
presented their case in a manne_r that gives rise to such 
anxiety through a good part of It fotlows from a leader
ship steeped in Western values that has not quite 
understood the compulsions of operating a .:cmocra· 
tic polity in a socially plural and rtgionally unbalanced 
society. What is lost sight of in the latter's un.:er
standable concern with preserving 'unity at all costs' 
is that a unity based on perpetuation of inequity and 
disparities is phoney and will give way before long. 

The real ca'>e for autonomy re,ts not on the dainh 
of territorial right> of juridical entiti~> ur pohllcat 
parties but on the comprehenoion, ba>ed on eAperiencc 



that in a country like 1ndia a centralised polity is 
incapable cf C:ealing with an unjust social order that it 
is inimic·al to the democratic political process, and 
that it is inherently unstable. 

The real beneficiaries of centralised polity are those 
who have little regard for oemocratic norms (or 
believe that C:emocracy and adult franchise are unsuited 
to a poor country) the managerial class, the tech
nocrats, the English language press, large parts of the 
intelligentia who get both their sense of potency from 
granciiose symbols of authority and national power. 
Left to themselves, these votaries of a centralised State 
would do away with politics as such. 

The case for centralisation has been based on a 
beries of arguments most of which happen to be spe· 
dous. The most clever of these arguments, one that 
carries weight with many people (especially the intel• 
lectuals), is that the Central Government is more 
enlightened than the State Governments and the State 
Governments more so than local elected bodies which 
tend to be dominated by local vested interests and the 
upper castes. This is a clever argument because 
it smoothly papers over the vested interests and upper 
caste character of the elites at the higher levels, it 
advances a progressive argument for perpetuating the 
status quo, and it subtly condemns the vast rural 
hinterland in which eight per cent of our people 
Jive to a Hobson's choice; surrender of political rights 
to higher level elites, or surrender of economic bene
fits to the local elite. One is reminded of one's colo
nial past; you can either have self-government or good 
government, but not both. In the new setting the 
assumption is that only the Centre can provide good 
government. 

Evidence for this point of view is cited from stories 
about atrocities on harijans and the extremes to which 
·casteism' goes when there is tussle for power in rural 
areas. The much larger incidence the banality of 
violence in the cities, the large majority of the victims 
of which are the poor and the destitute, the syste
matic segregation of the harijan and lower caste 
bastis, the dastardly behaviour towards women and 
the indecencies hurled against the children of the urban 
poor, the genecidal acts against religious minorities, 
and the growing number of professional 'goondas' 
who are hired by the powerful and the well-to-do to 
terrorize and where necessary bump off rivals and ene
mies are all forgotten in this display of generosity 
and fair play towards the rural poor. 

The point is that a splashing news story on rural 
repression fulfils the psychic need of newspaper 
editors and their patrons far more than does evidence 
of the rot around them. Also, any systematic analy
sis of the latter will soon expose their own involve
ment in a system of privilege and exploitation that 
pervades the whole society. More important for the 
analysis presented here is the fact that the position 
of the poor and the weak in the rural areas will not 
improve so long as power and decision making remain 
outside their reach. lt is not until the levers of State 
power move downwards that the poor m2jorities 
can aspire to stake a claim in them and use it against 
their traditional exploiters. Concentration of power 
and re,ource' at higher level~ nece~~arily limit~ their 
;1\ ailabllity at lower lew I> anJ thtrefore concentratt's 
them there also. 
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. The ~~me analysis applies to the argument that 
mcrease m the power of the States will not improve the 
condition of the backward regions which is the res
ponsibility of the Centre. Yet, what does our experi
ence ~how? M?re than _twenty-five yea~s of centralized 
plannmg dec1s1on makmg has only Widened regional 
disparities. To think that backwardness cf backward 
regions can be removed without allowing them to 
take the vital decisions that affect them which-means 
giving them the power to do so is to fly against all 
facts. It is simply wrong to expect that disparities 
in development, whether regional or between classes 
can be rectified without involvement and participa: 
tion of the people concerned. 

We can no restate our basic analysis in a set of pro. 
positions. (I) The Indian political system has been in 
a stagnant position for many years and now funds 
itself in a deadlock. Neither the authoritarian nor 
the Westminster style parliamentary democracy 
approach seems to work. The main snag in both is the 
centralization of the political process; intended and 
deliberate in one, innate in the other. Nor is restruc
turing along an alternative framework of develop· 
ment possible without opening up the democratic 
structure and moving it closer to the base. 

(2) The existence of massive poverty has all these 
years been made (an excuse for concentrating power 
and resources at the Centre), presumably because 
it could deal with it better. For some time, failure 
to do so was ascribed to local vested interests. Later, 
it was felt that the policies were not right and there 
was need for an alternative framework of policy. 
It is now clear that the biggest vested interests ema-

• nate from the ·nature of the Indian State and that 
no amount of tinkering with policy will change 
things. What needs to be changed is the nature of 
the State and the statist assumption that the problems 
of the people can be resolved through the machinery 
of the State. 

The statist assumption is in turn based on a funda· 
mentally technological view of human problems. 
This is the view that deep-seated social maladies 
like the pervasive poverty based on a state of depriva
tion can be removed by technological means only. 
We know that this is not true, that the removal of 
such deep-seated social maladies is an essentially 
political task, a task in which the people who are most 
affected participate in making the decisions that 
affect them. Building such a structure of participa
tion is far more important for the removal of social 
and economic ills that are development programmes 
from above, no matter how well-conceived they are. 

(3) Such a structure of participation is inherent in 
the democratic premise on which the Indian polity 
is supposed to be based. But the pre-existing State 
did not permit such a polity to evolve. It was a colonial 
State drawing its authority from the masters and not 
from the people. This State still survives, even if in 
an attenuated form. There is a new set of masters 
in command but many elements of colonial rule still 
persist and there does exist a measure of colonial 
relationship between New Delhi and lower down. 

(4) To move towards a structure of democratic 
participation if the type discussed here necessarily 
involves changing the structure of the State. This 



involves a change in power relationships between 
the Centre, the State 2nd lo_wer down. Without such 
change, Indian democracy ts bound to run into a 
deadlock and sooner or later flounder. The swa 
and power of charisma is in direct proportion t~ 
the_ ~ack of structure and institutionalisation of the 
pohhcal proc~ss.. Only a decentralized State can 
provtde sue~ tnstttuhonal safeguards against the cult 
of personah!Y and role of charisma. Everything 
seems to potnt to the need for decentralization It 
is indeed an historic necessity. · 

(5) Is it possible to move towards decentralization 
without providing greater autonomy and commen
surate resources to the States? We do not think so 
Mer~ly holding elections of panchayats and munici~ 
pahttes d_oes. not mean decentralisation. They need 
to have s1gmficant power and resources to work with 
and they n~ed to b~ or~anised vertically through 
functwnal mter-relahonshtps along various tiers 
r~achmg out to the St_ate level. But this is not possible 
Without first (or Simultaneously) endowing the 
States themselves with significant power and resources. 

(6) There are two opposite temptations that the 
Centre and the States must respectively avoid. One 
is the Bismarckian notion of a direct appeal to lower 
levels without permitting intermediate structures to 
grow; the modern version of this is populism. The 
other danger is in the opposite direction namely 
the growth of regional overlords through the in: 
creased power of the States which is not shared further 
down. To steer clear of both these dangers, it is essen
tial to agree that greater autonomy for the states is 
at once part of a larger process of decentralization and 
an essential pre-requisite thereof. 

(7) Two other corrolaries are necessary in the Indian 
case. First, it is not difficult to provide autonomy at 
the levels of existing States; in ma·1y of them there is 
need to provide autonomy to important regions within 
the State. Second, there is a genuine fear that !he 
more prosperous and powerful States will benefit 
more from the process of devolution. This should 
at all.costs be avoided. Indeed, one of the justifications 
of greater autonomy at the State level is that it will 
put an end to the present situation in which advanced . 
States ret the better of the others by virtue of their 
pull at the Centre. The new strategy should be to both 
allow a larj!e measure of selfreliance at the State level 
so that hitherto untapped potentials are released
this itself will begin to narrow disparities and at the 
~am, time provide transitional correctives by weighted 
allocations and transfers. 

(8) Such corrolaries only underline the ultimate 
aim of any democratic restructuring: enabling the 
people to participate in shaping their collective future. 
Political decentralization is only a means to this :tnd 
federalism a means to that means. Institutional 
structures by themselves produce no change: so much 
depends on the inters!, the vigilance and the ,..·rganiLa
tion of the people themselves. But in the absence of 
an institutional structure that responds to people's 
initiatives it is not possible to mount them. Indeed, 
institutional innovations designed to respond to hist.,ric 
needs from time to time provide the stuff of a dynamic 
polity. The difficulty with a functioning democracy 
is that it so much disarms the people that a revolutio
fl!I£Y upp~avaJ "e~OflleS djfficuJt to mount, 13ut the 
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great thing about a functioning democra,·y is that 
•t can itself become a vehicle of revollllionary ,·h.mg•' 
through structural change in re~p<>nse to hislon.: 
ne_eds. And it can do this without upheaval. But if it 
fatls to do this for long , its future is in peril. Indian 
democracy faces this chalkngc at the pre,;cnt time. 

H~ving laid out the larger p.:rsf!<.'Clive of Uni<>n State 
rela!Jons and the specilic propositions that follow from 
it, we can briefly address ourselves to the institutional 
initiatives/correctives that a healthy federal process 
calls for. 

Legislative Relations 

India, according to Article I of the Constitution 
shall be a Union of States. Article 2 empowers Parlia
ment to admit by law into the Union. or establish 
new States on such terms and conditions as it thinks 
fit. According to Article 3 Parliament may by law 
form a New State by separation of territory from any 
State or by uniting two or more States or parts of 
States or by uniting any territory to a part of any 
State. The Parliament may also by law increase or 
diminish the area of any Stale or alter 11 boundaries 
or name. 

While giving the power in article 3 to the Parliament 
to form new States, it was also provided that no bill 
for this purpose may be introduced in Parliament 
except in the recommendation of the President after 
he has ascertained the views of the legislatures of the 
States concerned. The constitution provides for con
sultation with the State legislature but there is nothing 
which makes it obligatory for the Parliament to ac
cept the views of the legislature of the State concerned. 
The fact that it is open to the Parliament tn alter or 
even do away with the very existence of a State and 
to create in its place a number of Stales or to create 
another State by amalgamating its territory with 
some other areas shows that th~ very existence of the 
States as also the extent of 'their boundaries is at the 
mercy of the Central Parliament and that the latter 
can tamper with it by passing a Bill with simple ma
jority. There is not even the requirement of a parti
cular number of members in each house of the Parlia
ment. apart from the requirement of quorum, for 
the passing of such a Bill. Such a law is not an 
amendment to the constitution. The fact that no 
Parliament would normally ignore political compul
sions and venture upon the rash course of tamperin!! 
with a State and its boundaries against the wishes of 
the people therein may be true. but this fact cannot 
obliterate and hide the constitutional position that 
under the provisions of the Constitutional as they 
stand, the very existence and survival of a State a\ 
also the extent of its boundaries depends upon the 
su!Terence of the Parliament. 

In the face of the above constitutional position, 
it is apparent that the canccpt of the Stale being 
co-equal of the Union in traditional federal polity 
does not apply to India. The dependence and 
subordinance position hereof the State' vis-a-vis 
the Union is highlighted by the provisions of articles 
2, 3 and 4. 

Article 3 requires reconsideration , The proviso 
to the Article has to be modified making it obligatory 
to obtain the consent of the Legislat11re of the St~te 



concerned before any Bill affecting that State is intro· 
<heed in Parliament as in the case of Jammu and 
Kashmir. Merely sending the draft Bill for the views 
of a State and proceeding into Parliamentary enact• 
ment after some time and even if suggestions are 
made. ignorin!! them. is inconsistent with the intention 
of the Constitution makers as also of the federal 
character of the Constitution. 

The view that t"here is nothing basically wrong in 
the scheme of distribution of legislative powers bet· 
ween the Union and the States, is· not correct. More 
sources of taxing power have to be given to the States. 

Article 249 and 252 may be omitted and resolutions 
s., far passed under Article 252 may be treated as 
withdrawn and statu> quo ante should be restored. 

Further, in order the ensure the freedem of the 
\ej!:islative organ of a State, it should not be made 
subject to the control of either the executive organ 
of the State or the executive organ of the Centre, 
in the exercise of the legislative powers. Under the 
Government Rules of Business, even Under. Secre· 
taries and Deputy Secretaries to Government can 
function on behalf of the President and the will of 
the State legislature can be thwarted or controlled 
by these officers on behalf of the President. But 
for the control vested in the executive by provision 
in the Constitution, such as these requiring previous 
sanction or/and subsequent assent by the executive, 
wh~ther called the Governor or the President, for 
legislative measures, the legislative organ would be 
independent. Just as the judicial organ is independent 
of the executive and legislative organs vide Smt. 
Indira Gandhi's case AIR 1975 SC 2299, the legisla
tive organ should be ensured sufficient 'independence 
and not made subordinate to· the executive organs 
of the State and the Centre. In the rriatter of assenting 
the State Bills the President may be made to act on 
the advice of a Committee of Parliament and not the 
central executive. · · · 

Since we have a Parliamentary systern of Goven
ment and since no legislation can be passed without 
the necessary majority, when once a law in the ex· 

·elusive field of the State legislature is passed, it should 
be virtue of that passage, become the law of the 
State. Whenever any legislation is undertaken by 
the State or the Centre in respect of a matter specified 
in the Concurrent List as the case may be the Centre 
or the States should be consulted. 

The 1st proviso to article 31-A(I) and the proviso. 
to Article 304 may be omitted. There is no reason 
why the State Legislature ~hould not have the same 
legislative power as Parhament. 

Role of the Governor 
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The Governor strictly has no role in the context 
of the Centre-State Relations. Both the founders 'of 
the Constitution as stated in the Debates of the 
Constituent Assembly and the decisions of the Supreme 
Court do not envisage any such role for the · 
Governor. Instead of election of the Governor by the 
State Legislature, involving a lot of expenditure the 
Constitution makers considered nomination of an 

r eminent person by the Centre with the consent of the 
Chief Minister of the State, would be; a better procedure 

and adopted it, without making a specific pro
vision for the consent of the Chief Minister but with 
the distinct statement in the Constituent Assembiy 
that it would be with such consent. The Supreme 
Court has also held in Dr. · Ro ghukul Tilak's case 
AIR 1979 SC 709 that"the Governor's office is an 
independent constitutional ·office which is not subject 
to the control of the Government of India.· · 

The Governor should be a· purely ornamental 
functionary as observed by Dr. Ambedker vide 
Constituent Assembly Debates, Volume III, page 
468. As observed by the Supreme Court the Go. 
vernor is but a "shorthand expression" for the 
State Government vide Maru Ram's case AIR !980 
SC 2147 at page 2\69. So far as Constitutional 
functions are concerned other than the few cases in 
which he is required to act in his discretion as he 

·is required to act as per advice of the Council of 
Ministers, and as he is not a subordinate authority 
of the Government of India, he has no role and would 
not have any role in the Centre-State Relations." . ' 

. Before making report to the President suggesting 
action under Article 356 (!), the Governor should 
follow . the principles of natural justice. He should 
first send a notice to the Council of Ministers specify. 
ing the matters which according to him has the effect 
of the Government of the State not being carried· on 
in accordance with the Constitution when a duly 
established Council of. Ministers is functioning and 
is carrying on the Government. The Government of 
India acting as the President will also have to follow 
the principles of natural justice in similar circumstan
ces. But when a party in power has lost a vote of cr n· 
fidence in the Legislative Assembly by the passing 
of a no-confidence motion against the Ministry, 
or a motion of confidence is defeated and there is 
no person who is supported by a majority of members 
of the Legislative Assembly, the report can be made 
without following principles of natural justice, as 
that would be a clear case of the Government of the 
State not being able to be carried on in accordance 
with the Constitution and as there would then . be 
no Council of Ministers collectively responsible to 
the Legislative Assembly of the State to which a 

. rtotice can possibly be given. · 

At present, the principle of natural justice is not 
being followed in exercising the powers under Article 
356 (I); presumably because there is no express provi
sion for following that procedure. But the law laid 
down' by the Supreme Court in several recent decision 
makes it clear that this principle will have to be 
followed to supercede the State Government and the 
State Legislature, as envisaged. by Article 356 (I) 
of the Constitution. The condition precedent for the 
exercise of the power is that the President ·(which 
means the Council of Ministers in the Centre) is 
satisfied that a situation as arisen in which Govern· 
ment of «'State cannot be carried on in accordance 
with the provisions of the Constitution. In the light 
bf the decision of the Supreme Court in A.K. Roy's 
case AIR I 982 SC 710, with reference to deletion 
of Clause (5) of Article 356 by the 44th Amendment 
of the Constitution the President's satisfaction under 
clause (I) of Article 356 is justifiable. In Mohinder 
Singh Gill's cMe AIR 1978 SC 851, the obligation 
of S!ltisfying the principle of !latpral justice for t)le 



exe.rcise of a power under Article 324 of the Consti
tutton was held to exist. Following that decision in 
S.L .. Kapour's case AIR _1981 .s~ 136, the super
session of the New Delht M~mctpal _committee by 
the Lt. G<?vernor of the Umon Terntory of Delhi 
under Sectto~ 238(1) of the Punjab Municipal Act, 
1911, as ~pphcable to Neo:v Delhi, without giving an 
opportumty to the Com!'uttee to show cause against 
the proposed supersesston was held invalid the 
Hon'ble Learned Judge Chairman of the Commission 
on Centre-State Relations was also a concurring 
lea_rned Judge of this Bench of the Supreme Court. 
It ts t~erefore necessary to make an express provision 
m Arttcle 356 (I) that bef?re a report is made by 
the Gov~rnor to the Prestdent he should give an 
opportumty t<? the Council of Ministers to show 
cause why acuon under the said Article may not be 
taken. Further, the President when he acts suo moto 
under Article 356(1), or does not agree with the cause 
s~own by the Council of Ministers to the notice 
gtve~ by the Governor, a show cause notice should 
be gtven to the Council of Ministers. The right of the 
people of the State to be governed by their represeit
~atives should not be taken away except when there 
ts no person who commands a majority of members 
of the Legislative Assembly. It is also necessary to 
ensure that the democratic government in a State 
is not superseded except when it is impossible 
to car~y _on the <?overnment as envisaged by the 
Constttuuon. A stmple lapse or erroneous action 
sh?uld . no~ result in the democratic government 
bemg dtsmtssed, and the Legislature made ineffective 
on dissolved. · 

The functions/duties of the Governor in the appoint
ment which also includes the dismissal of Chief 
Minister under Article 164 have been performed 
primarily either at the behest of the power at the 
Centre or to ensure as far as possible that the interests 
of the party in power at the Centre which has its 
Branch in the State is safeguarded. Instances of abuse 
of the power vested in Governor under Article 164 
have been indicated in Part-11 of the white paper. 
In order to ensure that the democratically elected 
representatives of the people are not deprived of 
their Constitutional right, it is very· necessary to 
modify Article 164 making it obligatory for the 
Governor to appoint a person who commands a 
majority among the elected members of the Legisla
tive Assembly and it should also be made clear that 
the Governor cannot dismiss him when he has the 
majority. It is also necessary to modify Article 163(1) 
making it clear that the Governor should act in ac
cordance with the advice of the Council of Ministers 
except in so far as he is by or under the Consti: 
tution required to exercise his functions or any of 
them in his discretion, even in matters where he 
exercises his discretion it should be made clear 
that the discretion should be exercised to ensure 
promotion of the purpose for which the discretionary 
power bas been conferred and in public interest 
and not arbitrarily. In Maru Ram's case AIR 1980 
SC 2147 at pages, 2170, 2171 and 2173, the Supreme 
Court has observed. 

"All public power, including constitutional power, 
shall never be exercisable arbitrarily or mala fide. 

• • • • • 
13-288{87 
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The rule of law, under our constitutional order, 
trans_forms all public power into reasonable, res· 
ponstve, regulated exercise informed by the h ·gh 
purposes and geared to people's welfare". 

In Shamsher Singh's case the Supreme Court has 
stated that : 

"In all matters where the Governor acts in his 
discretion he will act in harmony with the Council 
of Ministers. The Constitution does not aim at 
providing a parallel administration within the state 
by allowing the Governor to go against the advice 
of the Council of Ministers". 

In the light of the decision of the Supreme Court 
to Dr. Raghukul Tilak's case AIR 1979 SC 709, it is 
necessary to make a specific provision that the Gover
nor can be appointed only with the consent of the 
Chief Minister. Provision should be made to ensure 
~ppoi!ltment of fair minded men of high calibre l\nd 
mtegnty as Governors. If this is done they will surely 
act efficiently and impartially in the discharge of the 
limited discretionary function to be discharged by 
the Governor. 

The Karnataka Government has issued a White 
Paper on the Office of the Governor which elaborates 
some of the principles involved in both contextual 
and operational detail. The document is annexed 
as a part of this Memorandum. 

Inter State Council 

Crucial to a harn1onious relationship between the 
Union and the States and between States, are modes 
of consultation and consensus-making that refiect 
and advance the federal spirit. The Constitution 
provides for an Inter State Council, a provision 
that has so far not been utilised. In the early decades 
of national consolidation and democratic and secular 
institutional building the task of consensus making 
was performed by one dominent party that (with 
important exceptions) ruled at both the Centre 
and the States. Under a cohesive leadership occupying 
positions of authority at various levels and dominated 
by a person like Jawaharlal Nehru with strong de
mocratic instincts and a capacity to share power with 
outstanding leaders at the State and lower levels, 
perhaps the need for institutionalizing federal rela
tions was not pressing. Now with a more complex 
and multi-party structure of governance the role 
of bodies like the Inter State Council becomes vital. 

The Inter-State Council can serve as a forum for 
discussions between the Union and the States on 
matters where tbere is need for discussing the effects 
of the Union policies on the States. Coordination of 
taxation policies can be facilitated by the Inter
State Council. Issues like regional imbalances, Central 
investment in the State, mutual economic coopera
tion among the States and sorting out of any opera
tional problems that may arise in the process of 
harnessing the natural resources and their develop
ment for the benefit of the country as a whole and 
all the States can be usefully achieved by the Inter 
State Council. 

There is also urgency to think of all-India bodies 
like, National Developmental Council, Planning 
Commission etc., as federal institutions with a fed ~ral 



mode ~f functioning rather _than as mere arms of the 
executive at the Centre. It_ IS necessary to view these 
bodies federally for evolvmg a broad political con
sensus on basic tasks and challenges as well as for 
sorting ou~ problems ~hich are in need of proper 
understandmg and eqwtable solution. A detailed · 
matrix of viewing the whole development process 
~ federal in the context of these All-India bodies 
IS discussed later in the Section of Fiscal and Financial 
Relations. 

Media 

Radio and Doordarshan : In the Indian situation 
the objective of communication policy must be t~ 
awaken the people, inform, mobilize and educate 
!hem to ~e dem?Cratic citi7ens since eternal vigilance 
1s the pn_ce of hberty, ensure equity and equality of 
opportumty, safeguard national values preserve 
both unity and diversity, and promote d~velopment 
and accepted national goals. 

~road<:&sting is a Central subject under List 1-
Umon List Entry 31 in the Seventh Schedule of the 
Constitution. So are telecommunications services 
and space facilities on which broadcasting leans. 
The Radio and, with satellites, television are the only 
media which are instantly public and international 
broadcasting as the very name suggests in not a point
to-point communications system like a telephone or 
postal service. Again, broadcasts range over national 
borders and therefore impinge on international 
relations. Likewise broadcast frequencies, being 
lim!ted, are internationally allocated by the Inter
natiOnal Telecommunications Union. Allotted fre
quencies are therefore national assets or scarce 
natural resources which must be nationally regulated. 
For these reasons, broadcasting is a Central subject. 

Nevertheless, India is a plural society and a Union 
of States or Federation. Central Control over such 
powerful and expanding media has endangered 
political controversy in the past and could conceivably 
do so in the future. It also has cultural implications 
in so far as it influences language content, musical 
expression, and dramatic forms especially with 
regard to folk music, dance and drama-skills and 
riches to be pres. rved, revived and given a new lease 
of life in newer formats. 

It is, therefore, important that both Radio and 
Doordarshan should be made autonomous and 
registered as a National Broadcast Trust as recom
mended by the Verghese Committee. The Board of 
Trustees would be appointed in consultation with the 
Inter State Council. 

The Central and State Governments should have 
reasonable access to the broadcast media to explain 
official polic;es. As in the case of the Prime Minister 
the leader of the , pposition in the Lok Sabha should 
also be accorded facilities for making national broad
cast. A similar procedure should apply to facilities 
for the State Chief Ministers and leaders of the op
position in the State Legislature. These broadcasts 
1hould however be distinguished from party political 
broadcast for which a separate fair code should be 
evolved. 
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We would also comment on the recommendations 
of the Verghese Committee with regard to the vestting 
of rights for grant of the licenses for broadcasting. 

The allocation by the ITU of frequencies to the 
nations of World entails international negotiation 
which is Central responsibility. The allocated frequen
cies being finite, must be regarded as a scarce natural 
resource whose allocation among different wireless 
users of which the National Broadcast Trust is 
only one, the defence forces, police and aviation 
and shipping authorities being others must vest in 
some authority. The Central Government is under 
Entry 31 of List I in the Seventh Schedule the concern
ed Government for purposes of Licensing, and it is 
the Wireless Adviser in the Ministry of Cmnmunica
tions who grants licences and regulates frequencies 
under the Indian Telegraph Act. 

However, the right to licence broadcasting should 
not or need not necessarily vest the Government with 
the right to regulate broadcasts. There is a difference 
between the fact of broadcasting (the licensing of 
transmitters) and the act of broadcasting (pogram
ming). Any confusion here is cleared by reference to 
the concept of a National Trust, the nation ("we, 
the people") being represented by Parliament of 
which the Government constitutes the executive 
branch. If the people . are the ultimate sovereign in 
a parliamentary democracy then they are entitled to 
the fullest information and contrasting views and 
idea so that they might decide for themselves and 
vote accordingly. A free and autonomous broad
casting system is thus part of the democratic dharma, 
accountable to the people through Parliament but 
not controlled by the Government. 

Once the National Broadcast Trust comes into 
being, the Ministry of Information and Broadcasting 
should shed its direct responsibility for broadcasting 
and might thereafter appropriately be redesignated 
"Ministry of Information". 

Newspapers and Periodicals 

The distribution of newsprint has been used to 
impose control over newspapers and journals. Due to 
absolute control of Government over radio and TV, 
Newspapers and periodicals are the only ln~ependent 
mean~ of communication. 

Fixation of quot· s for newsprint should be complete
tely abolished and the import of newsprint should 
be put under OGL. This is essential for the develop
ment of newspapers and periodicals of different poli
tical, cultural and language persuasion without 
government's interference either at the Central or 
State Level. 

If some of the small newspapers and periodicals 
want government's assistance for the procurement 
of newsprint, then their specific request can be 
serviced by • rganisat;ons tik~ STC, etc. This must be 
purely on the basis of initiative by the newspapers 
and periodicals. ' 

Judiciary 

The foremost step required is to reinforce the auto· 
nomy and dignity of the judiciary. 



. <?D:e o~ the ways to. e1:1sure the autonomy of the 
JUd1c1ary IS to see that 1t IS not infringed through the 
budgetary_ control of the Government. 

Another measure 'Yhi~~ has_ sought to impinge on 
the auto1:1omy of the JUd1cmry IS the question of trans
fer_of H1gh Cou;t Judge by the Central Government. 
Th1s must be g1ven up and the High Court judges 
should. not be subject to transfer at the will of the 
Executive. Whethe~ ~onsiderations have to be applied 
about. the compos1hon of a H1gh Court in a given 
State m terms of t~e background of the judges, the 
matter must be dec1ded at the time of their appoint-
ment. · 

. ~h.ese sugg~stions are offered to ensure that the 
JUd!clary contmues to play an independent role in 
all1ts ~pheres and particularly in the sphere of Centre
State 1ssues which might require resolution at the 
hands of the courts. 

Administrative Services 

At the Conference of Premiers held in October 
1946 it was decided that it would be desirable to 
have: an all India administrative service which pri
manly set the requirements of the provinces but 
from which the Central Government could also 
draw a given number of officers for meeting its own 
needs. Under the enabling provision Section 263 
of the Government of India Act 1935, the Indian 
Administrative Service and"the Indian Police Services 
:overe consequently constituted. This was subsequently 
mcluded in the Constitution which describes the 
all Indian services as services common to the Union 
and the States. 

A!ticle 312 of the Constitution of India empowers 
Parhament to create one or more all-India services 
including the Indian Administrative Service and the 
Indian Police Service which existed at the commence
ment of the Constitution. In exercise of these powers 
Parliament enacted the All India Services Act in 1951 
of which the three main features are :-

(i) the constitution of various all India services 
of which only the Indian Administrative 
Service, the Indian Police Service and the 
Indian Forest Service still exist. 

(ii) the Joint control of the Central and State 
Governments for the regulation of recruitment 
policies and conditions of service of the all 
India Services. 

(iii) the ultimate authority of Parliament in regard 
to all rules framed under the Act. 

In any consideration of the gamut of factor that 
have a bearing on central-state relations the concept 
and functioning of all-India Services also needs to be 
examined. 

One of the main features of the All India Services 
Act was the exercise of joint control over the services 
by the central and State governments. In this context 
there are two relevant provisions of the Act and the 
rules framed thereunder that require consideration. 
In the Act itself Clause 3 reads as under :-

"3. Regulation of the recruitment and conditions of 
services : 

251 

_(i) Th~ Central Government may, after consulta
tion With the Government of the States conce
rned (including the State of Jammu and Kashmir) 
(and by notific~tion in the Onida! Gazette) make 
rules for the regulation of recruitment and the condi
tions of service of persons appointed to an all India 
Services". 

"The _joint control of these officers by the States and 
the Umon Government and by the location of the 
ultimate authority over them in the latter provides 
~ measure ?f remote control which by its very nature 
1s more objective, and which is meant to enable the 
officers to fulfil their responsibilities without suc-cum
bing to stresses and strains of local influences. 

However, the implication of the vesting of the ulti: 
mate authority in the Central Government is that 
officers belonging to the All India Services and ser
ving in the States will inevitably owe their loyalty 
to the centre which is the final arbiter of their service 
c~:mdi~ions and car~er. Not only is this theoretically 
VIolative of the baste federal structure but in practice 
has led to very difficult situations particularly in States 
ruled by parties in opposition to the ruling party at 
the Centre. Most recently the conduct of senior 
administrative and police officers in An<.lhra Pra<.lesh 
and Jammu and Kashmir has come in for serious 
criticism for the reason that they acted against the 
interest of democratically elected state governments 
and in contraventimi of the law directly un<.ler or<.ler 
of the Governor, who in turn were acting under central 
direction. 

In the political situation as it is now emerging with 
the growing assertiveness of regional forces the 
existence of the all India services can further 
complicate matters and deepen conn ict instead of 
~eeking solutions to resolve differences of opinion and 
tnterest. 

In effect this means giving a pt Jitical function to 
the services which are supposed to remain aloof 
from policies and function in a non-partisan manner 
and is really an extension of the role of the imperial 
civil service in pre-independence days. 

It appears that during the last few years the Central 
Government has also been thinking along these lines 
and taking steps which have further diluted the so
called "joint control" of services and instead strength
ened the powers of the central government. During 
President's rule in Assam consequent upon the regi
onal movement in that state the central government 
inducted a large number of non-local (non-Assamese) 
lAS and IPS Officers indicating thereby that even 
officers of the All In<.lia Services who were natives of 
the State were consi<.lered not fully reliable while 
dealing with a situation involving issus of a regional 
nature. After the military intervention in Punjab 
there have been statements (including from the Prime 
Minister) that the policy of inducting at least fifty 
per cent 'outsi<.lers' into each State ca<.lre woul<.l 
henceforth be implementead very ~trictly. For one 
thing this suggests that the Central Government 
would like to tighten its control over the State a<.lmi
nistrative set up even further. Secondly, what is even 
more pernicious is that implied innuends that "out
siders" woul<.l be more amenable to such control 



while "insiders" cannot be relied upon as they would 
come under the. sway of 'local influence'. Such 
an approach is clearly antithetical to the federal 
principle and will only result in accentuating the 
hostility between the lAS and the state services as 
well as the lAS and the political leadership at the 
state level. 

Yet another incursion into the powers of the state 
government to exercise control over their own state 
cadre is the recent amendment to Rule 6 of the 
lAS 'Cadre' Rules which reads as under : 

"Deputation of Cadre Officers-{ A) A Cadre Officer 
may, with the concurrence of the State Government 
or the State Governments concerned and the Central 
Government be deputed for service under the Central 
Government or another state Government or under 
a company, association or body of individuals, whe
ther incorporated or not, which is wholly or sub
stantially owned or controlled by the Central Govern
ment or by another State Government". Thus any 
officer of a particular State Cadre would be deputed 
for services with the central g(}vernment or another 
state government only with the concurrence of the 
'parent' government. However, the amendment adds 
a proviso which reads as under : "Provided 
that in case of any disagreement, the matter shall 
be decided by the Central Government and the State 
Government shall give effect to the decision of the 
Central Government". As a result of this even if the 
state g:>Vernment does not agree to release one of 
their officers, the Central Government will again 
have the final say. With this amendment even the 
fiction of dual control over the all India services has 
been laid to rest. All these changes in the law and 
practice as it has evolved over the year have funda
mentally altered the basic concept and structure of 
the all India services. They would now appear to 
have become cadres of administrators who occupy 
the top level posts in the states but owe their basic 
loyalty to the centre. Clearly this can have serious 
implications for the state governments particularly 
those ruled by opposition parties. It is, therefore, 
not surprising that some of these state governments 
have suggested that the all India services be disban
ded. 

If the originally conceived benefits of these ser
vices are no long'r r .. al and added to this is the sus
picion and ho:.tility that they evoke, there would 
indeed be a strong case for disbanding the lAS 
and the IPS. · In fact when the All India Services 
Act in 1951 was passed the intention was that, in 
addition to the lAS and the IPS, an Indian Service 
of Engineers, an Indian Forest Service and an Indian 
Medical and Health Service would also be created. 
However, only the Indian Forest Service was set 
up while in respect of the other the idea was aban
doned primarily on account of opposition from the 
State Governments who in turn conceded to the 
pressures from the corresponding state services. 
Thus the objective of building up a number of centrally 
administered senrices is no longer relevant in the 
present day context. However, the question of 
whether to disband the lAS and the IPS requires 
very careful consideration with a long term perspec
tive. If some of the original purpose can be reinfused 
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there could be advantage in retaining these services 
as federa! services provided the following steps in 
restructurmg are taken : 

(i) All matters relating to policy or rules affecting 
the all India services should first be placed 
before the proposed Inter-State Council and 
action initiated only after obtaining the ap
proval of the Council by means of a formal 
resolution. 

(ii) Clause 3 of the All India Services Act should be 
amended to replace 'consultation' with the 
States by 'concurrence' of two-thirds of the 
State Governments. · 

(iii) The amendment to Rule 6 of the lAS (Cadre) 
Rules made administrative grievances of 
officers to avoid delays that normally occur 
in courts. The selection of members for these 
tribunals should be subject to the confirmation 
of the Union Public Service Commission in 
order to ensure that the tribunals are manned 
by persons of competence and integrity. 

Police 

Police is a state subject. It is not even in the 
concurrent list. Yet the Central Government has 
built up a huge and ever increasing central police 
force. In the last two decades, the expenditure on 
central police force has gone up by sixteen times, 
from Rs. 32 crores to Rs. 510.30 crores, between 
1965-66 and 1984-85. Apart from being outside the 
provisions of the Constitution, the development of 
Central Police has compounded the problem of 
effective law and order maintenance in the States. 
Instead of developing an effective police force of their 
own for immediate deployment, the States have been 
made dependent on the Central Government for 
supply of para-military forces and Central Intelli
gence Services and grants for policing, from time to 
time. 

Even if in spheres like finance and industrial licen
sing, the states are able to get more powers, the 
centre's hold on the states' law and order machinery is 
so tight that it could negative even the limited 
autonomy the states enjoy. As recent events (Andhra, 
for example) have shown, central forces were deployed 
purely for political reasons. As R. F. Rustomji 
has put it, the Central forces have been grossly over
strained and have been less than effective". 

It is imperative that the existing constitutional 
position with regard to the police must be maintained. 
The states must build up their own police force to deal . 
with the law and order problems effectively. There 
should be nq further expansion of the Central Police 
Force, it should be absorbed in the states or phased 
out. 

Fiscal and Financial Relations 

As in other areas, in fiscal relations also Centre
State relations have been dominated by a trend to
wards over-centralization in regard to both policy 
and administration .. Constitutional provisions defin
ing the relative spheres of the Centre and the States 
have been violated; and planning and financial insti
tutions which were to have operated objectively and 
with a measure of autonomy have been systematically 



politic_ised or. emasculated. In the event fiscal and 
financial relations between the centre and the t t 

II th f 1 · s a es, as ~e as e efndl~ehp annmg process, have become a 
maJor source o IS armony in the federal polity. 

~in~ 1951, when p~anning was accepted as a 
pnm~ Instrument of _natwnal economic development, 
t~e. ~~nge and m1gn1tnde of developmental respon
Sibilities of the States have increased enormously. 
But there has not b~!tl a co;n'U!nsurate enlarge
ment of the States' access to real or financial 
resources. Notwithstanding some of the welcome 
steps taken by recent Finance Commissions to 
narrow down this yawning gap between states 
resources and their developmental and non
developmental responsibilities, a mechanical ap
proach has characterised the statutory transf ~r of 
funds to states from the CJmmon pool of tax 
and other government revenues. Progressively more 
and more ~esou_rce transfers from the centres have 
become d1screllonary, resulting in discriminatory 
treatment of states on political considerations. 

. Again,_ over the years, there has been an alarming 
mc~ease m ce~tral government expenditure on subjects 
wh1ch accordmg to the Constitution fall within the 
State_s' )~risdiction .. Apart from causing avoidable 
mult1phc1ty and d1stortion in developmental and 
non-developmental expenditures this has eroded 
the authority as well as effectivene~s of State adminis
trations in several areas. In like manner central 
incursion into tax and revenue areas earm;rked for 
states in the Constitution has exacerbated the working 
relations between them. 

All of thses ten :lencies have combined to create 
an acute imbabnce between resources and responsi
bilities at the state level. The divisible pool from 
which transfers in accordance with the recom
mendations of the Finance Commission are made 
has not taken a shape commensurate with changing 
federal relations and responsibilites. Likewise, the 
Gad gil formula for distribution of central assistance to 
state plans has created new tensions, while seeking to 
benefit the less developed states. The enormous 
increa>e in the debt-servicing burden of states, and the 
severe restrictions placed on their access to the capital 
market have also become serious irritants. And 
solutions to thes ~ probl~ms have been r~ndered diffi
cult by the ineffecti,eness of the National Develop
ment Cou.1cil as a policy-making body; by the over
lapping roles of the Finance and Planning Commis
sions; and by the subordination of the Planning Com
mission, Reserve Bank of India and other national 
institutions. to central government departments. 
The consequence of these centrip~tal forces 
can hardly be other than pushing centre-state 

· relations to the brink of a crisis. 

Any improvement in centre-state fiscal relations 
will theref •re require quick and basic adjustments 
in attitudes, policies and instrumentalities. And 
these adjustments have to cover all type of transfers. 
In matters of resource allocation, there cannot be a 
hard and fast distinction between "Plan" and "non
Plan", "developmental or non-develop~ental", 
"revenure" or "capital" accounts. . Rubncs and 
classifications of this sort are essentially adminiS
trative derivatives, and they should not be P.ermi~ted 
to interfere with opti!llality in resource utll1satwn. 
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Indeed. even the Seventh Schedule of the Constitu
tion, listing ~e separate and concurrent jurisdic
tions of the Unton and the States, docs not establish 
any exclusive or pre-emptive claim of one list over 
the other on the national pool of human. material 
or financial resources. Crit~ria of equity or crLciency 
underlying the sharing 'of resources between the 
central and state governments cannot be applied 
d1fferently to dtfferent ~xp~nditure-h:adings. Regard
less of mstrumentahtles any reform of the liscal 
structure should encompass the entire runce of 
government functions-developmental as well as' non
developmental. 

. Pmposals for changes in the respective responsi
bilities. of t~e centre. and the states in regard to general 
adm1mstrat10n, PJhce, law and justice have been 
made earlier. It is necessary to review here only 
the economiC and developmental functions, in the 
administration of which serious conflicts between 
the Union and the States exist. 

Division of Developmental Rcsporu.ibilitics 

Given the national commitment to economic and 
social development through planning, governments 
at both the centre and the states will continue to have 
heavy planning responsibilities. Some division of 
these responsibilities between the governments already 
exists. But this has to be stream-lined and rationalised 
ac. ord ing to clear principles to avoid ugly nnd 
socially disruptive contr,wersics. 

What in essence are the principles that should 
govern such classifications? First and foremost, all 
these sectors or programmes for which detailed local 
knowledge is critical for successful planning have 
obviously to be decentralised to the maximum extent 
possible. Thus agriculture and allied activities which 
are both location-bound and natural resource-bound, 
or infrastructure and social service sectors concerned 
with universal necessities like he .• lth, education, water 
supply, sanitation and so forth, naturally lie within 
the jurisdiction of state and local governments. And 
it is necessary to ensure that the central government 
does not get involved directly in these sectors. 

Sec,:mdly there are schemes or programmes where 
:;ize and geographical incidence should guide the 
division of responsibilities. On sectors like irrigation, 
mining energy, transport and higher education, th:re 
cannot be any exclusive claim of either the States or 
the Centre. Manifestly, large-scale projects of 
inter-state or national importance should be the res
ponsibility of the centre, and the others of the state. 
In some of these fields, there is, in fact, a case for 
greater rather than less centralisation. Thus the 
planning and management of major irrigation schemes 
(with cultivable command area exceeding, say, 10,000 
hectares), major power generation schemes (with 
capacity exceeding 250 mw) and major universities 
and research institutions can be centralised with 
advantage. However, the decision in such cases 
must be that of a truly objective planning body, 
and subject to the approval of a truly eiTective National 
Development Council and not left ~olcly to the Central 
Government. 

Thirdly, there is the manufacturing sector the 
planning of which has to be located at every level 



he_c~use of ~1e_ great diversity of activities involved. 
~\ h1le proxrm1ty to. raw-materials or markets may 
mflucnce the locatton of some industries many 
branches . of manufacturing are footloose: They 
are not t1ed to _locational . factors i and for many 
~f them, there Will be _a vanety of vtable technologies 
and scales of operatton. Manufacturing possibili
ties ~ave therefore to be explored and appraised all 
the time at every level. The location of each activity 
has_ to be !decided on the basis of comparative 
soc1al advantage of d1fferent locations and sizes and 
responsibility for planning distributed accordingly 
among different levels of governments. 

Finally, there are sectors or activities which have 
to be planned and administered for the country as a 
whole, and the responsibility for planning in these 
are~ has necess~rily to yest with the centre. Railways, 
~aJor parts,. r. attonal h1gh-ways, tele-communications, 
oil exploration and production etc. beloug to this 
category, besides the large irrigation projects and the 
like mentioned earlier. 

Admittedly, there will be borderline cases, the 
responsibility for which has to be specifically decided 
by a federal body. But there is little doubt that 
over large areas, central control or sponsoring of plan 
schemes is neither necessary nor advantageous. 
With the increasing importance of anti-poverty 
and employment generation programmes in national 
development strategy, the share of states in total 
development spending must increase. And within 
each state, share of rural development invescment 
allocable by district and block level bodies must 
also increase. It is totally irrational for anti-poverty 
schemes to be centrally sponsored. The role of the 
centre in rural development (including industrial 
development) should be restricted to providing 
block funds and laying down some very broad guide
lines. Within these parameters, and subject to the 
constraints of available funds, states and local bodies 
should be free to decide the allocation of resources 
among the different activities as also the formulation 
and execution of projects. 
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A dynamic federalism of this calibre which permits 
greater financial autonomy to the states has to be 
established, ensuring greater financial autonomy 
to the States has to be established, ensuring greater 
correspondence between the obligations to spend • 
and the powers to collect taxes or borrow. This 
balance has been badly upset by the centre and it is 
necessary to restore it. 

Measures which are necessary for the purpose 
include redefinition of the powers and scope of the 
Finance Commission the Planning Commission and 
the National Development Council, as well as a more 
rational system of savings and credit all?cat!on ~hr<;mgh 
commercial banks and other financial mstttuttons. 

The Finance Commission 

Financial transfers from the Centre to the States . 
in the form of tax shares, grants and loans are provided 
for in Articles 268, 269, 270, 272, 273, 275,_ 282 a~d 
923; and Article 280 provides for tfte const1t~tton m 
every fifth year of Finance Commission to revtew al_ld 
make recommendations of these. Eighth such Commis
sions have so far given their award, and desp!te_ the 
effort of some of the recent finance Comm1sstons 

to redress the balance, the distribution of tax powers 
as well as the actual sharing of tax and other govern
ment receipts it continues to be heavily tilted in 
favour of the Centre. . 

Compared to the Central Government, the tax 
jurisdiction of States is limited mostly to inelastic 
sources like land revenue, lands and buildings and 
motor vehicles. Even an item like sales tax bas 
become somewhat inelastic by the manner in which 
the Centre has weilded excise duties for resource 
mobilisation. Similarly, the Centre's export policy 
has impinged adversely on sales tax yields. As 
against this, surcharges on income taxes, substitution 
of excise' duties by higher prices for products of public 
enterprises, etc., have diverted a larger proportion of 
divisible revenues to the Central budget. It is high 
time that these imbalances are corrected, and a more 
viable relationship between the budgetary resp<on
sibilities and access to tax resources is established. 

Free the Finance Commission from Shackles 

While the Constitution does not specifically envisage 
100 per cent di~tribution to the States of revenue 
derived by the Centre from a particular tax-source, 
it obtains from prescribing any lower percentage. 
This percentage has to be determined by the Presi
dent/Parliament . after consider!n~ the recomn;tenda
tion of the Fmance Commtsston. The Fmance. 
Commission has the power to review and recommend 
changes in the division of specific tax pre ceeds between 
the Centre and the States as a whole, as also the 
inter-state allocation, subject to no constraints what
soever in as much as it is laid down under Article 
280 (4) that the Finance Commissi<;>n . 'shall deter
mine their procedure'. The Constltutton doe~ ~ot 
lay down any guidelines for the Finance Cornmtssto~ 
or the President/Parliament to follow. The Comti· 
tution docS not empower the President/Parliament 
to restrict the Finance Commission's freedom in any 
manner direct or indirect. The provision in the 
Constitution which envisages discretionary grants 
by the Centre for any public_ purpose cannot ~e taken 
to reduce in any way the tmportan~e of etther t~e 
grants-in-aid of revenues or the Fmance Commis
sion's powers for developing additional · Central 
funds to the States in need of assistance. 

Inspite of all this, successive Fina~ce .Com!nissions 
have been constrained by the gu1dehnes mcluded 
in the Presidential Orders appointing them. The 
terms of reference have become more numerous and 
more specific from o~e . Commission_ to _another. 
For the Eighth CommiSSIOn, the Prestdenttal Order 
included almost all the terms of reference of the 
Seventh Finance Commission; and over and above 
that it asked the Commission to exam_ine the ~cope 
for raising revenue from taxes ~nd duties ment_toned 
in Article 269 of the Constitution, but not !ev1ed at 
present and the_ scop~ for ~nhancing reven_ue from 
the duties mentiOned m Article 268. By laymg down 
certain specific guidelines in the Presiden~ial Order, 
a continuing attempt has thus ~ee~ made m th~ p~st 
several years to give a c~rtain ~1rect1on to the t~1ll:kmg 
ancl scope of successtve Fmance <;on;tmlsstons. 
But under the provisions of the Const1tu~ton, there 
is no ligation on the part of Centre to 1ssue such 
specific guidelines. 



It may be argued that the Central Government 
w~uld be well, v.;ithin their rights to request the 
Fmance C_om':mssw_ns ~o look into any financial pro
blems, :Wh1ch ~~ the1r v1ew, is a matter of importance. 
But bemg an mterested party themselves, should the 
Central Government ~ut forward, as part of the terms 
of reference, suggesttons or guidelines as to how 
the Commission should approach the·r work and what 
major consideration they should take into account 
in determining the resource transfers ? It would 
clearly be appropriate for the Central Government 
to submit their vi~ws and suggestions in a separate 
memorandum to the Finance Commission, as is now 
done by the States. If this is done, it would enable 
the Finance Commissions to carry out their task 
objectively without any pre-determined framework. 

~ 

Statutory Transfers 

There has developed excessive centralisation in 
the matter of devolution of resources, despite the 
recommendations of the Seventh and Eightn Finance 
Commissions which have facilitated larger resource 
transfers to the State. A variety of plan and non
plan transfers which are discretionary constitute a 
source of irritation in so far as some transfers take 
place irrespective of the record of financial manage
ment, development programmes and the tax effort. 

Statutory transfers cover both the transfers through 
Divisible Pool Mechanism as well as the revenue 
gap grants under Article 275 of the Constitution. In 
deciding these transfers, the Finance Commissions 
have generally followed a gap-filling approach although 
the Eighth Finance Commission has tried to vary 
this to some extent. In the process, the Commis
sion's dispensations have often I:d to severe 
penalising of States which have raised more resources 
by additional taxation and otherwise, as well as by a 
very judicious management of their resources. In 
contrast, wind-fall gains are· conferred on States 
that have grossly mismanaged their finances and 
have failed in their tax effort. This is highly inequi
tous and it is important even within the area of statu
tory transfers, the amount transferred through the 
automatic mechanism of the Divisible Pool should 
increase in conformity with the functions and res
ponsibilities of the States. Adjustments necessary 
to achieve this purpose are indicated below. 

Divisible Pool : Need for its Enlargement 

At present the Divisible Pool from which tax 
resources are transferred to the States comprises of 
the following : 

(1) Tax on income other than corporation tax. 

(2) Estate duty. 
(3) Union excise. 
( 4) Additional excise. 
( 5) Tax on goods and passengers. 
( 6) Agricultural wealth tax. 
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Corporation tax which was previously included 
in the Divisible Pool was left out by an amendme_nt to 
the Finance Act in 1959 by which incom~ tax ~a1d by 
the companies was excluded from sharmg With the 
States. The Centre has. also imposed surcharges 
on income-tax, the proceeds of which are kept out 

of the Divisible Pool. States have reFularly repre
sented to the various Finance Commissions that these 
measures have deprived them access to expanding 
sources of revenue to which they had a constitutional 
entitlement. The proceeds of the corporation 
tax which are kept exclusively by the Centre wcr,• 
about Rs. 2,364 crores in 19S3-84 as compared to 
the yield from income tax of about Rs. 1.670 crorcs. 
Together with customs duties whose proceeds were 
about Rs. 5 879 crores in 1983-84, altogether Rs. 
8,243 crores 'are kept out of the Divisible Pool as 
a result of these reservations. Moreover. in 1%3-84, 
out of the total Divisible Pool Rs. 10.196 crorcs, 
Rs. 4,793 crores were tran~ferred to the States. 
Thus the States' share in the Divisible Pool c~me to 
only '47 percent of the total amount of the Divisible 
Pool, as against 53 percent for the Centre. Com
pared to the total revenue of all the States, what 
comes to them from the Divisible Pool forms only 
17 percent. There is therefore every justilication 
for enlarging the Divisible Pool by at least indudtng 
the corporation tax in it. Out of such an enlarged 
Divisible Pool, 75 percent of the proceeds should. 
be distributed among the States. With the proceeds 
of customs duties accruing in its entirety to the 
Centre such a scheme would amount to Centre shar• 
ing 50 percent of its total revenues with the States 
by way of devolution of tax revenues. Karnataka 
Government consider that such a resource transfer 
is a more equitable one, in the present context of the 
need for a more balanced allocation among• the 
different States. 

Giving Revenue Gap Grants out of Excise !Duties 
un-constitutional 

According to the Constitution the deficit of the 
States after devolution should be made up by the 
grant-in-aid under Article 275. The Eighth Finance 
Commission has proposed a new method, v1z. utd1s!ng 
5 per cent of the excise duty revenues for g1vtng 
grants to make up such deficits. The s_hare of excise 
duties to be transferred to the States IS assumed to 
have been nationally raised from 40 percent to 45 
percent. This is an eye-wash in so far as States 
are made to feel that there is an increase in the percen
tage share, but in reality the share has remained at 4_8 
percent as before, because the national 5 percent 1s 
intended only for distribution to deficit States. If the 
jeficit States had been given grants out of the Centre's 
share of revenues, the increase in the States' share of 
excise duties would have accrued to all the States. 
The new principle amounts t? an e~umar~in~ of excise 
duties for meeting the States deficitS wh1ch IS unwar
ranted and un-constitutional and has hurt the States 
which have managed to have a surplus. The Union 
Government should not try to find funds for giving 
Article 275 grants out of the resources which would 
otherwise accrue to all the States. 

Fiscal Efficiency 

Under the present system, fiscal efficiency on 
the part of any State has become a self-hurting pro
cess. Economies in expenditure, better implemen
tation resulting in larger resources flows with the 
minimum of investment, and mopping up of incre
mental incomes for development purposes have all 
implied that such States as have acted on these lines 
lose the benefit of revenue gap grants. States which 



have swept aside these considerations are rewarded 
with revenue gap grants: thus fiscal in efficiency is 
rewarded whereas fiscal efficiency is severely penalised. 

The Finance Commissions have so far not attem
pted even an approximate assessment of the fiscal 
potential of each State on the basis of certain relevant 
parameters and evaluates the performance of the 
States against the potential so determined. In the 
absence of such an effort, no scope exists for intro
ducing fiscal efficiency as an important criterion 
for resource transfers to the States. 

It is true that the distribution between plan and 
non-plan expenditures is somewhat an artificial one; 
but it does provide a fiscal basis for focussing atten
tion on the development programmes for which re
sources will have to be harnessed. A suggestion is 
often made that the Finance Commission itself may 
function as a single Agency for deciding on the total 
transfers from the Centre to the States covering 
both plan and the non-plan expenditures. However 
such a body could well become administratively too 
unweildy; and it may not be able to combine efficiently 
the multi-sectoral perspective necessary for invest
ment decisions with the responsibilities of determining 
tax devolutions and statutory grants to States. Fur
ther, despite all its other shortcomings, the Planning 
Commission provides a flexible mechanism for heads 
of State Governments to have a direct and compre
hensive dialogue with the Centre on resources, 
programmes and policies which it is important not 
only to preserve but enlarge. It is therefore helpful 
to continue with the present system of quinquennial 
Finance Commission, and continuing Planning 
Commission-but with certain changes in its charac
ter and functions which we have suggested in a 
subsequent paragraph. 

In defining the responsib:lities of the Finance 
Commissions and the Planning Commission, a plau
sible line of demarcation is to take all items of capital 
formation on the plan side, and leave the responsi
bility for financing recurrent. e~penditu~es within the 
ambit of the Finance CommiSSIOn. Th1s would help 
restrain governments from undertaking capital for
mation outside the plan; and it would provide a more 
rational basis for classification of Government expen
ditures both at the Centre and in the States. 

National Expenditure Commission 
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A corollary to this approach would be the need to 
apply uniform standards of assessment to the recurrent 
expenditures of both Central and State Governments, 
with a view to 'deriving the "savings" out of reyenues 
for financing development outlays. .Even the Fmance 
Commission in its present form, IS not adequately 
equipped to ~ake a thorough review of.Central expen
ditures. As has already been mentiOned, Central 
Government spending on States' items like mainte
nance of law and order, agriculture, education, health, 
etc., has continued to grow from year to y~ar. A 
decision of the National Development Counc1l that 
expenditure on Centrally sponsored schemes ~hould 
not amount to more than !/6th of Central assistance 
given to the States has been observed more ~n the 
breach. Notwithstanding the fact that at the time of 
tile formulation of the Sixth Plan, nearly Rs. 2,000 
crores worth of Central schemes were dropped and 
transferred to the States, within the next four years 

the expenditu~es of the Centre on Centrally sponsored 
schemes has mcreased by two to three times. The 
amount now spent on such schemes is even greate 
than the total amount of the Central assistance give~ 
to the States plans. For example, during 1978-79 
Centrally sponsored and Central sector schemes j~ 
Karnataka amounted to Rs. 40 crores as against 
Rs. 88 crores given as Central assistance. In 1983-
84, Centrally sponsored and C£ ntral sector schemes 
rose to Rs. 120 crores as against Central assistance 
for the plan of about Rs. 99 crores given to the State 
under the Gadgil formula. 

This is only one component of the total Central 
expenditures. In other areas like defence, there is 
hardly any . non~departmental s7rutiny ~or ~nsuring 
that expend1tures are cost-effective. Tt 1s h1gh time 
that an objective assessment of the Central expenditures 
is made, for obtaining optimal results. Karna
taka Government therefore suggest the setting up of 
a National Expenditure Commission to go into the 
expenditure of the Centre and State Governments 
thoroughly and rationalise the basis for assessment of 
revenue surpluses for the guidance of future Finance 
Commissions. The National Expenditure Commis
sion recommended there would be an ad-hoc and not 
a standing Commission. 

Market Borrowings 

Market borrowings of the States play an important 
role in financing development programmes. In 
recent years, inadequacy of States' own resources 
and the limited Central assistance available for State 
plans on the basis of the Gad gil formula have con
tinued to increase their need for such borrowed funds. 

At present decisions on market borrowings of 
States are not based on any rational principles. The 
allocation between the Centre and the States is also 
highly arbitrary and is disproportionately tilted in 
favour of the Centre (4:1). This apart, States which 
have large revenue surpluses or which have received 
n ore of institutional finance also happen to get a 
larger share of market borrowings, while felatively 
small allocations have been made to the States 
having deficits or marginal surpluses and smaller loan 
assistance from other sou,·ces. There is thus no 
equity in the distribution of market borrowings, 
which should normally serve as a balancing factor 
in the State Finances. 

It is therefore necessary that market borrowings 
are allocated between the Centre and the States and 
among the States on an equitable ba$is. Karnataka 
Government would suggest a 50:50 ~haring of the 
"bond" market between the Centre and States 
and the following criteria for inter-state allocation. 

Criteria 

I. Debt Management. 
2. Tax effort 
3. Drought affected population 
4. Per capita Central Plan assistance 
5. Availability of institutional finance 
6. Budgetary position of the States 

Weightage 
(per cent) 

20 
20 
20 
15 
15 
10 

100 



National Debt Commission 

The issue of indebtedness of the Stall-s to the 
Centre has received very casual treatment at the hands 
of. t~e different Finance Commissions. Unc'er the 
ex1stmg pattern of Central assistance for the State 
Plans, 70 per. cent is j!i~en as loan and 30 per cent as 
grant exceptmg for hill areas like Assam Jammu 
& Kashmir, Nagaland etc., for whom a mo~e liberal 
pattern of 90 per cent j!rant and I 0 per cent loan is 
adopted. For the hilly areas of Uttar Pradesh 
Trmilnadu and West Bengal, the assistance has bee~ 
in the shape of 50 per cent grant and 50 per cent loan. 

This proportion of 70 percent loan and 30 per cent 
grant has led to States being in a perpetual state of 
indebtedness to the Centre. For example, in the 
case of Karn_ataka, during the Fifth Plan period, 
the State rece1ved Central loans to the extent of Rs. 
5,173 crores whereas the State repaid to the Centre 
by way of principal and interest Rs. 5,260 crores. 
Again during the 4 years of the Sixth Plan (1980-84) 
the State repaid by way of principal and interest Rs. 
13,589 crores whereas it received Central loans amoun
ting to Rs. 12,572 crcres. Thus the State has 
repaid almost Rs. I ,000 crores more than it has 
received during the 4 years of the Sixth Plan alone. 
This is probably true of many other States and it is 
not surprising that the States' indebtendness has been 
increasing from plan to plan because of the faulty 
composition of the grant and loan components. 

Attempts have been made in the past to tackle this 
problem of mounting indebtedness by rescheduling 
debt or providing some debt relief. This however 
can only be palliative and not a solution. A more 
radical approach of scaling down past debt and laying 
down the guidelines for inter-governmental lending 
is long overdue. Given the fact that the Centre's 
resources, like those of the States, are derived from a 
common national pool, there is no compelling reason 
why the loan component in Central assistance should 
be as high as 70 per cent. Only that element depen
dent on or derived from the Centre's borrowed funds, 
or Central assistance applied to demonstrably remu
nerative commercial purposes could lop:ically be 
treated as loans. When Central assistance is used for 
development schemes in the area of social s:rvi_ces, 
it is unrealistic to expect such outlays to be self-hqmda
ting or suitable for loan financial on commercial terms. 
Karnataka Government therefore feel that the present 
loan/grant component should be radically ~hange?. 
.Of the entire plan assistance, only such port10n as IS 

given to the States out of funds borrowed on the 
domestic or foreign market by the Centre should be 
treated .as a loan. Such rationalisation alone can 
enable the States to get out of their "debt trap" and 
breathe a fresh air of financial autonomy. 

Even the debt position of Government of India is 
alarming, in so far as its total debt now form~ 41 J;>er
cent of the national income. Its effects on mflallon. 
interest structure and income distribulio_n have not 
been analysed objectively so far. It. IS therefore 
imperative that an expert body exammes th~ full 
implications of the national debt as well as the mdeb
tedness of the States to the Centre. 

Karnataka Government suggest the .setting up o~ a 
National Debt Commission to go mto the enllre 
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question of the debt of Central and State Governments. 
Thi~ Commission should. in the first instance, make 
recomm~ndations for reducing the existing debt 
burden of the States: and secondly, to lay down the 
criteria for future policies for Governments' market 
borrowing and for inter Government lending. 

Some Sugg~stions on Debt Policy 

Without seeking to cover this difficult area fully or in 
detail. Karnataka Government would suggest the 
following desiderata : --

(a) While the actual amounts of market borrowing 
. by each of the Governments have to be worked 

out (by the Planning Commission and RBI) 
on the basis of the budgetary and monetary 
conditions in that year. the general prin~iples to 
be observed in regard to the relative shares 
of the Central and State Governments in market 
borrowing. interest differentials, sequence of 
entry into the market etc., should be laid down. 

(b) The National Debt Commission should also work 
out, in consultation with the Planning Commis
sion and the Reserve Bank of India, the conven
tions that should be observed by the Central 
and the State Governments when borrowing 
against dated securities from banks and other 
financial intermediaries. 

(c) The National Debt Commission should further 
lay down, in consultation with the Planning 
Commission, the types of lending by the Central 
Government to State Government for develop
ment purposes. In particular, it should define 
purposes for which Central Government loans 
'to State should be strictly on market-related 
terms; and purposes in respect of which loans 
on "soft terms" would be justified. Expendi
ture on fixed capital assets undertaken by the 
State Governments for education, health, environ
mental protection, community welfare and 
security etc. are some of the purposes which 
merit "soft lending". How and in what measure 
the lending terms -are to be softened are matters 
for detailed work out from year to year, in the 
context of prevailing resource position, urgency 
of need, interest rates etc. 

(d) Government sector borrowing abroad should 
continue to be undertaken by the Central Go
vernment. However, every effort should be 
made to pass on the benefits of soft-loans fully 
to State Governments, and to minimise the costs 
of Inter-mediation in respect of other loans. 

Like the National Expenditure Commission, the 
National Debt Commission is envisaged as a "one 
shot" operation, rather than a continuing bod~. 
Both these Commissions will exist only so long as It 
takes them to lav down the principles guidelines 
for other bodies like the Finance Commission and 
the Planning Commission. 

National Development Council 

While questions relating to the rescheduling or 
reduction of the existing debt owed by States to the 
~entre lie properly within the purview of the National 
Debt Commission, matters relating to the allocation 



of the annual "capital resources"-that is to say 
loans and all other receipts of Central and Stn t~ 
Governments on "Capital and Public Deposit Ac
count" net of inter-governmental transfers-cannot 
be assigned to it or to the finance Commission. 
This task is a con~inuing one and belongs more pro
perly to the Nat10nal Development Council aided 
by _the Planning Commission and such other bodies 
as It may deem fit. The rest of this note deal with 
this aspect of financial arrangements. 

The NDC should be in fact as in name, the highest 
authority deciding on all matters of policy regarding 
mobilisation of resources for development and the 
uses to which these resources should be put. 

By its very natures, the NDC will be a large body. 
However, as of now, it has become totally unwieldy 
and it is necessary prune it and streamline its 
mod:ts operandi. 

Membership of the NDC should be confined to 
the Prime Minister, the Finonce Minister 
and the Planning Minister at the Centre; the Chief 
Minister and the Planning Minister of each Stote. 
At the official level, those in attendence should 
include, besides the professional members of the 
Planning Commission, the Governor of the Reserve 
Bank, and the Chairman of NABARD and IDBI; 
the Cabinet Secretary, the Planning Secretary and 
Economic Secretary at the Centre, and the Chief 
Secretaries of States. With such a reduced NDC, 
it should be possible to meet at least twice "· year
once before the Central and State annual plans are 
formulated, and. again in September or so when the 
prospects regarding agriculture, electric power and 
foreign aid for the year are cleo rer. It could meet 
more often, if the need arises. 

The NDC cannot obviously discuss and decide 
on the details of policy or resource all~ration. This 
should be entrusted to a limited number of Standing 
Committees of the NDC, which should meet every 
quarter to review progress and make recommendations 
to the main body of the NDC at each of its sessions. 
Precisely what Standing Committees should be set 
up, and for how long, are matters for decision. 

These Standing Committees, as well as the main 
NDC, should be serviced by the Planning Commission. 
For this purpose it will be necessary to reconstitute 
the Planning Commission to enable it to function 
independently of the Central Government. Its func
tions should also be defined more precisely. While 
the Prime Minister and the Planning Minister at the 
Centre should continue to be the Chairman and the 
Deputy Chairman respectively, the "fully" Commis
sion should have as its memb"r four Chief Minist"rs 
elect~d on a Zonal basis, the Central Finance 
Minister and not more than five full time "Profes
sional" members appointed by the NDC. 

The Planning Commission shou td have the respon
sibility of preparing the National Development Plan, 
specifying the objectives and strategy of development 
for medium and long-terns plans; national policies 
for resource mobilization; and broad pattern of 
investment allocations; the type and extent of institu
tional change required for the above, etc. in other 
words, prepare the broad "national plan" within 
which the shorter period operational plans of both 
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the Central anc1 State Governments ought to be 
formulated and implemented. 

The Planning S:::ommission should have monitoring 
respol!sibilities in respect of achievements of plan 
obJectives (as approved by the NDC). But it should 
have no executive responsibility in respect of either 
the Central or State plans. 

Reconstitution of the Planning Commission will 
imply that separate boards or authorities should be set 
up both at the Centre and the States to formulrte the 
constituent plans for each year as well as for the 
national plan period (five years). It should be the 
responsibility of these agencies to co-ordinate the 
activities of functional departments within the cor
responding government, and to liaise with the 
(National) Planning Commission. 

In order that the Planning Commission should 
be formally as well as factually independent of the 
Central Government, its administrative budget 
should be shared c qually by the Centre and the 
States as a whole. The share of each State should on 
the basis of an agreed formula, subject to review by 
the NDC at the beginning of each plan period. The 
tachnical staff for the commission should be appoint
ed by the Commission itself, under such conditions. 
and rules at it may decide. 

National Credit Conucil 

Inasmuch as the NDC will be concerned with 
national objectives for development, it has to deal 
with policy and instruments for planned allocation 
of both 'public' and 'Private' investment. This 
req" ires better arrangements than at present for 
allocation of saving and investment notonly through 
government budgets bu(through the financial institu
tions as well. 

For this purpose, arrangements have to be made for• 
solving and implementing nationally-oriented policies, 
satisfactory to both the Centre and the States. There 
is at present considerable dissatisfaction among the 
States in regard to their access to private saving through 
financial intermediaries. Besides borrowing from the 
Central GovernmPnt, States and State agencies have 
also to borrow from the bond market; and they 
have to provide for an a~equate supply of institu~ic;n~al 
credit for agriculture, mdustry and other actiVIties 
in their States. 

Formally, the responsibility for laying down general 
guidelines in these respects vests with the Reserve 
Bank of India and the apex banks for P griculture and 
industry, viz., NABARD and lOBI. These are statu
tory authorities and are expected to operate auto
nomously and with complete objectivity subject 
only to the overricl ing objectives of national policies. 
But in reality, these organisations are totally under 
the control of the Centra I Government and the 
States interests are not being properly safe-guarded 
in such matters as market borrowings, loans and ad
vances to public sector institutions and relative 
share in total credit. 

Currency and banking have admittedly to be on 
the Union list and policy in this regard cannot be 
formulated at anything but the naticnal level. 
But in the formulation of this policy, it is vital 



that the regional and State Government's require
ments arc properly taken into account. \\-nhout 
participation by State Govern!nent in decision
making m these areas, regional distribution of these 
resources will continue to be skewed as .. t present. 
The propurtion of direct borrowing on the market 
by States to total public borrowing will continue to 
be small; and taking into account the increasing 
resource by the Central Government to ""deficit
financing", this inquitable situation will be perpetuat
ed. 

To deal satisfactorily with these problems of 
institutional finance at the same time as the national 
objectives of optimum saving and optional resources 
allocation are secured it is necessary to establish 
unW:r the aegis of the National Development Council, 
a National Credit Council consisting of representa
tives of Central and State Governments at ministerial 
level, the Governor of the Reserve Bank of india, 
the Chairman of NABARD, lOBI, Export-import 
Bank, and the LIC. The Union Finance Miruster 
and the Governor of the Reserve Bank of india 
should be, respectively, Chairman and Deputy Chair
man of the NCC, with either finance or !'Ianning 
Ministers from States nominated on a zonal basis 
by the NDC as other ministerial members. The secre
tariat service for this body should be provtded by the 
RBI, with such assistance from the Planning Com
mission's technical staff as may be mutually agreed 
upon. 
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It should be the responsibility of the NCC to 
consider all questions of institutional finance both 
short-term and long-term. It should meet every 
quarter, for review of inflation, development finance, 
banking and credit trends, on the capttal market 
etc. and decide on (a) the short-penod adjustments 
within the framework of national policy as approved 
by the NCC and (b) changes in policy to be submitted 
to the NDC Central or State Governments as 
may be app;opriate. Like the Planning Commission, 
the NCC should also report regularly to NDC. 

All operational questions of banks and other 
financial institutions should normally be .left to the 
Reserve Bank of India and the other apex mstltutlons, 
and both the NCC and the governments should 
refrain from dealing directly from the day-to-day 
management of commercial and development bank
ing institutions. It is not necessary that State Govern
ments are represented on the boards of duectors of 
individual banks. (Even the Central Government 
nominees on the board of nationalised banks should 
avoid interfering unduly with the banks' management). 

However it is necessary that the "Local Boards" 
of the RBi, IDBI and NABARD (and of the State 
Bank of India) which now extst only formally. should 
be assigned the specific role of truly conveymg and 
problems and needs of each State covered by them 
to the Central Board and the top managemen_t of 
these institutions. For tuis purpose, semor olficers 
of State Governments-such <•S Commtsswners 
for Institutional Finance should be made members 
of these Local Boards, whose meetmgs should be 
presided . over by Deputy Governors of R~l, . o~ 
their equtvalents m other apex mstttutwns. Orgamsa 
tional charges of this type are urgently needed 
also to ensure that working relations between bank 

staff and State Gowrnrnent functionasies at all 
levels are mutuall) more accommodating and produc
llv.: tuan are at pre>ent. 

Dccentralised Planning 

Althouglt "'Ecunomic and Social Planning" is 
on entry 111 the concurrent h>t of the Seventh Schedule, 
in practice, the degree of consultation necessary 
between the Centre aud the States in order to make 
planning a joint endeavour has not b~en forthcoming. 
We hav~ tnerdor~ made our suggestions in the pre· 
vious par.1graphs for makmg th~ National Develop
ment Couuctl as a forum for discussion and debate 
on the complexities of !'..ational Planning as well 
as of Dec~ntral~>ed l'lannmg. We have also alTered 
our views on the r~>lructunug of the Planning Com
mission to factlll.,,~ both c!I~ctivc consultations 
between the ::.tate <..iov~rnments and the Planning 
Commission and also the d~ccntralisation process 
in the sense of planniug from below. 

lf decentralis~d planning is to take place, it is 
surely unnecessary for the Planning Commission to 
scrutmise minute details of all the schemes proposed 
by the State <..iovernrnmt; althouglt national priori· 
ties must ncces>anly be mcoq:or.;ted mto State 
plans. Such national priorities should emerge liS a 
consensus betwe~n thc Umon and the State <..iovern
ments at the National Development Council. The 
Planning Comrrusston' s scrutmy of Slate Plans 
should consequently be contincd to only 11 few sec
tors such as major irrigation, large and mcdtum m· 
dustry, power and transport. We surularly vtew 
with great apprehension the extent to wluch the total 
resource transfers under Centrally Sponsored and 
Central Sector Scltemes and burg:oned in recent 
years. Currently, for Karnalaka, the Central resource 
transfer under such schemes equals tile Central 
resource transfers for fundmg the State Plan. We 
strongly urge tltat Central a»istance under Cen· 
trally Sponsored and Central Se<.:tor Schemes shouJd 
be hrnited to ljoth of til~ quantum of the aggregate 
Central assistance for tltc Stale plans. Such s<.:hcmcs 
shouJd conform to ccrtam dcmable guidelines 
like constituting Inter-State Schemes and beinJ 
significant from a national point of vtew. 

The finalisation of the Stale Plan outlays should 
be such as to permit tile States to make . lumpsum 
allocations to the distncts to facthtate Dtstnct and 
Block Development !'lannmg. Tlus wouJd be 
possible only wilen the approval of outla~s by tho 
Planning Conuni>>IOn ts restnctcd to a lew major 
sectors of development as mentioned earher .and 
leave the rest to tile States LO dctcrmme the allocations 
to the districts on the ba>is of cntcna . strmlar to that 
of Gadgil formula with such modtltcations as may be 
necessary for achieving rcductwn Ill rcgwnaltmbalan• 
ces within the State. 

We believe strongly that dcccnlralised planning 
is crucial to the succc>S and vtabthty of our planrung 
system. Indeed such dccentra~t>cd plannmg wtll have 
to extend much below the State level. Just as the 
Union and the States have to work m concert and 
harmony cutting aero» Party and tdcolog1cal 
dillerences and rellecung the yeanngs and aspn a· 
tions or the people at large, the bame kmd of consulta• 
tion and shanng of pov.cr is calkd for at levels below 



the States. The Karnataka Government has itself 
taken 1\ ~ecisive step in thi~ direction by passing the 
Zilla Panshad B11! for 1mpleme11tmg democratic 
<~:ece~tralisa~ion upto the Mandallevel. Its implementa
tion IS awrutmg the consent of the President for the 
past 6 months. 

It needs to be stated that unless decentralisation 
at lower tires is accepted nationally, only a few States 
adopting this path will not induce decentralisation. 
Furth~rmore in order for this to become possible, 
there IS need to remove some serious anomalies in 
the present situation. First, elections at Zilla Parishad 
and lower levels ought to be made mandatory as 
at Union and States levels and 's•ould be conducted 
by the Election Comlnission. s;cond, representation 
of Local Bodies in State Lagislatures should be 
made mandatory. Third, Government at District and 
lower levels should not be viewed as arms of the 
adlninistration at higher levels but as elected bodies 
served by adlninistrative services that are wholly 
responsible to the elected bodies. 

Unity in Rich Diversity 

In short, the overarching concern of our memora
dum is to develop the Union-States relations in 
such a way as to impart fresh vitality and dynamism 
to democratic federalism and serve the people, 
resolve conflicts, arrest confrontationist postures and 
produce a unity that is rooted in the rich diversity 
of our society. The broader perspectives call for 
closing the growing gap between our institutional 
set-up and the democratic ideology it is supposed 
to serve. To a.:hieve this, democratic structures 
have to be respected and be vested with autonomy 
which carries withit a balanced distribtion of 
responsibilities, powers and finances. 

All the instruments like the legislative procedures, 
the planning process, political and financial decen
tralisation, the media, the judiciary, administrative 
services, the police, the Finance Commission, the 
Planning Comlnission, National Development Coun
cil, and other All India bodies, have to be geared 
up ·with restructuring wherever needed to meet the 
requirements of the new sociopolitical economic 
order, consistent with equity harmony, regional 
balance and dignity of the different States and 
the people inhabiting them. ~The Union and the 
States may have to subject themselves to equal 
degree of discipline, understanding, unity and sacrifice 
enthused by a deep sense of tne much needed trans
formation and comlnitment to resolve issues through 
democratic means and institutions specially con
stituted and strengthened for the purpose. 

Kama taka 
WHITE PAPER ON THE 

OFFICE OF THE GOVERNOR 

Introduction 

This House will recall that on I 7th August I had 
prolnised to prove to the hilt the remarks I had 
made on Governors of States in my inaugural speech 
to the Selninar on Centre-State relations in Bangalore 
on Sth August. I am fulfilling that promise today. 

Let me, to begin with, quote my remarks in their 
entirety, so that the House will appreciate their 
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ful! import and meaning. I had said "The ultimate 
obJective bemg the same, the Union and.o.the States 
must !unction on mutually complementary and co
operative bas1s. They are and they should feel that 
they are equal part~ers in the great adventure of 
natwnal reconstructiOn and development. This 
naturally reqmres the recognition of equal importance 
of both the functions, mutual respect and honour. 
A super )lower attitude and show of superiority on 
the part of the Union, which is the natural consequence 
of the concentration of powers and resources has 
been responsible f?r generating a feeling of f~stra
twn and sense of InJUStice and discrilnination and 
helplessness on the part of the States which in turn 
produces the dangerous forces of regionalism. The 
concentration of power has also distorted the scheme 
of the Constitution and led to the devaluation of 
important institutions like the Planning Commission 
and the Reserve Bank which have become the ex
tended department. of the Executive. Even the 
Governor has become a glorified servant of the Union. 
An omnipotent and omnipresent Union that the 
present Central Government has growing into and 
withering States are the very rnegation of the demo-
cratic polity". • 

In thus placing the remark on the Governors in 
its proper context my intention is not to blunt its 
sharpness but rather to emphasise the gravity of my 
criticism in the light of the damage which has been 
done to the norms of the democracy as well as to the 
federal principle. My remark had been made after 
the fullest deliberation. 

I was glad to~note that the Seminar's conclusions 
announced in a "press release on 7th August were in 
the same vein. It said. I quote, "An institution of 
crucial importance, on whose impartiality and 
integrity the autonomy of the States and the sound
ness of Union-State relations depend, is the Governor 
of the Stat~. It is unfortunate that on more than 
one occasion the Governor has by and larg, been 
made to function as an agent of the Union Govern
ment. This position is totally violative of the Con
stitution. In Raghukul Tilak's case, the Supreme Court 
has said quite categorically that the Governor is 
'not amenable to the directions of the Government 
of India, nor is he accountable to them for the manner 
in which he carries out his functions and duties. He 
is an independent constitutional office which is 
not subject to the control of the Government of India'. 

"But on far too many occasions, the actual practice 
has been contrary to this constitutional position. 
The Governor's power to appoint the Chief Minister 
and dissolve the State Legislature has on several 
occasions been used to flout the expressed will of the 
people. It is therefore, felt that the Constitution should 
be amended to ensure the independence of the office 
of the Governor". 

Coming as these conclusions did form a gathering 
of distinguished people from all parts of the country 
which included eminent academicians, jurists, journa
lists, experienced !;ldministrators and persons who 
have distinguishad themselves in various fields, 
and from which people connected with active politics 
had been excluded, I had every reason to feel fortified 
in my remarks. 



The issues I raised at the seminar were addres-
sed to ~he people of the country. As I said in the 
spe~ch, It IS necessary to have a national debate in 
which various aspects of Union-State relations are 
considered. Foremost among these is the position 
o~the Gove~~r under the Constitution and the totally 
different pos1t1on which is his in actual practice. 

. I present to the . House this White Paper which 
will descnbe both with full documentation. I place 
this document before the people of the country as 
a contribution to the national debate and in no spirit 
of. confrontation. I shall wellcome opposing view 
po1nts and, mdeed, comments on and criticisms of 
the White paper itself. 

But, as the White Paper itself says, our hopes rest 
mainly on the surest guarantee for the successful 
working of our democratic Constitution-an informed 
vigilant people of our country. 

BANGALORE, 

September 2, 1983 

RAMAKRISHNA HEGDE 

Chief Minister of Karnataka. 

Constitutional Position and Political Perversion 

There is, perh,.1ps, no other provision of the 
Constitution of India which received closer attention 
or a more detailed scrutiny in the Constituent As
sembly than the ones which establish the office of 
the Governor for each State of the Union of India 
and define the manner of this appointment and his 
functions and duties. These provisions received 
particular attention from the great leaders of the 
freedom movement, Shri Jawaharlal Nehru and 
Sardar Vallabhbhai Patel, and were the subject of 
detailed exposition in the Assembly by the Chairman 
of its Drafting Committee, Dr. B. R. Amb~dkar, 
and his colleagues, Sir Alladi Krishnaswami Ayyar, 
Shri T.T. Krishnamachari and Shri K.M. Munshi. 
They were debated at every stage and underwent 
a radical change. Yet, it is highly significant that 
the central concept was never seriously in issue. 
The Governors would be the Constitutional heads 
of the States in a federation in which both the Union 
and the States would have a parliamentary form of 
government. 

The office of the Governor is of crucial import
ance not only for the proper functioning of the 
federation but also for the success of democratic 
government in the country. 

It is therefore, a matter of the greatest concern 
that th~se very provisions of the Constitution should 
have been consistently, systematically abused and 
perverted and the Governor redu.~ed to the rank of 
"a glorified servant of the Umon m order to serve 
and promote the interests of the rulmg ~arty _at the 
Centre. The result is not only a gross distortion of 
the federal principle but also a negation of democra~y. 
The issue is not one of the State versus the Umon 
but of the law of the Constitution versus political 
malpractice. 

This White Paper documents, b~th, the consti
tutional position of the Governor as It e_merged from 
the labours of the Constitution-makers 10 Part I and 
the political perversion of the high office over the 
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years in Part II. It is published in the firm belief' 
that an informedjpublic opinion is the best guarantee 
for the redress of wrong and the sure foundation 'of 
which our dcmucratic Constitution r~sts. 

PART I 

The Constituent Asscmblv met for the first time 
on December 9, 1946 in conditions of great upheaval. 
On April 30, 1947, the Assembly adopted a Resolu
tion setting up simultaneously two Committees. 
One was asked to consider and report on "the main 
principles of the Union Constitutiun.'' Its Chairman 
was Shri Jawaharlal Nehru. The oth~r was asked 
to consider and report on "the main principles of 
a model Provincial Constitution." Its Chairman was 
Sardar Patel. 

The Provin..:ial Constitution Committ~-e first met 
on May 5, 1947 and adjourned. It md again on June 
6, 1947 three days after the Partition Plan had bcc11 
announced. The very first thing which the Com· 
mittee discussed was "the question of the functions 
of the Governor of a Province and the mode of his 
appointment." (For the minutes of the meetiug sec 
B. Shiva Rao, The Framing of India's Constitution. 
The Indian Institute of Public Administration, New 
Delhi, 1967; Select Documents; Volume II, page 
646). 

Opinion was~divided between those who suggested 
that the Governor should, as in the United States 
of America, wield executive authority and be elected 
directly by the people and others who preferred 
that he should be "a Constitutional Head acting on· 
the advice of a Prime Minister" who would be res
ponsible to the legislature and that the Governor 
should be "appointed by a system of indirect election.'' 

Likewise, some members suggested that "the 
Central Government should have a wide range of 
authority over the Provinces and that the LGovernor 
should function as a liaison between the Central 
Government and the Provincial executive and that 
he should be nominated by the Central Goverament. 
ln the discussion that ensured on these various sug
gestions, it was felt that the primary question to 
be considered was whether India should be a unitary 
State with provinces functioning as agents and dele· 
gates of the Central authority or whether India should 
be a Federation of autonomous units ceding certain 
specific powers to the Centre. It was also considered 
that as this is a point of common interest to the Union 
Constitution as wdl as l11e Provincial Constitution 
Committees, it would be desirable to have a joint 
meeting for the purpose of discussion". 

Accordingly, a joint meeting of the two Com
mittees was held on June, 6, 1947 under the Chair· 
manship of the President of the Constituent Assem
bly, Dr. Rajendra Prasad. Both issues. were clinched 
at this meeting. It was agreed "that the Constitution 
should be a federal structure with a strong Centre" 
and that the "Provincial executive should be of 
the Parliamentary Cabinet type, with such suitable 
modifications as may be considered necessary in the 
light of Indian conditions". 

The mretmg agreed thai "there should be a Gov
ernor at the head of every Province" and, also, that, 



"the Go\ernor should be appointed by the Province, 
and not by the Central Government". The mode of 
apt>ointmcnt agreed was "indirect election on the 
basis of adult franchise through a special electoral 
college." 

On Jun~ 8, £947, Sardar Patel r~ported the con
clusions to the Provincial Constitution Committee 
which preceded to discuss the Memon111dum on the 
Principles of a Model Provincial Constitution, 
dated May 30, 1947, prepared by the Assembly's 
Constitutional Adviser, Sir B. N. Rau. (It envisaged 
the parliamentry form with the Governor elect~d 
by the Provincial Legislature, removasle by impeach
ment and endowed with "special responsibilities.") 

On June 27, 1947 Sardar Patel forwarded to the 
President of the Constituent Assembly the Report 
of the Provincial Constitution Committee to which 
was annexed a Memorandum on the Principles of a 
Model Provincial Constitution. (For the text see 
Shiva Rao's Volume II, Select Documents, page 656). 
The Governor was to be elected directly by the people 
on the basis of adult suffrage and be removable by 
impeachment. He was to act on the advice of the 
Council of Ministers except in respect of four matters: 
.. the prevention of any grave menace to the peace 
and tranquillity of the Province or any part thereof"; 
the summoning and dissolving of the Provincial 
Legislature; elections; and, appointment of the mem
bers of the Provincial Public Service Commission and 
of the Provincial Auditor-General. 

Submitting the Report to the Constituent Assembly 
on July 15, 1947, Sardar Patel said that both the 
Committees had come to "the conclusion that it would 
suit the conditions of this country better to adopt the 
parliamentary system of the Constitution the British 
type of Constitution with which we arc familiar." 

Analysing the four discretionary powers, he pointed 
out that elections would be the charge of a Commission 
appointed by the President (the Election Commi'Sion) 
while the appointment of members of the Public 
Service Commission is generally made on the recom
mendation of the Cabinet. Therefore, "practically 
the only powers left to the Provincial Governor is the 
power to report to the Union President when a grave 
emergency arises threatening menace to the peace 
and tranquillity of the province and the summoning 
and dissolving of the Provincial Legislature". (Con
stituent Assembly Debates; Volume IV, page 579). 

The Assembly adopted the Report. In October 
1947, Sir B. N. Rau prepared a Draft Constitution 
embodying the Assembly's decisions. The Draft was 
then considered and thoroughly revised by the Draft
ing Committee which submitted a Draft Constitution 
to the President of the Assembly on February 21, 1948. 
The Draft was published to elicit public reactions. 
(For texts of the two drafts vide Shiva Rao; Select 
Documents, Vol. III, pages I and 509, respectively). 

A major change in the Draft was in respect of the 
election of the Governor. Arttcle 131 of the Draft 
suggested two alternatives; one was appointment 
by the President from a panel of four candidates 
elected by the legislature and the other was direct 
election by the people of the Province. The reason 
was til at some members of the Drafting Commit tee 
were of the view "that the coexistence of a Governmor 
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elected by the people and a Prime Minister respor 
sible to the Legislature might led to friction an 
consequent weakness in the adminsitration." It rna 
be noted, however, that the Governor was unde 
the Draft removable from office only by impeach 
ment (Article 137). There was also a Schedul 
embodying an Instrument of Instructions to guid 
1 he Governor in the exercise of his duties. 

To examine the Draft in the light of the cmriment 
and suggestions received, the President of the Assembl 
appointed a Special Committee. On April 10, 194E 
this Committee recommended that Governors shouJ, 
be directly appointed by the President and it wa 
"not necessary to provide a panel of candidates fo 
such· appointment." (Shiv.t Rao; .Select Documents 
Vol. IV, page 409). Shri Jayaprakash Narayan wa 
among those who had made suggestions on the Draf 
and his comment on the appointment of Governor 
was pointed and perceptive : 

"The co-existence of a Governor elected by the peo 
pie and of the Chief Minister responsible to thj 
Legislature may lead to friction. If the Governor i: 
appointed by the President on the advice of the Fede 
ral Government out of a panel of four persons choset 
by the Provincial Legislature by means of a singh 
transferable vote, the Federal Chief Minister is IikeiJ 
to choose out of the panel a man of his own part: 
even if the latter had not secured the largest numbet 
of votes. Such a situation is not likely to promote 
harmony in the Provincial Government and maJ 
disturb the harmony which must exist between the 
Federar and State Authorities." 

Tile Drafting Committee's comment on Shri Jaya· 
prakash Narayan's criticism is quoted below : 

NorE : The criticism that the co-existence of 1 
Governor elected by the people and a Chief Minis· 
ter responsible to the Legislature might lead tc 
friction and consequent weakness in administration 
will also apply if the Governor is elected by the 
members of the Legislature of the State and the 
representatives of the State concerned in the Fede
ral Parliament. To meet the objection to the elec· 
lion of a panel of candidates for appointment tc 
the office of Governor, the special Committee re
commended that the Governors should be direct!)! 
appointed by the President. It has also been 

·proposed that the Governor should act on the 
advice of his Minister in all matters. This would 
obviate the possibility of any friction between the 
Governor and his Ministers. 

"Drafting Committee : That for article 131 the 
following be substituted : Appointment of G~ver
nor : The Governor shall be appointed by the Presi· 
dent by warrant under his hand and seal". 

This is the genesis for the provision as finally 
adopted by the Constituent Assembly. The Governor 
would be a Constitutional head of State just like the 
President of Ind1a and be governed by identical con
ventiOns of the parhc· mentary system. This was made 
amply clear by Dr. B. R. Ambedkar in the· Constituent 
Assemb\)' on December 30, 1948 : 

"Under a Parliamentary system of Government 
there are only two prerogatives which the King or th~ 
Head of the State may exercise. One is the appoint
ment of the Pnme Munster and the · other is the 



t;.s~lutio!' (~f Parliament. With regard to the Prime 
l~lster. II IS not possible to avoid vesting the dis

cre~wn 10 the President. The only other way by 
w~1ch we. ~ould prov1de for the appointment of the 
P.nme .M10.1ster Without vesting the authority or the 
discretion 10 t~e Presido:nt, is to require that it is 
!he House wh1ch shall m the first instance choose 
1ts I7ader, and then. on the choice b:ing made by a 
motwn ~r a resolut~on, the President should proceed 
to appomt the Pnme Minister. 

Mr .. Mohd. T~~ir : On a point of order, how will it 
expla10 the position of the Governors and the Minis
ters of the State where discretionary powers have been 
allowed to be used by the Governors ? 

The Honourable Dr. B. R. Ambedkar : • 'The position 
of the Governor is exactly the same as the position. of 
the President and I think I need not over-elaborate 
that at the pr~~ent moment because we will consider 
the whole pos1tion when we deal with the State Legis
latures and the Governors.'" (emphaisis supplied 
throughout.) (Constituent Assembly Debates Vol 
VII, p. 1158). ' 

These provisions to which Dr. Ambedkar a\,uded 
finally came up for discussion by the Assembly on 
May 3~, 194~. One. of ~he members of the Drafting 
Comm1ttee, .S1r Allad1 Knshnaswamy Ayyar, explained 
the change 10 the procedure of appointment but while 
doing so he gave the unhappy analogy of Canada for 
wh~ch he was corrected by a colleague, Shri T. T. 
Krishnamachari. The episode is instructive. 

Sir, Alladi referred to the need for averting a clash 
between the Governor and the Prime Minister of the 
Province and avoiding the expense of an unnecessary 
elec!ion. He sa!d ·:A proper analogy has to be sought 
for 10 the ConstitutiOn of Canada where a responsible 
Governor obtains. In Canada, the Leiutenant-Gov
ernor of each of the provinces is appointed by the 
Governor-General, that is by the Governor-General on 
the advice of the Cabinet. There are many features 
of resemblance and similarity between the Canadian 
Constitution and our Constitution which, bl' some 
critics, has been considered to be qua<i-federal. The 
system in the main we have accepted is the principle 
of responsible Government obtaining in the Dominions 
or in the different parts of the Commonwealth. No
where does the system of election of the Governor 
exist where the institution of responsible Government 
is the main feature of the Constitution.'' 

On other aspects Sir Alladi's words are very 
pertinent : "In the normal working of the Consti
tution I have no doubt that the convention will 
grow up, of the Government of India consulting 
the provincial Cabinet, in the election of the Gover
nor. If the choice is left to the President and his 
cabinet, the President may, in conceivable circums
tances, with due regard k the conditions of the 
province, choose a person of undoubted ability 
and position in public life who at the same time 
has not been mixed up in provincial party struggle 
or factions. Such a person is likely to ad as a frienJ 
and mediator of the Cabinet and help in the smooth 
working of the cabinet Government in the early 
stages. The central fact to be remembered is that 
the Governor is to be a constitutional head, a 
sagacious counsellor and adviser to the Ministry. 
one who can throw oil over troubled waters. If 
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that is the pos111on to be occupied by the Governor, 
the. Governor cho,en h~ the G,wernment: of Ind1a, 
ple,umably With .the consent of the provincial 
Government, 1s hkely to dl',·harce his functions 
better than . one who is elected ,~n a party ticket 
by the provmce as a whole ha,ed upon universal 
suffrage or by the leg1slature on some principle of 
elechon. 

."On~ thing I ':"ay mention. The point has been 
ra1s7d 10 these d1scussions, whether it is wise at all 
~o mvest .so much power in the Prime Minister or 
In the Pres1dent of the Union acting on the advice 
of t~e Prime Minister. If you can confide the 
appomtment of the Commander-in-Chief of all the 
Forces, the Ambassadors in different parts of the 
world, the Chief Justice and the Judges of the 
Supreme Court .and the appointment of other high 
offices 10 a Cabmet responsible to the Legislature 
a_nd theoretically !n the President, I see no objec: 
lion to the appomtment of the Governor being 
left to the Pres1den~ of the Un1on who has necessarily 
I<? act on. the adv1ce of the Prime Minister and 
h1s . C~bmet. .A co~vention of consulting the 
provmc1al Cabmet m1ght easily grow up. Such 
a c.onvention, as the House is aware, has grown 
up m the . appomtment of Governors in Canada. 
In Austraila too, though under a diiTerent consti
tution, a similar convention has grown up and the 
Governor of a State is appointed on the advice of 
Provincial Cabinet. ....... . 

"In our Constitution we must try every method 
by which harmony could be secured between the 
Centre and the provinces. · If you have a person 
who is not elected by province or the State but 
you have a person appointed by the President of 
t~e _union ':"ith the co':'sent, I take it, of the pro
vmc1al Cabmet, you w1ll add a close link between 
the Centre and the provinces and clash between 
the Provinces and the Centre will be avoided which 
will other wise occasionally result". 

The next day, on May 31. 1949, Shri Jawaharlal 
Nehru intervened in the debate : "I think it would 
be infinitely better if he (the Governor) was not 
so intimately connected with the local politics 
of the province, with the factions in the provinces. 
And, as has been stated by Mr. Mumhi, would it 
not be better to have a more detached figure 
obviously a figure that is acceptable to the pro: 
vince, otherwise he could not function there? He 
must be acceptable to the province, he must be 
acceptable to the Government of the province 
and yet he must not be known to be apart of the 
party machine of that province. He may be some· 
times. possibly, a man from that province itself. 
We do not rule it out. But on the whole 
it probably would he dc,irahle to have pcorle from 
outside-eminent people, 'omctimes people who 
hav~ not taken too great a part in politic,. Politi
cians would probably like a more active: domain 
for their activities but there may be an eminent 
c(lucation'st or rcrs• ns cm'ncrt in other walks 
of life, who would naturally while co-operating 
fully with the Government and carrying out the 
policy of the Government at any rate helping 
in every way so that policy might be carried 
out, he would nevertheless represent before the 



publ!c ~omeone slightly above the party and there
by m fact, help that Government more than if he 
was co~sidered. as part of the party machine. r 
do subm1t that IS really a more democratic pro
cedure than the other procedure in the sense that the 
latter would not make the democratic machine 
work smoothly". (CAD Vol. VIJJ, p. 455). 

Shri T. T. Krishnamachari also spoke and clarified 
"I would li~e to refer to the. arguments used by my 
respected f~1end, Mr. Allad1 Knshnaswami Ayyar 
yesterday, m a very elequent speech in which he 
drew. freely from the Canadian example, of the 
appomtment of the Lieutenant-Governor by the 
Governor-General of Canada. I will ask the House 
to "examine the whole question for themselves 
aJ?d they will then realize that my honourabl~ 
fnend, Mr. Alladi Krishnaswami Ayyar, had 
no intention of using that analogy as anything 
more than an analogy, and he had no intention of 
asking this House to accept the entire scheme that 
obtains r in Canada in regard to the appointment 
of the Lieutenant-Governor." 

"ln regard to Canada where the constitutional 
position as it was some time back bore some analogy 
to conditions in this country, there is one particular 
principle that is in operation on which I would 
like to lay some emphasis which will have no 
application to this country at all. It is avowed by 
every writer on the Canadian constitution that the 
whole scheme of the appointment of Lieutenant
Governors and the control that the Dominion 
exercises over the provinces is such that the ultimate 
control is in the hands of the Dominion Govern
ment. Actually under the Canadian Constitution 
the Cabinet of the Dominion issues instructions 
to the Leiutenant-Governors; in fact they have 
exercised their discretion in removing the Governor. 
Two instances are known in which the Governors 
have been removed. The Lietenant-Governor in 
a Canadian Constitution acts as an agent of the 
Dominion Government. I would at once disclaim 
all ideas, at any rate so far as I am concerned, 
that we in this House want the future Governor 
who is to be nominated by the President to be in 
any sense an agent of the Central Government. 
I would !ike that point to be made very clear, 
because such an idea finds no place in the scheme of 
Government we envisage for the future". 

He went on to emphasise "our idea is that the 
Governor will be appointed in the first place on the 
advice of the Prime Minister, who, in turn, will 
consult the Chief Minister concerned, which par
ticular person will have a veto and I think conven
tions have already grown in that direction and 
the persons s<1 selected will be a person who will 
held the scales impartially as between the various 
factors in the politics of this State. The advantages 
of having a non-party man, a non-provincial man 
have been amply made out by the Honourable 
Prime Minister." (C.A.D. Vol. Vlll, pp. 459-
460). 

The concept of the impartiality and independence 
of the Governor, despite his nomination by the 
President, could not have been more strongly em
phasised by the architects of the Constitution. 
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It may be noted that all the three leaders wl 
intervened in the debate recognised that the co 
sent of the State's Chief Minister is an essenti 
pre-requisite to the appointment of the Govem 
by the President. Pandit Nehru : "He must 1 
acceptable to the Government of the Province· 
Sir Alladi K.rishnaswamy Ayyar :"appointed t 
the President of the Union with the consent, 
take it, of the provincial Government"; Shri T. ~ 
Krishnamachari : "Our idea is that the Govern< 
will be appointed in the first place on the advi< 
of the Prime Minister, who, in turn, will consu 
the Chief Minister concerned, which particula 
person will have a veto .... ". It was on this basi 
that the proision for the appointment of the Go' 
ernor by the President was adopted .bY the Con 
stituent Assembly. 

Replying to the debate, Dr. Ambedkar remarke< 
"if we are going to have a Governor, who is pure!: 
ornamental, is it necessary to have such a· func 
tionary elected at so much cost and so much trouble?' 

He candidly said, "From a certain point of vie\1 
1 cannot help saving that the proposal of th1 
Drafting Committee, namely that it should be 
a qualified nomination is a better thing than simple 
nomination. At the same time I went to warm the 
House that the real issue before the House is really 
not nomination or election-because as I said this 
functionary is going to be a purely ornamental 
functionary; how he comes into being, whether 
by' nomination or by some other machinery, is a 
I'Urely psychological question--what would appeal 
most to the people-a person nominated or a person 
in whose nomination the Legislature has in some 
way participated. Beyond that it seems to me it 
has no consequence". (C.A.D. Vol. VIII, p. 468). 

Dr. Ambedkar did not envisage the possibility 
of a Governor being removed arbitrarily by the 
President. "What Professor Shah wants is that 
certain grounds should be stated in the Constitution 
itself for the removal of the Governor. It seems 
to me 'that when you have given the general 
power, you also give the power to the President 
to remove a Governor for corruption, for bribery, 
for violation of the Constitution or for any other 
reasons which the President, no doubt, feels is 
legitimate ground for the removal of the Governor. 
It seems, therefore, quite unnecessary to burden 
the Constitution with all these hmitatio.1s stated 
in express terms when it is perfectly possible for 
the President to act upon the very same ground 
under the formula that the Governor shall hold 
office during his pleasure". (C.A.D. Vol. VIII, 
p. 474). 

The Draft Constitution contained an Instrument 
of Instructions. On October I I, 1949 the Assembly 
del~ted the Ins~rument for the reasons stated by 
Sfm T. T. Knshnamachary. "It is fdt to be 
entirely unnecessary and superfluous to give such 
directions in the Constitution which really should 
arise out of conventions that grow up from time 
to time, and tlte President and the Governors in 
their r~sp~ctive. spheres will be guided by those 
convenllon . Ltke Dr. Ambedkar, Shri Krishna
machari 'also' placed the President on a par with the 
Governors in regard to the appticability of the 



conventi<;>ns. ,pr. Ambedkar supplemented this 
explanataon : ~o far as our Constitution is con
cerned, there as ~o functionary created by it who 
.:an see. that the Instrument of instruction is carried 
out f~athfully_ by the Governor. Secondly, the 
dascretaon whach w~ are going to leave with the 
Governor under tlus Constitution is very very 
meagure." (C.A.D. Vol. X; pp; 114-115). 

To co~p_lete the picture, it is necessary to quote 
the expo_satwns of the_ d ·aftsmen of the Constitution 
on. Artacle 356 whi~h empowers the President 
to assue a proclamatiOn assuming to himself the 
functions of the Government of a State and make 
certain other provisions, popularly known as 
"President's Rule" (It was Article 278 in the Draft. 
Dr. Ambedkar later submitted a revised text). 

Pandit Hirday Nath Kunzru put a specific ques
tion w Dr. Ambedkar during the debate on August 
4. 1949. 

"May I ask my honourable Friend to make one 
point clear? Is it the purpose of articles 278 and 
278-A to enable the Central Goverament to inter
vene in provincial affairs for the sake of good Gov
ernment of the provinces? 

The Honourable Dr. B. R. Ambedkar : No. no. 
The Centre is not given that authority. 

Pimdat Hirday Nath Kunzru : Or, only when there 
is such mis-Government in the province as to endanger 
the public peace? 

The Honourable Dr. B. R. Ambedkar: Only 
when the Government is not carried on in con
sonance with the provisions laid down for the 
constitutional Government of the provinces. 
Whether there is good Government or not in the pro
vince is not for the Centre to determine. I am 
quite clear on the point. 

Pandit Hirday Nath Kunzru : What is the meaning 
exactly of 'the provision of the Constitution' taken 
as a whole? The House is entitled to know from 
the honourable Member what is his idea of the 
meaning of the phrase ''in accordance with the pro
visions of the Constitution,." 

Dr. Ambedkar referred him to the Government 
of India Act, 1935 which used the expression in 
the notorious S-93. He, however, took care to 
emphasise the limitation, : 

"In regard to the general debate which has 
taken place in which it has been suggested that 
these articles are liable to be abused, I may say 
that I do not altogether deny that th~re is a 
possibility of these articles bemg abused or 
employed for political purposes. But the 
objection applied to every part of the Constitu
tion which gives power to the Centre to override 
the Provinces. In fact, I share the sent'ments 
expressed by my honourable Friend Mr. Gupte 
yesterday that the proper thing 'we ought to 
expect is that such articles will never be called 
into operation and that they would remam a 
dead letter. If at all they are brought into 

op :oti0 n, I hop! th~ P.-~sident, who is ondow~d 
with these powers, will take proper p~~auti<;>ns 
before actually suspending the ad~mastrah~n 
of the provinces. I hope the first thing he wall 
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do would be to issue a. mere warning to a province 
that has. erre~. that thangs 'Ycre not happening in 
the way m. w~ch they were mtended to happen in 
the Constitution. If that warning fails the 
seco1_1d thing ~or him to do will be to order an 
electwn allowmg the people of the province to 
settle matters by themselves. It is only when 
these two remedaes faal that he would resort to 
this artick. rt is only in those circumstances he 
would r~sort to this 3rt icL·." (C. A. D. v, 1. IX. 
pp. 176-177). . 

It bears recalling that in the opinion of one of the 
Assembly's leading members, Pandit Thakur Das 
Bhargava, "the Constitutional machinery cannot 
be regarded ordinarily to have failed unless the 
dissolution powers are exercised by the Governor" 
(in respect of the legislature) (C.A.D. Vol. IX· 
p. 161). • 

All these provisions formed part of an entire 
federal scheme whose fundamentals were described 
by Dr. Amb~dkar time and again. Moving that 
the Draft Constitution be taken into consideration 
on November 4, 1948, he said "The Draft Consti~ 
tution is a Federal Constitution in as much as it 
est~blishes wh~t may be called a Dual Polity. 
Thas Dual Pohty under the proposed Constitu
tion will consist of the Union at the Centre and the 
States at the periphery each endowed with sovereign 
powers to be exercised in the field assigned to them 
respectively by the Constitution." (C. A. D. Vol. 
VII; p. 33). 

On August 3, 1949, when the provisions for 
President's rule in the States came up for discussion, 
Dr. Ambedkar was at pains to emphasise: "I think 
it is agreed that our constitution, notwithstanding 
the many provisions which are contained in it where
by the Centre has been. given powers to override 
the Provinces, nonetheless is a Federal Constitu
tion and when" we say that the Constitution is a 
Federal Constitution· it means this, that the Pro
vinces are as sovereign in their field which is left 
to them by the Constitution as the Centre is in the 
field which is assigned to them." Hence, the 
necessity for explicit provisions concerning Union 
intervention. (C.A.D. Vol. IX; p. 133). 

Finally, -.:when the Assembly had completed its 
deliberations, Dr. Ambedkar replied to the debate 
on November 25, 1949 and said "As to the relation 
between the Centre and the States, it is necessary 
to bear in mind the fundamental principle on which 
it rests. The basic principle of Federalism is that 
the Legislative and Executive authority is parti
tioned beween the Centre rnd the States, not 
by any law to be made by the Centre, but by the 
Constitution itself. This is what Constitution docs. 
The States under our Constitution are in no way 
dependent upon the Centre for their legislative or 
executive authority. The Centre and the States 
are co-equal in this matter. It is difficult to sec 
how such a Constitution can be called centra
lism. It may be that the Constitution assigns to 
the Centre too large a field for the operation of its 
legislative and executive authority than is to be 
found in any other federal Constitution. It may 
be that the residuary powers are given to the Centre 
and not.to be States. But these features do not 



form the essence of federalism. The chief mark 
of federalism, as I said, lies in the partition ot the 
legislative and executive authority between the 
Centre and the Units by the Constitution. This 
is the principle embodied in our Constitution". 
(C.A.D.~Vol. XI; p. 976). 

The Supreme~Court of India has had occasion to 
pronounce on the constitutional position of the 
Governor. 

In Ram Jawaya Kapur vs. State of Punjab (1955). 
2 SCR 225, A.I.R. 1955 S.C. 549, the Court said "Our 
Constitution, though federal in its structure, is 
modelled on the British Parliamentary system where 
the executive is deemed to have the primary responsi
bility for the formulation of governmental policy and 
its transmission into law though the condition pre
cedent to the exercise of this responsibility is its re
taining the confidence of the legislative branch of the 
State ...... In India, as in England, the executive 
has to act subject to the control of the legislature; 
but in what way is this control exercised by the legis-
lature? Under Article 53 (1) ...... the executive 
power of the Union is vested in the President but under 
Article 75 there is to be a Council of Ministers with 
the Prime Minister at the head to aid and advise the 
President in the exercise of his functions. The Presi
dent has thus been made a formal or constitutional 
head of the executive and the real executive powers 
are vested in the Minister of the Cabinet. The same 
provisions obtain in regard to the Government of 
States; the Governor ...... occupies the position of 
the head of the executive in the State but it is virtually 
the Council of Ministers in each State that carries on 
the executive Government." 

Similar observations were made in U.N. Rao vs. 
Indira Gandhi (1971) Supp. S.C.R. 46, A.I.R. 1971 
S.C. 1002 and in K.N. Rajagopal vs. M. Karunanidhi 
A.I.R. 1971 S.C. 1551. 

In Samsher Singh vs. State of Punjab A.I.R. 1974 
S.C. 2192 a Bench of seven Judges affirmed these 
pronouncements. cAfter describing how the discretio
nary powers of the Governor were pruned in the Con
stituent Assembly, Chief Justice A.M. Ray said : 
"Articles where the expression •acts in his discretion' 
is used in relation to the powers and functions of the 
Governor are those which speak of special responsi
bilities of the Governor. These aPticles are 371A 
(l)(b), 371A(l)(d), 371A(2)(b) and 371(2)(f). There 
are two paragraphs in the sixth Schedule, namely 
9(2) and 18(3), where the words 'in his discretion' 
are used in relation to certain powers of the Governor. 
Paragraph 9(2) is in relation to determination of 
amount of royalties payable by licences or lessees 
prospecting for, or extracting minerals, to the Dis
trict Council. Paragraph 18(3) has been omitted with 
effect from January 21, 1972" (the provisions con
cerned the Governor of Nagaland). 

He added :"The provisions of the Constitution whicb 
expressly require the Governor to exercise his powers 
in his discretion are contained in the articles to which 
reference has been made. To illustrate. Article 239(2) 
1tates that where a Governor is appointed as 
administrator of an adjoining Union Territory he 
shall exercise his functions as such administrator 
independently of his Council of Ministers. The other 
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articles which speak of the discretion of the Governor 
are paragraphs 9(2) and 18(3) of the sixth Schedule 
and Art ides 371A(l)(b), 371A(l)(d) & 371A(2)(b) 
& 371 A (2)(f). The discretion conferred on the Gov
ernor means that as the constitutional or formal 
head of the State the power is vested in him. In this 
connection reference may be made to Article 356 
which states that the Governor can send a report 
to the President that a situation has arisen in which 
the government of the State cannot be carried on 
in accordance with the provisions of this Constitution. 
Again, Article 200 requires the Governor to reserve 
for consideration any Bill which in his opinion if it 
became law, would so derogate from the powers of 
the High Court as to endanger the position which 
the High Court is designed to fill under the Consti
tution. 

"In making a report under Article 356 the Gover
nor will be justified in exercising his discretion even 
against the aid and advice of , his Council of Minis
ters. The reason is that the failure of the consti
tutional machinery may be because of the conduct 
of the Council of Ministers. This discretionary power 
is given to the Governor to enable him to report 
to the President who, however, must act on the ad
vice of his Council of Ministers in all matters. In 
this context Article 163(2) is explicable that the 
decision of the Governor in his discretion shall be 
final and the validity shall not be called in question. 
The action taken bv the President on such a report is 
a different matt~.. The President acts on the advice 
of his Council of Ministers. In all other matters 
where the Governor acts in his discretion he will act 
in harmony with his Council of Ministers. The 
Constitution does not aim at providing a parallel 
administration within the State by allowing the 
Governor to go against the advice of the Council 
of Ministers." 

His conclusion was clear enough. "Our Constitu
tion embodies generally the Parliamentary or Cabinet 
system of Government on the British model both 
for the Union and the States." 

In Hargovind Pant vs. Dr. Raghukul Tilak A.I.R. 
1979 S.C. 709, decided as recently as May 4, 1979 by 
a Constitution Bench of five Judges, the Court had 
to consider specifically the constitutional position of 
the Governor. 

"It is no doubt true that the Governor is appoint
ed by the President which means in effect and 
substance the Government of India, but that is only 
a mode of appointment and it does not make the 
Governor an employee or servant of the Govern
ment of India. Every person appointed by the 
President is not necessarily an employee of the Gov
ernment of India. So also it is not material that the 
Governor holds office during the pleasure of the 
President. It is a constitutional provision for deter
mination of the term of office of the Governor and 
it does not make the Government of India an 
employer of the Governor. 

"His office is not subordinate or subservient to 
the Government of India. He is not amenable to the 
directions of the Government of India, not is he 
a.eeountab.le to th.em for the manner in which he car
nes out h1s functmns and duties. He is an indepen
dent constitutional office which is not subject to the 



co~trol of the Government of India. He is consti
tutiOnally .the head of the State in whom is vested 
the executive power of the State and without whose 
ass~nt ~here can be no legislation in exercise of the 
leg1slat1Ve power of the State." 

Indeed, Shri ~· S. Pathak, a noted jurist said in a 
speech. on Apnl 3, 1970, when be was Vice-President 
of I.nd1a. "In the sp.here in :OV~ich he is bound by the 
adv1ce of the Counc1l of Mm1sters, for obvious rea
sons, he must be independent of the Centre. There 
may be. cases whe_re the advice of the Centre may 
clash w1tb the adv1ce of the State Council of Minis
ters". (quoted in Report of the Centre State Rela
tions Inquiry Committee 1971, Government of Tamil 
Nadu; p. 125). In such cases the Governor must 
i~ore the Centre's 'advice' and act on the advice of 
h1s Council of Ministers. This is the clear incontro
vertible legal position. 

If there is such widespread concern it is because in 
all s~gnificant respects the actual practice bears little 
relation to the constitutional position of the Govern
or. This is un~nimously accepted by all outside the 
rank~ .of the ru~mg party at the Centre-by academics, 
public1sts, public figures, jurists, administrators and 
people from different walks of life. 

PART II 

The decline began shortly after the Constitution 
came into force on January 26, 1950 and was serious 
enough a decade and a half later. Shri Sri Prakasa 
served as Governor for fifteen years in three States
Assam, Madras and Bombay. In his book State 
Governors in India published in 1966 he referred to 
the misconceptions about the office which were pre
valent even then. "I know of one Governor who 
thought he could continue to be a member of the All
India Congress Committee even as Governor. I 
know of other Governors who used to go to their 
States and undertake political!tours". 

Fortunately we had as President no less a person 
Dr. Rajendra Prasad who intervened. "The Govern
ors could not keep such restrictions on themselves, 
and they resigned." (Meenakshi Prakashan; pp. 
68-69). There is, however, no knowing what damage 
they inflicted on the high office while they served. 

A gross instance which be mentions is that of Shri 
A. P. Jain who was Governor of Kerala when Shri 
La! Bahadur Shastri died in January 1966. "Though 
Governor and as such above party politics, he took 
active part in canvassing for Shrimati Indira Gandhi 
for the Prime Ministership as against Shri Morarji
bbai Desai, the other candidate for the office. Shri 
Jain realised the anomaly of his position and sent in 
his resignation". His Conduct was the subject of 
ievere censure in the press. It is legitimate to ask 
whether such a politician could have at all acted im
partially while he was Governor. In Shri J~in's case 
the answer is provided by his own conduct m March 
1965 when be dissolved the newly-elected State Assem
bly even before it was duly constituted by th~ summons 
to meet and without giving an opportumty to the 
leader of the largest single party to form a Go~e.rn· 
ment. It is needless to add that that was an oppos1t1on 
party, the Communist Party of InJia (Marxist). 
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But it is a measure of the tragedy that Shri Sri 
Pra.kasa's ?wn conceptions of the office were in total 
vanance w1th those which the fram:rs of the Consti
tutiOn consistently expressed. He wrote "A Govern
or's first duty is to know that he is the representative 
of the Centre .. The Governor's second duty is to 
look after the mtercsts of the State to which he is 
assigned" (sic). (Pages 5-6). 

This is a total reversal of the constitutional position. 
The use of the word "assigned" suggests that the duty 
to the State emanates from the prior claims of the 
Centre which assigned him to it. 

Shri Sri Prakasa was of the view that "Governor· 
shill .should be really the last lap on the journey of a 
poht1c1an. If Governors can later become Mmisters 
or hold other official positions. then the dignity of 
the office is marred" (pp. 62-63). 

The Study Team of the Administrative Reforms 
Commission, .head~d by Shri M. C. Setalvad, in its 
Report subm1tted m September 1967 likewise obser
ved: 

"There have been instances of persons appointed 
as Governors continuing their connection with 
active politics, and in some cases returning to active 
politics after ceasing to be Governors. We have 
no hesitation in recommending that there should be 
a firm convention that no person who is appointed 
~overnor should take part in politics after his appo
Intment as such". (page 286). 

The Study Team noted the qualities expected of a 
Governor and remarked that "many of those who 
have filled posts of Governors during the last 16 years 
have fallen short of this standard. It is our consi· 
dered view that the real reason for this state of affairs 
is not the paucity of suitable persons, but the lowly 
place given to the post of Governor in the minds 
of those responsible for making the appointments. 

"Circumstances devalued th~ post, and with that 
there was a logical f.,n in the standard of selection for 
Governors. The post came to be treated as a sine
cure for mediocrities or as a consolation prize for 
what are sometimes referred to as 'burnt out politi· 
cians'. Most of the persons selected were old men 
of the ruling party at the Centre. All this should 
not be construed to mean that no suitable men were 
appointed but that their number was small." 

The Administrative Reforms Commission in its 
Report on Centre-State Relationships submitted in 
June 1969 made similar observations. (vide page 23 
of its Report). 

The situation has considerably deteriorated since. 
At least two members of the ruling party who had to 
resign from office as Ministers following judicial 
strictures were subsequently appointed as Governors; 
to wit, Shri M. Chenna R :ddy and Shri Ram La!. 

Quite a few Governors have returned to politic~; mo~t 
notably, Shri D. K. Borooah, the Governor of Bihar, 
who became a member of the Union Omncil of Minis
ters and later a President of the Congress Party. 
Another such case was that of Shri Biswanath Das, 
Governor of Uttar Pradesh, who later bc.:amc the 
Chief Minister of Orissa. 



On the other hand, the term of many a Governor 
has been cut short or extended for political reasons. 
Governors have been transferred as if they were 
civil servants and, at least in one case, even removed. 

Dr. Rajeev Dbawan in his study "President's 
Rule in the States" prepared under the auspices of 
the Indian Law Institute, New Delhi, writes "A Gover
nor should normally be appointed for five years. But 
this is not always the case. There are various instances 
where the Centre may have shortened the tenure 
of a particular Governor for political reasons. Thus 
in Punjab in 1966, Governor Ujjal Singh was replaced 
by Dharma Vira, two days before the latter sent his 
report recommending the imposition of President's 
rule in Punjab. Again Governor Dhawan of West 
Bengal went on 'leave' and later resigned as Gover
nor of West Bengal in 1971 well before his tenure 
expired. This may have taken place because he 
invited the Communists to prove that they bad a 
maj01 ity in the legislature with a view to forming 
a government, because they were the single largest 
minority party .... " (N.M. Tripathi Pvt.) Ltd., 1979, 
p. 118). 

This phenomenon has also been noted by a 
distinguished jurist Shri H. M. Seervai in Vol. I of 
the third edition of his book Constitutional Law of 
India published in April 1983: "The events leading 
up to the resignation of Mr. Antulay and the sub
sequently events including the sanction given by the 
Governor to prosecute Mr. Antulay have raised 
important questions about the postilion of the Gover
nor. The present position is very unsatisfactory; 
however, it will be fully discussed in the Chapter on 
the Union and the State Executive in Vol. II of this 
book. It is enough to say that the tenure of the Gover
nor's office at the pleasure of the President, which 
means, in effect, the Union Government, is most 
unsatisfactory and is liable to grave abuse. The 
Governor has certain powers under the Constitution. 
He is not the servant or agent of the President as the 
Governor's oath of office cl~arly shows. The ex. rcise 
of the power to remove or transfer a Governor 
must cause grave disquiet in the public mind. For 
example, during the hearing of the petition against 
Mr. Antulay, culminating in the judgment of Mr. 
Justice Lentin, Air Chief Marshal Mehra was the 
Governor of Maharashtra. Under the Constitution, 
a report by the Governor on the the working of the 
State Ministry is contemplated; Art. 356. Sometime 
after Mr. Antulay resigned, Mr. Mehra was transferred 
from the office of Governor of Maharashtra to the 
office of the Governor of Rajasthan, without any 
reason being assigned, and he was succeeded by 
Air Chief Marshal Latif, who, after the appeal Court 
judgment, gave sanction to prosecute Mr. Antulay, 
as stated earlier. Public confidence in the position 
and authority of the Governor would be gravely 
impared by happenings of this kind. It will be suggested 
in a full discussion on the Governor's position that 
his tenure of office must be fixed for a period of S 
years. However, as there is no provision in our 
"Constitution for removing a Governor by a process 
of impeachment, such as there is for the removal 
of the President, such a provision should be intro
duced in the Constitution". (N. M. Tripatbi P. Ltd. 
Vol. I; p. 1070). 
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In an earlier edition of tbis work Shri Seervai 
commented on Article 156(1) which says "the 
Governor shall held office during the pleasure of the 
President" : 

Shri Seervai wrote "it is submitted that a res
ponsible Union Ministry would not advise, and 
would not be justified in advising, the removal of a 
Governor because in the honest discharge of his duty, 
the Governor takes action which does not fall in line 
with the policy of the Union Ministry. To hold 
otherwise would mean that the Union executive 
would effectively control the State executive which 
is opposed to the basic scheme of our federal Cons
titution. Art. 156(1) is designed to secure that if the 
Governor is pursuing courses which are detrimental 
to the State or to India, the President can remove 
the Governor from his office and appoint another 
Governor. This power takes the place of an i~peac~
ment which clearly is a power to be exerc1sed m 
rare and exceptional circumstances". (Second Edition. 
Vol. II. p. 1074). 

On October 26, 1980, the Governor of Tamil 
Nadu Shri Prabbudas Patwari was removed from 
office in a most humiliating manner without any reason 
being assigned. 

In 1983, it is only too true to aver that "eve~ th~ 
Governor has become a glorified servant of the Umon. 
The office became highly politicised gradually. 
Norms came to be violated. The report of the Com
mittee of Governors, appointed by the President 
on November 20, 1970, entitled Tlze Rule of Governors 
did not concern itself with the aspect of the decline 
of the office at all or with devising safeguards to 
ensure their independence. The process was not check
ed, let alone halted. On vital issues affecting demo
cratic ~overnment in the States, like the appointment 
of the Chief Minister and the dissolution of the 
State Legislative Assembly, the Governors made 
blatantly partisan decisions solely to promote the 
interests of the ruling party at the Centre. Atticle 
356 has been consistently abused and the autonomy 
of the States as well as the principles of democracy 
flouted. 

Judical review of such action is beset with diffi· 
culties. But in one case a High Court, wbile 
declining to issue a writ, felt constrained to criticise 
the Governor for violating parliamentary conventions 
and for refusing to give the opposition an opportunity 
to form the Government after a Congress Ministry 
had fallen. 

In 1973 in Orissa 23 dissident Congress MLA 
returned to their p? rent parties, the Congress (0) 
and the Swatantra. The Chief Minister, Smt. Nandini 
Satpathy, resigned on March l, 1973 while the 
Assembly was in Session since her party no longer 
commanded a m1jority. The Pragati Party led by 
Shri Biju Patnaik acquired a majority of 72 in a 
House of 140, a fact which was certified by the 
Speaker and notified by the Secretary of the Assembly 
to Governor B. D. Jatti. The majority was also 
proved by the fact that the Pragati Party's condidate 
for a seat in the Rajya Sabha, Shri Debananda Amat, 
was elected, on March l polling 77 votes against 
60 secured by the Congress candidate. 



Yet, in the face of these incontrovertible facts. 
Governor B. D. Jatti did not call upon the Pragati 
Party to form a Government but, instead, accepted 
Smt. Satpathy's recommendation to make a report 
to the President under Article 356. On March 
5, 1973 President's Rule was imposed on the State: 

Shri Patnaik and his colleagues moved the High 
Court of Orissa. While declining to issue a writ the 
court criticised the Governor's action. 

Bijayananda Patnaik and others versus President 
of India and others (A.I. R. 1974 Orissa 52) is a parti· 
cularly noteworthy case. Filed by a majority of the 
House (74), it was one of the very rare to be taken 
to Court. Its strictures therefore have a much wider 
relevance. It said : " .... The Governor examined 
the claim of the Pragati Party of having 72 members 
on withdrawal of 25 members from the ruling party. 
He noticed that the figure '72' had been reduced 
by two within a few hours. After taking into consi
deration various aspects .... he came to the conclusion 
that there is no guarantee that the present majority 
claimed by shri Biju Patnaik and his supporters will 
be stable and if a Ministryi is allowed to be formed 
under the leadership of Shri Patnaik, the said 
Ministry might not remain for a long time. Thus, 
the Governor did not call the leader of the Opposition 
to form the Ministry, not because they had no 
majority but because he expected that the majority 
might fall at any moment and there would be no 
stable Ministry. In arriving at this conclusion the 
Governor did not honour the convention prevalent 
in Great Britain in the matter of formation of the 
Ministry. The breach was in the following way. 
On the resignation of the Ministry ofNandini Satpathy 
having lost its majority support in the Assembly, 
the Governor should have called the leader of the 
Opposition to form the Ministry. It was for the latter 
to say whether he would be able to form a Ministry 
or not. The leader of the Opposition asserted that 
he had a majority support and that is confirmed 
by the Governor's own finding that he had support 
of 70 members. Even assuming that the Governor 
wanted to test the exact support he should have 
called upon the leader of the Opposition to test 
his strength in the House itself which was in Session. 
This was exactly what the Governer of West Bengal 
did when he dismissed the Ministry of A joy Mukherjee 
in November 1967 .... The Governor is not concerned 
whether the Ministry could be stable in future. If 
the Ministry which would have been formed by the 
leader of the Opposition would have fallen after· 
wards the Governor would have been justified to 
recom'mend for the President's rule if at that time 
no other person was in a position to form an alter
native Ministry by having majority support." 

Dr. J. R. Siwach of the Kurukshetra University, 
a scholar who has made a detailed survey of such 
situations makes the following comment in his work 
Politics of President's Rule in India, publi~hed ~y 
the Indian Institute of Advanced Study, Stmla, 10 

1979 with a wealth of citation : 

"On the other hand, whenever, the Govern· 
ment of Congress Party or a Government 
supported by it from. outside of 11. Government 
in which it was a major partner, fell or was about 
to fall, the Assemblies instead of being suspended 
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were immediately dissolved either under Artid<'S 
174 (2)(b) as was done in Travancore-Cochin in 
1954, in Kerala in 1970. in West Bengal and in 
Bihar in 1971, or under Article 356 as in Andhra in 
November 1954, in Pondicherry in August 1968. 
in West Bengal in 1968 and again in 1971. in 1\!anipur 
in 1969 and in Orissa in 1973 unless this happened 
immediately after elections as in Haryann, U.P. 
and Madhya Pradesh in 1967 and in Bihar in 
1969. In West Bengal in 1971 it is intcr~sting to 
know that when the f:1ll of the Ministry of Ajoy 
Mukherjee was imminent, since the Congress 
Party was a major partner in it. the Assembly was 
dissolved within four months of the ele<·tions. In 
all these cases the Opposition was ready to form 
the Government. In fact in Travanc,,re Cochin in 
1954, in Pondicherry in 1968 and in Manipur 
in 1969 when the Government was defeated on the 
floor of the House, the opposition had a legitimate 
right to get an cpportunity to form the Government. 
Even in other cases where the Congress Mmistry 
or a Ministry supported by it resigned in anticipation 
of its defeat particularly in West Bengal where 
the elections were recently held and "'here the 
largest party was not given a chan~-e to form the 
Government, the claim of the Opposition should 
not have been ignored." 

"It should also be noted in this conne.:tion 
that whenever a recommendation for dissolution 
under Article 174(2) (b) or under article 356 was 
made by a non-Congress outgoing Chief Minister 
or a non-Congress Chief Mini,ter having doubtful 
majority it was rejected in all the cases where the 
Congress party was keen on forming the Govern· 
ment. For instance, the recommendations of 
Rao Birendra Singh in Haryana, of Gurnam Singh 
in Punjab (1967}, of Charan Singh in U.P. (196~). 
of Bhola Paswan Shastri in Bihar (1968), of Raja 
Naresh Chandra Singh in Madhya Pradesh (1969) 
and that of Hitendra Desai in Gujarat and Karpoori 
Thakur in Bihar (1971) about the dissolution 
of the Assembly under Article 174(2) (b) or under 
Article 356 were rejected. The Chief Ministers of 
Haryana and Gujarat wanted di~solution under 
Article t74(2)(b) and the Chtef Mtmstcrs of U.P., 
Madhya Pradesh and Punjab wanted dissolution 
under Article 356". 

As with dissolution of the legislature ,o, also 
in the appointment of the Chief _Ministe~, Governors 
have for the most part, acted m a partisan manner 
to p~omote the interests of the ruling party at the 
Centre. The latest in the series is the well-known 
instance of Haryana only last year while among the 
earliest and best remembered is that of Rajasthan 
because the method of physical verification of the 
opposition's claim wa~ adopted. The Governor 
Dr. Sampurnanand mvtted the Congress Party 
leader, Mr. Mohanlal Sukha• 'ia, to form the Govern
ment on March 4, 1967 on the ground that he was 
the leader of the largest single party with 88 members 
in a House of 183. On March 12 Shri Sukhadia ex
pressed his inability to do so. The Assembly w 
to meet on March, 14. But, instead of giving the 
opposition a chance to form a Government, the 
Governor recommended and the Centre clamped 
President'• rule on March, 13. The Assembly, 



curiously, was susrended, not dissolved. The oppo
sition paraded 93 of its members before the President 

in the presence of the Union Home Minister, Shri 
Y. B. Chavan. 

On April 28, Shri Sukhadia was sworn in as Chief 
Minister and President's Rule lifted. He claimed 
the support of 94 MLAs. Comment is unnecessary. 
The episode left a sad impression. The president of 
denying the opposition a fair chance to form a Govern
ment hardened into practice. 

Rules and concepts were invoked (the claims of 
the largest single party, stable government, etc.,) 
but were applied or ignored as expediency demanded. 
The only consistency in their application was that 
in almost all cases the interests of the ruling party 
at the Centre were fully served. In the process, Gover
nors are known to have changed their own publicity 
expressed opinions as well. 

Shri Nityanand Kanugo, then Governor of Bihar, 
in his report to the President on February II, 1970, 
wrote : "In my opinion no Government with any 
reasonable prospect of stability can be formed 
now. Therefore, the President's Proclamation should 
be extended for another term of Six months". 

But on February 14, just three days later, he 
changed his opinion and recommended to the President 
that there was no need for an extension and invited 
Daroga Prasad Rai, the leader of Congress (R) 
legislature party, to form the Government. 1t proved 
to be unstable. The Governor in his report on 
February 14, 1970 said that were 17 MLAs who could 
not be relied upon. But eleven out of these MLAs 
were in the list of 172 given by Daroga Prasad 
Rai. 

In U. P., Shri B. Gopala Reddi, the Governor 
wrote to the President on October 2, 1970, that 
President's Rule should be imposed because there 
was no possibility of a stable Govern~ent in the 
State. He said: "I am not at all sangume that any 
clear picture about the strength of the political parties 
or their combination would emerge in the near future. 
Prolonging the present state of uncertainty is not in 
public interest and the public interests of the State 
would be best served if the Legislature is placed under 
suspension." But after a mere 10 days, on October, 
17 1970 he wrote to Shri T .N. Singh : "I am satis
fied that 'you are in a position to form a Ministry. 
I, therefore, invite you to form a ministry as early 
as possible." 

In November 1967, Governor B. N. Chakravarti 
of Haryana recommended imposition of President's 
Rule although Chief Minister Rao Birendra Singh 
commanded a majority. The ground he adduced was 
instability brought about by defections. 

In December 1968, however, Governor Chakravarti 
totally ignored the vice of defection when 16 Congress 
MLAs defected reducing the Party's strength of 32 
in a House of 81. Rao Birendra Singh led 40 MLAs 
and pressed his claim to form a Ministry. Defections 
to the Congress followed swiftly. Eight of the defectors 
were appointed Ministers. 
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After these defections, the Assembly was summoned 
on January 28, 1969 only a day before the constitutio
nally permitted gap of six months. It was prorogued 
on February 12, 1969. The next Session was from 
August 20 to August 29, 1969. Thereafter the Assembly 
met on February 13, 1970 and was adjourned sine 
die on February 27, 1970. 

The CPM won 40 seats out of 133 in the Kerala 
State Assembly election in March 1965. On March, 
7, 1965 its leader Shri E. M. S. Namboodripad met 
the Governor and claimed the support of 23 others 
as well. But President's Rule was imposed on March 
24 and the Assembly was diss. lved without its even 
being summoned to test Mr. Namboodripad's claim 
-a test to which, by all accepted cannns, he was 
fully entitled. 

It is universally accepted that Ar~icle 356. ~as 
been abused. Implicit in this acceptance IS recognitiOn 
of the sad reality that the office of the Governor 
has also been abused. For the Governor's participation 
is an integral part of the process. 

Governors have not only lent their sevices to keep 
opposition parties out of office but also to help the 
Congress party to resolve ~ts iJClt.ernal feud~. ~ 
distinct category of cases of ImpositiOn of Pres1dent s 
rule has come into being-president's rule to help a 
function-ridden Congress Party in a State to tide 
over a leadership crisis although the Party's majority 
was intact. 

It was a palpable abuse of an emergency provision 
of the Constitution for purely party ends. 

These cases are well known and are recognised as 
a distinct category in standard works by scholars 

Punjab . 
Uttar Pradesh 
Andhra Pradesh 
Gujarat 
Orissa • 

in 1951 and 1966 
in 1973 and 1975 
in 1973 
in 1974 
in 1976 

To elaborate on two of these cases, Shri H. N. 
Bahuguna resigned as Chief Minister of Uttar Pradesh 
on November 29, 1975. On the Governor's recom
mendation, President's Rule was imposed on Nov. 
30 and was lifted on Jan. 12, 1976 when Sh. N. D. 
Tiwari became Chief Minister. The Union Home 
Minister justified the action as being necessary "just 
to sort out some small problems, including the 
election of the leader" by the Congress Party. (Indian 
Express : December I, 1975). 

Smt. Nandini Satpathy resigned Chief Minister 
of Orissa on December 16, 1976. President's Rule 
was imposed only to be lifted 13 days later when 
Sh. Binayak Acharya was appointed in her place. 
Few doubted that the DMK Minister of Tamil 
Nadu was over thrown in January 1976 only because 
of its opposition to the emergency. It had 184 members 
in an Assembly of 234 whose term was to expire 
in March 1976. 

On January 29, 1976, the Governor Shri K. K. 
Shah submitted a Report to the President in which 
he accused the State Government of a "series of 
acts of mal-administration, corruption and misuse 



of power. for ~chieving, partisan ends" and recom
mended 1mpos~t1on o~ President's Rule. Two days 
late! the, Pres1dent 1ssued a Proclamation under 
Art1cle 3_ 6. The Government was dismissed and 
the Assembly was dissolved. 

On_ February 3, I976 the Government of India 
appomte~ a Commission . of Inquiry, consisting of 
Mr: Ju~tlc~ R. S. Sarkana of the Supreme Court, 
to •_nqmre mto th_e c_harges against the Chief Minister 
Shn M. K2runamdh1 and some of his colleagues. 

However two memoranda levelling charges against 
them had been submitted as far back as November 
4, I_972.. On ~ovcmber I5, I972 the Prime Minister 
Shnmat1 lnd1ra Gandhi, had forwarded them to 
Shri Karunanidhi for his comments. 

On September 30, 1979 Shrimati Indira Gandhi 
said in Madras, in order to remove "some confusion 
in the minds of some of our workers" about the 
Congress(I)'s electoral alliance with the D.M.K. 
that the D. M .. K. 1':1inistry was removed by her in 
January 1976 smce 1ts term of five years was over 
and "we did not think we had the authority to extend 
the term" (Indian Express, October 1, 1979). She 
also said that the C. P. I. and the A.l.A.D.M.K. 
had "f ressurised us" to appoint the Sarkaria Com
mission. (The Times of India, October 1, 1979). 

Be that as it may, these remarks clearly suggest 
that the Governor's Report was politically moti
vated. 

Following the elections to the Haryana State 
Assembly in May I982, the Governor, Shri G. D. 
Tapase, formally asked Shri Devi Lal, on May 22, 
to bring his supporters to the Raj Bhavan at 10 a.m. 
on Monday, May 24. In a House of 90 the Congress( I) 
had won 36 seats, the Lok Dal 3I, the B. J. P. 6, 
the Congress (J) 3, the Janata I and Independents 12. 
The B. J. P. and the Congress (J) had pledged support 
to the Lok Dal and so had four Independents. Mr. 
Bhajan Lal, even with the support of Independents, 
could claim a total strength of 42. 

On Sunday, May 23, without waiting for Shri 
Devi La! to present his supporters the next day, as 
agreed earlier, Governor Tapase swore in the leader 
of the Congress (I) Party, Mr. Bhajan Lal, as Chief 
Minister (vide the Hindu May 24, 1982; the States
man May 24). 

On May 24, as many as 45, MLAs went to the Raj 
Bhavan to register their protest. Governor~ Tapase's 
action was widely. criticised. 

In Assam for the last nearly three years, the 
opposition has been repeatedly and deliberately denied 
the right to form a Government although it commanded 
a majority in the Legislative Assembly and despite 
the fact that the Congress (I)'s claim to a rna jority 
was repeatedly proved to be false. Successive Governors 
have acted in a partisan manner. 

President's Rule was due to expire in Assam on 
December I2 I980. Almost a month earlier, on 
November I7: I980, the then Union Home Minister, 
Shri Zail Singh, claimed in the Lok Sabha that the 
Congress(!) had a majority in the Assembly and would 
form a Government. The Congress(!) had woo 
only 8 1eats in the elections to the State Assembly 

held in June 1978. Defections since January 1980 
augmented 11s strength. But. let alone command 11 
majority: the Congress(!) Legislature Party was in 
no cond1t1on even to elc.;t a leader. It was so riven 
with dissension. On December 3, 19SO, the Party 
authonsed the Congress( I) President, Shrimati Indira 
Gandhi, t•' nominate a leader and pledged its "full 
and abject" support to the leader sek~ted by her. 
(The Times of India December 4, 1980). 

Three days later on December 6, the Governor 
Shri L. P. Singh, swore in Shrimathi Anwara Taimu; 
as Chief Minister. The Congress (I) claimed 11 member
ship of 52 in 11 House of 118 (the total membership 
was 126 but 8 scats were vacant). The Congress (I) 
had 45 members. Additional supports of some inde
pendents was also claimed. The opposition parties 
contested the claim, but their objection was rejected. 

Shrimati Taimur's Ministry did not last long. She 
resigned on June 28, 1981 when the PTCA withdrew 
its support just a day before the Assembly was due 
to meet on June 29. But the opposition was not given 
a chance to form a Government. Instead, President's 
Rule was imposed on June 30, 1981 and was extended 
for another term on December 30, 1981. It was revoked 
only on January 13, 1982, when Mr. Keshava Chandra 
Gogoi, a Member of the Congress (I) Party was 
sworn in as Chief Minister by the Governor, Shri 
Prakash Mehrotra. He had been elected the Party's 
leader on January II, two days after Smt. Taimur 
resigned as party leader. Once again, the Opposition's 
claim to majority support in the Legislature was 
brushed aside. The opposition leader Shri Sharat 
Chandra Sinha claimed the support of 65 members. 
But the Governor promised that Mr. Gogoi would 
soon be asked to face the Assembly. He was granted, 
instead, two months to consolidate himself. Even so, 
he Jailed. 

On March 17, 1982, the- BL".dget Session~ of the-: 
Assembly began. The opposition Left and Demo
cratic Alliance immediately tabled a motion of no
confidence which was admitted that day and secured 
precedence over other business of the Session. The 
Alliance claimed a strength of 65 members drawn 
from 10 parties in a House of 118. Minutes before 
the legislature was due to meet the next day, on 
March 18, Shri Gogoi resigned as Chief Minister 
and did not face the Assembly. The Governor 
Shri Prakash Mehrotra once again did not invite the 
leader of the Left and Democratic Alliance, Shri 
Sharat Chandra Sinha, to form a Ministry, as he 
ought to have done especially in view of the denial 
of such an opportunity three times earlier. Instead, 
he recommended imposition of President's Rule 
and the dissolution of the Assembly. On March 19, 
1982, President's Rule was imposed on the State 
and its Legislative Assembly was dissolved. The 
Gogoi Ministry had lasted for just 65 days. 

Governors changed. One leader of the Congress 
(l) legislature Party another proved unable to com
mand a mrjority in the Assembly. The Hindus New 
Delhi correspondent remarked : "The Congress, for 
its prrt, hfs not bern able till now (Jrn.l9~2) tc- dc
monstn:te its majority." (The Hindu Jan. II, 1982). 

But on cacn of the four occasions when the rival 
claims were t~·~d. ~he Opoositioo was denied the 
opportunity to form a Government and have its claim 



to maJority support tested on the floor of the Legis
lature. Finally, when the Congress (I)'s failure to 
run a Government could no longer be concealed, 
the State was brought under direct Central Adminis
tration, rather then be allowed to be governed by 
the Opposition Left and Democratic Alliance. 

· More recently, a Chief Minister has openly accused 
the Governor of his State of trying to create tensions 
in order to over-throw his Government. On August 
2'l, 1983 the Chief Minister of Sikkim, Shri Nar Baha
dur Bhandari, said of thC:Governor Shri Homi, J. H. 
Talyarkhan that he "appears to be ambitious to rule 
the State under President's Rule". He alleged that 
the Governor was even meeting the Congress(!) 
General Secretary and other party leaders, in Delhi 
to compaign against him. (Vide the PTI's Report 
in The Times of India, August 31, 1983). 

Earlier, on August 27, 1983, 6 Opposition Members 
of the Parliament had in a joint letter to President 
Zail Singh criticised the reported presence of Shri 
Talyarkhan, at public meeting organised by the Sikkim 
Pradesh Congress (I) Committee during the Prime 
Minister Smt. Indira Gandhi's visit to the State. The 
letter said that while there was nothing unsual in 
Smt. Gandhi addressing the meeting in her capacity 
as the President of that Party, "lt was a gross act of 
impropriety on the part of the Governor. He has 
done great disservice to the august office he is incharge 
of." The Members appealed to the President to 
admonish him. They enclosed a copy of a photograph 
showing the Governor on the dais at the meeting. 

The members were Sarvashri Era Sezhiyan, 
Harkishan Singh Surjeet, Surendra Bhattacharjee, 
Abdul Rehman, J. P. Mathur and S. W. Dhabe. 

Conclusion 

The record proves beyond a shadow of doubt that, 
in most cases, the Governors have used their office 
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to serve the interests of the ruling party at the 
Centre. It is unlikely that they would have acted thus 
except at the instance of the leaders of the ruling 
party. The clear intent of the framers of the Cons
titution and, indeed, the letter and spirit of the 
Constitution have been violated in all significant 
respects. These are : the appointment of the Gover
nor in consultation and with the consent of the State's 
Chief Minister; the calibre and stature of the Gover
nors; the security of tenure to which a Governor 
is entitled; the imposition of President's Rule and 
the Governor's right and duty freely to discharg · 
his functions and duties as head of State without 
being instructed or di~tated by the Centr~, espec!ally 
in regard to the appomtment of the Chief Mmister 
and the dissolution of the Legislature. Dr. B. R. 
Ambedkar stated in express terms in the Constituent 
Assembly on December 30, 1948 that in regard to 
these two matters as constitutional head of the State 
"the position of the Governor is e_xactly the s~me 
as the position of the President. This clear consti_tu
tional position has been subverted by destroymg 
the Governor's Independence and suborning his 
impartiality. Governor's are not allowed to follow 
and do not follow the established conventions of the 
parliamentary system in regard to the appointment 
of the Chief Minister and the dissolution of the 
Legislature, but abide by the directions of the leaders 
of the Government of India. This is wholly unconsti
tutional in itself and quite independently of the fact 
that those directions are given in order to promote 
the interests of the ruling party. 

In the process, the federal principle as well as the 
norms of democracy have suffered grievously. The 
State's autonomy is violated. Its people are denied 
the right to be governed by its elected representatives 
in accordance with the established conventions of 
the parliamentary system as was clearly envisaged 
by the Founding Fathers of the Constitution. 
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Kerala 

REPLIES TO THE QI.J£Sf'IONNA/R£ 

PART I 

INTRODUCfORY 

I. I The Indian Constitution is a Federal 
C<>nstitution in as much as it ·establishe& what 
may be called the "dual politv". This dual polity 
con>ists ofthe Union at the Centre and the States 
at the periphery each endowed with sovereign powers 
to be exercised in the fields assigned to them 
respectively by the constitution. However, a major 
distinguishing feature of the Indian Federal System 
from other systems elsewhere is that the Indian 
Constitution can be both unitary as well as federal 
according to the requirements of time and circumsta
nces. It works as a federal system in normal times, but 
in times of grave emergency it may convert itself 
into. a unitary system. 

I .2 The basic scheme of the constitution "does ·not 
require to be changed. Yet thirty-four years is a long 
enough period to undertake a comprehensive review 
of the working of our constitutional frame work. 
Such a review should take note of the vastly increased 
needs of the States arising out of the responsibility 
to implement development programmes and social wel
fare measures, and should recommend suitable amend
ments to the constitution restoring to the States 
necessary powers to enable unimpeded growth. 

It is considered that a review is necessary in respect 
of some of the provisions, referred to in the question, 
which give the Union a supervisory role oYer the 
States. 

It is also considered necessary that the States should 
be given an increased share of the overall national 
resources. 

Detailed views are given in the answers to the 
specific questions in the questionnaire. 

1. 3 Major Constitutional changes do not appear 
to be necessary. However, it is felt that there should 
be sufficient institutional arrangements for constant 
consultation between the Union and the States and 
adequate administrative decentralisation to remove 
irritants and impediments in the sphere of Union
State relations and development administration. 

1.4 No, the system as mentioned does not 
eKist. 

1. 5 Yes to a large degree. The following are some 
of the measures considered necessary : 

(i) An Inter-State Council which may also function 
as National Development Counctl may be 
constituted under Art. 263 of the Constitution, 
the Article itself being amended to provide 
that there shall be an Inter State Council 
which will also be the National Development 
Council. The Inter-State Council would be a 
Standing Body to which all issues of national 
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importance can be referred and which can 
advise on them authoritatively after taking all 
aspects of the problems into account. 

(ii) There should be administrative decentralisa
tion by delegating powers to lower levels within 
the Central Government, constituting 
Regional Bodies in place of various monolithic 
central agencies, constituting local committees 
with the representatives of the States concerned 
and the Union Government Centml Agency 
to discuss and finalise matters of regional 
importance. 

(iii) There is need for ensuring prior consultation 
with the states whenever any proposal for 
amendment of the constitution under Art. 
368 is taken up for discussion in the Parlia
ment. 

(iv) The power to reserve a Bill for President's 
consideration under Art. 200 should invariably 
be exercised by the Governor on the advice 
of the Council of Ministers and Art. 200 
needs amendment to make this position un
ambiguous. 

PART ll 

LEGISLATIVE RELATION~ 

2.1 The legislative field of the Union was extended 
by several devices in the formulation of entries in 
the Lists, some of which were not to be found in the 
Government of India Act, 1935. Firstly, a number 
of entries in the State List have been made subject 
to entries in the Union List (List-II-Entrics 13, 17, 
22, 23, 24, 32 and 54) or C.Jncurrent List (e.g. List En
tries 13, 26, 27 and 57) or any Law made by Parliament 
(e.g. List II-Entries 12, 37 and 50). Secondly, some 
entries in the Concurrent List have been made, subject 
either to the Union List (e.g. List III-Entries 19 
and 32) or to any Law made by Parliament (e.g. 
List III-Entries 31, 33(a), and 40). Thirdly, through 
several Entries in the Union List itself the State List 
can be encroached upon by the Union either in public 
interest or for reasons of national importance (e.g. 
List 1-Entries 52, 53, 54 and 56) (Public interest) 
and Entries 62, 63, 64 and 67 (National Importance). 

In reply to Qn. 7.2, it is pointed out how by progres
sive enlargement of the Schedule to the Industries 
(Development and Regulation Act of 1951, by 
virtue of the exercise of the powers of the Union 
under Entry 52 in List II, the States' power in relation 
to industries has been almost completely eroded. 
Similarly by exercises of the powers under Entry 
54 of List I, the development of minerals and minCl 
has been so completely regulated, that State Govern
ments find it impossible to deal with decentralisec 
mining of small deposits. 



The State Government would suggest that the 
Entries in List I in the cases should be so worded as 
to make it clear that the power will be exercised only 
in exceptional circumstances. Central Legislation 
in such cases should be undertaken in consultation 
with the Inter-State council and the working of each 
Central enactment, which is undertaken on declaration 
of 'national interest' or 'public interest' and which 
would otherwise have fallen within the States' sphere, 
should be reviewed once in five years by appointing 
a National Commission including representatives 
of States also. Necessary provision should be made 
in the Central statute itself for this purpose. 

2.2 The State Government does not suggest any 
change in the details of the subjects listed under the 
three Lists in the Seventh Schedule except in regard 
to •residuary powers'. In the spirit of co-operative 
federalism and on the analogy of the Government 
of India Act, 1935, the residuary powers may be listed 
in the Concurrent List. Consequently, Article 248 
of the Constitution may be deleted. 

As regards other provisions of the Constitution, 
detailed suggestions have bben made while giving 
replies to the different questions. 

2.3 Yes. It is necessary that any legislation 
affecting the interest of the States should be discussed 
in a forum like the Inter-State Council, constituted 
under Article 263. 

The State Government is also of the view that when
ever any amendment to the Seventh Schedule is contem
plated under Article 368, there should be prior 
consultation with the State Legislatures before the 
Amendment Bill is introduced in Parliament. 

2.4 Legislation made by Parliament on certain sub
jects within the exclusive competence of the State by 
virtue of a declaration in 'National interest' or 'public 
interest' should be only for particular duration subject 
to periodical review. Please see also Answer to 
Q.2.1. 

2.5 The power to reserve a Bill for the President's 
consideration under Art. 200 should invariably be 
exercised by the Governor on the advice of the Council 
of Ministers. Necessary amendment to Art. 200 may 
be made so as to place this position beyond, doubt. 
Some definite time limit may be laid down, say three 
months, within which the President should communi
cate to the State Government his decision that he 
assents to the Bill or that he withholds assent there
from or that the Bill may be reconsidered by the 
Legislature as may be recommended in the message 
contemplated in Art. 200 and 201. Where the 
President withholds assent, the reason therefor should 
invariably be stated. 

PART Ill 

ROLE OF THE GOVERNOR 

3.1 (a) The Constitution visualises the Governor 
as the head of the State, in whose name the Govern
ment of the State is carried on. In the running of 
the Government, the Governor is to act on the 
advice of the Council of Ministers. The most im
portant oc: sions when the Governor is to act with
out consultina the Council of Ministers are those 
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relating to the choice _of the Chief Mi';lister and when 
reporting to the Pres1dent under Article 356 on the 
breakdown in the working of the Constitution in 
the State. 

(b) Governors have functioned generally as Consti
tutional Heads of State and have fulfilled the role 
envisaged in the Constitution. When discretion 
had to be exercised, for example, in calling or 
not calling a leader to form a Government when the 
majority support for him was not 'clear or then 
recommending or not recommending action . under 
Art. 356, Governors have adopted different standards. 

3.2 The primary role of the Governor is as the 
Constitutional Head of the State, but he is also the 
Constitutional link between the State and the Centre. 
In case of differences, he should objectively counsel 
both the State and the Central Governments in the 
larger interests of the State and the country. 

3.3 As stated in the reply to Q. 3.1 in cases in 
which the course of action was not clear and judge
ment and discretion had to be exercised, the Gover
nors have adopted different standards. Please also 
see Answers to Q. 4.4. 

3.4 Articles 200 and 201 : The Legislature of the 
State consists of the Governor and the Legislative 
Assembly, as per Article 168 of the Constitution. 
Therefore, Governor is part of the Legislature and 
has equal importance as the Legislative Assembly. 
The power to make law is conferred by Article 246, 
on the Legislature. Therefore, a law has to be en
acted jointly by the Legislative Assembly and the 
Governor. That is why provision has been made 
in Article 200 that a Bill can become law only after 
assent of the Governor or if recommended by the 
Governor to the President, then of the President. 

Under the Constitution, the Legislative power ~ 
distributed between the State Legislature and the 
Parliament. It may sometimes happen that the 
law passed by a Legislative Assembly may contain 
provisions which are beyond the Legisl(ltive compe
tance of the State Legislature. In other caseli, 
a law passed by the States Legislative Assembly may 
embody provisions which may be repugnant to the 
policy of the Union or injurious to the national inte
rest. In such circumstances it would be necessary that 
such provisions may require substantial modifica
tions. Under Article 200, if a Bill returned to the 
House by the Governor is again presented to the 
Governor for his assent, the Governor cannot with
hold assent. Under Article 201, the President is not 
bound to give assent even if it is presented to him 
again with or without amendment. If a Bill must 
be compulsorily so modified by the Legislative As
sembly, it can be done only by returning the Bill to 
the House for effecting such changes as provided in 
Article 201. Therefore, in view of the distribution 
of legislative powers between the Centre and the 
States it is necessary to retain Articles 200 and 201. 

There is no instance in this State where the Govern
nor has withhold his assent or reserved for the consi
deration of the President any Bill without an advice 
from the Council of Ministers. 



3.5 Yes. In a number of cases. there has been 
considerable delay. Some .examples in this State in 
recent yeacs are :-

(i) The Kerala Casual, Temporary and Badli 
Workers' (Wages) Bill, 1977: 

(ii) The Public Property (Prevention of Destruc
tion and Loss ) Bill, 1978; 

(iii) The Kerala Cashew Workers' Relief and 
Welfare Fund Bill, 1979: 

(iv) The Kerala Land Reforms (Amedments) Bill, 
1980. 

3.6 Answer to Question 3.1 covers the point. 

3.7 No. 
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3.8 No. The responsibility should be left to the 
Chief Minister who has been appointed by the 
Governc.r. 

3.9 Such a provision, parallel to Article 67 of the 
Basic Law of Federal Republic of Germany has 
serious defect. It may easily allow even minority 
Governments to continue long. Further it is likely 
that a successor aspirant will resort to undesirable 
means to get support from others encouraging horse 
trading and defection. The better alternative seems 
to dissolve the Assembly allowing the existing Govern
ments to continue as caretaker and order fresh 
elections. 

3.10 The issue whether an Instrument of Instruc
tions should be issued to Governors was discussed 
in the Constituent Assembly, but the idea was given 
up. The Governors' Committee, appointed by the 
President in 1970, also felt that it was not practicable 
to prepare a set of guidelines, which could cover all 
possible eventualities. It does appear, however, 
that based on the experience of the last 34 years, 
when Governors have adopted different standards 
in meeting similar situations, guidelines could be 
laid down for the exercise of the discretionary powers 
of Governors. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 No instance of any direction under Articles 
256 and 257 has come to the notice of this State. 

4.2 Article 365 prescribes the consequence of non
compliance by a State of any direction given to it by . 
the Union. The power to give directions by the 
Union should be there, as a reserve power, in order 
to maintain harmony in the exercise of executive 
power by the Centre and the States. Howe~er, the 
provisions of Art. 365 are worded on the hoes of 
provisions in enactments creating statutory authori
ties. It is true that the powers under Arts. 256 
and 257 and consequently the powers under Art. 
365 have not been used so far. It will be in the spirit 
of co-operative federalism to delete Art. 365 from the 
Constitution. The provisions under Art. 356 should 
be more than adequate to deal with any situation in 
which the President feels that the Government of the 
State cannot be carried on in accordance with the 
provisions of the Constitution. 

4.3 Since no direction has been issued under Art. 
256, the question is hypothetical. We agree with the 
recommendations of the ARC, and one of the forums 
in which such discussions could be held. in cases 
bilateral discussions do not succeed, will be the 
Inter-State Council (National Development Council). 

4.4 Between 1951 and 1976. there were more 
than 30 cases of imposition of President's rule in the 
States. A survey of all these cases W•'uld show thi!t in 
addition to the use of the powers under this Article 
when an elected Government could not continue in 
power due to loss of majority in the legislature. the 
powers were used in one or other of the ft>llowine 
circumstances:- · • 

(i) Dismissal of a Government enjoying majority 
support but the State having large scale inter
nal agitation. 

(ii) Imposition of President's rule but without 
dissolution of the Assembly and keeping the 
Assembly under suspension. 

IR 1977, wnen a new party came to power for the 
first time at the Centre. the State Legislatures and 
State Governments led by the Congress Party. 
were dissolved en masse. This was an unprecedented 
measure. The overwhelming victcry of a pHticulur 
party at the Centre should not have been, and is not. 
a ground for the President's satisfaction under Art. 
356. The Constitution does not say anywhere that the 
Parliamentary Election should be treated as reflec
ting the will of the people regarding composition 
of the State Legislature. The dismissal of nine popu
lar State Governments created a bad precedent. 
A similar dissolution of a few State Legislatures 
was done in 1980 also. 

The dismissal of a large number of State Govern
ments and the dissolution of State Legislatures on 
the basis of the election results relating to the Centre 
and Parliament is contrary to the intent and pur
pose of Art. 356. Necessary safeguards should be 
built into Art. 356 to prevent the recurrence of such 
instances. 

4.5 Prolonged President's rule is not a satisfactory 
solution to such difficulties. Therefore, it is felt 
that the provisions under clauses (4) and (5) require 
no change. 

4.6 It is felt that the existing arrangements for 
implementation of functions like Census and Election 
are working satisfactorily. 

· 4.7 All these agencies have been created in pursu
ance of certain policies. The question may therefore, 
be discussed at two levels-whether tl e policies arc 
necessary and whether within the overall policy, 
these agencies should be doing what they have been 
doing. 

2. The Agricultural Prices Commission and Food 
Corporation of India, have been created because 
of the basic requirement to have a stock of food. 
grains under Government control, either by pro
curing from surplus areas or by importing and to 
make foodgrains available through the public distri
bution system of deficit areas. Arbitration between 
the producer, the processor, the trader and the 



~onsumer i~ an ~xtremely delicate matter. One way 
as to leave 1t entirely to the market. If it is done so 
in the case of foodgrains, in a country like India 
in which food production is susceptible to vagaries 
of the monsoon and large parts of the country are 
prone to periodic drought and therefore shortage 
of foodgrains, both the producer and the consumer 
will suffer. The arrangements to fix minimum prices 
for procure':llent from surplus areas through studies 
by the Agncultural Prices Commission to stock 
the grains with the Government of India through the 
FCI and make them available to the deficit areas, 
reduce the amplitude of fluctuations in prices that 
producers will otherwise be getting and in the prices 
that consumers would other side have to pay. In so far 
as procurement in India is largrly voluntary and is 
made from surpluses, there can be no real objection 
to the arrangements that are in force. Surplus areas 
may feel from time to time that they would have 
~ot more if they were free to sell their produce in the 
market. This may be so. But in years of good mon
soon, the prices would also be very much lower. 
The only beneficiary in such an arrangement would 
be the intermediate trader. 

3. The agencies like the Monoplies and Restrictive 
Trade Practices Commission and the Directorate 
General of Technical Development have been created 
in pursuance of the policies to restrict the growth of 
monopolies, to deal with restrictive trade practices 
and to give protection to Indian industry using indi
genous technology. The overall policies themselves 
are unexceptionable. However, because of the 
manner in which industrial licensing and regulation 
have been implemented, organisations like the DGTD 
have got involved in too much of detail. The solu
tion seems to lie in a different line of approach towards 
the regulation of monopolies, multinationals and 
protection to small scale industry and indigenous 
technology (Please see replies to questions in Part 
VII below.). 

4. The Central Water and Power Commission 
(later the Central Water Commission and Central 
Electricity Authority) was created in pursuance of 
Central Acts relating to these subjects. Being basic 
infrastructural facilities, it is necessary to have a 
framework of central legislation for purposes of en
suring quality and for dealing with inter-State matters. 
However, over the years, these bodies have been 
dealing with too many matters of minor detail in 
as much as even very small projects had to be sub
mitted to them for clearance. The technical bureau
cracies in these authorities go into very great details, 
while some of the Engineers and professionals in 
the States which have sent these proposals, project 
reports and designs are much more competent e-s
pecially in actual field work when compared to many 
of the junior functionaries in the central bodies. The 
answer lies in these central bodies concerning them
selves only with projects above a certain size and 
projects which have inter-State implications. 

5. In the case of the Employees State Insurance 
Corporation and the Employees Provident Fund 
Organisation it should be enough for the Central 
Government to provide the legal framework and 
leave it to the States to implement them and have 
only small technical agency for periodic inspection 
and report to the Parliament. It was wholly unneces
sary to have created, vast central bureaucracy in 
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these institutions. Similarly, in the case of National 
Saving Organisation also, the Central Government 
could lay down the various schemes and facilities 
and leave it to the States to organise the promotional 
and other activities. To the extent that post offices 
mobilise savings, Central Government would be 

· directly involved in it. 

6. The Bureau of Industrial Costs and Prices was 
created in order to advise Government on fixing of 
reasonable prices for the industrial products which 
are considered vital to the growth of the economy. 
With the fall in the functions and role of the tariff 
commission, the Bureau has also taken over the re
mnants of that body. In a country' of vast dimen
sions like India, in which industrial products are 
produced only in certain parts and are also produced 
by units which vary from old ones to new ones, and 
which is susceptible to frequent shortages, it is neces
sary to fix reasonable prices for important indus
trial products from time to time. Once the logic is 
accepted, the need for a professional bureau to study 
industrial costs and suggest prices cannot be ques
tioned. 

7. Generally, the question, in these cases, is not 
basically between the Centre and the States as bet
ween Government and the market. If it is accepted 
that Government intervention in the market is ne
cessary in larger interests as in the case of basic food
grains and in the fixation of prices of important 
intermediate goods then the creation and functioning 
of bodies like APC, FCI and BICP is inevitable. 

8. However, since almost all these central orga
nisations deal with subjects which are the concern 
of States and impinge on the powers of States, in
stitutional arrangements are necessary to ensure 
that the States are consulted and that their views 
and reactions are available to the GOI from time 
to time. It will be worthwhile to have an All-States 
Advisory Council at the level of Ministers for each 
of these organisations (or atleast one council for the 
agencies attached to a Central Ministry}, which should 
meet atleast once a year and discuss the policies, role 
and working of the organisationfs. 

4.8 The All-India Services as they are constituted 
today have provided a reasonably efficient band of 
top civil servants to aid and advise the State Govern
ment at the policy level as well as in co-ordinating 
the work at the District level. The good spread of 
officers from different parts of the country has no 
doubt given the service its true All-India character. 
Existing provision for 33.1/3% of promotion quota 
has protected the interest of the State Civil Service 
to enter the higher level of Civil Service hierarchy. 

Under -the present arrangement the top Civil 
Service in Central Government is largely composed 
of officers drawn from various State cadres. This 
helps the Central Government machinery to keep 
in touch with field conditions obtaining in the State 
and district level. For this reason also the present 
arrangements appear sound and desirable. 

On the question of disciplinary control and service 
cond!t!on of All India Service . Officers, the existi.,g 
proviSions have evoked from time to time a mixed 
response from the political executive at the State 
level, depending largely on the political complexion 



of the Government vis-a-vis the Union Government. 
But by the large there is a general appreci< tion of the 
usefulness of the present arrangement, which has 
helped in building a fairly high level of integrity and 
reasonable efficiency in the cadre. 

4.9 In actual practice the Central Government 
generally deploys the Central Reserve Police and 
other armed forces in aid of civil power only on the 
request of the State Government concerned. In 
fact the Central Government has not been in a posi
tion to supply enough contingents of the above armed 
forces as requested by various States. 

We agree with the views expressed by the Adminis
trative Reforms Commission and we are of the 
opinion that the arrangements contemplated under 
Article 355 are necessary in the larger interests of 
national integrity. 

4.10 States should also have a voice in the adminis
tration of organisations like All India Radio. Door
darashan and other news media as they have a vital 
role in disseminating accurate information relating 
to the functioning of the State Governments. Joint 
Advisory Councils could be formed at the State 
level for the purpose. 

4.11 While in the early years after the coming 
into force of the States Re-organisation Act 1956, 
these Zonal Councils did meet at regular intervals, 
their meetings have now become fewer and far bet
ween. Whether and to what extent they fulfil the 
objectives for which they were sought to._be created 
seems!sometwhat._ obscurer now. 

4.12Ht is considered~necessary that"'steps should 
be taken to establish an inter-State Council under 
Art. 263 for the better co-ordination of policy and 
programmes among the States inter se and between 
the Union and the States. Art. 263 itself should be 
amended to provide that an inter-State Council, which 
will also be the National Development Council, shall 
be constituted. All matters which are of common 
concern to the States should be brought within the 
purview of this council for study and deliberation. 
Any proposal for constitutional amendment affecting 

. Union-State relations should also be brought before 
the Inter-State Council so that the States' views 
thereon may be ascertained before the proposal goes 
to the Parliament.l 

The composition of the Council may be on the 
lines suggested by the. Study Team of the A~~. 
that is to say the Counctl shall have the Pnme Mtms
ter as its Chairman, the Union Ministers of Home, 
Finance, and Food and Ministers in charge of other 
subjects which are of common concern to the Centre 
and the States and Chief Ministers of all the States 
as members. Other Ministers from the States may 
be co-opted according to the needs. 1 ., ~ _ 

-The Law i~ respect of the constitution and functions 
of the Council should be!" simple one. so as to. m~ke 
room for improvements m respect of tis funcllonmg 
in the course of time. 

The Planning Commission should be_ made the 
Secretariat to the restructured NDC and tl sho'-!ld ~e 
nsured that the Council meets at least once m Sill 

~onths. . The annual reports of the Council should 
be presented to the Parliament and to the State 
Legislatures. 

279 

PART V 

FINANCIAL RELATIO:"S 

5.1 The scheme of devolution envis;~~ed hv 1 he 
Constitution-makers was one under whi~h m0st of 
the transfer of resources from the Union to the States 
was to be made through the recommendations of 
the Finance Commissions. The need for tramfer of 
resources under centralised planning was not visua
lised at that time. Transfer of resources for planned 
development meant transfer of capital resources also. 
With the centralisation of savings in the countrv. 
the quantum of capital resources to be transferred 
for Stae Plans had to be progressively increased. 

The pert~entage of resources transferred to the States 
through the Finance Commissions comes to onh 
40.4. Nearly 60 per cent of the transfer was made 
outside the Finance Commissions (vide answer to 
Qn.5.5). The original scheme of devolution envisaged 
by the Constitution-makers has not therefore been 
followed in practice. The question that arises, there
fore, is whether any changes are nece&>ary in the 
constitution based on our experience with the require· 
ments of planned development. 

The State Government's detailed views on the over
all transfer of resources to the States are given in the 
reply to Qn. 5.5. We do not think, however, that the 
various suggestions made to have a single body to 
allocate Central resources to States or to create a 
number of agencies are practicable. We feel that the 
present institutional arrangements-the Finance 
Commission and the Planning Commission-are 
perhaps the most practicable mechanism for central 
assistance. ~owever, the working of the present 
system should be improved upon and there should 
be effective co-ordim' lion between the two Commis
sions as well as objective criteria for detcrming the 
quantum of Central assistance to States and its inter
State distribution. 

5.2 The overall position stated by the ARC Study 
Team still holds good, as can be seen from the follow
ing table:-

Central tramfers as ~~ of StateJ cJ;sbursemt'niJ• 

1951-56 37·8 
195~61 39·8 
1961-66 45·7 
196~69 45·2 
1969-74 47·4 
1974-79 42·1 
1979-84 41 ·6 

•Revenue and Capital accounl laken logelher. 

A complete separation of fiscal relations of the Union 
and the States is neither desirable nor practicable. 
Similarly, concentration of all the tax powers with 
the Union is also not desirable. In the context of 
planned development, it is necessary to t:,ke an overall 
view of the financial needs of States. All income taxes 
(including Corporation tax and surcharges) and all 
excise duties, by whatever name called, should be 
shareable with the States and the States should get 
most of the resources transferred through assured 
devolution but the principles of inter-State distribution 
should be such that advanced States are nL t left with 



large surpluses. There should also be institutional 
arrangements for more equitable distribution of 
resources other than tax revenues between the Union 
and the States. 

5.3 Giving more financial powers to the States 
may benefit the richer States more and could increase 
inter-State disparities. We therefore agree with the 
need for a strong centre having adequate resources to 
allocate to States in the interests of balanced regional 
development. 

The States feel, on the basis of experience, that the 
Union Government has been keen only (i) to increase 
receipts from those sources which are exclusive to it 
(ii) not to increase revenue from those sources or 
items which are shareable with the States and (iii) to 
grant concessions on those sources and items which 
are shareable with the States so that the quantum of 
the shareable pool goes down. As a result, as stated 
in the detailed reply to Qn. 5.5, the discretionary 
transfers become larger and have not been made in 
such a way as to reduce inter-State disparities. 

We are of the view that what is necessary is to 
establish institutional arrangements and criteria that 
will evoke the confidence of States. Most of the 
transfer fof resources to State may be through 
assured devolution but the principles of devolution, 
again, should be such as to reduce the disparity and 
not increase them. Standards should be adopted 
and weightage given to such matters of national 
importance like progress in achieving universal pri
mary education, so that the States which have spent 
resources to achieve such standards are enabled to 
meet their commitments. 

5.4 It is not correct to say that the deficits in the 
central revenue account are in any way due to the 
devolutions to the State Governments. As has been 
stated elsewhere, the transfers to the States through 
the recommendations of the Finance Commission and 
the Planning Commission cannot be considered to 
be generous or even adequate. 

The following table gives the proportion of total 
central resources transferred to the States over the 
last 34 years. It shows that there is no increase in the 
proportion over the years :-

Period 

First Plan (1951-56) . 
Second Plan (195~1) 
Third Plan (1961~6) 
Annual Plans (196~9) 
Fourth Plan (1969-74) 
Fifth Plan (1974--79) • 
Sixth Plan (1979-84) • 

Proportion of O.n
tral• resources trans
ferred to States 

36·4 
31 ·3 
31 ·3 
31 ·4 
36·4 
30·7 
32·6 

•Revenue and capital and including deficit financing. 

The answer to the problem of central revenue defi
cits, which is a recent phenomenon of the last 4 to 
5 years, lies in raising more resources through better 
income tax, excise and customs administration and 
better control over expenditure. 
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Revenue deficits should be avoided but over-all 
deficit financing cannot be tot,lly avoided; it should 
be kept within reaso?able limits so that annual. rate 
of inflation does not m any case go beyond the smgle 
digit figure. 

Therefore, the answer to the problem of Central 
deficits lies in a combination of factors viz. raising 
more resources better control over expenditure and 
deficit financing to a certain extent. Subventions from 
richer States to the Central pool are not practicable 
in our context. 

5.5 There are three channels of transfer of resouces 
from the Union to the States, viz. statutory transfers 
made on the basis of the recommendations of the 
Finance Commission, Central assistance to States 
given by the Planning Commission for the State Plans 
and discretionary transfers made by Central Mini
stries for different purposes. The broad picture of 
these three categories of transfers during the last 32 
years has been as follows · 

(Rs. Crores) 
---------------------

Finance Planning O.ntral 
Period Commi- Commi- Minis- Total 

ssion ssion tries 

(I) (2) (3) (4) (5) 

I Plan 447 880 104 1431 

(1951-56) (31. 2) (61. 5) (7.3) (100.0) 

II Plan 918 1058 892 2868 
(195~1) (32. 0) (36. 9) (31.1) (100.0) 

Ill Plan 1590 2738 1272 5600 
(1961~6) (28. 4) (48. 9) (22. 7) (100.0) 

Annual Plans 1782 1917 1648 5347 
(196~9) (33. 3) (35. 9) (30. 8) (100.0) 
IV Plan 5421 4731 4949 ISIOI 
(1969-74) (35. 9) (31. 3) (32. 8) (100. 0) 
V Plan 11168 10353 3761 25282 
(1974--79) (44. 2) (41.0) (14. 8) (100.0) 
1979-1983 17372 15773 6928 40073 

(43.4) (39. 3) (17. 3) (100.0) 

38698 37450 19554 95702 

(40.4) (39. I) (20. 5) (100.0) 

2. The statutory transfers on the recommendations 
of the Finance Commissions have generally shown 
a tendency for progressive increase. This cannot 
however be stated about the Central assistance to 
State Plans, which has fluctuated over the different p!1n 
periods. The discretionary transfers from the Central 
Ministries increased sharply from 7.3 per cent in the 
first plan period to 32.8 per cent in the IV plan period, 
but have since shown a shortfall. For the period of 
32 years, as a whole 40 per cent of the transfers were 
through the recommendations of the Finance Com
mission, an equal percentage through Central assis
tance for State Plans and about 20 pe£ ent was is 
the form of discretionary transfers. 
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3. The composition of budgetary transfers in terms 
of taxes grants and loans was as follows : 

Figures in percentage 

Plan Tu Grants Tu& Loans 
Grants 

(I) (2) (3) (4) (5) 
.. -------------

I Plan 24·0 20 ·I 44·1 55·9 
Il Plan 23·3 27·5 50·6 49·2 
III Plan 21·4 23·3 44·7 55 ·3 
Annual Plans 24·0 26·0 50·0 so ·0 
IV Plan 30·2 25 ·4 56·6 44·4 
v Plan 33·0 22·2 65·2 34·8 
VI Plan 40·3 27·0 67·3 32·7 
All Plans 32·0 28·0 60·0 40·0-

Finance Index 
Groups of States CofThnn. Nos. 

tran,fers 

A. Hig,, Income Stoles-

(Punjab, Haryana, Maharashtra, Gujarat, 
West Bengal) 471 

B. Middle Income States 
(Tamil Nadu, Kerala, Orissa, 
Kamataka, Andhra Pradesh) 

Assam, 
542 

C. Low Income States 

(Uttar Pradesh, Rajasthan, Madhya Pradesh 
459 Bihar) 

All States • 516 

*lncludin& Special categ0ry States. 

6. While the requirement of special category States 
which are in the hill area and have small populations 
are attended to fairly statisfactorily, generally 
speaking the resource transfers from the Centre to 
the States have been regressive, with the poorer States 
not receiving their fair share. If will be, therefore, 
quite true to say that the present dev~lutions made 
through different channels have not bndged the gap 
in resources for in devel?pment betwe~n th7 poorer 
and richer States. Any Improvement m this regard 
would call for char ges both as regards (i) the overall 
quantum of resource. transfer fro~ th_e ~ntre to the 
States and (ii) the mter-States dtstnbutwn. 

7 Taking the totality of the Centre's resources 
(t~es, non-tax and capital) the States' share thereof 
came down from over 36 percent to Jess than 
31 percent between the first and the fifth plan periods, 
clearly revealing a downward trend m the share 
of States. 

8. It has been noted above that there has. been a 
progressive increase i~a statutory transfers. It. IS there
fore in the realm of the overall Central assistance to 

• Stat~s· ·plans that a!solution has·to be found. The 
quantum of Central assistance to the State plan, as a 

37-288/87 

91 

105 

89 

100 

4. The tax and grant clements in lhe total tramfers 
have shown progressi\e increases over the three 
decades and correspondingly, the loan content has 
come down. This is a progre'ISive trend. 

5. It is against the background of the above forms 
and amounts of transfer that the impact of the trans
fers orr different States has to be studied. Ultimately, 
the objective of all federal transfers should be to bring 
out about an even development in the country throu~h 
a reduction!';of regional disparities. Owing to the 
centralisation of revenues in our system the oppor
tunity to bring about resource transfers in the 
direction of inter-State equity is higher than in many 
other countries. The following tables give a summary 
extract of per capita transfers to diiTcrent States' 
under different categories. 

!'er C3!lita transfer in R.<. (19'6-81) 

Plan Index Oio;crc- Index Tot a: lnc1oax 
transfers no.;. t iorutry No'i., tr:Jn,fers ~..:ns. 

tran'ifers 

H8 77 SW 118 1.258 N 

436 99 ~R6 102 1,31•4 10~ 

398 90 3~2 87 1,1°9 ~0 

'440 100 380 100 1,336 100 

whole, is now fixed on an ad hoc basis at the instance 
of the Finance Ministry. While the resources for the 
Centre) plan are increased progressively during a 
plan period in response to the demands due to in
llation and increased costs of investm. nt, there is no 
corresponding increase in the Central assistance to 
State Plans. As a result of inflation and rise in costs, 
there is a deep erosion in the State's resources also. 
The following table shows the outlay by the Centre, 
State and Union territories during the VI Plan (1980-
85) as now estimated. 

Central Plan 

AU Stat"ll 

Union Territories . 

Total 

Original Now anticipal-
•. ize ed ( Rs .. in 

Crore1) 

47,250 

48,600 

1,650 

97,500 

60,000 

48,000 

2,000 

1,10,000 

l 
SouRCE : Sixth Five Year Plan, Planning Commi<sion, 1981 

and 19114-85 Annual Plan documenta. 



9. It will be seen that while the Central plan 
has gone up by 25 percent, there has been a short
fall even in nominal money terms in the case of th.e 
State Plans. An important requirement in bringing 
about better distribution of resources between the 
Centre and the States and ultimately amongst the 
States themselves, is to increase the overall quan
tum of Central assistance to the States for their deve
lopment plans. 

10. As regards inter-State distribution, the appro
ach of the VI and VII Finance Commissions, that 
most of the transfers to the State should be through 
sharing of taxes is a step in the right direction. How
ever, basic· changes were not made in the principles 
of inter-State distribution. The following table 
gives per capita revenue surplus of States under the 
Award of the VII Finance Commission :-

State 

(I) 

The Poor Group 
I. Orissa • 
2. Bihar • 
3. West Bengal 
4. Kerala 
S. Tamil Nadu 

(2) 

6. Madhya Pradesh • 
7. Uttar Pradesh 

The Less Poor Group 
8. Karnataka • 
9. Andhra Pradesh 

10. Gujarat 
II. Maharashtra 
12. Rajasthan .,. . 
13. Assam 
14. Haryana 
IS. Punjab 
The Hill Group . 
16. Himachal Pradesh 
17. Jammu & Kashmir 
18. Manipur 
19. Meghalaya 
20. Nagaland 
21. Sikkim 
22. Tripura 

Average 

Per capita revenue 
surplus 

(3) 

IS 
20S 
IS7 
l12 
IS9 
282 
233 

343 
217 
423 

. S96 
8S 
74· 

676 
S97 

22 
40 
93 
48 
84 
31 
23 

2S8 

II. It will be seen that the minimum surplus per 
capita was Rs. 15 for Orissa and the maximum was 
Rs. 676 for Haryana. The ratio between the lowest 
and the highest per capita surplus is I to 45. The 
recommendations of the previous Finance Commissions 
also resulted in varying amounts of surplus, all in favo
ur of the advanced States. It would be saying the ob
vious that States which enjoy large non-plan revenue 
surpluses under the Finance Commission Award get 
the advantage of a strong resource-base for their deve
lopment plans. When revenue transfer is largely 
through devolution of taxes. Such States also derive 
the additional advantage of larger revenue buoyance. 
Under the procedures that are followed by the 
Planning Commission, the available Central assistance 

• is distributed according to a formula and the size of 
the States Plan is fixed by adding the State's own 
resources including the revenue surplus arising out 
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of the Finance Commission Award and the Central 
assistance. Therefore, States which have the benefit . 
of larger surpluses from the Finance Commission 
Award also have larger State Plans. 

Th·: followi11g table sets out the ~'osition : 

Sl. States 
No. 

(I) (2) 

I. l-Iaryana 
2. Punjab 
3. Maharashtra 
4. Gujarat 
S. Karnataka • 
6. Madhya Pradesh 
7. Uttar Pradesh 
8. Andhra Pradesh 
9. Bihar . 

10. Tamil Nadu 
11. West Bengal 
12. Kerala 
13. Manipur 
14. Rajasthan 
IS. Nagaland 
16. Assam 
17. Meghalaya 
18. Jammu & Kashmir 
19. Sikkim 
20. Tripura 
21. Himachal Pradesh 
22. Orissa 

Average of All States 

Average 
per capita 
income 

(1973-
'76 

(3) 

1,399 
1,586 
1,349 
1,134 
1,045 

776 
715 
928 
646 
942 

1,033 
948 
870 
853 
820 
791 
850 
811 
820 
830 

1,068 
793 

930 

Per capita Per capita 
cumula- non-plan 

tive revenue 
Plan outlay 

1951-
78) 

(4) (S) 

922 676 
1,353 597 

892 S96 
840 423 
618 343 
525 282 
529 233 
53! 217 
387 205 
546 159. 
455 157 
585 112 

1,147 93 
557 85 

2,650 84 
541 74 • 

.1,073 48 
1,291 40 
1,190 31 

783 e23 
1,07S 22 

558 IS 

603 258 

12. Greater balance in inter-State distribution of 
resources can be obtained only if the principles of 
inter-State distribution are changed and if in the 
allocation of Central assistance for plans, the position 

emerging out of the award of the Fmance Commissicn 
is first taken into account. In other words, it should 
first be ensured that all States have the same amount 
of per capita revenue surplus and this should be the 
first charge on central assistance. This is what is 
meant by saying that there should be better co-or
dination between the Planning Commission and the 
Finance Commission. 

13. As regards the distribution of Central assis
tance, the time has come to review the existmg sys
tem based originally on the Gadgil formula. In the 
initial years, when the formula was devised in 1969 
on the eve of the IV Five Year Plan, it brought 
about a considerable ·degree of discipline in the 
distribution of Central assistance to States. During 
the last 15 years, the formula has got considerably 
diluted and has also become out of alignment with 
the emerging needs. 

14. It is interesting to recall that the States 
overdraft problems started assuming sizeable di
mensions from the early 70s with the implementation 
of the IV Plan, when the new Central assistance 
formula started operating. While many factors 
such as cost escalations, slackeness in mobilising 



additional resources and excess expenditure might 
have contributed to the increasing budgetary deficits 
of many States, the fact remains that the Planning 
Commission's annual review and adjustment of 
plan outlays and Central assistance for each year. 
have become mechanical, artithmetic exercise in 
recent years. 

15. Though the Central assistance is said to 
be distributed on the basis of Gadgil formula the 
amount that comes within the purview of the Gadgil 
formula is ORiy 50 per cent, the balance being ear
marked for various purposes. A breakdown of 
the Central assistance in the VI Five Year Plan 
would bring out this point. 

(I) 

1. Allocation for Hill areas, Tribal areas 
and North Eastern Council 

2. Allocation for externally aided pro· 
jects 

3. Allocations to 8 special category 
States (Assam, Himachal Pradesh, 
Jammu & Kashmir, Manipu , Meg
halaya, Nag1land, Sikkim & Tripura) 

4. Amount distributed under the IATP 
formula. 

5. Total I to 4 . 
6. Amount distributed under the Gadgil 

formula. 
7. Total Central assistance (5+6) 

Rs. Percentage 
Crores 

(2) 

1355 

1450 

3245 

1600 
7650 

7700 

15350 

(3) 

8.8 

9.5 

21.1 

10.4 
49.8 

50.2 
100.0 

I6. It will be seen that as much as half the central 
assistance is allocated outside the Gadgil formula the 
basis of many of these . specific allocations has not 
been clearly spelt out by the Planning Commission. 
As far as the Gadgil formula is concerned, the ele
ments consist of population 60 per cent, per capita 
income 20 per cent, tax effort 10 per cent and 

• special problems 10 per cent. It is necessary to 
re-examine this formula. Not more than a third 
should be distributed on population basis. The 
remaining two thirds should be distributed on the 
basis of per capita income, percentage of unemploy
mmt and percentage of population below the proverty 
line the criteria for all these three and the method 
of calculation to be determined and applied in a 
uniform manner in all States. Out of the assistance 
so arrived at, 50 per cent could be in the form of 
block grants and loans and the remaining 50 percent 
could be earmarked for schemes of national priority 
and the schemes which are considered to be essential 
in the case of a .Particular State. 1L is felt that a 
formula of thts nature would be able to deal with twin 
problems· of inter-State disparities as well as 
adherence to certain national priorities. 

17. As regards non-plan assistance, some of 
it is given through statutory transfers as recom
mended by the Finance Commission. They should 
continue. 

5.6 Special consideration in the matter of devo
lution of resources through the Finance Commission 
and grant of Central assistance through the Planning 
Commission is already shown to spcctal category 
States. It does not appear that tlw creatiOn of a 
separate special Federal fund is an appropriate 

· solution to the problem of regtonal tinbalances. 
It will become one more ltmitcd source of funds 
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used for making some amounts a\ailuble to certain 
States without making a sullictcnt dent on the problem 
of backwardness or regtonal unbalances. Such a 
fund might have a justitication in a federal arrange
ment in which the State's resources and fulll·ttons 
are by and large matched and the role of the Central 
agency or federal Government is to specially lOok 
after the requirements of economically under
developed areas only. Such is not the case in lnd•a 
where the ratio of Centre vs. all State> is 75:25 in 
the case of receipts. the ratio in the case of expen
diture is roughly 50:50. Large transfers from the 
Centre to the States is inevitable in our context. 

5.7 The imperative of Part XIII of the Consti
tution ensuring "freedom of trade, commerce and 
inter-course wtthin the country" is one of the im
portant positive aspects of the pre,ent situation. 
At a time when in dillcrent parts of the world, smaller 
countries of a region are making every e!Iort to 
come together and have common markets of dilL: rent 
types and are having infinite prob)ems in organis
ing such markets. It is indeed a major positive 
factor that after independence and with the adoption 
of our Constitution, India is a common market of 
over 700 million people. This aspect of our economy 
has to be fully protected. 

2. As regards taxation functions between the 
Union and the States. the principle that the tax 
should be imposed and collected by the authority 
which can best collect it and administer it is a valid 
one. As regards the various taxes that ure now 
assigned to the Centre and the States in India, there 
is really no need for many changes except to make 
all income tax (including Corporation Tax) and all 
excise duties including special !luxiliary etc. by 
whatever name called, constitute the divisible pool. 
This single arrangement will introduce in the States 
a sense of confidence that the Central Government 
does not adopt measures calculated to reduce the 
States' resources and increase those of the Centre. 

5.8 It is no doubt true that a fragmentary ap
proach to the taxes should be avoided and that 
taxation should not be so undertaken as to damage 
the economy or cause haras,mcnt to trade and 
industry. The taxation should be simple and the 
collection should be efficient. From this point 
of view, there is no justification for dcvol~ing the 
taxation powers of income tax, corporatton tax, 
wealth tax, estate duty, customs duty, excise duties 
etc. However, as regards sales tax in relation to 
excise duties, a pra•·tical approach is necessary. 
Sales taxes are the most important source of revenue 
to State Governments. In fact, it is the only source 
within the State Governments which is of any sig
nificance to the State revenues. What is needed 
in this case is not the tran.,fer of more and more 
items from sales tax to excise duty or additional 
excise duty but a. well-undastood and mutually 
agreed system of cumulative taxation .. The follow
ing principles could be followed Ill thts regard .-

2. Further inroads into the States' limited sphere 
of taxation should not be made. The Stales should 
be enabkd to exploit such re,ources. ,J n our view 
instead of the proposals now made by ti1e Govern
ment of India to impose excise duti~s in pl:tc: 
of sales tax on some of the commoditie~, tloe Central 



Government should voluntarily withdraw from 
excise duties on certain commodities and give up 
Additional Excise Duties now impos~d on certain 
commodities in lieu of sales tax. (Detailed sug
gestions in this regardbave been made by the Nati~nal 
Institute of Public Fmance and Pohcy-Dr. RaJa J. 
Chellaiah). 

3. A Coun.-il of Central and State Fin.1nce 
Ministers cannot itself control the levy, but frequent 
exchange of information and periodical discussions 
on matters of taxation between Centre and State 
Government, if n.:ed be through the establishment. 
of a committee of the National Development Council, 
will certainly go a long way towards an und~r
standing of the d,fliculties of each other and also 
lead to practical steps for taking measures of taxation 
which d.> not conllict with each other and which 
do not damag~ the economy and production. The 
discussions between States in a region as regards 
sales tax matters has helped to bring about &om<' 
order in sales taxation in the States of the samt. 
region. 

5.9 We feel that the suggestion that there should 
be a single body to allocate Cent~al resources is 
not practicable. These sources ava1lable for deve
lopment from the revenues could be ascertained 
only after knowing the recourc.:s allocated by the 
Finane¢ Commission for other purposes. A con
siderable part of the plan finance and of Central 
transfer for the State plans are capital resources.
depend~nt on the internal and exte~nal borrowings 
(assistance). This has to be contmually assessed 
from year to year. 

However, the working of the present system could 
be improved upon by achieving effective coordina
tion between the Planning Commission and the 
Finance Commission. For this purpose we suggest 
that the Finance Commission should have a 
permanent Secretariat which would form an integral 
part of the Planning Commission. The Planning 
Commission in turn should be made the fullledgcd 
Sec;etariat of the National Development Council. 

5.10 The tran:;fer of resources, both statutory 
and discretionary to the States on the advice 
of the successive Finance Commissions or other
wise have not promoted efficiency and economy 
in expenditure nor have they narrowed down the 
disparities in public expenditure among the States. 
This is because the transfer of resources on the 
recomm.ndations of the Finance Commission has 
been done largely on the basis of a gap-filling approach 
and the transfer of resources to the States through 
Central· assistance for the plan has been done largely 
on the basis of distribution on the basis of a general 
formula of a certain sum of mon~y made available 
by the Union Finance Ministry to the Plann!ng 
Commission. In neither case has the devolution 
been based on a study of the specific needs of com
mitted expenditure or of d~velopment. 

5.11 It is true that the present mechanism of 
transfer of resources has some inbuilt propensities 
towards financial indiscipline and improvidence. This 
is because the Finance Commissions were largely 
following the procedure of filling revenue gaps 
Increasingly, Finance Commissions have been adop
ting standards to be attained-for example the 
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Dllrumum returns to. be earned over a period of 5 
years by Road Transport Corporation and Electricity 
Boards etc. Similar standards have to be adopted 
in a variety of other cases also through continuous 
studies. While States which have indulged in im
provident expenu iture are not to be encouraged, 
States which have implemented programmes in 
accordance with the directive principles of States 
Policy of the nationally accepted programmes should 
be assured of adequate resources. The only solution 
1s for the Finance Commissions to progressively 
increase the areas in whic: certain standards are 
prescribed and the devolution of resources is .done 
based on such standards. 

5.12 and 5.13 We are in agreement with the 
above proposition, but the Principles of. dwdution 
should be radically altered as stated m reply to 
Q. 5.3 and 5.11. To the extent possible the require
ments of the States coming within the consitutional 
purview of the Finance Commission should be met 
through devolution of taxes. ~he instru!llent grant
in-aid may be used for spec1fic requnements of 
different States. The special problems of each 
State should be taken into account and fullest pos
sible discretiou should be given to the States to 
order their programmes accor~ing to their own f~lt 
priorities. The whole o~ject.Jve of the _grants-m
aid scheme should be gu1ded by some kmd of an 
equalisation approach. 

5.14 The question mixes up different items. As 
regards "revenues" from the Spec1al bearer bond 
scheme etc., these are in lieu of taxe.s which should 
have been collected and shared With the States. 
Therefore as already stated, tli.e entire proceeds 
have to be shared with the States. In fact, the 
proceeds of all _schemes, contributi~ns '!nder which 
are eligible for mcome tax concesswn, for example, 
the newly-announced National Deposit Scheme, 
should be shareable on the lines ol tbe National ' 
Small Savings. The receipts from raising the 
administered pricu of items like petroleum, coal 
etc. are not "revenue" of the Ce1_1tral Government. 
The point made by so~e States, 1s that th~ Centre 
is raising only the pnces and. net tr.e exc1se duty 
on these items and that by th1s process the Centre 
has gathered Rs. 6,500 c~ores through the Central 
public undertakmgs,. dunng the lest three years. 
If the amount had been raised as excise duties, the 
States would have got Rs. 2,600 crores, under the 
devoluti~n formula of the VII Finance. Commi
ssion.~ 

.; 
Despite the increase in prices,. the _CeutJal tmdei

- takings except those connected With 011 are IUnnmg 
at a loss. The point is valid in the case of patroleum. 

5 15 One of the major factors compounding 
the· administrative and financial centralisation is 
the concentration of savings . through nationalised 
banks and the Central financing institutions such 
as L.I.C., G.l.C., U.T.I., I.D.B.l., I.F.C.I., NABA
RD, etc. At present there are no institutional arr
angements through which the States can express 
themselves regarding the policies a,nd working of 
these institutions, on whom depend wholly the 
investment in agriculture, industry, housing, water 
supply and urban infrastructure all of which are 
so vital to the development of each State. The 



link& between local savings and local mvcstment 
have been snapp~d with consequent delctetious 
effect on both. 

2. As stated in the reply to Q. 5.4, th~r~ has 
been declined in the State's share of the tot.t public 
sector resources. It can be seen from the following 
table that the decline is due to the sharp ,'ccrease 
in the transfer of capital recourccs from the Centre 
to States. 

Of Ia;( Of total Of c.opital Of total Ceatral 
revenue revenues re.;ources resources 

I Pian 17.0 23.0 61.5 36.4 
II Plan 19.6 27.4 35.2 31.3 
Ill Plan 25.2 24.3 40.3 31.3 
Annual Plan 17.6 28.4 34.9 31.4 
IV Plan 23.3 33.9 40.2 36.4 
V Plan 19.8 31.0 30.1 30.7 
VI Plan · 26.9 35.9 27.1 32.6 
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It is necessary to correct this trend in the; int~rest 
of the finances of the State and the needs of develop
ment. For this purpose the methods of distribution 
have to be altefed as stated in the reply to Q. 5.5. 

5.16 and 5.17 It is a fact that most of the States 
suffer on account of growing indebtedness and over 
draft problems in view of the iolct that they do not 
possess many elastic sources of finance. Repayment 
of loans also becomes a major burden on the States. 

The State Government is of the view that jwhile 
sharing the capital resources of the nation between 
the Centre and the States a spirit of partnership 
should prevail. Just as the Central Government 
does not expect all its investments to yield returns 
suffi~ient enough to recaup the capital invested, 
it should also not insist that all capital resources 
transferred to the States should invariably be repaid 
by them. We would like to submit that a system 
of loans from .the Centre to the States is, perhaps, 
not prevalent in many other federations. In most 
of the federations the Central transfers are in the 
form of grants. In IndiJ, the system of loans has 
developed mainly as a result of planning and the 
-centralisation of savings and the assi>'tance that 
the Centre has to provide towards investment in 
State Plans: While we appreciate the unavoidability 
on the part of the Centre to treat a part of its re
source transfer as repayable loans, we would like 
the terms and conditions of such Central loans to 
be fixed in snell a manner that the repayment lia
bilities should be restricted only to loans that are 
used for productive scheme; which give direct financial 
returns. In rec~nt years as a result of he mounting 
repayment liabilities, there has been a dimunition 
in the net transfers of Central resources to the States. 

We would therefore, suggest that the loan and 
grant comp~nent of C:entral assistance should be · 
re-examined so ~s to brmg about a reduct10n m the 
loan component on the ba>is of rational classifioea
tion of Central loans based on their broad utilisa-

lion by the States. It would be much better to 
bring about such rationalisation and avoid a situa
tion wh,·reby States accumulate large ddinits on 
non·plan account and, the Finance .Commi,;sion 
subsequently being asked to re-schedule or v.rite-olf 
a part of such loans. 

5.18 and 5.20 At present, the Centre's (l<.rmi-
ssion has to be taken even for obtaining a loan from 
Central financing institutions hlc NABARD and 
L.I.C. for approved plan schemes. Thi~ adds to 
work unn=sarily and also delays matters. The 
restrictions regarding borrowing by States may be 
confined to market borrowing. 

We do not favour any major change in the policy 
relating to market borrov.ings. For, if States arc 
left free to raise loans from the marlet, only the 
richer States would benefit. 

What is necessary is to evolve guidelines for the 
distribution of total market borrowings between 
the Centre and the States and for the inter-State 
allocations of borrowings between different States. 

The overall quantum of market borrowing is 
to be decided upon macro economic considerations 
and this task is best left to be done by the country's 
central bank. The distribution between the Centre 
and the States and the inter-State distribution b 
now done by the G.O.I. and not by the R.B.I. out 
of the total market borrowing visualised during the 
current plan period the States were allocated only 
20 per cent. The overall market borrowing envi
saged for the plan period bas been increased from 
Rs. 19,500 crores to Rs. 22,700 crores. But the 
States share was not increased. 

}Jetter institutional arrangements are necessary 
for ensuring equitable distribution of marlct borro· 
wing between the Central and the States and betv.cen 
the States themselves. A Loan council has been 
suggested because the R.B.I. is now not perf~rming 
the function. In any case when a Loans Counctl 
is set up it will have to be linked suitably with the 
R.B.I. 

5.19 The foreign borrowings of the Centre have 
different rates of interest from those which arc 100 
per cent grant of these which have a rate of interest 
of even 12l per cent. The entire foreign borroy,ing 
and assistance is treated as a pool and funds are made 
available from it to Central and State projects. 
The rate of interest fixed for such lending is the same 
rate of interest as for all other loans for State pro
jects from the Cent~e. ~he logic of. this from the 
Central Governments pomt of vtew IS as follows : 
while the Central Government may require con
cessional foreign funds (which do not cast on it a 
heavy repayment liability in foreign e~l·hangc), the 
terms on which the funds are made avatlable for 
projects should be the same as for identical projccL' 
financed by indigenous resources. The rate. of 
interest charged by the Centre for the loans gtven 
by it is itself concessional when compared to the 
market rates and therefore there should be no criti
cism of the arrangements. 

2. As regards project aided by foreign bodies, 
a major question arose about adequate project 
funding in each year's plan budget by the concerned 



State Government, if all the resources are treated 
as a poo~, there is a tendency to loose sight of the 
needs of mdividual proJects. In view of this starting 
from 25% in 1971, during the last few years, 70 
per cent of the a1d g1ven for a project is made avai
lable as additional Central assistance to the State 
Government and is tied to the expenditure of certain 
sum . of money on the concerned project. This has 
alleviated the problem to some extent. 

3. The second set of problems relates to the type 
of proJects for w~1ch the funds are actually applied 
m the States. It Is not all projects which can yield 
adequate financial return. It is necessary to divide 
p~ojects int~ those categories which do not yield 
d1rect financial returns and those which should and 
to adjust the grant and loan element and the rate 
of int~rest differentially as regards these two types 
of proJects. Th1s should be done not merely in the 
case of externally-aided projects, but for all plan 
schemes. 

5.21 The question of large over drafts generally 
anses from the II l year of a plan period in the case 
of those States which do not have a sufficient revenue 
surplus as a result of the recommendation of the 
Finance Commission (Please see answer to Q. 5.5). 
While the requirement of funds increases with the 
progress of schemes and the rising costs during a 
plan p~riod, the States find that there is a substantial 
erosion in their resources due to grant of instalments 
of additional Dearness Allowance and other items 
of expenditure related to rise in costs. Since there 

·is no corresponding increase in Central assistance 
to the State Plans, the State's resources are squeezed 
between the increasing demands both on the non
plan and plan sides leading to over drafts. On the 

· part of the Sta1es, the development is also due to 
failure to improve the returns from Road Trans
port. Electricity or other public undertakings and 
the implementation of new, originally non-planned 
schemes, during the course of a plan period. During 
the course of a year, the over drafts are also due 
to the fact that a considerable part· of the central 
assistance to the centrally sponsored schemes, ex
ternally assisted schemes etc., are released towards 
the latter part of the financial year. Though con
siderable improvement in payment through instal
ments has been made in recent years, since these 
schemes form a large part of overall plan outlay 
in a State, the effect of payment, based on claims 
filed after expenditure is incurred on the State's 
Ways and Means position is quite adverse. 

2. As regards remedies, it has already been sug
gested (Q. 5.5) that the fixation and distribution 
of Central assistance to plans should be completely 
revised. It has also been suggested (Q. 6.10) that 
the number of centrally sponsored schemes should 
be considerably reduced. 

3. On the part of the States, there should be 
greater faithfulness to the plan as agreed upon. 

4. One of the major elements dislocating the 
State's resources is the grant of additional dearness 
allowa"1ce to compensate party for the rise in cost of 
living. The real answer this lies in c.Isming price stabi
lity. In any case, since the Central Government is in 
charge of price situation, the commitment on tltis 
account should be taken into account and the Central , 
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assistance for the States' Plan increased correspon
dmgly. The argument th"t the expenditure can 
be met from buoyancy caused by the inflation 
is not wholly correct. The item which really suffers 
badly is maintenance of services and assets, as 
adequate resources for this is not available after 
meeting the inevitable increase in D.A, 

5.22 A generalisation applicable to all States 
cannot be made. It would,. however, be true to 
say that the tax effort of different States vary con
siderably. That is why this was treated as one of 
the items in the Gadgill formula. 

As suggested elsewhere (Q. 5.29 and 5.31) the tax 
effort both of the Union and of the States differ 
and should be coritinously studied in a permanent 
unit in the Planning Commission and the result 
should be made available to the States and to the 
National Development Council. When authentic 
information about resources raised by different 
States are available to all, the discussions in the 
National Development Council, in the Planning 
Commission and the deliberations and findings 
of the Finance Commissions would become more 
meaningful. 

5.23 The fact that the existence of a parallel 
economy is acknowledged and that there have been 
periodic schemes for voluntary disclosure and for 
Bearer Bonds shows that there is considerable scope 
for improvement in the collection of income tax. 
The improvements needed in the two major sources 
of revenue of the Union Viz., Income Tax and 
U'lion excise duties has been studied from time to time 
by different Committees and several recommenda
tions have been made. The most recent set of 
recommendations has been made by the Economic 
Adiministration Commission led by Shri L. K. Jha. 
However, there has been no basic improvement in 
the system of income tax and changes have been 
made in a piece meal fashion from time to time, 
almost from budget to budget. It is necessary 
to bring about basic changes in Income Tax Law 
and administration as recommended by the various 
Commissions. 

In order to have a continuous study of this, it 
has also been suggested elsewhere (Q. 5.31) that 
the collection of revenue by the Centre and the 
expenditure pattern should also be studied cons
tantly by a parmanent unit in the Planning Com
mission. 

5.24 We are of opinion that any move which 
may affect the financial interest, existing of pros
pective, of the States should be introduced in the 
Parliament only after necessary consultation with 
the States as envisaged under Article 274. We 
are of the view that it should be made obligatory 
that the National Development Council be consul
ted by the President when he acts under the pro
visions of Article 274. 

5.25 State Government is of the view that while 
considering taxes of the kind mentioned in Article 
269, it is necessary that account has to be taken 
of impo_rta!lt ~act?rs such as their . productivity 
econom1c m1phcat1ons as also of their impact on 



the commodities or services concerned. Admini
strative convenience is also an important factor 
to be taken into account. The State Government 
would suggest the constitution of an expert com
mittee consisting of the representatives of Central 
and State Governments and one or two tax specialists 
to go into the whole question in detail and formulate 
appropriate recommendations on the taxes to be 
levied under Articles 268 and 269. 

5.26 In its memorandum to the Eigth Finance 
Commission, the State Government has pointed 
out that had the tax on railway pass·:nger fares 
continued to operate, the revenue on the basis of 
the current passenger earnings of railways, would 
have amounted to Rs. 100 crores in the place of 
which the States are being given a paltry sum. 
Various Finance Commissions had felt that this 
grant amount was rather too low when judged. in 
the light of what the repealed tax would have yiel
ded had it continued. We would suggest that 
the' amount of grant should be fixed in such a way 
that the States would get approximately the same 
amount as they would have received had the tax 
continued to remain in force and that the basis of 
distribution among the States should be in the pro
portion of non-sub-urban passenger earnings in 
each State to the total passenger earnings in all the 
States. 

5.27 We have not studied this question and are 
therefore unable to offer any suggestions. Prima 
facia, it appears that in the c~se. of Union Terri
tories also, the finance Comm1sswn could be re
quired to give , territory-wise devaluatiOn. 

5.28 Past experience has shown that some times 
the havoc caused by cyclones, floods and drought 
have been so immense in terms of loss of crops and 
also human lives that the resulting financial burden 
on the concerned States has been of a very large 
order. It is felt that the arrangements that h~ve 
been tried out so far have proved to be totally m
adequate,. The State Government would like to 
offer two suggestions in this regard. F1rstly, we 
would suggest that the Central Government should 
set apart a separate corpus for meetmg the expen
diture connected with the relief measures whenever 
natural calamities occur in any part of the country. 
We are recommending this me< sure since we fed tl1at 
natural cala --ities in any part of the country 
bas to be viewed as a national problem and. as such, 
the necessary financial assistance for deahng. ~1th 
such problems should be primarily the respons1b1hty 
of the Centre. Secondly, the State Government 
would suggest that in the team which has to ass.ess 
the extent of damages caused by natural calamities, 
representatives of the concerned State Gover~ment 
should also be included. The quantum of. a1d r~
quired should he assesse~ on _a systematic bas1s 
and not on ad hoc cons1deratwns. 

5.29 Considering the importance gained by. the 
method of financing though open market borrowmgs 
and the relative depnvatwn faced by the States, 
the State Government had suggested that a system 
of loan council as in Australia for the purpose of 
formulating market borrowing policy and for deter
mining the pattern of distribution of the proce~ds 
between the Centre and the States could be tned 
out in India also. 
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The State Government agrees with the view that 
a lot of co-ordination is nc~ssar\' in the matters 
affecting the Interests of the State's. We f<-el th;1t 
there is no need to create a number of independent 
bodies for the purpo,c. ln,tcaJ we are of the opinion 
that the National Dcvcl<'pment Council sh<'UIJ be 
made a statutory body under Art. ~1>3 of the Con
stitution with wider powers to decide on matters 
relating to co-oruination between the Centre and 
the States. The law in this regard should be a simple 
one laying down the composition and fun tions 
of the council, of its Secretariat, th~ Planning Com
mission, and enabling provisions for committees 
of members as well as of Otlicers. The N.D.C. 
may have different working committees and com
mittees of officers apart from the central working 
group to go into diiTerent issues like the distrihution 
of market borrowings and institutional finance, 
scrutiny of the expenditure of the Union and the 
State Governments and economic issues nlli.•cting 
the interests of the States with the assi,tance of its 
complete Secretariat consisting of the Planning 
Commission and the Permanent Secretariat to the 
Finance Commission. 

5.30 The proposition has been stated in the 
question in too generally a term to be of any signi
ficance. It is undoubtedly true that what is im
portant is that the funds are spent prudently and 
that they benefit the people. Who collects the funds 
is important from the point that the level at which 
the funds are collected would be in a position to 
apply it to the purposes that are considered nece
ssary and urgent. Ideally, each level of Govern
ment should be able to raise the resources needed 
to fulfil its functions so that those who benelit from 
particular services would also be those who pay for 
them. However, in a modern economy and in a 
large country, both for purposes of efficient y and 
preserving the common market and for purposes 
of bringing about regional equalbatwn, the power 
to levy large resources has necessarily to be retained 
with the national Government. The real challenge 
before the country is to find a balance between 
the needs of decentralisation of power and rest,un:es 
and the reservation of n tiona! integrity. m: intcnan~c 
of the common market, and reasonably balance 
development of all parts of the country, keeping 
certain national priorities in view. 

5.31, 5.38 and 5.39 We agree with the view 
that the expenditure of not only the States hut also 
the Union should be subjected to closer and objec
tive scrutiny. We do not find any need for estnhlish
ing a body like National Extenditure Commi"ion. 
Instead we suggest that the Finance Commission 
should be provided with a permanent Secretariat, 
one of the functions of which would he to under
take continuous studies on relevant problems on 
Union State finances including the review of the 
revenue and expenditure of the States and the Union 
Government. As mentioned in the answer for 
question No. 5.29, the National Development Council 
should have different working committees one of 
which will undertake scrutiny of expenditure of the 
Union as the Finance Commission looks into the 
expenditure of the States. 



5.32 The present form of national accounts 
makes it possible to have comparable set of accounts 
for all States andftherefore should continue. Some 
improvements in the accounts were made in the 
1970s. In view of the fast changing needs of 
development and , f Government, it is necessary to 
have a close look at the form of accounts at least 
once. in 10 years. 

2. The methods of preparation of the accounts 
should also be studied and modernised. This 
requires improvement at the level of Government 
Treasuries, the Banks, the office of the Accountant 
General (as at present) and the Reserve Bank of 
India. .The R.B.I. and the Comptroller and Auditor 
General have to study this question and bring about 
basic improvements and modernisation in order 
to speed up the accounts. At present, it is not 
possible for the State Governments to have any 
effective system of financial control, as the figures 
are available after three or four months. Though 
the prescribed 'time is It months, which is itself 
long, it is seldom, if ever, that it is followed in 
practice. Even the figures of cash balance re
ported by the R.B.I. for any particular day do not 
reflect the actual position. The reflect the partial 
position of receipts and expenditure over a period 
of 20 to 25 days preceding. 

3. The C. & A. G. may be relieved of the res
ponsibility of mainten~nce of accounts of States 
as has already been done in the case of Central 
Ministries. This separation may be part of the 
study mentioned above, so that the revised arrange
ments can be brought about in the Seventh Plan 
itself. As a part of this, either the entire Indian 
Audit and Accounts Service could be converted 
into an All-India Services or at least for the purposes 
of Civil accounts, there could pe All-India Service, 
so that common standards could be maintained. 

4. The transfer of responsibility for maintaining 
accounts to the State Governments and the moder
nisation of the system should enable the State Go
vernments to have timely information and to improve 
financial control. 

5.33 The main purpose of the audit of Govern
ment Accounts is to report to the Legislature on : 

(i) Whether the amounts voted by it have 
been use'd for the purposes for which they 
were voted and whether there are any features 
to be noted either in the form of major de
partures-large increases or shortfalls. 

(ii) Whether in the process of expenditures, the 
funds has been spent economically. 

(iii) Whether the stated purposes have been 
achieved as a result of the expenditure. 

2. The main criticism of 'audit' in India· has been 
that it concentrated only on (ii) above and that 
also through isolated cases of non-placement of 
orders on the lowest tender, alleged irregularities 
and 'sscntially in the nature of faultfinding on 
minutes. 
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3. There has been some change in recent yean. 
The C. & A.G. has started audlling ihe efficiency. 
cum-performance on a whole scheme or programme. 
In its nature, this can be done only after the scheme/ 
programme is completed and this takes considerable 
time. Efficiency or evaluation audit can be done 
only in the case of a few selected programmes from 
time to time. 

4. "Voucher audit" cannot. be dispensed with. 
In view of the large number of transaction in Govern
ment these days, the opportunities for fraud through 
manipulation of records are many. Until we mo
dernise our system and introduce computers, which 
will themselves detect contradi~;tions, the manual 
voucher check will have to continue. 

5. As regards coverage by audit reports, a 
judicious mixture of large cases under (i) and 
(ii) and comprehensive study of selected schemes/ 
programmes under (iii) above would seem to 
be practicable and desirable course. Even for 
this purposes, the C. & A.G.'s offices have to be 
modernised and the auditors at all levels would 
also require to be trained properly. 

6. It is unfortunately true that what little has 
been done to change procedures and simplify 
rules has been done at the instance of Govern· 
ment and almo~t always in the face of routine 
opposition from the C. & A. G.'s offices. 

5.34 The Law is a simple enabling one and 
because of this, there is considerable scope for 
flexibility. What is done by the C. & A.G. is 
dependent upon the areas and points on which 
he choose to concentrate and the professional 
competence of this organisation. As stated in 
the answer to the previous question, the audit 
reports seldom, if at all, critically examined the 
trends in expenditure and commented ou unusual 
or noteworthy features, like large increases over 
the years, conflicting and overlapping expenditures 
on the same type of activity by different agencies 
~nd such matters. The law does not prevent 
the C .. & A. G. from doing all this. 

5.35 As regards appropriation accounts, there 
is considerable scope for improvement in recon
ciling the accounts as well as in the procedures 
for the booking of expenditure under works and 
purchases through the opera'ion of Suspense 

. Accounts. At pres· nt, the Accounts are not 
. sufficiently accurate in these matters as they do 

· not reflect the correct position at a given time. 
The improvement in these directions would involve 
modernisation through computf'risation, 

2. As regards audit reports, while the wood 
may be missed for the trees, m!'ticulous collection 
of facts and accuracy have been a strong point. 

3. Because of the over-growing size and number 
of Government operations, it is not possible to 
achieve comprehensiveness. This is one of the 
strong arguments for decentralisation. If higher 
levels--both the State and the Central Govern
ments-confine themselves to larger issues the · 
audit of the reduced size of operations c~u be 
more comprehensive. 



5.36 In a democratic set up, the Legislature 
and its Committees are the ultimate authorities 
to sanction and <:.ontrol expenditure. H istori
cally, the Committees have been examining only 
the points raised by the C. & A.G. In his reports 
C. & A.G. has not been raising basic issues 
regarding unusual growth of expenditure on par
ticular items etc. But nothing prevents the Com
mittees themselves from looking into these questions 
on the Accounts presented to them by the C. c't 
A.G. This has been done in a few cases by the 
Public Accounts Committee at the Centre and 
in the States. 

The point to be noted is that the nature of the 
scrutiny by the Committees depends on what is 
intended to be checked. For a number of years, 
"hat was checked was only isolated cases of alleged 
irregularities as pointed out by the C. & A.G. There 
is a gradual change in this and it can be given 
greater momentum. 

5.37 The estimates Committee can act ·a watch
dog to give useful suggestions on policies and pro
grammes including, inter alia, suggestions on legis
lative and administrative matters. Many reports of 
Estimates Committees ·have in fact done this. In 
order to connect this with the question of scrutiny 
of expenditure, it will be useful if the Estimates 
Committees take up for detailed examination such 
of those areas as are brought out by the C. & A. G. 
under his audit of schemes and programmeli [(iii) 
in the reply to . Q. 5.33 above.] 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1, 6.2, 6.3, 6.5, 6.7 and 6.12 The emergency 
of Planning Commission and the subsequent expe
riments in the sphere of planning have significantly 
influenced the Union-State relations in the country. 
One important consequence of the system of national 
planning adopted is ~hat the <;e~tral Goverument 
advised by the Plannmg Comm1ss1on has assumed 
responsibility for planning ~he States' de~elopment 
even in spheres such as Agnculture, Pubhc Health, 
Social Welfare, Education, etc., which .have either 
been constitutionally allotted to the States or are 
in the concurrent list. The Planning Commission 
not only indicates broad national pri?rities has 
guidelines for development programmes m matters 
like Agriculture and Social Service but has along 
with the Central Ministries laid down schemes in 
those spheres. Th~ result is that. inst.ead of pla~
ning being respons1ve to local s1tuahons, there IS 
virtually a stereotyped system of schemes for the 
whole country with its immense diversity. The 
Planning Commission has not studied. until now, 
the developmental potential and. the. differences in 
emphasis that has to be place~ m d1fferent . States. 
A major portion of Central ass1stance flows m the 
form of matching grants or loans for centrally spon-
sored schemes. · 

Since planned development is the n;tost ba~ 
task of a large and populous coU?try hke Ind_ta, 
it is felt that the States should be g1ven an effect1ve 
say in the preparation of the national plan for 
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development. This could be achie,·ed by re-struc
turing the national development council and 
simultaneously vesting wider powers with the council. 
The N.D.C. should be made a statutory body 
under Art. :!63 of the Constituti,>n which visualises 
the formation of an Inter-State Council for achiev
ing cff<-ctive co-ordination !>.:tween the States ond 
the Union read with the Entry ··economic and social 
planning". The law in this regard should be a 
simple one leaving the composition (composition 
suggested in answer to Q. No. 4.1:!) and function 
of the Council and its secretariat. with enabling 
provisions for committees of members os well us 
of Officers. 

We have also suggested that the l'inalll:c Com
mission should be provided with a permanent S<'C· 
retariat which should form an int<·gral part of the 
Planning Commission to achieve elli.-ctive co-ordina
tion between the Planning Commission and the 
Finance Commission. 

The N.D.C. if the above suggestions are imple
mented, will deal not only with the Plan proposals 
prepared by the Planning Commission, but also 
with the review of the Union-State finances pre
pared by the Finan"e Commission's Secretariat 
as well as the policies and general working of the 
financial institutions, overall economic issues, etc. 
The annual reports of the N.D.C. should be pre
sented to the Parliament and to the State Legislatures. 

The Planning Commission anJ the National 
Development Council could thus be transformed into 
&trong instruments of change and of development, 
not only of the Central Government but also equally 
of the State Governments, paving the way for better 
national integ1 ation. This will democratise the 
planning system infusing greater confidence among 
the States in the Planning process, while at the 
same time giving the Central Goverument necessary 
co-ordinate authority. The process of resource 
allocation will be made to subserve new economic 
priorities which are implicit in a dynamic and 
growing economy. 

The purpose of annual plan (lreJ:'aratiun at the 
national level should only be to md1cate the broad 
objective and framework for development keeping 
in view the national priorities. The detailed sectoral 
planning may be left to the States. In order to 
implement the national priorities the Central assis· 
tance in the form of 'tied' assistance may be 
resorted to in respect of scheme.; of basic national 
importance. 

As far as the role of Union Government on the 
subjects in the State List . is concerned we are in 
agreement ';Vith ~he Admm1strat1ve . Reforms Com
mission wh1ch v1sual1sed the followmg role for the 
Central Government in subjects in the State List 

(I) Providing initiative and the leadership to 
the States and in particular serving as a 
clearing house of information intimating 
details and data about good programmes 
and methods adopted in one part of the 
country to the rest of the country. 

(2) Undertaking the responsibility for drawing 
up the national plan for the development 
sector in question in close collaboration with 



the States and developing for this purpose 
well-manned planning and statistical units. 

(3) Undertaking research at a national 'level 
conferring attention to the matters which 
are beyond the research resources of States. 

(4) Underta~ing training programmes of a 
foundatiOnal natu_re_, example training of 
planners and admmtstrators and training of 
trainers. 

( 5) Takmg t~e initiativ~ in evaluation of program
mes . wtth the object of checking progress. 
locatmg bottlenecks, taking remedial mea
sures, making adjustments. 

(6) Providing of forum and a meeting ground 
for State representatives for the exchange 
of ideas on different subjects and for the 
evolution of guidelines. 

(7) Attending to 
coordination 
the Centre. 

functions of the nature of 
which can only be handled at 

(8) Maintaining relations with foreign and 
international organisations. 

6.4 It has already been suggested elsewhere that 
the Planning Commission should function as the 
Secretariat _o~ the National Development Council. 
The Commtsston as such would then be a Commit
tee of the NDC, but it is not practicable to include 
in it the representatives of all the States nor will it 
be corr~ct to make it a purely advisory body of 
economists and experts. The Commission could 
continue to consist as how, of the Prime Minister, 
Union Finance Minister and Deputy Chairman 
~nd one or two eminent public men with experience 
m development as well as a few experts of national 
standing. Increase in the number of Ministers is 
also not advisable, as it will make the body unwieldy. 

6.6 It is . necessary to consider and incorporate 
national priorities in the State Plans. As stated 
elsewhere (Q. 5.5), the present methods of scrutiny 
of the States' plans and finances do not ensure this. 
While a detailed scrutiny of the minutes is made 
the finalisation of the plan is made on routine con: 
siderations of availability of State resources and 
share of central assistance and the State plan so 
finalised does not have any priorities even as regards 
the national ones. 

2. It is necessary that the State plans are scrutini
sed from a different point of view, that is to say, 
from the point of view of-

(i) Whether they follow the priorities and 
programmes that have been agreed upon 
at the time of finalisation of the five 
year plan; 

(ii) Whether the schemes of national priority 
that have been agreed upon are being ade
quately provided for and are being imple
mented satisfactorily; and 

(iii) Whether the special programmes that have 
been_ considered important from . the point 
of v1ew of the particular State are receiving 
due attention. 
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It is unnecessary for the Planning Commission 
to go through and suggest scheme-wise allocations 
for all the schemes in all the sectors, which are in 
any case, not followed finally as the size of the Plan 
is not fixed on this basis. 

6.8 As has been pointed out in the detailed reply 
to question 5.5, while the requirements ·of very 
backward States, coming under the special category 
States appear to be looked after reasonably, the 
distribution of Central assistance under the present 
formulae operate against the weaker groups in the 
~est of th_e . States. The changes that are necessary 
m determmmg the quantum of Central Plan assis
tance and in deciding on inter-State distribution 
have been referred to in detail in the reply to question 
5.5. 

6.9 Please see the detailed answer to Q. 5.5. 

6.10 The purpose of Centrally Sponsored Schen'e 
originally was to ensure that some schemes of national 
importance were taken up by the States and certain 
measures of direction and co-ordination in respect 
of these schemes could be exercised by the Centre. 
But gradually the number of such schemes became 
very large. Most of the programmes envisaged in 
these schemes could be more appropriately carried 
out by the States through their own plan. We are 
in agreement with the view that the provision for 
Centrally Sponsored Schemes pertaining to subjects 
coming within the jurisdiction of the States should be 
considerably pruned. We recommend that the 
restructured NDC should scrutinise the existing 
Centrally Sponsored Schemes so as to prune the 
list to the desirable limit. No new schemes should 
be taken up as Centrally Sponsored without the 
prior concurrence of the NDC. Even when such 
new schemes are taken up, it should only be on the 
basis of I 00% Central assistance and not on the 
basis of matching contribution. This would ensure 
that the State Plan priorities are not upset. 

. 6.11 The Monitoring and Evaluation Machinery 
m the Planning Commission is a well-established 
one and it _has done_ good_ work. The Monitoring 
and Evaluatton Machinery m most of the States is 
in an infant stage and is yet to grow into full-fledged 
professional organisations. Both at the Centre and 
in the States, monitoring and evaluation have to 
the further strengthened. Monitoring has to be 
str_e~gt~ened both in_ the implementing agencies and 
Mt!ltstnes as well as m the Central Planning Organi
sation. 

2. While feed-back during implementation is 
~sential for impr?ving implementation and bring
~n~ about changes m the programme itself, generally 
1t IS found that feed-back which is not favourable to 
t!:'-e programme is not liked by those who have ini
tiate~ t~e programme. In view of this, reports of 
momtonng tend to be luke-warm. A number of 
centres of studies have come into being in the country 
during the last 10 years. Many of them are manned 
by competent professional staff. It will be worth
while to utilise their services in the monitoring and 
evaluation of selected plan programmes both at the 
Centre and in the States. Increasing use of inde
p~ndent outside agencies would bring in more un
biased reports on the performance. 



6.13 The constitution of Planning Boards/Com
missions in the States varies widely from State to 
State. It is only in very few States that there are orga
nisations similar to the Planning Commission at the 
Centre, Kerala is one of such State. Whatever be 
the form and constitution of the planning body, 
a great deal depends upon the st:ttus that is given 
to it by the State Government. The planning bodies 
are contributing a great deal in making studies, 
in collecting data and in helping plan formulation. 
As far as plan formulation in the States is concerned, 
the first stage is the preparation of Plan proposals. 
Upto this stage, the Planning Boards play an im
portant role. In the subsequent stages of finalisation 
of the plan through discussions in the State Gov
ernment and with the Planning Commission, Mini
stries of the Government of India and in adjusting 
the proposals to the available resources, Planning 
Boards play much less role generally. 

2. Similarly, in implementation also, Planning 
Boards play very little part. In fact, if a study is 
made of the State Plans as originally approved at 
the beginning of a five year plan and the five year 
plan as it was finally implemented through the annual 
plans, it will be seen that considerable changes have 
been made. This is because a large number of new 
schemes and programmes are sanctioned during 
the five year period on different occasions. In all 
these additions to the plan which are made simulta
neously as there is a serious erosion in resources, 
the Planning Boards do not play any role. 

3. In reviewing the performance of the plans, 
therefore the Planning Boards are reviewing what 
has actually been undertaken by the Government 
and not what was planned for. 

4. Once the importance of planning is accepted 
in effect, the State Planning Boards would be stren
thened and once this is done, it would not be nece
sarry for the Planning Commission to go into details 
of the State Plans to the extent that it does now. 

5. Whether the national plan should become pro
grossively more. indicative and less imperative is a 
broader question which is not dependent on the 
improvement in the working of State Planning Boards. 
The real positionin a mixed economy like ours is 
that the national plan would have both imperative 
and indicative features depending on which sector 
of the economy and which major products we are 
dealing with. 

PART VII 

MISCELLAl\'EO US 

Industries 

7.1 Yes. With the passing of <he Industries (Deve
lopment and Regulation) Act of 1951 the States' 
power in relation to industries has been considerably 
eroded. There has been increasing Central control 
in issuing licences for a vast category of industries. 
There is need for review of industries now controlled 
by the Central Government. 
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7.2 At present the Government of India has powers 
of control and licensing over a large numher of in
dustries that have been included in the Schedule 
to the Industries (Development and Regulation) 
Act of 1951 by virtue of the e'ercise of the powers 
under entry 52 in· list I. The Centre: also controls 
clearance for capital issues. for the import of capital 
goods and raw makrials. and for foreign collabo
rations. The Central Financing Institutions and 
Advisory and Promotional Institutions play a sup
pOrting role in the Centre's control and regulation 
of industries. 

I. The entire system of control and r<·gulation 
by the Centre has been brought about on the basis 
of the need for : 

(i) protection of infant industry in a developing 
country; 

(ii) import substitution; 

(iii) control of foreign investment: 

(iv) control over scarce foreign exchange; 

(v) control over the growth of monopolies and 
large houses; and 

(vi) protection to indigenous technology. 
Since foreign multi-nationals operating in lndut 
manufacture even soaps, "soaps" were brought 
under the Industries Regulation Act. That is how, 
the list of Industries has been progressively enlarged 
over the years. 

2. An entirely different route was available for the 
attainment of the objectives mentioned in the pre
vious paragraph. Just as certain industries as reserved 
for the public sector under the Industrial Policy Re
solution, legislation could have been undertaken 
for laying down the particular industries which 
would not be open to foreign companies and multi 
national and/or to Indian monopolies and large 
houses. Similarly legislation could have been under
taken for reservation ot products for small scale 
industries-such a legislation is now said to be under 
contemplation as a result of judicial decisions striking 
down the reservation of a few products for the small 
scale industries. Please also see answer to Q. 2.1. 

3. The Industries (Development and Regulation) 
Act could be much simpler Act dealing with the con
trol of only a few basic industries and those reserved 
for the public sector. 

7.3 Some improvements have been brought about 
in the procedure for industrial licensing and for clea
rance of capital issues, import of capital goods and raw 
materials and foreign collaboration during the last 
10 years. However, the improvements are neutralised 
by the large number of cases in which these clearances 
have to be obtained. 

2. As a first step, the threshold for such clearance 
should be substantially increased. For example, the 
requirements of industrial licensing could be consi
derably reduced if the enactments as stated in the reply 
to the previous question are undertaken. The mone
tary limit in cases in which no import for foreign 
collaboration is involved could also be increased 
to Rs. I 0 crores and periodically adjusted to inflation 
once in 5 years. 



3. The organisation of the Chief Controller of 
Import and Exports, the Director General of Tech
nical Development as well as central financing insti
tutions like lOBI and IFCI have set up regional 
offices during the last few years. Their powers should 
be considerably increased so that that many of 
the clearances could be given, under well-under
stood guidelines, at the regional levels. 

7.4 A number of institutions have been set up in 
States over the years for assistance in financing. 
in the supply of raw materials and in a few cases in 
marketing also. But the gaps pointed out by the 
Committee still persist. This is mainly due to the 
complexity of the requirements o~ diffe~ent indust
ries the inadequacy of the efforts m relatwn to such 
co~plexity, the ad hoc changes in policies 
and programmes~ the unce.rtainties of the availa
bilities for matenals (matenals surplus m one year 
becomes scarce in another year) and the diffirulties 
in co-ordinating the activities of different agen<"ies. 
The last one is a very major problem. The establish
ment of LICs has helped to some extent. But a 
great deal more remains to be done. 

It appears that a time bound programme can and 
should be adopted in the VII Plan based on a rea
listic assessment of the extent to. which the State 
Government and its agencies can take up responsi
bility and discharge them satisfactorily. 

In the case of modem small scale industries, from 
the time of project proposal, appraisal and c.learance 
through implementation and l~ter production and 
marketing there are problems m the form of .too 
many agencies ·.to be approac~ed for .vanous 
clearances, inadequate work•!lg cap1tal pro~•ded by 
Banks difficulties in procurmg raw matenals and 
difficuities in marketing. The State Governments 
have to make institutional arrange!"ents for· giving 
all the clearances in one place. Th•s should be one 
of the important elements of the time bound pro
gramme of the VI~ Plan: Th~ financing i!lstitutions 
have also to participate m th1s and for th1s purpose 
the GOI and the Reserve Bank have to give clear 
instructions to them. The availability of many raw 
materials depends a great deal on the policies of the 
GOI and its agencies. As ~u~ested by the Econo
mic Administration CommiSSion t~ere sh?~ld also 
be an immediate review of the taxation pohc1es r~la
ting to this sector. It does not appear that market.mg 
of all products can be undertaken by State agencies. 
The State agencies could deal with. a . few sclec~ed 
items and in the case of the rest, ass1st •.n marke~mg 
through counselling and supply of mformat.wn. 
The agencies have to be staffed by properly tramed 
people for this purpose. 

In the case of traditional industries, the problems 
of each major industries relevant to a. ~tate have. to 
be studied and an agreed. set o~ pohc1es rega~ding 
institutional structures (mclud• g C<?·operat•v~s), 
procurement and s~pply of raw mater~als, taxation 
measures and subs1d1es and marketmg arrange
ments have to be adopted for a reas~>nably long 
period of time. The States cannot decide on these 
by themselves because of the clearances necessary 
from the GOI for all matters relating to procurement, 
credit etc. Therefore, arrangements are necessary 
for joint study by the Central and State Governments 
and for quick decisions. 
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7.5 The resources tansfers sanctioned by nine 
All India Financial Institutions (LJC, lOBI, IFCI. 
ICICI, ARDC, REC, HUDCO, IRCI and NCDC) 
upto 1980-81 were of the order of Rs. 19,869 crores. 
A major part of these resources transfers has gone 
to the relatively developed States. Seven States. 
viz. Gujarat, Haryana, Kamataka, Maharashtra. 
Punjab, Rajasthan and Tamil Nadu with 36 per cent 
of the All India Population have been able to draw 
more than 62 per cent of the resources. Two States. 
Maharashtra and Gujarat with a little more than 
14 per cent of the All India population have secured 
assistance to the extent of 27 per cent of the total 
amounts sanctioned. The rank correlation co
efficient between the per capita income of States 
and the per capita financial assistance by All India 
Financial Institutions gives a correlation co-efficient 
of +0 ·72, suggesting that States with hig~ per 
capita income received more than proportionate 
share of the resources. To the extent such concen
tration o! institutional assistance has taken place, 
the concerned State Governments have been enabled 
to finance a good part of their development from 
outside budgetary resources. Such States have 
also been the major beneficiaries of funds transferred 
from the Central Government under the award 
of the Finance Commission, as also in the sharing 
of open market borrowings. 

2. One reason for the above situtation could be 
said to be the higher absorptive capacity of the 
advanced States/regions resulting from their already 
well-established industrial and institutional infra
structure. The urban bias of many of these States, 
which also generally have the benefit of concentra
tion of technical expertise and talents, may also be 
an important factor. But these aspects only indicate 
that the process of economic development in the 
country tends to be more cumulative than equili
brating in chHacter. The avowed objective of 
reduction of regional imbalances can be achieved 
only through proper correctives to these tendencies. 

3. Certain features of l'redit dispensation by 
central financing institution have also contributed 
to the concentration of assistance to certain areas. 
These are-

(i) Both the lOBI and IFCI ha~e been concen
trating their assistance to selected industries 
like sugar, cement, textiles and paper a!!d to 
some extent basic chemicals. Since these 
industries are largely concentrated in the 
already industrially advanced States, such 
States have been the main beneficiaries. 

(ii) The financing institutions have been channe
lising a high proportion of their resources 
(about 3/4ths) to private sector industrial 
units. This has adversely affected those in
dustrial backward areas where private entre
preneures or investment are lacking and the 
few available major industries are operated 
in the public sector. In the case of LJC, the 
picture is somewhat better since it has a 
diversified mvestment portfolio. 

(iii) In the case of ARDC's furding-of agrkul
tural projects, it is disappointing that the 
project and programme chosen for financing 
turned out to be such as to deny many States 
or a reasonable share of assistance. Until 



the end of 1980-81, as much as 63 (><!r cent 
of the assistance had gone to finance minor 
irrigation schemes. An evaluation of the 
utilisation of these funds amounting to nearly 
Rs. 1500 crores will be extremely instructive. 
NABARD, the successor of ARDC, has a 
much more broad-based programme of 
assistance. It is hoped that with dynamic 
policies, NABA RD will be able to assist 
all the States well. 

7.6 It is not practicable to take States collectively 
into confidence on such issues. The criticism, is, 
however, valid to the extent that no objective criteria 
seem to be followed in deciding on locations of 
Central investments in the public sector, especially 
in these cases in which the location is not pre-deter
mined by natural resources endowment. Choice of 
location is possible in those cases of industries which 
are "foot loose", that is, those which are not deter
mined by the availability of particular natural 
resources. When the Ill Five Year Plan was being 
fm mula ted, a Committee was appointed to suggest 
locations for the various major industries that were 
proposed in the public sector under that Plan. 
The Ramananda Rao Committee went into this 
question and suggested the establishment of units of 
BHEL, HMT, HAL etc., in different parts of the 
country. Thus, before the Ill Five Year Plan began, 
locations for many of the major industries had 
already been suggested and decided upon. But for 
this single isolated case of objective study of location, 
there has been no rati.mal approach to decisions on 
locations of Central investment. Such decisions 
have become increasingly ad hoc and arbitrary. The 
Central Ministries and agencies also ask for various 
concessions in the form of free land, concessional 
electricity and water and even housing facilities from 
State Governments. A firm decision should be 
taken that in the matter of central public investment, 
the States will not be required to extend any conce
ssions as the demand for such concessions acts 
against the backward States. As regards the VII 
Five Year Plan, a study on the location of industries 
that may be proposed in the plan should be 
undertaken as soon as an outline of the Plan is 
available and in the very first year the location should 
be decided and a suitable opportunity used for 
keeping the National Development Council informed. 

7.7 Please see the Answers toiQ. No. 7.6. 

7.8 To the extent that incentives have been given 
for promotion of industries in backward areas, 
there has been some establishment of industries 
in such areas. The Sivaraman Committee had made 
a number of recommendations on the criteria of 
backwardness and on the incentives that are to be 
given for promotion of industries in backward areas. 
However, the criteria have been considerably "':atered 
down. This is not so much due to pauc1ty of 
information. One of the important decisions to 
be taken in the context of promotion of industries 
in backward areas is to decide on those areas in 
which, for a period of time, starting of new industries 
(above a certain. size) will not be allowed. Unless 
such a decision is taken or criterion is followed, 
the tendency for industries to concentrate around 
<'Prt<>in <>rP<>o could continue unabated. 

2. Indicators for as'e"ing industrial ba.:kwardness 
should be dilli:rent from those for a"essing gcn<·ral 
backwardness. In a situation of scar.:ity of capital 
resources and the need for their cllicicnt npplication. 
we should be wary of establishing "Cathedmls in 
the desert". Setting up isolated industrial units in 
backward areas without any linkages will not solve 
the problem of backwardness in uny way. The 
availability of a reasonable level of infmstructure 
should be one of the important criteria f,>r ussessing 
industrial backwardness. The States have to pia} 
their own role in setting up the infrastructure first. 

3. The point can be highlighted by citing the 
example of Kerala. The State has spent over the 
years substantial sums of money to develop the 
infrastructure for social and economic development. 
As a result of this, the State has achieved the highest 
rate of literacy in the country, lowest death rate. 
a very low birth rate and reasonahly well-developed 
physical infrastructure. On the other hand, industrial 
growth has been slow and unemployment in the 
State is the highest in the country. The infrastructure 
that has been created at a huge cost is not fully 
utilised. It should be the spccilic ohjective of policy 
and planning to direct massive indusll ial investment 
to such States. Central investment plays an impor
tant role in this regard. 

TRADE AND C0:\11\IERCE 

8.1 Art. 307 confer~ power on Parliament to 
appoint an authority for carrying out the purposes 
of Art. 302 to 304 : that is to say, if there are disputes 
in regard to inter-State trade and commerce this 
authority may deal with such disputes and decide 
them. Past experience of the working of the regula
tions relating to Inter-Stale trade and commerce 
would suggest that the time has come to establish 
such an authority. 

Agricullure 

9.1, 9.2 and 9.3 The Planning Commission not 
only indicates broad national priorities and the 
guidelines for development programmes in matters 
like agriculture and social services but has along 
with Central Ministries laid down sch, mes in those 
spheres. The result is that instead of planning being 
responsive to local situation• there is a virtually 
stereo-typed system of schemes for the whole country, 
with its immense diversity. The Planning Commission 
has not studied, until now the development potential 
and the differences in emphasis that has to be placed 
m different States. 

As stated elsewhere we feel that the number of 
Centrally sponsored schemes should be kept to the 
minimum and that the Central grant assistance 
should be in the form of 'tied' assistance only in 
respect of schemes of basic national importance." 

The Union Government's role on the subjects, 
like agriculture in the State list could be on the 
lines suggested by the Administrative Reforms 
Commission as pointed out in our reply to questions 
in_ Part. VI. 

'9.4 The question arising in the context of fixation 
of minimum or fair prices for agricultural items and 
the public distribution system have been covered in 
the answer to Q. 4.7. They are not therefore repeated 
here. 



2. In the case of irrigation. as has been stated 
elsewhere. m respect of projects which do not have 
any inter-State implications or financial assistance 
from abroad. the sanctioning of schemes should be 
left entirely_ to the State Government. Monitoring 
and evaluatiOn of schemes above a certain level of 
cost. can and should be oone at the time of finalisa
tion of the plans and also periodically by the Central 
technical agencies. The present systt'm of lletailed 
scrutiny of all projects costing above Rs. 5 crores is 
wasteful of time and effort and does not achieve the 
more important objective of proper evaluation of 
economic and social benefits. 

3. As regards projects on inter-State waters, it is 
advantageous to retain the need for approval by the 
Central agencies in the matter of allocation of inter
State waters, the procedures for arbitration and 
appointment of a tribunal are well laid down. 
However, on the ground that the tribunals take a 
long time, an even longer time has been taken by 
the GOI in trying to work out mutually acceptable 
solution. Several years have been lost by not refer
rif)g many inter-State waters to a tribunal or by 
suspending the continuance of the cases before the 
tribunal-typical examples are those of the Cauveri 
water dispute and the Narmada Waters dispute 
respectively. Since water is a sensitive issue, 
popularly elected Governments are unable to come to 
decisions. The only method is to have the disputes 
arbitrated by tribunals as provided for under the 
appropriate law. The Central Government should 
not delay references to the tribuna I. 

4. As regards inputs, including credit, almost all 
the aspects from the supply of fertilisers and impro
ved seeds to the supply of credit are matters ultimately 
determined by the GOI. The provisions of the dis
tribution of inputs and the supply of credit have been 
progressively improved. 

5. As regards forestry policy and administration, 
until a few yean, a~o, the subject was entirely with 
the State Government. The f<:lrests were viewed 
from the legacy of the colonial period as a natura I 
resource for exploitation by felling virgin forests 
and raising plantation. With the growth in popula
tion in many parts of the country cosiderable en
croachments on forests also took place and State 
Government had to regularise the. encroachments 
from time to bme. The result was that the area 
under forests in the country and in the different 
States came down to dangerously low levels. Whether 
this was due to the fact that the subject was entirely 
with the State Governments or due to the prevail
ing notions regarding utilisation of forests and 
realisation of revenue from them and the pressure 
of growing population is a most question. With 
the transfer of the subject to the concurrent list and 
enactment of the Forest Conservation Law, there 
has been a 180 degree switch. Even for very small 
matters, clearance has to be obtained from a Com
mittee in. Delhi. In the matter of dealing with our 
forests, therefore, we seem to be swinging from one 
extreme to the other. There is need for enunciating 
a clear cut policy, getting it accepted by the Parli::
ment and the Nation~! Development Council and 
for having in each State an Autority independent of 
the forest department to be in overall charge of 
implementing various aspects of the policy' and 
eporting from time to time to the State legislature. 

294 

9.5 There are no problems in the sphere of Centre
State relations with respect to the role of agricultural 
research through ICAR. Establishment of major 
research institutions is one of the important functions 
of the Central Government and such research insti
tutions should be further strengthened. They should 
also considerably enlarge the coordinated projects 
in States, involving fully the State Agricultural 
Universities and research institutions. As regards 
NABARD. comments have been made in reply to 
some of the questions in Part VII. 

Food and C.ivil Supplies 

I 0.1 There is scope and need for improving con
sultation. The difficulties faced by a deficit State 
like Kerala in the matter of food supplies are :~ 

(i) inadequate supply of food grains, especially 
rice by the GOJ for the public distribution 
system; 

(ii) drying up of private trade channels due to 
restrictions (mostly informal) on movement 
of food-grains imposed by surplus States; 
and 

(iii) the GOJ's stipulation that State Governments 
or State Government Agencies (like Civil 
Supplies Corporations) should not make 
inter-State purchases without the GOI's 
prior concurrence. Such concurrence is very 
slow in coming and is given for small quanti
ties only and is compounded by further diffi
culties in getting the authorisation for credit 
etc. 

As a result, especially in years of drought in the 
country, the food supply position and the food prices 
situation become critical in deficit States like Kerala. 

The advantage of a national common market is 
that dfferent parts of the country can produce diffe
rent commodities efficiently and economically de
pending upon their natural endowments and agro
climatic condtions States which produce cash crops 
and earn foreign exchange for the country should 
not be made to suffer in the matter of food supplies. 
Supply of an agreed quantum of foodgrains to such 
States should be accepted as a national responsibility. 

In bringing about inter-State understanding and in 
working out an agreed policy, more systematic con
sultations between the GOI and the States would 
be useful. We feel that taking into account the nature 
of the monsoon, the National Development Council 
should discuss in the month of August/September 
every year, the national food situation and arrive 
at an understanding on the policies to be followed 
by the Centre and the different States in the next 
12 months. 

10.2 A periodic review would indeed be useful. 
In about once in 5 years, a National Committee 
with representatives from the Centre, States and 
concerned interests could be appointed to review 
the situation and make appropriate recommenda
tions to the Centre and the States. 



Education 

11.1 It is felt that any criticism that there is un
necessary centralisation and standardisation in the 
field of education and too much of Central inter
ference in the initiative and authority of the State 
is not at all justified. At present there is not much 
centralisation. In fact we require certain degree of 
standardisation in the matter of pre-degree and 
university education considering the need for mobility 
of students from one region to anoth.r, the need 
for unified or standard examination system which 
will have relevance and parity in the matter of degrees 
and diplomas issued by various authorities, 
a broadly unified national time calendar for admis
sion and withdrawals of students, the general need 
to have parity in syllabi and curriculum with other 
countries in the field of scientific and technological 
education. 

11.2 It is felt that University Grants Commission, 
may generally confine its attention in extending 
financial assistance to the Universities and affiliated 
colleges. To the extent necessary, the University 
Grants Commission may act as a co-ordinating 
body for shaping University and college education 
with specific reference to the physical facilities, the 
financial facilities and other allied matters. It would 
be however useful for a wider body with alround 
representation viz., from academic circles, educati
onal planners, elected representatives, and administra
tors to lay down general policy norms for Higher 
Education. It should however be made mandatory 
that the UGC should be consulted by any such 
body before decisions are taken on policy issues. 

I 1.3 There should be a national policy on educa
tion so that there will be some uniformity in the 
educational pattern throughout the nation and 
there will be scope for mobility for students from 
one State to another. The policy in its broad lines 
may b! evolved by the G.Jvernm!nt of India and its 
execution and the details may be left to the respective 
States. There may be frequent discussions and 
consultations between the Centre and the States. 

I 1.4 No difficulty has been experienced in our 
State in the operation of the constitutional provi
sions under articles 29 and 30 which guarantee the 
rights of the minorities for establishing and managing 
denominational educational institutions. As a 
matter of fact in Kerala Educational Institutions 
successfully run by minorities from an integral part 
of our educational system. 

ll.S As far as Kerala is concerned there has not 
been any specific. instance of conflicts of issues 
between the Centre and the State in regard to any 
programme of Educational development. 

Inter-Governmental Co-ordination 

12.1 The inter-State council suggested by us 
should be able to deal with such matters. A separate 
commission or council is not necessary. 
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1\erala 

.lft:MVRA/\'DC.\1 

The working of the Indian Constituti,,n "ith 
particular reference to the relations bet\\een the 
Union and the States has been the subjt-ct of analysis 
and discussion by a number of scholars, c,,mmill<-.:< 
and the Administrative Reforms Commission. The 
present Commission is, however, the first one to be 
constituted by the Government of India spc<.·itkully 
to examine and review the working of the .-xisting 
arrangements between the Union and the States in 
regard to powers, functions and responsibilities in 
all spheres and recommend appropriate changes and 
other measures. The task assigned to the Commis
sion is of immense national importunce. The 
Government of Kerala welcomes the Commission 
which consists of eminent persons with long and wide 
experience of public aiTairs. 

2. The general principles of allocation of respon
sibilities among different levels of Government in a 
country should, ideally, be-

(i) Clear demarcation of functions--Functions 
must be clearly delined and each particular 
function should be assigned to a particular level 
of Government to be performed exclusively 
by that level; 

(ii) Efficiency-Each function should be performed 
at the level of Government, which can perform 
it most efficiently; 

(iii) Priority to lower levels--Levels of Govern
ment which are ciose to the people should per
form as many of the functions as they eiTectively 
can, and the higher levels undertaking only 
those that cannot be so performed. 

It is recognised that, in practice, responsibilities 
can rarely be divided in this rational way. Firstly, 
the division is not done on a clean slate-there 
are different institutions with dilTerent powers 
already established and at a perticular poinl 
of time, when the division of responsibilities 
among levels of Government is considered, the his
torical context plays a very important role. Thus, 
at the time of finalisation of our Constitution, tho 
fact that India was emerging as single unified country, 
with a common political system, for the first time in 
history and after long years of subjugation was a very 
important consideration. Secondly, the. division of 
responsibilities is a political exercise and 1s subject to 
compromise based on what is considered to be most 
desirable and feasible at a given time. Thirdly, a 
clear division by subject area has become increasingly 
diffiicult with the growht of modern technology an~ the 
complexities of modern Governmtnt and soc1ety, 
with the result that different functions relating to each 
subject area may have to be carried out at appropriate 
diverse levels of Government. This is, to some extent, 
achieved in centrally planned socialist countries, as 
the lower levels of Government in such countries 
represent lower tiers of ;the Central Go~ernment. 
In systems in which the powers and funct1ons have 
to be designated by statutes, it is not always feasible 
to list the functions in a detailed and differentiated 
way. Therefore, the functions are listed _in g~neral 
terms leaving the actual role to be determmed m the 
Government system from time to time. 



3. In the discussions in the Constituent Assembly 
and its Committees regarding the principles of our 
Constitution, the different alternatives - a unitary 
state, a federation with a strong Centre and with 
residuary powers vesting in the Centre or a federa
tion with larger powers for the States - were all 
considered. One of the early Committees set up by 
the Constituent Assembly was the Union powers 
Committee with Shri Jawaharlal Nehru as its Chair
man. This Committee came to the conclusion that a 
unitary State would be a retrograde step both poli
tically and administratively and recommended that 
"the soundest framework of our Constitution was 
a Federation with a strong Centre", with residuary 
powers vesting in the Centre. When the Report 
of this Committee was discussed in the Constituent 
Assembly, strong views were expressed against it and 
in favour of larger powers for States. The general 
scheme suggested by the Committee was Finally 
adopted. 

4. Introducing the Draft Constitution in the 
Constitutent Assembly, Dr. B. R. Ambedkar (the 
Chairman of the Drafting Committee) explained the 
form of the Comstitution and its essential characteris
tics. The Indian Constitution, he said, is a Fe l;ral 
Constitution in as much as it establishes what may be 
called a 'dual polity'. This dual polity consisted 
of the Union at the Centre and the States at the peri
phery, each endowed with sovereig11 powers to be 
exercised in the fi!lds a~signd to the,n resp~ctively 
by the Constitution. H-Jwever, on~ distinguishing 
feature of the India1 system from other systems 
elsewhere is that the I nclian Constitution can b~ both 
unitary as well as federal according to the require
ments of time and circumstances to work as fderal 
system in normal tim~s. but in times of grave emer
oency consequent on external aggression of war, it 
~ay convert itself virtually mto a un.tary system. 
There are also powers under the Const.tution for the 
President to proclaim a financial emergency or to 
take over the administration of a State, when he is 
satisfied that there is a failure of the constitutional 
machinery in the State or when a State fails to comply 
with or give effect to direction given by the Union. 

s. Replying to the criticism in the Constituent 
Assembly "that there was too much centralisation and 
that the States have been reduced to municipalities", 
Dr. B. R. Ambedkar observed as follows:-

"As to the relation between the Centre and the 
States, it is necessary to bear in mind the funda
mental principle on which it rests. The basic prin
ciple of federalis~ is t~~t the legislative and exe
cutive authority 1s partitiOned between the Centre 
and the States not by any law to be made by the 
Centre but by the Constitution itself. This is what 
the Constitution does. The States under our Cons
titution are in no way dependent upon the Centre 
for their legislative or executive authority. The 
Centre and the States are co-equal in this matter. 
It is difficult to see how '\uch a Constitution can be 
called centralism. It may be that the Constitution 
assigns to the Centre a larger field for ~he oper~~;tion 
of its legislative and executive authonty than 1s to 
be found in any other federal Constitution. It 
may be that the residuary powers are given to the 
Centre and not to the States. But these features 
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do not form the essence of federalism. The chief 
;nark of federalism, as I said, lies in the partition of 
the legislative and executive authority between 
the Centre and the Units by the Constitution. This 
is the principle embodied in our Constitution. 
There can be no mistake about it. It is, therefore, 
wrong to say that the States have been placed under 
the Centre. The Centre cannot by its own will 
alter the bound uy of that partition. Nor can the 

judiciary." 

6. After the Constitution was adopted, the country 
has undertaken national planning for development. 
With the advent of planning, the Union Government's 
area of influence and operation got extended to all 
subjects coming under development. The separation 
of powers and subjects between the Union and the 
States got increasingly blurred. T.he preparation 
of the national plan covering all development subjects, 
the clearance required for the State plans from the 
Planning Commission and the Government of India, 
the detailed examination by Working Groups of the 
Central Ministries of the State's resources and the 
development schemes in each sector from year to year, 
the determination of the quantum of Central assis
tance and the size of the State plan from year to year, 
the introduction of centrally-sponsored schemes 
(not only at the beginning of a Five Year Plan but 
almost throughltut the plan period) and the procedures 
for externally assisted schemes have all lead to a high 
degree of administrative and financial centralisation. 
This has been further compounded by the concen
tration of savings through the nationalised banks and 
the Central Financing institutions like the LIC, 
GIC, UTI, IDBI, IFCI, NABARD etc. There are 
no institutional arrangemnts through which the States 
can express themselves regarding the policies and 
working of these institutions on whom depend the 
s-ubstanti1l inv~st:nents in agriculture (in its widest 
sense), industry, housing, water supply and infra
structural schemes, all of which are so vital to the 
development of each state .. 

7. The issues relating to finance and development 
have therefore become the most important ones to be 
discussed in the context of relationships between the 
Centre and the States. 

8. The challenge facing the polity of ¢e country 
is how to balance the requirements of planning for 

ational development and those of local initiative 
local savings and investment. One of the prominent 
Members of the Constituent Assembly, Shri G. L. 
Mehta impressed upon the Assembly that whatever 
the constitutional set up may be, the relationship 
between the Centre and the States would be determined 
by economic forces and tendencies. He said--

"Commerce, trade and industry today as well. as 
the economic relationships which they involve 
are national in scope and cannot be easily divided 
into Provincial and Federal aspects for purposes 
of regulation ...... Unfortunately, the country 
was prone to fall a victim to fissiparous and 
disintigrating tendencies and it was essential 
to guard against them ...... Paradoxical though 

· it may seem. It is only a strong Centre which can 
build up adequate provincial autonomy and achi
eve decentralisation". 



9. Thirty-four '<ears is a long enough period to 
undertake a comprehensive review of the working of 
the Constitution in the field of Union-State relations. 
It is a measure of the prescience of our national 
leaders and Constitution-makers and the national 
spirit of our people, that the basic scheme adopted 
by the Constituent Assembly is still relevant. The 
State Government is of the view that there is need fo• a 
strong Centre for preserving and fostering the unity 
and integrity of the country and the national common 
market and for national planning for development. 
The State Government is equally firm in its view that 
the States should also be strong, as the strength of the 
Centre lies in the strength of the States and, therefore, 
nothing should be done in the name of planning 
or other considerations that would bring about exces
sive financial, planning and administrative centrali
sation. The process of planning and financial sha
ring as at present seems to have become ,·ounter
productive in that the peculiarities and special 
requirements of each region or State are not studied 
in depth and appropriate solutions and paths of 
development worked out. There is a strong tendency, 
backed by the retention of larger resources with the 
Union, to lay down iniforrn patterns of development 
throughout the country, through schemes which are 
essentially worked out by a distant bureaucracy. The 
needs of national planning for development and of 
balanced regional development do not require the 
involvement of Central agencies in such minutes 
of development and administration as at present. 
There is considerable scope for improvement in the 
institutional arrangements for national planning, for 
dealing with Centre-State issues, for devolution of 
larger resources to the Stat.es .. c.ommensurate w_ith 
their vastly increased responstbthttes and for deahng 
with inter-State distribution. There is great need for 
evolving new procedures for Centre-State consulta
tions and for establishing healthy conventions. 

10. We have presented the views of the State 
Government on the various issues in the legislative, 
Administrative, financial and developmental spheres, 
in the form of detailed answers to the questionnaire 
received from the Commission. We wish to indicate 
here briefly the salient points made in the detailed 
answers to the question. 

Legislative Relations 

11. The State Government does not sugge~t a~y 
change in the subjects listed under the three Ltsts m 
the Seventh Schedule of the Constitution of India 
except in regard to "Residuary Powers". In the 
spirit of cooperative federalism and on the ~nalogy 
of the provisions in the Governme~t of. Indta Act, 
1935 the residuary powers may be hsted m the Con-, . 
current Ltst. 

The State Govement is also of the view . that i~ 
the case of those entries in Lis~ I, un~er w~c.h Parh: 
ament can legislate on declarati~n of p~bhc m~erest · 
or 'national importance', on subJects whtch are mclu
ded in the State List, the entries shou~d be so wor.ded 
as to make it clear that the power wtll .be .exerctsed 
only in exceptional circumstances. Le,gtslatton un~er 
the entries should also be undertaken m consulta~ton 
with the Inter-State Council and should be s~bJ.ect 
to periodical review, once in five years, by appomtmg 
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National Commis.sion,; including r~pr~et• ti"e.~ of 
States; necessary provi,ion should be made in the 
concerned Central \tatute< ot<elf f,,r thi, purpo~. 

Whene\'er any amendm~nt to the Se\enth Scht'dule 
is contemplated under Artid~ 36S. th~rt' should in
variably be prior consultation with the Staoe legis
latures before the Amendment Bill is introduced in 
Parliament. The State Government also ur~es that 
any legislation affecting the interests of ttic Stat. s 
should be undertaken onlv after a disl'lossion in the 
Inter-State Council (Para i 3 he low) and on the hasis 
of its recommendatit>ns. 

The power to reserve a Bill for the President's 
consideration under Article 200 should he invariablv 
exercised by the Governor on the advi<·e of the Council 
of Ministers and Article ::!00 may he uppr<>priatcly 
amended for this purpose. A definite time limit may 
be laid down, say three month,;, w ilhin which the State 
Government should be informed of the Pr<-sid<·nt'~ 
decision regarding assent to the Bill or withholding 
of assent or of the mes_sage to the legislature for recon
sideration of the Bill. Where the President withholds 
assent, it may be laid down that the reasons therefor 
should be stated in writing. 

Role of Governor 

12. The primary role of the Governor is as constitu
tional head of the State but he is also the constitutional 
link between the State and the Central and should 
objectively counsel both the State and the Central 
Governments in the larger interests of the Stale and 
the country. 

Governors have functioned generally as constitu
tional heads of State and have fulfilleJ the role envis
saged in the Constitution. When discretion had 
to be exercised, for example, in calling or not calling 
a leader to form a Government when the majority 
support for him was not clear or when recommending 
or not recommending action under Article 3~6. 
Governors have adopted diiTerent standards. It is 
felt that it should be possible to lay down guidelines 
for the exercise of the discretionary powers of Govern
nors, on the basis of the experience of the last 34 years. 

Generally speaking, whenever a Chief Minister 
loses confidence and another leader with clear majority 
is not available, it is hetter to cissolve the Assembly 
and order fresh elections. 

In matters relating to conliLence of the legi,lature 
and proving of majority, the responsibility should 
be that of the Chief Minister and should not he taken 
on by the Governor. 

Administrative Relations 

13. The State Government feels that there is need 
for constant consultation between the Centre and the 
States and between the States themselves in the inte
rests of coordination of policy and action. l-or this 
purpose and for the purposes mentioned in Article 
263, it is necessary to constitute an Inter-State Council. 
The Inter-State Council may also be the National 
Development Council to deal witll matters connected 
witll National Planning and Development and eco
nomic policies. We suggest that Article 263 be 
amended to provide that there shall be an Inter-Stak 



Council which will also be the National Development 
Council and which will have such composition, fun
ctiuncand powers as may be laid down in the law. 

The statute should provide for the Council to meet 
at least once in six months, for committees of Mini
sters and officers and for presentation of the annual 
report to the Parliament and the State legislatures. 
We would request the present commission to make 
detailed recommendations in this regard. 

Differences between a State and the Centre should 
be discussed bilaterally for resolution and one of the 
forums in which such discussions could be held 
in case bilareral discussions do not succeed will be 
the Inter-State Council. 

Article 356 of the constitution is necessary. However, 
necessary safeguards should be built into the Article 
to prevent the recurrence of mass dismissal of State 
Governments and dissolution of State Assemblies 
based on the results of Parliamentary elections. 

The power to give directions by the Union should 
be there as reserve power, but it is felt that Article 
365 which is worded on the lines of provisions 
in enactments creating statutory authorities is an 
unnecessary irritant and may be deleted from the 
Constitution. 

A number of Central agencies have been created 
to handle activities relating to subjects in the State 
and Concurrent List as a result of national policies 
regarding procurement and distribution of foodgrains 
and essential commodities, fixation of prices of 
importment materials, restriction of monopolies and 
other· matters. Borlies like the Central Water and 
Power Commission (later Central Water Commission 
and Central Electricity Authority) were created in 
pursuance of Central Acts. Being basic infrastructural 
facilities it is necessary to have a framework of 
Central 'legislation for purposes of ensuring quality 
and for dealing with inter-State matters. However, 
the statutes have not b~en changed with time and, 
over the years these bodies have been dealing with too 
many matters of minor detail. For example, the 
monetary limit of Rs. one. crore fixed for. power 
projects in 1948 still remams unchanged, wtth the 
result that schemes which the States could undertake 
on their own 35 years ago have now to be pos.:rl for 
Central clearance. The examination by Ce_ntral 
agencies even in respect of small schemes IS so 
detailed that about two to three years are taken 
before a small scheme is sanctioned. These Central 
bodies could concern themse~ves on!~ with pr?jects 
above a certain size and proJects whtch have mter
State implications. In the case of Employees State 
Insurance and Employees Provident Fund, it sh?uld be 
enough for the Central Government to provtd~ the 
legal framewo.rk .. Similar ~s the c.ase of NatiOnal 
Savings Orgamsatwn regardmg whtch the C~~~al 
Government could lay down the sc~cmes and fact.httes 
and leave it to the States to orgamse the promotiOnal 
and other activities. • 

It will be desirable to have an All States Advisory 
Council at the level of Ministers for each <?f. the 
Centra 1 organisations which deal with subjects m th.e 
State and Concurrent List-- are at least \)ne counctl 
for the agencies attached to a Central ministry:--· 
which should meet at least once a year and dtscuss 
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the policies, role and working of the organisations. 
States should also have a voice in the admims
tration of organisations like All India Radio and 
Doordarshan. Joint advisory Councils could be 
formed at the State level for this purpose. 

The State Government is of tht. view that it is 
the primary responsibility of the State Government to 
protect the life and property and .reig~~s of its citi
zens, particularly that of the mmo.nttes. At the 
same time when circumstances so require, the Central 
Government should not hasitate to take corrective 
measures and ensure the protection of life and 
property and rights of persons affected, if any, 
during disturbances and also should help to rehabili· 
tate the victims. 

The arrangements contemplated under Article 355 
for the location and use of Central Reserve Police 
and other Armed Forces in aid for Civil power in a 
State are necessary in the larger interests of national 
integrity. 

Financial Relations and Economic and Social Planning 

14. Taking the total revenues and expenditures, 
without making adjustments for resource transfers 
from the Centre to the Stites, as much as three
fourths the total budgetary resources (tax, non-tax 
and borrowings) come within the command of the 
Centre, while on the ~xpendiiurc: side the share of the 
Centre and the ~tates is about equal. This imbalnce 
betwe::n the rc:ourcu and the expenditure of the 
States should be reduced substantially. 

Further in roads into the States' limited sphere 
of taxation should not be made. On the other hand, 
the States should be enabled to exploit such resources 
fully. In our view, instead of the proposals now made 
by the GOI to impose excise duties in the place of 
sales-tax on some of the commodities, the Central 
Government should voluntarily withdraw from excise 
duties on certain commodities and from additional 
excise duties. · 

In the light of the experience of the changs in 
the rates of persona I income tax, surcharges and 
corporation tax and in the rates of basic, specific, 
spechl, auxiliary and additional excise duties it 
is necessary to lay down that all income taxes. inclu
ding corporation tax and surcharges and all excise 
duties, by whatever name called, should be made 
sharable with the States by necessary Constitutional 
amendments. 

Before undc rtaking lo gislation to levy or vary 
the rate structure or abolish any of the duties and 
taxes under Articles 268 and 269, it should be made 
obligatory to consult the States under Art. 274. 
The statutory National Development Council could be 
the appropriate body for such consultations. 

· The present institutional arrangemets-- the 
Finance Commission and the Planning Commission
are perhaps the most practicable mechanism for trans
fer of resources to the States. However, the working 
of the present system should be improved upon and 
there should be effective coordination between the 
two Commissions as well as objective criteria for 
determining the quantum of Central assistance to 



States and its inter-State distribution. The Planning 
Commission should be the Secretariat of the statu
tory National Development Council. The Finance 
Commission should have a permanent Secretariat and 
it should also form an integral part of the Planning 
Commission. 

Since the transfer of resources 011 the recommenda
. tions of the Finance Commissions has been done 
largely on the basis of a gap-tilling approach and 
the transfer of resources through Central assis
tance for the plan has been done largely on the basis 
of distribution under a general formula of a certain 
sum of money made available by the Union Finance 
Ministry to the Planning Commission, the transfer 
of resources has not promoted either ettlciency or 
economy in expenditure nor have they narrowed down 
the disparities between the States. Basic changes 
are therefore necessary as regards the principles 
governing the transfer of resources through the 
Finance Commission and the Planning Commission. 

The states should be enabled to get most of the 
resources through assured devolution, but the princi
ples of inter-State distribution should be such that 
they do not leave advanced States with large surpluses. 
Standards should be adopted and weightage given to 
such matt0 rs of basic national importance hke pro
gress in achieving universal primary education! so 
that States which have striven hard and committed 
resources to achieve such standards are enabled to 
meet their commitments. 

An important requirement in bringing about better 
distribution of resources between the Centre and the 
States and ultimately amongst the States themselves 
is to increase the overall quantum of Central assis
tance to the States for their development plans. 

It is necessary to re-examine the formulae_ and 
basis on which Central assistance IS made available 
to the States' Plans. In the allocation of Central 
assistance for State plans, the ~osition arising out of 
the ·award of Finance C:ommJssJon should first be 
taken into account. It should be ensur~d that all 
States have the same amount of per cap1ta revenue 
surplus. This is one of the important el~ments of 
coordination between the Plannmg CommiSSIOn and 
the Finance Commission. 

In recent years, as a result of the mounting. r~
payment liabilities of States, there has been a dimi
nution in the net transfer of resources to the States. 
The Joan and grant component of Central ass1sta~ce 
should be re-examined so as to bnng about a reductiOn 
in the .loan component on the basis of a ratiOnal classi
fication of the purpose for ~hich cap1tal resources 
are utilised in the States. lt IS much better to brmg 
about such rationalisation and avo1d the situation 
in which States accL.mulate large ddic1ts on non-plan 
account. 

There ha" been a decline in the States' shar~ of the 
total public ;ector resources and this is mainly due to 

th h rp decline in the tramfe1 of cap1tal resources e s a . 
from the CentJ al to the States. It IS necessary to 

t thi• tr•11d in the intere~~ of the Iinanc~s of the 
correc · -
States and the needs of development. 
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No maj01 change in th' proceuure relating to market 
borrowings is necessary but it is essential to hrve 
instituit1onal arrangements anu evolve guiuelincs for 
the diFtribution of the total ma1 l..ct borro\\ incs bet
ween the Centre anu the States anu t<>r the' inter
State allocation. The present a< I hoc allocations nre 
largely in favour of the Central Gowrnment. The 
State Government would suggest the Constitution 
of a Loans Council for this purpose. States which 
earn large amounts of for~ign e\change thrc>ugh 
export and remittance of non-rcsiJ..-nts should be 
given special consiueration. as they nrc not allowed 
to set up institutions to mop t p any part of the 
savings. 

One of the major clements uisloc·ating the States" 
resources is the grant of auuitional Dearness Allo
wance to compensate for the rise in cost of living. 
Since the Central Government is in charge of the price 
situation, the commitment on this account should be 
taken into account in the transfer of resources from 
the Centre to the States. 

Since co-oruination is e:;sential in all the mat
ters connected with the tran,fcr of rcsourc·cs to the 
States, it will be disadvantageous to create a number 
of independent touies like the National Credit Coun
cil, the National Economic Council anu the National 
Expenuiture Commission. The State Government 
feels that a reorganised National Development Council 
with its Committees should be able to Ileal with most 
of the matters. Because of the importance and need 
for co-ordination with the Reserve Bank of lnuia, a 
Loans Council is suggested separately. 

The introduction of large nLmber of Centrally 
sponsored Schemes during 'a plan period tends to 
dislocate the State plan financially weaker States 
are unable also to fully utilise the Centrally Spon
sored Schemes for want of matching resources. The 
number of Centrally Sponsored Schemes shodd be 
reduced, they shot~ld be fully financed by the Centre 
and ~hould be introduced only with the concurrence 
of the National Developmlnt Council. 

One of the objectives of national planning and 
of interu:.ediation by the Centre is to relluce regional 
imbalances. The preparation of State plans and the 
finalisation of their r.ize and content ~hould be based 
not only on the study of the source-potential of the 
State concerned but also the gaps 1n development 
and the special requirements anu not in a routine 
manner. 

The criteria for assessing in-:ustrial backwardness 
sbould be thllerent from those for gentral backward
ness. The point can be highlighteu by citing the 
example of Kcrala. The State has spent over the 
years substantial sums of money to cevelop i he mfra
structure for social and economic ,,evclopmcnt. As 
a result of this, the State has achieved the highest rate 
of literacy in the country, lowest death rate, a low 
birth rate anu a resonably well-developed phyfical 
infrastructure. On the other hand, inuustrial growth 
has been slow a11d unempJ,,yment in the State is the 
highest in the country. fhe mfrastructLLre that hll' 
been creat<.d at huge co>t 1s not fully uuhscd. It 
~houlJ be .he bpeciiic objccti'e of policy and plannin;; 
to u1rect mass1ve industnal inve5tment to such St.t'<·'· 



Cen1ral inve>tment plays an important role in this 
regard. A firm decision should be taken that in the 
matter of Central public investment, the States will 
not be required to extend conce,sions like free land 
etc. as the demand for such concession5 ac1s against 
financially weaker States. 

15. The State Government is confident that the 
Commission will give due consideration to its views 
and make recommendations which will help to put 
the Centre-State relations in our country on healthy 
and progressive lines, consistent with the need to 
preserve the unity, integrity and the national common 
market and to foster rapid and balanced development 
of all part~ of the country. 

NOTE PRESENTED BY THE KERALA STATE 
PLANNING BOARD TO THE SARKARIYA COM
MISSION ON CENTRE-STATE RELATIONS 

The Planning Board is generally in agreement 
with the views expressed in the State Government's 
Memorandum on the respective roles of the Centre 
and State Governments, the diftlculties that have 
been encountered and their recommendations regard
ing corrective measures. This Note is therefore 
limited in its scope and is confined mainly to Centre
State relations which pertain to economic and social 
planning. It deals with three broad areas : (a) Centre
State relations in ecomnomic and social Planning, 
(b) Measures to strengthen the planning process at 
the State level and (c) The decentralisation of Plan-
ning. 

I 

Centre-Stale relationship in Economic and Social 
t'lanning 

2. The need for national planning and the role of 
the Planning Commission as the machinery for 
planning have now gained general acceptance. But 
the existing mechanisms and institutional arrange
ments for plan formulation and implementation leave 
much to be desired. The preparation of the National 
Plan has to be the joint responsibility of the Centre 
and the States. But at present there is a virtual absence 
of any substantive or meaningful discussions between 
the Planning Commission and the State Governments 
in determing the basic parameters of the five year 
plans. It is true that the final outcome of the exercise 
is placed before the National Development Council, 
but this is no more than a formality. The suggestion 
to aC(;ord a statuto1 y stntus to the National Deve
lopment Council and make the Planning Commission 
a Secretariat of the National Development Council 
has much to be commended. 

3. Another matter which is proving to be a major 
source of irritation is the mnnncr in which the plan 
programmes are linalised. The present procedures 
involving detailed scrutiny of individual schemes, 
big and small, by the Central Working group are 
frustrating. 
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4. The institution or a pkthora of centrally spon
sored schemes has also unselllcd the State Plans. 
While Centrally Sponsored schemes are necessary in the 
ca'e of a few areas of ba~ic national importance, the 
introduction of 2 large number of schemes-from very 
small ones to large schcmC$-and the need to find 

matching funds for them diverts resources from on
going and other priority State schemes. Correctives 
need to be applied in two directions. Firstly, the 
number of centrally sponsored schemes should he 
minimal, confined only to programmes which are 
admittedly of national priority. These should as far 
as possible form part of the Five Year Plan itself. 
Secondly, a measure of flexibility should be provided 
to fashion the centrally sponsored schemes to suit 
local requirements. 

ll 

State Planning Board 

5. While the claims of the State Government for 
their rightful place in the planning process are well 
taken; it is imperative that the State Governments 
should equip themselves to assume the responsibility 
for detailed plan formulation. monitoring and evalu
ation. To the extent capabilities in these direction 
are created and strengthened, the justification for a 
higher degree of decentralisation in decision making 
from the Centre to the States will be fortified. 

6. As early as in the Third Plan, the Planning 
Commission had advised the State Governments to 
set up State Planning Boards to provide the technical 
and professional support to the preparation and 
monitoring of development plans at the State level. 
Following the guidelines from the Planning Com
mission, State Governments have constituted Planning 
Boards though their functions and status vary from 
one State to another. But most of them are merely 
appendages of the Planning Departments which 
jealously guard their right to plan. It is a most 
question whether there should be greater devolution 
of plan decisions at the State level, unless the States 
accept the discipline of planning and create the neces
sary infrastructure. Greater decentralisation of 
resources and powers to the States, is a necessary 
but not a sulficient condition for real progress. A 
Planning Board with the required technical com
petence and adequate powers is a sine-quo-non for 
the successful formulation and implementation of 
State Plans. But there is a general reluctance to 
conform to the discipline of plans. 

7. The strengthening of the Planning Board will 
require that -

(a) The Planning Board should be responsible 
for the formulation of the perspective, five 
year and annual plans. 

(b) Projects and programmes included in the plan 
should invariably be on the advice of the 
Planning Board. 

(c) All important issues on economic policies and 
proC(;durcs should be considered by the Plan
ning Board before being placed before the 
Cabinet for approval. 

(d) Any significant changes in the plan programmes 
during the course of implementation should 
be with the concurrence of the Planning Board. 

(e) Planning Board should be closely associated 
in all inter-departmental and Central/State 
discussions on major projects, programmes 
and policies. 



(f) The programmes of Plan implementation 
should be reported on a regular basis to the 
Planning Board in order to enable it to under
take suitable monitoring and evaluation and 
to appraise the Cabinet from time to time 
on the implementation of Plan and any modi
fication that might be required. 

(g) Instead of a separate Planning Department in 
the Secretariat and a Planning Board. the 
State Planning Board should be the only 
planning agency at State level as in the case 
of the Centre. · 

(h) The Planning Board >hould have a statutory 
status and provision for this could be part of 
the proposed enactment for making the Na
tional Development Council statutory and 
I he Planning Commission its Secretariat. 

All of these will call for not only the enlargement 
of the responsibilities and functions of the Planning 
Board but also close co-ordination and consultation 
between the Departments and the Planning Board. 
Further, the Planning Board should be adequately 
strengthened with professional and technical personal 
to undertake macro-economic studies, sectoral plan
ning and concurrent evaluation of projects. Above 
all, the advice rendered by the Planning Board should 
be given due consideration by Government. 
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8. Once reforms on these lines are brought about, 
it will help to generate a greater degree of confidence 
at the Centre on the competence and ability of the 
State Governments to undertake the planning func
tions more effectively than hitherto. This in turn 
will smoothen the process of a higher degree of devo
lution of decision making powers to the States on 
economic and social planning. It will also open up 
a direct channel between th c Planning Boards at the 
States and the Planning Commission at the Centre. 
National Planning will then be a total integrated 
process with Planning Boards providing effective 
support from the States to the Planning Commission. 
This close liaison between the Planning Boards and 
Planning Commission and the introduction of the 
programmes for exchanging personnel will be mutually 
beneficial. 

9. Finally it must be >aid to the credit of the pre
sent Kerala Ministry that they have made commond
able strides in enlarging the functions of the Planning 
Board. In reconstituting the Planning Board re
cently, it has been ordered that all important matters 
of economic policy as well as the initiation of new 
projects and programmes should be referred to the 
Planning Board for its advice. The preparation of 
the Annual Plan is now a function of the Board and 
had been discharged by it during the current year. 
These do represent an ad vance over I he pre-existing 
position, but there is still considerable improvement 
to be brought about to achieve a greater degree of 
involvement of the Planning Board in planning at .the 
State level. 

Ill 
Decentralisation of planning 

10. In a 'ast country like ours planning should be 
a multi-level process The process of decentralisa
tion of development planning and implementation 

will have h> be taken down below the State le\d 
m order to be f!lllY etlc.:ti,e. Just as ex.:.:S>i\·e 
centralisation of planning functi,,m at the Centre 
can general.: serious prol>kms at the State Je,el. 
equally, .con~cntratiOn of dcci>ion ma!..mg powers 
on plannmg and •rnpkmcntatwn at the State capitals 
can be inimical to proper pl;uming and unpkmcntu
tion of schemes and proJc.:ts w l111.:h should uppro
priately be carried out at 1he d"tro.:t, blo.:I.. and 
panchayat le•el. Decentralisation of planning and 
implementation of economic development pwgrammcs 
from the Central GO\ernmcnt to the State Gowrn
ments should be accompanied by a similar dekga
tion of powers to the vanous levels down below withon 
the State level. 

II. Decentralisation of plamung ha> a chcquereJ 
history in Kerala. Several aucmpts at d<·volution 
of functions to the district lc\d luwc borne no fruit. 
The Planning Board has now recommended a phased 
programme of decentralisation whi.:h is under the 
Government's consideration. The crux of the prob
lem in the Centre as well as in the States is the un
willingness of the powers that he to part with power. 

12. Decenlrali.at ion of the planning pr,,,·e.s from 
the Centre to the States will ddinitely go a long \\ay 
in establishing a spirit of 'Co-operative Federalism' 
in our plannmg system. The Planning Commissoon 
has the necessary technical expertise at its disposal 
for carrying out the responsibilities of plan formula
tion, and it undertakes macro-level planning exer
cises. But the States are not actively assocoated in 
these exercises. Nor has the Commi.sion any 
rapport with the State Planning Boards. A beginning 
may be made in this regard by an arrangement under 
which all relevent technical papers prepared in the 
Planning Commission, and circulars issued from 
time to time in respect of plan formulation and imple
mentation arc sent directly to the State Planning 
Boards. 

13. The present practice of States preparing in
fiated plans and bargaining with the Planning Com
mission for a large size plan should be discouraged. 
Once the Plan size and sectoral outlays are decided, 
the States should be left free to formulate the schemes. 
Given greater autonomy and initiative, the State 
Plans will be more purposeful and their implementa
tion can be more effective. 

14. The existing arrangements for monitoring and 
evaluation of plan programmes made in the Planning 
Commission and in the State arc inadequate. In tlus 
State the monitoring of plan >elll·mes IS carried out 
by the Central Planning and Monitoring (CPM) 
Unit in the Secretariat whi~h i' functiorung under 
the Planning Department. At the ""nc time the 
evaluation function is cntru,tcd with the Stale Plan
ning Board. All the Departments inplemcnting plan 
schemes are to report the progre" of cxecutoon of 
schemes to the CPM Unit in pre>erihed formats. 
Usually there is a time lag of more than a month in 
the reply of information. Most of the Departments 
furnish the financial expenditure under different 
heads and they do not pay much attention to the 
compiling of phy~ical achievements. It i' thc'c 'kclc
ton reports which are being transmnted to the Plan
ning Commission, so that the rc\ ICY. of the progress 



of implementation of plan schemes in the Planning 
Commission is bound to be tardy. 

15. It is necessary to streamline the present arrange
ments for momtoring. In each of the major Depart· 
ments there should be a monitoring cell which should 
continuously update the relevent implementation 
details and help to maintain a regular flow of in
formation from the departments to the CPM Unit. 
The Budget contains about 1500 schemes imple
mented by various Departments. Th~ details cdkc
ted on each scheme should be computensed. 
In respect of Major irrigation projects, power pro
jects etc., it is necessary to introduce Network tech
nique (PERT/CPM) for planning. scheduling etc. 
which will help to establish an efficient mo~itoring 
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system. At present these Departments are not ade
quately equipped to monitor the physical achieve
ments and progress of each scheme and conseque_nt~y 
mid course corrections cannot be effected. Th1s Js 
the main reason for projects like Kallada, on which 
work was started during the second Five Year Plan, 
to spill over from Plan to Plan and it is going to be a 
continuing scheme in the Seventh Plan also. As the 
Plan funds available with the State are quite in
adequate for setting up the computerised monitoring 
unit, the cost of computerisation and the expen
diture on staff of the monitonng units in the different 
departments will have to be met by the Central Gov
ernment. This will improve the functioning of the 
monitoring cell in the Planning Commission also. 
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Madhya Pradesh 

REPLIES TO THE QUESTIONNAIRE 

PART I 

INTRODUCTORY 

1.1 !Our Constitution cannot be described as 'federal' 
in the strict sense of the term. In fact the word 
'federal' has not been used in the Constitution at 
all. Article 1(1) ibid says that India shall be a 
"Union" of States. According to Dr. B. R. Ambed
k.ar, "although the Constitu~ion may be 'federal' 
in character, the term "Union" has been used be
cause of certain advantages". The advantages, he 
explained in the Constituent Assembly, were to 
indicate two things, viz. (a) that the Indian Federa
tion is not the result of an agreement by the units; 
and (b) that the component units have no freedom 
to secede from it. Therefore, the word "Union" 
here does not carry the same meaning as the word 
'Union' does in the Preamble to the Constitution 
of the United States of America, the model federa
tion. The characteristics of a federal State had been 
deliberately assigned by the Constituent Assembly 
as a conscious measure of distribution of authority 
between the Centre and the States. But the authority 
of the Parliament continues to be wide and overriding 
in as much as it can even create new State11, change 
the boundaries of the existing States, or abolish 
any one or more States. The situation could best 
be described in the words of M. C. Setalvad "as an 
arrangement arrived at by the representativell of the 
people for the governance of their country by the 
grouping of its territories into various regions, by 
distribution of Legislative and Executive powers 
between the Government of these regions &nd the 
general Government at the Centre, by the creation 
of institutions and agencies needed for efficient 
governance of the country." 

1.2 The Indian Constitution does not envisage a 
classic federation nor is it unitary in the sense the 
Constitution of U. K. is. India is a composite State 
of a novel type. It enshrines the principle that in 
11pite of federalism the national interest ought to be 
predominant. As such, any move to water down 
the authority of the Central Government would not 
be deemed to be in the spirit of the Constitution. 
The Rajamannar Committee constituted by the 
Tamilnadu Government worked on the thesis that 
India was a classic Federation and consequently 
federating units should have most of the authority 
and the Central Government should be left only 
with the residuary powers. To this extent the 
approach of the Committee was basically faulty. 
The distribution of power between the Centre and 
the States should be continuously reviewed and 
debated in the Parliament. In fact, this has been the 
practice all these years. 

1.3 Our view is that the existing provisions in the 
Constitution of India regarding the matters in ques
tion whether in normal times or in emergency are 
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adequate. In fact it has been established that they 
are flex1ble enough to cope with the situations arising 
from time to time. 

1.4 The federation of the type mentioned in the 
question does not seem to exist any where in the 
world. The American federation has been described 
as an indestructible union composed of States. It is not 
possible for the Federal Government to redraw the 
map of the United States by forming new States or 
adjusting their boundaries without the consent of 
the States. The same chamcteristics are found in 
the Australian Constitution. But even in the United 
States there is considerable presence of the Federal 
Government in the States. There is even a federal 
civil service with representatives in the States. There 
is a provision for imposition of martial law through
out the country in the United States. 

1.5 We are of the view that there is no substantial 
lacuna, either conceptual or structural in the Consti
tution. It has great resilience to meet all kinds of 
situations as they develop from time to time in a 
comparatively young democracy like ours. In fact, 
the Constitution has been amended several times 
in response to new developments and challenges. The 
responsibility of keeping the spirit of the Constitution 
intact and alive largely depends on practices and 
conventions that are developed both by the Centre 
and the States. The democratic institution9, in 
India being in a state of evolution, it can be said that 
even in this respect the evolution has been, by and 
large, healthy. 

1.6 We agree with the view that the protection 
of independence and integrity of the country is of 
paramount importance. The Preamble of the Cons
titution, Articles 5, 9, 256, 257, 258, 260, 352 to 360, 
365 and the Vllth Schedule embody some of the 
provisions in this regard. 

1.7 We are of the opinion that through Articles 
256, 257, 354 to 357 the Constitution of India has 
provided a broad and sound framework regarding 
the obligations of the Centre and the States in res
pect of the country as a whole and to one another. 
These provisions are reasonable and rooted firmly 
in the spirit of mutual trust. 

1.8 In our opinion the provisions in Article 3 
are necessary and functional. No reconsideration 
i& called for. 

PART II 

LEGISLATIVE RELATIONS 

2.1 We agree that there is nothing basically wroug 
in the scheme of distribution of Lcig,lative powers 
between the Union and the States. The States do 
enjoy a vast and substantial measures of Legislative 
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autonomy. There are instances in which the Union 
Government have legislated upon subjects which 
materially affect the States. Viewed narrowly, this , 
could be termed as encroachment. However, taking 
a long term view and keeping in mind the national 
interest, we feel that this is unavoidable and, in many 
cases, indeed desirable. For instance, in case of the 
Union Legislation about forests, it can be seen that 
it is a measure to prevent serious erosion, if not even
tual extinction of a very crucial natural resource, 
namely forests, done with the additional objective of 
ensuring ecological balance. 

2.2 In spite of temporary tensions and controversies 
in this behalf, taking a long term view our opinion 
is that there does not appear to be sufficient ground 
for making any basic or substantial changes in the 
distribution of powers under the legislative lists of the 
Vllth Schedule andfor the contents thereof, or in 
other relevant provisions of the Constitution. 

2.3 Mutual consultation between the Centre and the 
States is always desirable. However, it need not be 
formalised by a specific provision in the Constitution. 
Informal consultations on major Legislative measures 
in the concurrent list take place even now and could 
be further developed into a healthy convention. For
mal provisions in this regard are likely to cause delay 
and possible embarrassment on issues which may 
need urgent legislative action. 

2.4 The existing provisions in Article 249 of the 
Constitution of India in this regard are reasonable 
and do not call for any change. 

2.5 The experience of the States has been that several 
enactments referred to the Centre either for assent 
or for clearance tend to take a long time. The 
procedures in this regard should be so streamlined 
that only those aspects of the enactments are scruti
nized in the Centre which are to be examined from the 
point of view of their constitutionality and not the 
whole enactments per se as seems to be the practice 
now. 

PART III 

ROLE OF THE GOVERNOR 

3.1 (a) The executive power in a State is vested 
in the Governor. He is, however, appointed by the 
President of India and holds oflice during the pleasure 
of the President. He is, therefore, liable to removal 
at the discretion of the President. The nexus bet
ween the Central Government and the State Govern
ment regarding the office of the Governor is, therefore 
obvious. 

In so far as his role vis-a-vis the State is concerned, 
in Rai Sahib Ram Jawaya Kapoor vs. State of Punjab 
(1955), the Supreme Court has held that the Gover
nor is only a constitutional head of the executive and 
that the real executive power is vested in the Council 
of Ministers. The Governor acts on the advice of his 
Council of Ministers, generally, but he has also cer
tain discretionary powers. Under the Constitution 
where the expression "in his discretion" is used .in 
relation to the powers and functions of the Gover
nor the reference is to special responsibilities of the 

Governor such as Article 371-A and paragraphs 
9(2) and 18(3) in the Sixth Schedule. Similarly the 
powers under Articles 200 and 356 are also to be used 
in his discretionary capacity. 

Under Article 167 it is a duty of the Chief Minister 
to communicate to the Governor all decisions of the 
Council of Ministers for legislation. 

The constitutional provisions relating to the role of 
the Governor in the context of the Centre-State Rela
tions, are, therefore, adequate in as much as the Gover
nor is fully informed of the important affairs of the 
State and he has a organic link with the Central 
Government so as to enable him to take up any issue of 
public importance with the Central Government. The 
powers relating to withholding the assent on the Bills 
and reserving them for the assent of the President also 
equips him with the authority to prevent any law 
being made contrary to national policies. The pro
visions under Article 356 of the Constitution also 
give him a pivotal role in respect of Centre-State 
Relationship. 

3.1(b) In our opinion the Governors have, by and 
large, lived up to the expectation of the Constitution 
and their performance has generally fostered the spirit 
of national integration and solidarity. 

3.2 In a federal set-up like our polity there is always 
a possibility of difference of views between the Centre 
and the States on a wide range of subjects irrespective 
of the fact whether the subject finds a place in List I, 
List II and List III of the Vllth Schedule of the 
Constitution. The role of the Governor should be 
to anticipate and identify the areas of differences 
and to endeavour to remove or diminish them by 
working as the subtle two way communication channel 
between the Centre and the State. Thus the insti
tution of Governor should create cohesion and feeling 
of unity in Centre-State relations, natural divergence 
of views on various topics notwithstanding. 

3.3(a) The role of the Governor assumes special 
importance in abnormal times when the constitutional 
machinery of a State is under stress due to instability 
of the elected Government or some other potent cause. 
In such circumstances the Governor has to act in an 
objective manner. In doing so he must keep in mind 
the solemnity of his oath of office. 

3.3(b) The decision to appoint the Chief Minister 
should be in accordance with the provisions of the 
Constitution and be guided by the need of providing 
a stable Government in the State. 

3.3(c) No comments. 

3.4 The provisions of this Article of the Constitution 
are such and as provide for the Governor to bring 
to bear upon the problems of legislation administra
tive maturity and experience. It provides a safe
guard against hasty legislation or legislative measures 
which are in the long term against the interest of the 
State. Fortunately, there has been no instance in 
our State of the Governor having reserved a State 
Bill for the President's consideration without advice 
from the Council of Ministers. 



3.5 This has been covered in replay to question No. 
2.5. 

3.6 The view that the Governor is neither an agent 
of the Centre nor a more ornamental head of the 
State but a close link between the Centre and the 
State represents the correct position. Our considered 
view is that the Governors have acted impartially 
and fairly in accordance with the Constitution and 
healthy conventions in discharging their dual res
ponsibility. 

3. 7 In our view the constitutional provisions regar
ding tenure of the office of Governor in Article 156(1) 
are adequate. The deletion of Art. 156(1) will under
mine the present delicate role of the Governor as an 
agent of the Centre. We are, therefore, of the view 
that no change in this behalf is warranted. 

3.8 In our view the present system has worked 
quite satisfactorily. 

3. 9 In our view the criticism in this behalf is not 
well founded. There does not appear to be good and 
sufficient ground for introducing in our Con>titution 
any provision similar to Art. 67 of the Basic Law of 
Federal Republic of Germany. 

3.10 In case of a high constitutional functionary 
like the Governor it should ·be assumed that he will 
use his discretion under the Constitution in accor
dance with his oath in furtherance of the good of the 
peopl!. To give him discretion and then to circum
scribe it by issuing guidelines is to repose faith in 
him and then to doubt his ability to live upto such 
faith. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 Article 256 of the Constitution provides that 
the executive power of a State shall secure compliance 
with Union laws. As the Union has Legislative 
authority over the whole of the territory of India any 
law enacted by Parliament shall have the force of law 
in every State. The Article provides that it shall be 
the Constitutional duty of every State to enforce 
Union laws as they are applicable to the State. The 
Executive of the Union shall have the power to give 
directions to the State to ensure due compliance with 
enforcement of Union laws. 

Article 257lays down that the executive power of the 
State even within its proper sphere, must be so exer
cised as not to impede or prejudice the exercise of 
the executive power of the Union and, subject to 
directions issued by the Union Executive in this 
behalf. The object is to prevent any conflict between 
the executive policy of the State and that the Union. 
So even within the sphere covered by List II read 
with Article 162, the Union Executive shall have the 
power to give directions to the State Executi":e S? _that 
the exercise of the State power may not preJUdiCially 
effect the exercise of the executive power of the Union 
to give directions to the States on particular matters. 

Article 365 provides that where-in any~case the direc
tion given in exercise of power of the Union under 
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any provision of the Constitution to 'omply with by 
any State but the State has failed to comply with, or 
to g1ve etfcct to, any din.'"<:tions, the President may hold 
that the situation has arisen in which the Government 
of such State cannot be carried on in a•..:ordan•-e with 
the provisions of the Constitution. 

The Article provides the san.·tion behind such 
directions. _If any State. fails to comply with any 
such d1rect1on, the Pres1dent shall be entitled to 
exercise his power under Article 365. 

The result of such a d.'Cision by the President would 
be that he can issue a Proclamation under Artic·le 
365 taking over the Government of the State. On 
the President's taking such a decision, the provisions 
of Article 356 may come into operation. 

The provisions of these Articles are in larger interest 
of the Nation. However, these Articles should be 
used only where it is felt that their use has b.'Comc: 
inevitable. 

There has been no case so far wherein this State 
Government was compelled to carry out the directions 
given under Article 256 and 257 under the threat of 
invoking Article 365. 

4.2 We agree with the latter view. Since Article 
365 is purely a consequential enabling clause, it may 
remam as a reserve prov1s1on. 

If the directions are given by the Union Government 
under Article 256 and the State Government docs 
not comply with such directions, the Union Govern
ment cannot take any step against such State Govern
ment in the absence of the aforesaid constitutional 
provision. 

4.3 The State Government agrees with the Commis
sion. 

4.4 Such instances have not come to the notice of 
the State Government. 

4.5 The period fixed by the Constitution (Forty
fourth Amendment) Act, 1978 appears to be su!li
cient for restoring the normally within the time 
specified in clauses (4) and (5) of Article 356. 

4.6 The present arrangements are working satis
factorily. 

4.7 The Central ag~n~ies enumerated in this 
question are handling activities relating to subjects 
in the State and Con~urrent Lists of the VII Schedule 
to the Comtitution, but con~id~ring their n1ture and 
impact on n:1tion1llife it is advisable not to disturb 
this arrang~ment in the n1me of State autonomy. 
However, these ag~ncics can deliver goods more 
effectively if they are more responsive to the needs 
and problems of the States in this behalf. The role 
of th!se agencies need to be reviewed from time to 
time in association with the State Governments. 

4.8 The All India Services have played a valuable 
role in fost :ring national integration and combating 
regional feelings. It is, therefor~. a fair assessment 
of their overall performance that they have lived 
up to th: expectations of the Constitution makers. 
In the present system the control exercised by the 



States over the personnel of these services does not 
appe_a~ to _be inadequate for purposes of effective 
admirustratwn. 

4.9. _As matter of rule deploying of Central 
Forces m the States should be done with the consent 
o_f the State Governments. However, in exceptional 
~trcumstances where national security or integrity 
IS threatened and the State adopts intransigent atti
!Ude, the Central Government should be free, in larger 
mterest to deploy Central Forces suo moto in aid of 
civil power. 

4.10. The television and radio are very powerful 
media and an instrument of fostering national inte
gration. As such they should continue to be in the 
Central List. However, there should be a more 
rational basis for the expansion of these facilities. 
Madhya Pradesh, because of its large size, has special 
problems of communication. Therefore, it is all 
the more necessary that the State gets wide network 
of radio transmission and television relay stations. 
The Commission could devise a formula according 
to which the plan resources going into the expansion 
of these facilities are equitably distributed between 
different States. 

4.11 The functions of Zonal Councits•have been 
enumerated in Section 21 of the States Reorganisation 
Act, 1956. Matters of common interest of the States 
are discussed in the Council meetings. The view of 
the State Government is that the purpose of collec
tively pursuing States' interests is properly served 
by the Council and that it is a useful organisation. 

4.12. Under Article 263 of the Constitution there 
is a provision to establish inter-State Council. The 
functions to be discharged by such Council are given 
under the Article stated above. The Supreme 
Court of India has the jurisdiction to hear disputes 
between the States involving theex istence or extent of 
a legal right but certain disputes of non-legal chara
cter also arise between the States. Such type of dis
putes are not fully covered by the Zonal Councils 
which_ are in existence now. 

The State Government, therefore, feel that inter
State Council should be established to iron out inter
State and Union-State differences and issues and 
thereby to secure better cooperation between the 
States. 

It is suggested that it should be constituted on the 
pattern recommended by the Central Administrative 
Reforms Commission, as below:-

(I) Prime Minister 

(2) Finance Minister 

(3) Home Minister 

(4) The Leader of tho opposition 
party in Parliarr.ent 

(5) Five repre<en•a•ive• on the b•sis of 
oneeachfwm five Zonal Cc>uncils. 

(6} Any A'Srciation. Cbinet Minis•er 
or Chief Mini<tcr conrecu'(l with 
~nypar•icular subject can be inviled 
f"rdiscus..•w ns Whilcccnsidering the 
relevant subject. 

Chairman 

Member 

Member 
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The Council should be set up on a: permanent basis. 
The Inter-State Council should also have its perma
nent Secretariat like Zonal Council. 

PART V 

FINANCIAL RELATIONS 

5.1 The fiscal provision relating to the sharing o( 
tax revenues as well as power to levy taxes contained 
in the Constitution were incorporated at a time when 
the level of technology was low and the expectations 
regarding the scope for development in the country 
as well as achievements in certain sectors were limited. 
With the remarkable progress and advancement in 
technology it has been possible for mankind to reach 
a very high standard of living in several parts of the 
world. Within the country on account of historical 
and Iocational advantages certain States have been 
able to progress much faster than the others. Given 
the scheme of fiscal transfers and powers in the Con
titution on account cf the inherent" capacity of certain 
States to grow faster, their resources have also grown 
faster, with the result that the gap between the other 
disadvantageously placed States and these States 
have continued to grow. A time has now come when 
the country has to take stock of the situation to find 
out whether the scheme of fiscal powers as existed 
in the Constitution is sufficient to muster enough 
resm.rces by the States to discharge their growing res
ponsibilities. 

A time has now come when the State Governments 
are looking for more resources not only to meet 
their current consumption needs but also to provide 
for all the multifarious developmental activities they 
have undertaken. Lookin~ at the provisions of the 
Constitution in this light we do consider that it is 
now deficient. We have time and again represented 
before the Finance Commissions that the Government 
of India should consider sharing of the proceeds 
of the Corporation Tax with the States. A time has 
now come when perhaps the entire scheme of devolu
tion and the entire scheme of sharing of tax revenues 
as well as the fiscal powers entrusted to the States 
should be looked into with a view to bringing about 
~uch changes as are required to provide substantial 
resources in the hands of the State Government. 

5.2 The constitutional division of sovereignty 
between the two layers of government-Centre and 
States-makes the States dependent on the Centre 
for their fiscal needs. This in itself should normally 
not be a great cause for concern as in almost all federal 
governments the constituent States are dependent 
on t~e ~ntral G<;Jvemment. The Indian system has 
a bu1lt-m mechamsm whereby under the Constitution 
there is r system of tax sharing with the States by the 
Union and grant-in-aid to the needy States by the 
Central Government. The greatest defect in imple
mentation of the system is that the three cardinal 
principles of better Centre-State financial relations 
viz .. (a) th~t every State should get reasonable oppor~ 
tumty to nse to Its full stature by harnessing its poten
tialities i~ the shortest _possible time: (b) that the 
States which have remamed backward despite their 
natural wealth and resources should be provided 
adequate assistance to assist them to harness these 



reso.urces fully; and (c) that inter and intra regional 
Imbalances be removed, have not been g1ven the pri
macy which they deserve. 

. Out _of the five alternatives suggested in the ques
tiOnnaire, we do not advocate (a), (b) and (c) due to 
the fact that as we have averred in our Memorandum 
to the Commission we do not feel that there is any 
need to make any ~undamental changes in the provi
sions of the Constitution, as these alternatives would 
require. As for item (d) relating to bringing in more 
Central taxes such as Corporation Tax, Customs Duty. 
~urchar!le on Income Tax, etc. we have already men
tioned m our memorandom that Corporation tax 
should become in shareable as it is indisputable that 
the ~tate Governments play a major role in the indus
tnahsatlon of the country by providing land, capital. 
water, power. and many other inputs at concessional ra
tes. These concessions given by the State Governments 
render it possible for the companies to generate pro· 
fits and pay Corporation Tax. Besides, the Surcha
rge on Income Tax is not different from Income Tax 
itself. There is no need to keep it separate and levy it 
solely for the purposes of the Union. 

For item (e), i. e .. financial resources, other than tax 
revenues of the Union, we suggest that as during the 
past so many years inequality between States has 
widened making the poor regions poorer. special 
dispensation should be made for these States and 
regions from the other financial resources of the Union 
Government so that the initially disadvantaged may 
eventually wind up equal in resources or rights. The 
concept of giving grants for upgradation of standards 
of administration evolved by the Sixth Finance Com
mission and improved upon by the Seventh Finance 
Commission was a step in right direction. Though, 
as is common in all pioneering efforts it could not be 
fully developed or improved. It should be given a 
rightful place, meaning thereby that the need for 
upgradation should be assessed for all services and 
sectors independently of the current budgetary ex
penditure, which is distorted due to a multiplicity of 
factors and does not give the correct assessment of 
the need of a particular State. Budgetary factors 
are merely surface manifestations, therefore, what is 
needed is to go and examine the real factors and 
then to provide for these real fiscal needs. 

5.3 A strong Centre presupposes strong States. 
India is after all a Union of States; and unless the 
States are strong the Union cannot be strong. Fiscal 
autonomy to States may or may not produce the 
desired result due to the fact that in a vast country 
like India a combination of factors- historical, de
mographic, economic and socio-cultural-have been 
exerting their influence. There are States having 
vast and varied mineral resources but these are 
generally exploited by Central agencies and the 
States get nominal royalties only. These States also 
do not have the means to fully exploit renewable 
resources like water. There are on the other hand 
relatively advanced States, having comparatively 
modern agriculture or industrial base. In a nascent 
democracy, which is dedicated to social and economic 
justice for all, full fiscal autonomy to the States may 
perhaps not be appropriate at this stage. But within 
the framework of the Constitution it is not necessary 
for the Centre to concentrate all financial powers in 
its own hands. A selective approach is, therefore, 
necessary where the Centre may have a decisive say 
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in matters of national importan•-e, the States may 
also be gwen necessary funds commensurate with 
the needs and aspirations of the people nnd to use 
these funds. to the _best advantage. of the people • 
Overall naltonal pohcy may be la1d down by the 
Central Government, but the minute details method 
of implementation and within the overall priorities, 
the best course of act1on may be delegated to the 
States. 

5.4 We dispute the point that the Central revenue 
account shows fairly large deficits during the past 
several years after maktng the ne,cssary devolutions 
to the State G~vernmcnts, as recommended by the 
Ftnance Comm1ss1ons and the Planning Commis
':on. The revenue deficits of the Centre arc on ac
count of the phenomenal growth in its non-Plan 
expenditure. We have the following suggestions 
to make : • 

(a)_ Raising more revenue resources :-(1) Through 
taxatiOn : Almost all the cla,tic sources of taxation 
are with the Central Government. Even without 
raising the tax rate or widening the base most of these 
taxes have shown considerable elasticity. Corpora
tion Tax has increased at a compound rate of 15 
per cent in the last ten years. Union Excise Dulicti 
have also regi~tered a similar growth rate; whereas the 
Customs Duttes have of late shown a greater buoy
ancy. Most of these taxes have high potential of 
~owth in future also. So taxation, as a measure of 
mcreasmg revenue, is much easier for the Central 
Government than the States, and should therefore, 
be resorted to. 

(ii) Through subventions from richer States to 
Central pool under some principles : Though some 
States may be comparatively richer than other Stales 
but they are in the ultimate analysis, all poor. Som~ 
of them may even have revenue surplus, but that 
surplus is purely artificial in the sense that it haa 
been brought about by curtailing the expenditure 
very drastically on services and maintenance of assets
Madhya Pradesh is a typical case in point. All Statc11 
ha~e to depend on the Centre for funding a part of 
thetr development Plans. In such circumstances 
~o State is at present in a position to give any subven~ 
t10n to the Central pool. Of course, there are invi
sible subv~ntions ~rom States, which may by no 
stretch of 1magmat1on be called rich. For example, 
poor States hke Madhya Pradesh, Bihar and Orissa 
are getting only nominal royalty on non-renewable 
resources like coal, iron ore, etc. from the Central 
Goyernment and its undertakings, thereby giving 
md1rect advantage to the Central Governm"nt. 

(b) Better Control over Experlditure.-Be it the 
Finance Commission or the Planning Commission, 
the State Governments are always exhorted to have 
better control over their expenditure. The States 
strive to achieve that. This could equally be appli
cable to the Central Government. It is true that the 
Seventh Finance Commission took a look at the 
Centre's finances. However, no Finance Commission 
goe_s into the full details ~f the Centre's expenditure 
as 1t does With the mmutt: e of States' expenditure. 
While it is true that outlays like those on defence 
cannot be open much to scrutiny, but a constitutional 
body like the .F!nance Cornrni-sion should be fully 
authonsed to m1t1ate cost effectiveness studies of 



the Central Government's expenditure as there is 
~ general feeling that there are a number of areas 
m wh1ch spending of the Central Government can 
be substantially pruned and the cost reduced. 

(c) Deficit financing.-In• a developing economy 
some deficit financi~g would always be there. It is, 
however, very d1fficult to quantify the safe-level 
of such deficit financmg. It depends on the cir
cumstances, the need, the cost and benefit and 
a host of other .considerations. While for purposes 
of development 1t may be necessary to have deficit 
financmg to some extent, it cannot be treated as 
a permanent, source of resources. 

. 5.5 (a) The share of taxes.-At present the two 
Important Central taxes which are distributed to the 
States are : (i) Income Tax and (ii) Union Excise 
Duties .. Two points. are involved here : (a) Enlarging 
the dlv1s1.ble pool With a view to increasing the share 
of States. m the ex1stmg d1stnbutable taxes, removing 
the restnctwns through which some parts of the 
taxes are not shared and restraining the Central 
Government from taking action which harms the 
interest of the States, like giving concessions in Income 
Tax, .. increasing the. administered prices of com
modities mstead of mcreasing the Union Excise 
Duties and, (b) Bringing in some more Central 
ta,;es like the Corporation Tax, in the divisible 
pool. 

Under the award of the Seventh Finance Com
mission, 85 percent of the net proceeds of Income 
Tax and 40 percent of Union Excise Duties are 
distributed to the States. Under Article 270 of the 
Constitution there is an explicit provision to 
distribute Income Tax between the Union and the 
States. In the initial years, Income Tax was a major 
source of revenue. The situation has changed now. 
The Centre is getting increasingly more revenues 
from Union Excise Duties, Customs Duties and 
Corporation tax. If receipts from Corporation 
tax and Customs Duties are brought into the share
able pool, a different concept of sharing from the 
present one will have to be worked out. What share 
of the total pool of the revenues from all these taxes 
should go to the States will itself be a major concern 
for the Finance Commission. As regards sharing 
of the distributable pool inter se the States. a uniform 
formula should govern the distribution. 

For inter se distribution among States, the State 
Government is of the view that with slight modi
fication, the formula evolved by the Seventh Finance 
Commission may be used for this purpose : 

Population 10 percent 
Area IS percent 

Inverse of per Capita Income 25 percent 

Revenue Equalisation 25 percent 
P0verty criterion 25 percent 

(b) Plan Assistance.-There is no reason why 
the plan assistance to States should not follow the 
same criteria as evolved for allocation of the divisible 
pool of tax revenue. 

There is another fall out of Plan assistance and 
that is the growing non-Plan capital gap of the 
States, which is because of heavy debt burden on 
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the States, with particular reference to Central 
Loans. The repayment liability of the States increased 
every year on account of the loans received from the 
Centre, particularly the block loans for financing 
the Plan Schemes. It may be pointed out that a 
substantial part of the capital outlay of States on 
account of which loans are taken from the Centre 
are on power, irrigation, roads, buildings and share 
capital participation in public sector undertakings. 
Investments on social infrastructure yield very little 
matchmg return. Out of the total Central assistance 
70 per cent is paid in the form of block loans. I~ 
order to reduce the accrual of future dept burden 
on . the States and the mounting servicing charges, 
wh1ch erode the current revenue of the States con
~iderably. it is suggested that the grant proportion 
m the Central assistance may be increased. 

(c) Non-Plan assistance.-Non Plan assistan:e is 
usually given in the form of grants-in-aid: As a first 
step it is suggested that a determined effort should 
be made to bring all States at par in so far as minimum 
standards of services and facilities to the citizens 
are concerned. The resources should be devolved 
in such a way that the level of backward States in 
various spheres is raised to at least the All-India 
level, if not to that of the highest amongst them. 
For this, criteria other than financial are required. 

Unless the financial content of the need is methodi
cally derived from desired physical standards of 
service levels, the fiscal needs hardly get projected 
and the relative economic backwardness of a State 
cannot be accorded the importance which it deserves. 
The Centre may have adequate safeguards to ensure 
that the amounts are utilised only for the specific 
purpose for which they are allotted. 

5.6 Considering the existing institutional mechanism 
within the country to provide additional resources 
to develop economically under developed are1s 
what is required is to lay down proper ground rule~ 
and gu!dehnes for the functioning of the existing 
mechamsm rather than to create a new fund which 
will again bristle with complications regarding 
allocations inter se the States. 

5.7 We view the Indian Constitution as an 
organi~ whole and as we do not advocate altering 
tts baste structure, we are not suggesting the transfer 
of any of t~e existing Central taxation powers to 
the States. 

5.8 We agree with the above view. It will be an 
ideal situation to have a Council of Central and 
State Finance Ministers looking into the overall 
fiscal pohcy for the country, including levy of or 
alteration i~ the rates of taxes, both Central and 
States. . Th1s should be preceded by a reform in 
our extstmg budgetary procedure of keeping every
thmg secret before the budget is presented to the 
Parliament or the Legislature. 

5.9 The State Government feel that in view of the 
growing volume of resources to be transferred from 
the Centre to the States, both on the Plan and non
Plan accounts •. it. may be worthwhile to set up a Fi
nance Comm1sston on a permanent basis and 
entrust to it the responsibilities of devolving 
all resources from the Centre to the States. It 



should be a statutory body under the Constitution 
and would thus command greater respect. Besides, 
instead of one organisation over-seeing the non
Plan performance and needs and another that of 
development planning, the same organisation could 
look after both and thus take an intergratcd view of 
the situation. The State Governments should be 
given adequate representation in the Finance Com
mission by rotation. This will also reduce the burden 
of the Finance Ministry and the Planning Commission 
and enable them to more effectively formulate and 
monitor the development programmes. 

5.10 By insisting on a realistic forecast of both 
revenue and expenditure based on past trends and 
then again reassessing the same according to standar
dised norms, the Finance Commission's transfers 
are designed to promote efliciency and economy 
in expenditure by the State Governments. Similarly. 
for discretionary transfers also the Government 
of India lays down vigorous norms. The performance 
in the case of development Plans is judged by the 
Planning Commission, while in the case of other 
transfers the various Union Ministers monitor 
and assess every item of expenditure by the State 
Governments. 

Disparities in public expenditure among the 
States have definitely narrowed, but not to the desired 
extent. The Finance Commissions, excepting 
the Seventh, had devoted themselves only to co\!Cring 
of fiscal gaps worked out on the basis of forecasts 
furnished by the State Governments and reassessed 
by the Commissions. If a State has done its best 
in raising the maximum resources possible consistent 
with its capacity and has exercised maximum prudence 
and caution in .so far as expenditure is concerned, 
it is penalised by this approach. The question of 
determining the levels of existing services in the 
manner considered desirable by the Commission 
and built in their forecast, therefore, need further 
examination. Fiscal gaps, which ought to be reduced 
through the process of fiscal needs can be computed 
only when there is a readiness to move out of the 
budgetary data whether actual or in the form of 
reassessed forecasts. Unless the financial content 
of the need is methodically derived from desired 
physical standards of service levels and requirements 
of maintenance of assets, the fiscal needs hardly 
get projected and the relative economic backwardness 
of a State cannot be accorded the importance which 
it deserves. 

Similarly in the case of Central assistance for Plan, 
the Planning Commission have had recourse to the 
Gadgil formula, in which also 60 per cent of the 
devolution is based on population. This is the 
reason why backward States, particularly sparesely 
populated but large in area, do not get adequate 
funds for their Plans. 

5.1 I It cannot be said that the present mechanism 
of transfer has inbuilt propensities for extravagance. 
Extravagance in expenditure and populist measures 
leading to revenue loss are definitely there. Some 
States get away with it also. So long as transfer 
of resources is based on so-called "fiscal gaps", 
computation of which takes into account such extra
vagance and populist measures, the transfer mechanism 
itself could be insulated. In fact, it could have a 
distinctive clause to discourage such extravagance. 
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5.12 The State Gc)\ernment 'icw with fan,ur the 
point that lis.:al trathli:rs sh<>uld he , lli:c·tcd mainly. 
if not wholly thr,•ugh <lcv,>luti,,n ,,f La~es. There 
is al,o ~cop.: for gran~t· in-aid. The a':-.umption im
plied in the appr<Jach adopted so far that the States 
which have no t.klll'il on Ol'n-Pian rc\cnuc at.."Count 
have all their non-Plan needs fairly a<kquatdy t;t~<'n 
can: of, is far from correct. Be,ides utuf,lfmity in 
estimating the requirements wilhin the C<'nstituti,,nal 
frame-work ,,f Centre-State finan.:ial rclalll'ns d,,es 
not mean applying uniform gr,mth rate' <'11 the 
existing base, in order to fore.:."! the revenue gap. 
When the States are in.varying stages of de\dnpment, 
the poor amongst them cann<>l he equated with the 
advanced States. The measure of equalisati<>n clli.-c
ted so far by seven Finance Comm"'i,,ns has )!<lt 
submerged under the impa.:t of many uise<.Juali'"'!! 
tendencies, operating from many S<'ttr.:es and the 
net contribution of the Finance Cnmmi,siom in terms 
of equalisation had heen ncgligihk or ut hcst 
meagre. The Finance Conuni"ion should thus take 
care' of this ultimate result in their C\erci,cs. The 
only manner in which the purpose can he acn>mpli
shed is by way of making additional grants-in·aid to 
backward States, irrespective ,,f their revenue gap, 
in order to enable them to come up to lit lca>t the ull
lndia average in the lirst instan.:c. 

5.13 Broadly, the three principles enunciated by 
the Seventh Finance Commission for giving grants
in-aid to States under Article 275 arc un-exccpt•onahle. 
In their implementation there are, however, certain 
constraints and misgivings which should be removed. 

(i) For reasons given in reply to question No. 5.12 
the Finance Commi"ion should he asked t" 
give up the existing methodol· gy of arriving 
at the non-Plan revenue gap as a criterion 
for determining the grants-in-aid under Arti
cle 275. It may be noted in this connection 
that the need for grants-in-aid of the States 
cannot, and should not, be estimated from the 
forecasts furnished by the States, or rea"es
sed by the existing methodology by the 
Finane~ c,,mmission. Unkss tm· linanci; I 
content of the needs is methodically derived 
from desired standards of service levels, it 
cannot be taken that budgetary needs have 
been transformed into real needs. 

(ii) The Sixth Finance Commission introduced 
the concept of upgradation of standards of ad
ministration, though it gave no separate grants
in-aid for the purpose. It visualised a time
frame of ten years during which the purpose of 
upgradation w.•uld be achieved. Unfortunately, 
the Commission did not provide any specific 
grants for this purpose. The Seventh Finance 
Commission partially remedied this defect 
in approach. It is heartening to note that the 
Government of India had realised its impor
tance and kept it as a term of reference of the 
Eighth Finance Commission abo. The Se
venth Finance Commission was constrained 
by the terms of reference under which they were 
required to restrict their r.:commendations to 
silt non-development sectors services only. The 
plea of the States seeking provisions to up
grade the administration in certain other fields 
like education, etc. was turned down by the 



Seventh Finance Commission as not belonging 
to the category of non-development sectors. 
A similar restriction has been placed on the 
Eighth Finance Commission also. Such res
trictions should not be placed in the terms of 
reference of the Finane~ Commissions. 

(iii) Though the Seventh Finance Commission 
enunciated this third principle also, it has not 
deemed it desirable to invoke it in its award. 
It is time to invoke more thoroughly this prin
ciple to enable States to meet special burdens 
on their finances because of their peculiar 
circumstances or matters of national concern. 
For example, States having large area like 
Madhya Pradesh. where the per unit cost of 
each service is higher than in other States, 
which is further aggravated by the high per
centage of scheduled castes and scheduled 
tribes population, scattered in tiny hamlets 
throughout the length and breadth of the State, 
should come under this category and qualify 
for special grants-in-aid. 

Grants-in-aid, being by their very nature a fixed 
amount, get sever~ly eroded due to ravages of in
flation. It is therefore, necessary that whenever a 
grant is sanctioned, a nitable built in pr_ice neutra
lisation formula should be evolved and mcluded as 
a package for working out the quantum to be. ac~u
a\ly given, so that the real worth of the grant-m-atd, 
during a particular period, may be evolved and ap
plied. 

5.14. We will confine our reply to the two items 
specifically given in the q ~1estion. Both the yield from 
the Special Bearer Bonds and the revenue from rai
sing prices of administered commodities are not 
Central non-tax revenues as the wordings of the 
question imply. They are, or ought to be a part 
of the Central tax revenue, which would have been 
distributed to the States. 

(i) Special Bearer Bonds.-The sale proceeds of 
these Bearer Bonds are the amounts of In
come Tax that have been left uncollected dur
ing the past years for a variety of reasons. Had 
they been collected as normal Income Tax, 
the State Governments would have automati
cally got a share in the revenue. 

(ii) Revenue accruing from raising administered 
prices of items like petroleum, coal etc.-The 
States are los~rs her~ on two counts. Firstly, 
being termed as national resources, the States 
get very meagre royalty o_o ~he mining_ ~f these 
minerals, and, secondly, mstead of ratsmg the 
Union Excise Duty on these items the Centre 
raises their prices and hence deprives the States 
of their due share in the Union Excise Duties. 
Neither the Finance Commission nor the Sta
tes have any means of judging the efficiency of 
she Central agencies in producing these com
modities or whether there cannot be any reduc
t ion in cost of production. If the price increase 
is, however, too frequent, substantial and with
out any cost studies, the States may feel ri
ghtly that there is something wrong somewhere. 
The aura of suspicion should, therefore, be 
dispelled. · 
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5.15 We don't know how the distribution is affec
ted at present hence, could not. offer any _comments. 
However, setting up of a Nattona_l Credtt C~>onctl 
and a National Economic Counctl may help m de
termining the share to be distributed . b~tween the 
Centre and the States in a more reahsttc manner. 

5.16 Article 246 of the Constitution demarcates 
the sphere of responsi~ilities.of ~he ~et;~tr~ a_nd the 
States in terms of thetr legtslattve JUrtsdtctlons as 
laid down in the Seventh Schedule while the Centre 
has been entrusted with a few major responsibilities 
like defence, external affairs, etc., the States have to 
shoulder major responsibilities for most of the deve
lopment and welfare functions like. irrigation, power, 
agriculture, education, health, soctal welfare, . etc. 

From the period of the second Plan there has 
been growing centralisation of revenues. On the other 
hand, compared with the revenues at it~ ~?m!?and, 
the Centre assumed relatively less responstbthty 10 the 
total public expenditure of the country. ~his resulted 
in increasing federal fiscal imbalance dunng the past 
few years. Thus, the States' own revenues (both capi
tal and revenue) could now finance less than 60 per 
cent of their total expenditure. It may be observed 
that there has been a continuous decline in the States' 
own revenue to finance States' total expenditure upto 
the end of the fourth Plan. There has, however, been 
some improvement in the situation during the fifth 
Plan period. This, in the context of the increasing 
additional resources mobilisation by the States in 
recent years, imply that while their capacity to raise 
their own revenues has reached a plateau, their ex
penditure needs are increasing faster owing to the 
increasing demand for development and welfare 
expenditures from the p~ople. 

Fiscal transfers from the Centre to the States are 
made through three channels, viz: on the recommen
dations of the Finance Commission, Planning Com
mission and through various Central Ministries. Fin
ancial transfers made on the recommendations of the 
Finance Commission are statutory and in the form 
of share in Central taxes and grants-in-aid, both of 
which are non-returnable. Until the end of the fourth 
Plan such transfers constituted only one-third of the 
total federal fiscal transfers. However, during the fifth 
Plan period the share of Finance Commission trans
fers increased to 44 per cent. Transfers on the recom
mendations of the Planning Commission are on 
the other hand discretionary and usually have a mix 
of 30:70 between grants and loan•. When 30 to 40 
per cent of the Central transfers are through this me
dium, the rising debt burden of the States may well 
be visualised. 

5.17 It is necessary that each Finance Commission 
should look into the problem of growing indebted
ness of the States and suggest remedies. The Sixth 
Finance Commission was asked to suggest changes 
in the terms of repayment of the Central loans; 
whereas the Seventh Finance Commission was asked 
to suggest appropriate measures to deal with the 
non-Plan capital gap of the States. A similar term 
of reference has been made to the Eighth Finance 
Commission also. 



A table showing net accretion! to resource! of the 
States. o~t of Central loans, after adjusting repayment 
of pnnctpal and interest, is depicted below : 

(Rs. in crores) 

Year Gross Repayment Interest Net trans-
Loans of Loans to paid by fers on 
from the the Centre the States Loan Ac-
Centre to by th, on Loans count from 
the States States from the the Centre 

Centre to the 
States (col. 
2+3-4) 

2 3 4 s 
1971 72 1,192 ·5 801·4 324·3 66·8 
1972-73 1,950 ·2• 689·6 331·1 929·5· 
1973-74 1,552·9 933·9 401 ·0 218·0 
1974-75 1,075 ·2 505·4 349·8 220·0 
1975-76 1,294 ·3 761·7 445·7 86·9 
1976- 77 1,446 ·2 719·3 485·5 241·4 
1977- 78 1,910·9 790·1 510·1 610·7 
1978-79 3,229 ·7 868·3 590·1 1,771 ·3 
1979-80 2,668 ·5 802·7 578·8 1,287 ·0 
1980-81 3,021 ·9 1,458·2 786·9 776·8 

• Including Rs. 421 ·I Crores of net ways and means lllSSistance 
received by the States from the Centre to clear their outstanding 
overdrafts w1th the Reserve Bank of Indie at the end of April 
1972. • 

J n the context of the mounting indebtedness of the 
States, it may be observed that the problem of Central 
loans to the State Governments has become an im
portant issue in the debate on Centre-State Relations. 
Hence any suggestion to reduce the overall indebted
ness of the States should take into account the moun
ting burden of Central loans on the States. The Se
cond Finance Commission to which the matter was 
referred recommended consolidation of the various 
Central loans into a few categories with reduced in
terest rates. The recommendation was not accepted 
by the Central Government in toto, though certain 
modifications in the terms of repayment and interest 
rates were made. The Fourth Finance Commission 
considered that the States' share of Estate Duty was 
not sufficient for the purpose of repayment of the 
States' debt to the Central Government and hence 
recommended that an expert body may be appointed 
to study the whole problem of inter-governmental 
borrowing and to recommend suitable remedies. 
The Central Government is yet to act on this recom
mendation. In the meanwhile, the States' debt has 
gone on increasing in magnitude. The Fifth Finance 
Commission was asked to examine only States' 
unauthorised overdrafts and to suggest remedies to 
reduce them. The Commission did some justice to 
this. 

Central loans have been made to the States under 
the Plan assistance scheme. Under this scheme, most 
of the States get 70 per cent of the Central assistance 
in the form of loans and the remaining 30 per cent 
in the form of outright grant. In this way the States 
have been dragged in to a vicious circle of Central 
loans, which create interest and repayment liability 
on these loans, and then the need for more loans from 
the Centre to meet these needs. 

The Sixth Finance Commis!ion was asked for the 
first time to estimate the non-plan capital gap in 
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the States' budgets and to suggest mensur~s to re
duce such gaps. The Commission recomnH.'nded (a) 
consolidation of some loans into uniform typt•s, (h) 
extension of the period of repayment e>f some Ionns, 
(c) moratorium on the repayment of some Jouns and 
(d) writing-off of some loans. The Commission. 
however, did not recommend substantial deht c:m
cellation on the ground that it would reduce the p<'ol 
of resources available with the Central Governm~nt 
for providing further assistance to the States. 

The Seventh Finance Commission also supported 
the Sixth Finance Commission approach, though with 
a note of caution regarding the plea of the States to 
write-off the outstanding Means. The Commission 
divided the loans in to three categories, l'lz, (n) 
loans applied for unproductive purposes, to be writ
ten-off (b) loans for semi-productive purposes to 
be repaid in 30 years, and (c) loans for productive 
purposes to be repaid in 15 years. Small savings 
loans were recommended to be consolidated and to 

be converted to loans in perpetuity. The Central Gov
ernment did not accept conversion of small savings 
loans into loans in perpetuity, though the other 
recommendations of the Commission were; accepted. 

Suggestions 

· · Any attempt to suggest solutions to the problem of 
burden of Central loans on the States should ha\e 
both short-term and long-term perspectives. This is 
~ssential because any realistic solution should go to 
.ninimise the immediate financial burden c>f Central 
loans on States. 

An important short-term policy measure 'hould ~e 
debt adjustment in the form of writing-off of certain 
loans, and interest therein made for socially as well 
as financially unproductive purposes, such ns drought 
or flood relief and rehabilitation. Another short term 
solution is the rescheduling of the existing loans, 
apart from those mentioned above, by extending the 
period of repayment. For this. all outstanding loans 
may be consolidated with a repayment period of fifty 
years, the same as for soft loans obtained from the 
International Development Agency, with the rate of 
interest equivalent to the Treasury Bills rate. Finally, 
the rate of interest charged by the Reserve Bank of 
India for ways and means Advances should also 
not exceed the Treasury Bills rate. 

As for long-term measures, the first and foremmt 
is that in future the grant proportion in the Central 
assistance for Plan schemes may he increased to 50 
per cent from 30 per cent at present. The C~ntre 
could consider evolving a formula on the ba"s of 
backwardness of States. 

The following table shows net accretion to the re
sources of the Governmer't of Madhya Pradc'h 



through Central loans after adjustments for repay-
ment of such loans and Interest paid thereon : 

(Rs. in crores) 

Year Gross Repayment Interest Net ac-
Central of Loans paid on cretion to 
Loans to to the Central State Re-
the State Centre Loans sources 
Govern- through 
ment Central 

Loans (Col. 
2+3-4) 

2 3 4 5 

1971--72 47 ·51 44-55 19 ·56 (-)16 -60 

1972-73 62·12 48 ·II 19·69 (-) 5 ·68 

1973-74 58 ·05 54·78 20•36 (-)17 ·09 

1974-75 57·83 22·79 16·26 18 ·78 

1975-76 67·96 36·69 21 ·81 9·46 

1976-77 73·85 32·47 23·79 17·59 

1977-7& 85·00 42·65 26·09 16·26 

1978 -79 213 ·40 38·49 28·60 146·31 

1979-80 144·86 36·60 38·55 69·71 

1980- 81 211 ·15 55·41 41 ·27 114 ·47 

1981-82 180·89 53·47 50·91 76 ·51 

1982-83 385·33 74·42 59·45 251 ·16 

5.18 The State Governments' market loans are 
periodicallv flo"'ted and subscribed usually by the 
financial institutions. But very little is known about 
v<'rio"'s aspects of this financial operations, particu• 
larly the criteria on the basis of which the exact 
amount of market loans is allocated to each State. 

The public debt of the Sta~e Governme~ts in India 
comprises of market borrowmgs, borrowmgs of the 
State Governments' autonomous commercial under
takings from the financial institutions, General Pro
vident Fund of its employees, ways and means ad
vances from the Reserve Bank of India and loans 
from the Central Government. Here we are concerned 
only with the State Government market borrowings. 
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In most of the federations their constitutions have 
made provisions for the State Governments to bor
row both from within the country and from abroad. 
In India the State Governments have the power to 
borrow only within the entry and the external borro
wings are reserved exclusively for the Central Gov
ernment. 

In India the former British Indian provinces obtain-· 
ed the power to borrow from any source only in 
1921. As the country was having a unitary form of 
administration prior to 1919, the question of borro
wing powers of then administrati.ve provinces did 
not arise. However, the former pnncely States en
joyed the power to borrow within their respective 
territories. 

The Government of India Act, 1935 continued 
under section 163 the right of the former provinces 
to borrow on the security of their revenues. They were 
empowered to borrow inside as well as outside the 
country and the Act also conferred the right to bor
row short-term loans from the Imperial Bank of India 

(which was then the Central Bank of the cc untry). 
However, just as in the case of Local Governme~t 
Borrowing Rules under the Government of lndta 
Act, 1919, clause (3), of Section 163 o! the G~>V~m
ment of India Act, 1935 imposed certam restnct10ns 
on the powers of the former provmces to borrow. 

After independence, the Constitution of India 
has empowered the States unde\ Article 293(1) t~ 
borrow within India on the secunty of the Cons~?h· 
dated Fund of the respective St~tes and .also to gtve 
guarantee to loans raised by thetr subordmat~ autho• 
rities or authorities created by the State legtslatUre, 
According to these provisions, the State Gov~rn• 
ments can only borrow within the country. The'nght 
to borrow from abroad has been reserved exclusi vel)' 
for the Central Government. Even if the State Govern• 
ments require foreign lo~ns for develop~ent tmrpo• 
ses, they have got to ubtam through the mstrumenta• 
lity of the Central Government. 

It is necessary to note here that even the _intern~! 
borrowing powers of the State Govenme11ts m Indta 
are subject to limitations: (a) as may be 1mposed by 
the State Legislatures; and (b) if the Central Govern~ 
ment has guaranteed outstanding loan of the State 
or if the State owes a debt to the Central Government, 
no fresh loan can be raised by th?.t State without the 
consent of the Central Government. Since most of 
the Stu te Governments are in fact indebted to the 
Central Government, they have to obtain the 
permission of the Central Government to borrow 
from the public. 

There is also a practical problem which forces 
the State Governments to seek the assistance of the 
Central Government to borrow in the open market. 
The indian capital market is not developed for VIi• 
rious reasons and most of the financial Institutions 
which mobilise public savings for investment are 
owned and/or controlled by the Central Government. 
Therefore, any State Government which want~ to 
borrow from these institutions (as they constitute 
the capital market in the country) has to comply with 
the policy of the Central Government. Thus, the 
Central Government, because of its dominant finan
cial position and being the owner of the Reserve 
Bank of India and various other financial institutions, 
controls the public borrowing policy of the State 
Governments. The Reserve Bank of India which is 
also responsible for the monetary policy and public 
debt policy of the Government of India has been 
coordinating the market borrowing policies of the 
State Government by undertaking to float all the 
State Government loans periodically according to 
the economic conditions prevailing in the country. 
The market borrowings are being allocated between 
different States by the Reserve Bank of India on 
advice of the Planning Commission and the Union 
Ministry of Finance. The criteria on the basis of 
which the share of each State is determined in the total 
available market funds, are not made known. 

It was, however, observed that there has been a 
wide disparity in the share of different States. Besides, 
the Central-Government has been taking the lo~n's 
share in the total market borrowings; whereas the State 
Governments appear to borrow more for repayment 
or old loans than for actual utilisation. Although the 



total market borrowings of the State Governments 
have increased consistently.during the past ten years, 
such consistency IS not present in the case of indivi
dual State Governments. In case of State Govern
ments like Uttar Pradesh and West Bengal the share 
has been consistently increasing, but in the case of 
other States, they have been fluctuating, but what is 
interesting is that in the case of Andhra Pradesh 
Assam, Haryana,. Madhya Pradesh and Orissa, th~ 
shares have remamed more or less constant. These 
fluctuations suggest that the market borrowings of 
the State Governments have not been distributed or 
allocated consistently on any objective principles. 

Th~r~ have b~en various sugg~;tions to rationalise 
the allocation of market borrowmgs among the States. 
The most important among these is that there must 
be some objective critena for the distribution of 
market borrowings among dill'erent States, rather 
than the present rule of thumb method of allocating 
the funds. 

5. 19 We do not think that this allegation against 
the Centre is fair. We understand that the Centre 
while fixing the rate of interest on its loans to the 
States takes into account the borrowmgs at liberal 
tates from the, U.N. Agencies. 1f not, our plea is that 
the rate of interest should be fixed on a we1ghted ave
rage basis, so that the advantage is shared between 
the Centre and the States. 

5.20 Instead of setting up another Agency, such 
as the loan Council, the National Development Coun
cil (NDC) itself could lay down criteria for sharing 
of market borrowings as between the Centre and Ute 
States and inter-se the States also. This could be 
periodically reviewed, say every year by a Standing 
Committee of all Finance Ministers. 

5.21 Overdrafts by the States is a symptom of a 
de~per malaise in the finances of the State Govern
ments. Doubling of the Ways and Means Advance 
was a short-term measure, which was only a pallia
tive and not a remedy for tM diseas_, Unless the 
root cause is eradicated, the disease of overdralh 
will not be steammed. 

We cannot blame any single Government for this 
malaise, While it is true that the sources of Revenue 
available to the States are limited, the fact can nvt be 
overlooked that there is a great deal of laxity in fiscal 
administration in the States also. Too many Public 
Utilities a' e neither run competently nor their ser
vices priced at a cost-plus basis, leading to heavy 
losses requiring budgetary support. Secondly, there 
is over-capitalisation. States are under various pres
sures to take up too many projects, needing heavy 
investment, which results in wastages of resources 
and consequently, high capital-output ratio and very 
low rate of returns. There is a general lack of will 
to collect Government dues in time. These collecti
vely lead to a weak resource base for. the States and 
their ways and Means problems. Th1s 1s further com
pounded by the relatively inelastic sources of rev~nue 
to the States. The deficiencies in fiscal management 
by the States are largely found in the Centr~·s fiscal 
management also. Though the States' problem of 

Ways and Means is not a simple one, ouly an overall 
National Financial Strategy, whtch stnves for elli~:t-
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c.ncy shown of other considerations ni<>nc c.1n whe 
tills dceprooted malaise. 

5.22 Article 246 of the Constiluti<>n d,·mar'''"''' 
the sphere of responsibihttes of the Centre and the 
States in terms of l11e1r lq;!Slatl\e JUnsdl.:tu>n as 
la1d down Ill the Seventh Schedule. As f.1r us the di
vision of S<Jurces of revenue 1s concerned the Central 
Government enjop a comfortable poslll<>~ with many 
elastic sources ol re\·enue hke Un1on lx.:ise Dulles 
Custom Duties, Corporation Tax, etc. w luch ha\e ~ 
national tax base. Jn contrast, the States arc gl\·en 
madequate and less elastiC sources of re\cnue. A 
possible exception. IS Sales Tax. Hut ils scope has h<:en 
gradually reduced by the Central Uo\erumenl, by 
makmg many mroads mto lis co\era~e hke centra
lisation of ~a.les T_ax on mter-State .tr.ade, takmg 
over the power of hxmg the rates of ~a lcs 1 ax (>II 
declared goods and serv~ees and gradual c~ten>~on of 
Additional Union Excise Uut1cs 111 lieu of ~ales J ax 
to more commodities. What is more, some of the 
sources of revenue like land taxation and State lM:ISe 
Duties are entangled in various tyrcs of constl a1ns 
making it ditlicult for the State Uovernmcnls t~ 
raise more revenue from these sources. In Slllle of 
these constramts, a backward :Stale hk<.: Mad h),, 1'1"
desh, ~as been able to sustau1 a compound growth 
rate ol more than 16 rer cent per anuum m rccc1pts 
of aU State taxes and dulles dunng the past I.Z )Cal s. 
Ind1v1dual taxes, hke General Sales ] ax, ] a>.cs on 
Vehicles, Electricity Duty, Entertainment fax, l axes 
on Goods, Stamp Uuty and State ExcJ>e Uuucs re
gistered a compound growth rate of 17.5, 21.5, 1 ~.3, 
15.7, 13.6, 15.3 and 14.2 per cent respectively per 
annum dunng the same penod. 1 he per cap1ta rc
venu. lrom State ] axes and UutiC> rose !rom Rs. 
20.79 in 197U-71 to Rs. ~7.94 m l9o2-oJ und the 
average tax propensity (Tax revenue as percentage 
of Net State Uomestic Product) lrom 4.35 m 19/lJ-/1 
to 7.15 in 19H2-H3 which is qu1te h1gh for a State bemg 
almost at the bottom rung of the ladder of cconom1c 
development. Non-tax revenue h.ts abo regJ>tcrcd 
commensurate buoyancy dunng the pcnod>. Other 
States have also registered sunllar trend>. lhus, Ill 
so far as revenue from State s.,urccs and Add111onal 
resources Mobilisation measures are concerned, the 
State Governments have done, and arc domg whatever 
is possible within the given framework of tile Con,tl
tutJOn and the preva1hng econvmic ~ituation. 

5.23 The State Governments are noL competent to 
make any comment on the p~rform .• n~e of tile pubh~ 
sector undertakings of tne Cenlral Uovernment. \\<e 
do not have adequate data to pass any valid JUdgemllnt 
on how they have performed sin~e tlle1r lll<:cpllon. 
As regards the leakage in Central taxatwn one can 
only make a general comment that us Ill the case or 
the taxes admmistered by the States it is hkdy that 
there is a substantial degree of leakage in the Central 
taxation also. 

It has long been felt that in tbis country there has 
been a tremendous cascading ellcct of taxes on ma
nufactured items. This is one of the areas in wlu~h 
a study is urgently required. W h1le some tunc back 
there was serious thinkmg about the introductwn ol a 
value added tax in the country. in recent d1scu>sions 
such a topic has not emerged. I he very fact that of 

·lato the Union finance Mtni!.try has been reduciDi 



ta'l:e> on many ite.ns indicates that there is a growing 
real is 1tion that the effect of multifarious taKes on ma
nufactured items is not yielding either fiscal returns 
of a high rate of growth that we require in this country. 
At this stage all that the State Government can sug
gest is that a very thorough study is required in this 
area in order to find solutions. 

5.24 It will be a healthy convention conducive 
to the stability of State finances if the Union 
Government ascertain the views of the State Govern
ments and give them due consideration before moving 
any Bill to levy or vary the rate structure or abolish 
any of the duties and taxes enumerated in Article 268 
and 269. 

5.25 Article 269 of the Constitution provides that 
the following taxes and duties shall be levied and 
collected by the Government of India but shall be 
assigned to the States in the manner provided in 
clause (2) of Article 269 :-

(a) duties in respect of succession to property other 
than agricultural land; 

(b) estate duty in respect of property other than 
agricultural land; 

(c) terminal taxes on goods or passengers carried 
by railway, sea or air; 

(d) taxes on railway fares and freights; 
(e) taxes, other than stamp duties, on transactions 

in stock exchanges and future markets ; 
(f) taxes on sale or purchases of newspapers and on 

advertisements published therein ; 
(g) taxes on sale or purchases of goods other than 

newspapers when such sale or purchase takes 
place in the course of inter stat.:: trade or com
merce. 

Article 269 provides for a special kind of tax 
rental arrangements between the Union and the 
States and the arrangement has been provided in 
the Constitution itself. It does not provide the 
Centre with any economic interest in this arrangement. 
Though the Fifth Finance Commission was of the 
opinion that taxes listed under Article 269 had a 
greater use in ensuring uniformity of rates of taxes 
than being a source of revenue to the States, this 
Article had not been used even for that purpose 
fully. Further, some of the taxes enumerated in 
this Article could be fruitfully exploited to yield 
revenue for the States. 

The Central Government has imposed only the 
taxes and duties mentioned in Article 269(1) (b) 
and (g). The tax on railway fares, which was levied 
earlier was repealed in 1961. It is necessary that 
the potential for raising resources from these taxes 
and duties should be assessed and the Central Govern
ment should be strongly urged to levy at least some 
of these. 

5.26 The tax on railway passenger fares is one of 
the levies under Article 269 of the C:onstitution, 
the net proceeds of which are to be wholly a10sigu.ed 
to the States. The tax was levied for the first time 
under the Railway Passenger Fares Tax Act, 1957. It 
was, however, repealed by the Government of Iadia 
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in 1961 and the tax was merged in the basic fares 
from April, 1962 without consultations with the 
States. Though the levy was given up, the Govern
ment of India decided to make an ad-hoc grant of 
Rs. 12.50 crores per year for distribution among the 
States in lieu of the tax. After persistent demands by 
the States, the quantum of this grant was raised to 
Rs. 16.25 crores from 1966-67. It has thereafter 
continued at the same level till now. An additional 
grant of Rs. 6.87 crores is also given for Railway 
Safety Works. 

The State Government would like to point out that 
in providing for an impost on railway passenger 
fares as one of the taxes to be levied by the Centre 
and assigned to the States under Article 269 of the 
Constitution, the architects of the Constitution has 
presumably intended to give the States access to a 
modest share in growing revenues of the railways. 
This objective has been thwarted by the substitution 
of the railway passenger fares tax by a fixed lump
sum grant. Besides, the fixation of the quantum of 
grant has been given to the Railway Convention 
Committee, which is very conservative in estimating 
the amount to be distributed to the States. Apart 
from erosion in value due to price rise, the quantum 
of grant recommended by the Railways Convention 
Commitee of 1965 is inadequate in this sense also 
and does not reflect the inherent elasticity of the tax 
receipts. Both the Sixth and Seventh Finance 
Commissions were convinced that the pleas of the 
State Governments for reimposition of the tax or 
for corresponding etthancement of the quantum Qf 
grant were valid and their grievance in this respect 
needs to be redressed early. 

It is indisputable that both passenger traffic and 
passenger earnings have continued to grow. If 
due weightage would have been given to this consi
deration, it would be legitimate to expect that the 
grant would have been increased at intervals. This 
was, however, not the case. Assuming the average 
rate of 10.7 per cent of non-suburban passenger 
earnings as the tax element, the Seventh Finance 
Commission calculated that the collection of tax if 
continued would have been Rs. 56.21 crores in 1976-
77 and Rs. 61.17 crores in 1977-78. This represents 
four times the grant being given to the States now. 
There has been a tremendous growth in railway 
earnings since then. It is, therefore, the submission of 
the State Government that as the determination of 
the quantum of the grant to be paid to the States 
in lieu of a tax is an aspect of Centre-State financial 
relations, which should come under the purview of 
the Finance Commission, the quantum of grant should 
be left to be decided by that Commission. Besides, 
a positive recommendation may be made that either 
the power to levy to a tax on railway passenger fares 
be restored or the amount of grant be increased to 
the level of what the States would have earned had 
the tax been levied. In the latter case, there should 
be a provision for annual growth in the grant in pro
portion to the growth in passenger fare earnings of 
the railways. 

5.27 We have no comments. 

5.28 At present, for drought relief expenditure 
in excess of the margin money the State Governments 
are required to mak.c a contribution from their Plan 



for. providing relief employment The extent to 
whtch the State Governments should contribute from 
their Plan in this manner is assessed by a Central 
Team, after consultation with the State Governments 
and approved by the Central Government. This 
contribution is not to exceed about five per cent 
of the annual Plan outlay. This Plan contribution 

. of the State Government is treated as an addition 
to the Plan outlay in that year and is covered by 
advance Plan assistance. The adjustment of the 
advance Plan assistance, against the ceiling of the 
Central assistance for the Plan of the State is effected 
within five years following the end of the drought. 
If the expenditure requirements as assessed by the 
Central Team and high level committee cannot be 
adequately met in a particular case after the State 
Plan contribution is taken into account, the extra 
expenditure is to be met by the Central Government 
half as grant and half as loan. 

This arrangement has not proved favourable to 
the State Governments and has been found to be 
unsatisfactory in its implementation. The large
scale expenditure on relief works affects the total 
economy of the State. The major portion of the 
States' Plan outlay is exclusively for capital investment 
in irrigation, power and other programmes and could 
not be diverted for normal relief works for providing 
employment in areas or pockets where scarcity condi
tions occur. It in effect requires diversion of current 
Plan outlays from areas not affected by scarcity which 
is always resented. According to the existing practice, 
the adjustment of the advance Plan Central assistance 
for relief works is effected within five years following 
the end of the drought against the ceiling of the Central 
assistance of Plan, and the repayment of the loan 
portion of the assistance starts from the next year 
of the receipt of the loan. This procedure affects 
the State Governments in two ways. First, the State 
Government are not able to adjust it without cutting 
the resources for the Plan. Secondly, by doing so 
they are not able to achieve the targeted growth. 
Besic.es, it is inequitable to burden the State Govern
ments with the repayment liability so soon after the 
natural calamity. 

In the light of our experience we suggest the follow-
ing : • 

(i) For computing ·the margin money the actual 
additional expenditure incurred by the State 
Government's both under Plan and non-Plan 
for relief should be taken into account. 

(ii) The ceiling of five per cent on drought expen-
. diture with reference to the State Plan outlay 

should be removed. The Central assistance 
in respect of drought relief measures should be 
by way of additional assistance, I.e .• in the 
form of 75 per cent grant and 25 per cent loan 
and no~ an advance which is recoverable. 

(iii) The Central assistance, at present, is to be 
spent before 31st March and the releases are 
made only with reference to the expenditure 
upto this period. It may be mentioned that 
31st March, even though it is the end of the 
financial year, is a very artificial date as far 
as nature's pattern is concerned. Accordi
naly, if employment is to be aiven in the event 
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of drought. and other naturul calamities, it is 
necessary that the amount is granted till 30th 
September, of the next year. This will enable 
the schem~ to be implemented, without rush 
and wasteful expenditure. generating durable 
assets · while gi'fing continuous. emplovment 
to the unemployed and under-employed hibour 
till they get employment after the normai 
agricultural 01~rations. begin. 

(iv) The inevitable complementary expenditure in 
the case of labour-oriented works, whkh is 
necessary to make the works durable, should 
be made eligible for Centml assistun..:e. 

(v) The expenditure on certain items lile emer
gency water supply by tankers, etc. shouiJ 
be made eligible for Central assistnm."C. 

(vi) The loan component of the rc lid e.~pcnditure 
should be recovered with a five-yeur mora· 
torium by the Central Government. 

5.29 The State Government is unable to unde~tund 
the idea behind setting up a National lonn Cor· 
poration as even touay the natinnuliscu banks are by 
themselves competent to r<tise loan~ in tlte nntional 
a~ well as. international markets fllt cronomically 
vtable proje~ts. The St:~tc Government wd~omes 
the idea of setting up a National Credit Council. 
We would, howcwr, suggest that all the State 
Governments should have equal rCJlrcscntution in 
the National Credit Coundl. This Council should 
be entrusted with the task of u~ssing the a\lailublc 
credit resources within the country, its growth possi
bilities and the ext~nt to which it can be tapped for 
purposes of mectmg <.levelopmcntal ex~nditure. 
This Council should determine the share of the State!! 
a& well as the Centre and also the Jistribution of the 
share of the States inter s'' amon£~t them. The State 
Government also welcomes the idea of setting up a 
National Economic Council. Here again it is our 
suggestion that all the States should be given rcprc
sentat!on in C~un<.:il. T~1e Counci.l could set up 
Standtng Conumttecs or Expert IJmltcs for analysing 
different economic problems of national and 10\:ul 
importance within the country. We also agree that 
the annual reports of the two boo ies should be placed 
before the Parliament for discussion and suggestion 
as well as before the State Legislature for their infor· 
mation. 

5.30 While collection of funds and their c.listribu· 
tion in a constitutional set up such as India's is signi
ficantly relevant, what is more important is bow 
effieciently the funds are utilised. There can be no 
two opinions that there is a large scope for improve
ment in this sphere both at the Centre and m the 
States. ' 

5.31 (a) A priori judgement that the expenditure 
of the Union is not being organised in the best inter~t 
of the nation's growth and instead there are trends 
for incurrence of infructuous., unnecessary and un
economic expenditure, may not be fully correct. The 
need for periodical assessment of Central Govern· 
ment expenditure could, however, not be minimised. 

(b) The above reply is equally true for the States 
also. 



(c) In reply to an earlier question we have advo
cated the setting up of a permanent Finance Commis
sion, having adequate representation of State 
Governments by rotation. It will not only be the 
responsibility of this Commission to devolve all 
re>ources from the Centre to the States, but in this 
process abo to go into the finances of both the 
Central and State Governments. The Standing 
Finance Commission should be an expert body with 
wi(1e ranging powers having representatives from 
States. 

5.32 We have not experienced any serious problem 
on this front. 

5.33 'Evaluation Auuit' can only be possible 
\\hen there is Performance Budgeting. At present 
it is very ui!ficult to have evaluation audit of all 
Government expenditure, though it can be intro
duced selectively in case of works and similar other 
Departments where the performance could be evalua
ted. In aduition, the present audit machinery is 
neither designed nor suited for this function. In 
order to introduce evaluation audit not only the 
system of budget and accounting would have to be 
changed, but a specialised machinery to undertake 
evaluation-audit will abo have to be created. In 
the prevailing circumstances this is a very tall order 
indeed. 

5.3-l In our view the Comptroller and Auditor 
General as a Constitutional functionary has been 
discharging his responsibilities satisfactorily in regard 
to the maintenance of Accounts of the State Govern
ments as well as in conducting audit of expenditure. 

5.35 We ar.e e•llirdy satisfied with the reports of 
the Comptroller and Auditor General presented to 
the State Lcgi>lature. They are comprehensive 
enough and reasonably accurate for the legislature 
to take a view on as to how the appropriations given 
by the;n to tile dill"erent departments of the_ Govern
ment have been utilised. 

5.36 While the inotitutions, such as the Public 
Accounts Committe.: and the Public Undertakings 
Committee with the as~istanw of the Acwuntant 
General have been examining the propriety of expen
diture incurred by various departments of the State 
Government they have generally been helpless in 
preventing expenuiture in excess of the appropriation 
granted by the State Legislature. The Government 
of Madhya Pradesh has been taking several measures 
to prevent excess expenditure. Nevertheless due to 
the•lack of any punitive provisions, either in the 
Constitution or in any other law, it has been impossible 
to ensure that expenuiture incurred exactly tallie;; 
with the Appropriations given by the Legislature, 
either in the main budget or through Supplementary 
Estimates. The Commission could examine whether 
any other safeguard can be provided in the Consti
tution to prevent any form of excess, over the appro
priation granted by the Legislature. 

5.37 The recommendations of the Estimates 
Committee on wider aspects of the policy as well 
as certain details of administrative importance have 
been of use to the State Government. 

5.38 We do not advocate the setting up of a separate 
Expenditure Commission in India. The Comptroller 
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and Auditor General of India has been provided 
with sufficient constitutional authority to assess the 
propriety of the expenditure authorised by the Legis
lature. In order to improve the direction and 
nature of expenditure we ha~e. already _suggest~d 
a permanent Finance Comm1ss10n, wh1ch while 
scrutinising the Central and State Budgets would 
also suggest filling up oflaeunae and need for efficiency 
and better management. Not only that, it would 
also see that what it suggests is implemented. For 
Schemes included in the development Plan, the Plan
ning Commission will of course prepare and monitor 
the development programmes. 

5.39 The State Governments have a very bitter 
experience while implementing the upgradation sche
mes recommended by the Seventh Finance Commi
ssion, in which for the first time the Government of 
India was required to provide cent per cent grant
in-aid. As it was perhaps for the first time that a 
Finance Commission formulated such a scheme 
they were naturally anxious to make it a success. 
Dilating on the subject of monitoring they, therefore, 
said : "The main objective of monitoring is to 
ensure that the ft..nds provided for specific purposes 
are actually utilised for these purposes, and not 
diverted. Another objective would be to see that the 
desired results in physical terms are achieved by 
incurring expenditure". Nobody can dispute these 
statements. The Finance Commission, however, 
rejected the States' request to have the monitoring 
through the normal audit by the Comptroller and 
Auditor General of India, for which it was suggested 
that the upgradation provisions could be shown in 
separate sub-heads. Instead they recommended that 
the states may prepare plans of action and get them 
finalised in consultation with the administrative 
Ministry concerned at the Centre. The grants were 
to be released by the Ministry of Finance on the 
recommendation of the administrative Ministry. 
This clearance of the plan of action by the concerned 
administrative Ministry at the Centre ·proved to be 
the worst stumbling block in implementation of the 
scheme. First the plans of action have to be prepared 
in the minutest detail, without knowing whether 
they would be approved or not, this took time. Se
condly, ~he concerned. ad_ministrative Ministry has to 
be convmced of the v1ab1hty of these plans of action 
and that they fit into the upgradation scheme this 
took some more time. Thirdly, if due to escaiation 
the cost goes up, the administrative Ministry required 
that the State Government give commitment that it 
would shoulder th~ extra burden, which meant going 
back to the State Fmance Department for preliminary 
approval. ~his took some more time. Fourthly, 
due to the five-year span of the scheme, after which 
its burden v.as going to fall on the State Governments 
they f~lt rightly that they should have a say in changing 
the pnonues, wh1ch was not allowed. Thus, in the 
ultimate analysis, the State Governments felt that 
while the overall need for upgradation should be 
decided by the Finance Commission, the State Govern
ments, which are the beneficiaries under the Scheme 
should . be authorised to decide the validity of th~ 
expenditure under the approved scheme without 
tl1e intervention of an external agency. Normal 
audit will ensure that funds are utilised for the purpose 
they were intended. 



PARt VI 

ECONON.dC AND SO~ P~G 
. fi.i it has been accepted at ail ieveis that planning 

should be decentrali~d and the Government of 
tndia have accordingly preparc:d detailed guidelines 
f9r the formulation of district plans in various states. 
Ta~lng this to its logical conclusion, states will have 
to .be given greater freedom in the formulation of 
iheir plans. The Planning Commission may continue 
to lay down national priorities and targets for various 
5ectors of development planning, but before putting 
the . <~Approach to the .National Plan" before the 
~ational Development Council for their considera
tion and approval, states should be consulted at 
length to enable them t? express their views ~n the 
Schemes, proposed therem and to propose thetr own 
~chemes. Besides, the Planning Commission shol;lld 
lay down national targets only in vital sectors hke 
Power, Major Irrigation, Family Welfare etc. The 
formulation of other programmes within national 
guidelines should devolye on !he states. . 'J?le p~esent 
policy of taking hp. national 1uues .and prtOriti~S by 
the National Development Counctl may contmue. 

6.2 "o/e agree with 'this view. 
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6.3 It is true that the present composition and 
procedure of the Planning Commission do not allow 
close . understanding and consultation with State 
Governments. It is suggested that there should be a 
continuous dialogue between Planning Commission 
and State Government .in formulation of sectoral 
and area planning of the States, periodical review ' 
of progress and a better understanding of the impedi
ments faced by the States. The Planning Commis
sion should also have at least fair representations 
of the State Governments who should be rotated every 
year. At least once a year all State C.M~. _should 
meet together with the Planning Comm1ss1on to 
discuss national economic problems or at least the 
National Development Council should meet every 
year. 

6.4 The National Development Council already 
has representatives of the States. The first alt~r
native is therefore, not necessary. The 3rd altematJve 
is not .Possible because planning · cann~t be made 
autonomous and independent of the Umon Govern
ment. The alternative suggested in R. · 6.3 may be 
considered. · · · 

6.S As ~tated above, Planning Commission can 
never. become autonomous because it must formu
late policies on National development programmes 
according to the directives of. the Union Government. 
The Planning Commission should, ho~ever, be 
empowered to give its own independent vtew before 
the National Development Council. It wi_ll_of cou!se 
be the NDC which may finally take .a dectston .w~1ch 
should be carried out by the Plan~mg CommiSSIOn. 

6.6 The national priorities will have to be inc~r
porated in the ~tate Pla.n~. · However, the Planmng 
Commission whlle exammmg the finances and plans 
of the states should keep in view th~ n~ds or the 
states. their local conditions •. local asp1rat1ons. Such 
States which implement nat1onal programmes suc
'essfull)', should be eiven incentives. 

6.7 No comments. This question has been eia
borately dealt with in our . answers to queslions 
on Centre-State Financial relations: 

6.8 Yes; We agree that the rn-~nt system ot 
arriving at the State Plan size is faulty. It should 
be need-based and based on the local problems 
like tribal population, sparstness of ropulation; 
lack of infrastructure etc. and the capacity of the 
state to raise additional resources. In the modified 
Gadgil Formula 60 per «nt of the assistance has 
been distributed on the bnsis of populntion. This 
is the reason why economically ~·euler or bad~\\·ard 
states, particularly sparsely populuted ~tntes like 
Madhya Pradesh (which has !arrest oren in the 
country) do not get adequate funds for their plans. 
The stress should, therefore, be on the removal of 
regional backwardness among'\t the states and \\·ithin 
the states. 

6.9 As mentioned in R. 6.8 above, the present 
system of alloc<Jtion of Central assistance has not 
contributed to the attainment of the planning objccti\·es 
of balanced regional development and removal of 
poverty, as backward state!; are not getting the ade
quate funds to achieve the above objectives. 

The present system of determining special Central 
assistance for Tribal and Hill area sub-plan is ade
quate, but the mechanism of earmarking of stotc 
plan outlays in aggregate and for ccrtuin priority 
sectors is a sort of inducement and ~is~orts the plan 
t>riorities of the states as such. Th1s 1s partlculnrly 
so, as Planning Commission d~s not cons.ult !h~ 
states in earmarking outlays and IS generally 1mphc1t 
on this matter. · 

6.10 It is true that central programmes and centrally 
sponsored schemes ~end. to distort priorities in the 
States. One suggest1on IS that the present system of 
financing a new programme for five years only by 
the centre should be extended to a per:od or atlcnst 
10 years. Therea.fter, a review may be undertake!' 
to determine the 1mpact of the programme before 11 
is absorbed in the non-plan expenditure of the State 
Government. No new Centrally Sponsored Pro
grammes should be introduced in the middle of a year 
as State Governments find it difficult to provide 
matching resources. This very system lends to ev~n 
financial difficulties. Hence Government of lnd1a 
should determine at the beginning of the plan period 
their centrally sponsored programmes. If any new 
scheme has to he introduced, then it should always 
be at the beginning of a new plan year and introduced 
only after discussions. 

6.11 Monitoring and evaluation programme, to 
say the least, has been inefft"Ctive both at the Ce~tre 
as well as in the States. Had they. be~n cff~tlve, 
projects would have been completed m t1me wtthout 
unreasonable cost escalation. Every project.'scheme 
has to be evaluated every year in the State5 and 
major project/scheme in the Planning Commiss!on 
also. There should be some statutory compulsiOn 
that major projects a.re provided ad.equate funds 
for their timely completion and new projects are taken 
up only if there are any balances len in resources. 
It a scheme does not achieve its objective within 



a specified period, it should be terminated forthwith. 
A suitable powerful machinery should be evolved 
for the purpose. 

6.12 It is hoped that with the decentralised plan
ning. people's participation at different levels will be 
brought about and a sense of "partners in progress" 
will be aroused at all levels to ensure that the plan of 
the Government becomes a people's plan. For this 
purpose, it is very necessary to take into account 
views of representatives of the people before a plan 
is prepared. The present system. of p~eparing plan 
from the top will have to be d1scontmued. After 
giving the guidelines, lower planning bodies will 
have to be given a certain amount of freedom to 
prepare a plan which can then be called as their own 
plan. At the St::~te level and the national level, targets 
of State and National policies may be spelt out and 
left to the local or regional planning au~h~ri~ies to 
adapt the plan to suit local needs. Th1s IS mdeed 
a tall order. Rut if plannin~ has to become more 
useful, welfare oriented, then involvement of larger 
number of people will have to be brought out. 

6.13 The Stat~ Planning Ro1rch in some States 
have hardly contributed anything in the pr.epara
tion of the State Plans. The Board only ed1ts the 
programmes prepared by differ~nt depart'!'ent~. 
If State Planning Board has to become elfect1ve, tt 
will have to be given functions as carried out by the 
Planning Comn;ission. The State Planning Board 
should take up pr·~pamtion of a perspective plan. 
give euidelines on preparation of five year and ann'!al 
plans, should have close liaison and discussions w1th 
the development departments on programm~s anc! 
policies, should scrntinise and approve every 1mpor· 
tant development prol!ramme hl'fore it is t~ken up 
for implementation and as a watchdog, monttor ~nrt 
evaluate the Plan programnH,.s. The . Planntng 
Board should have adequate strength and, tf need be. 
can further be strengthened to take up detailed sent" 
tiny in short time. However. it should be mad~ clear 
that Finance Department should not entertam any 
proposal on a plan pro[!ramme unlc~s it has heen 
approved in principle by the Plannmg Board. 

Industries 

7.1 It is true that that the Constitution envisa~ed 
Central regulation of only tho'e indu:stries . wh1ch 
were of vital public interest and of national Impor
tance, but over a ocri~cl. o~ time, Centra_! cont~ol 
has grown to include w1thm 1t all types of mdustnes 
and the only sector left to the States is the small scale 
sector which is also to a large extent looked after by 
the Centre. 

There has been no instance where the Central 
Government has used n policy deliberately to the 
detriment of States' interest. . How~vcr, Central 
regulation has. with the hc't. of mtent1nns, led to a 
sit~1ation in manv States, particularly ltke ours, where 
vast natural resources, particularly miner• I resources 
have remained unexploited. Ry way ~f example, 
the cement industry can be cited. A poltcy follow~d 
by the Central ~overnment i!l th~ t>arly 70s of dis
couraging add1ttonal capactty 111. surpl'!s ~tates 
slowed down the growth of cement mdustnes m the 
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State and thereby the exploitation of its va5t resources 
of limestone. Similarly, Central licencing has 
resulted in the States in concentration of industries 
in a few pockets. Had these powers been with the 
States, the dispersal of industries within the States 
and removal of regional imbalance could have been 
better regulated. 

7.2 In our opinion, the Central Government should 
only regulate those industries which are co_nnec!ed 
with the security of the country. The hcencmg 
powers for the remaining industries could be given 
to the State Government and the national interest 
will not be in any way jeopardised because so long as 
the Central Government controls foreign exchange 
and the Central Financial Institutions, they can 
regulate the growth within their guidelines. 

7.3 Even though the Central Government have 
streamlined the procedure for capital goods clearance, 
foreign collaboration etc. and pace of clearance 
has improved, yet experience has shown that these 
do still take a substantial time. It is, therefore, 
suggested that the Central Government should c_ont!
nue to make guidelines for such clearance but mstt
tutions should be set up in the States in which the 
representatives of State Governments are invo_Ived 
to give clearance so that the work can be expedtted. 

7.4 It is true that supply of raw material at fair 
rates to the small scale sector and marketing of their 
products are crucial factors for the growth of small 
industries. Most of the States have fairly effective 
small scale industries development corporations. 
These corporations have, by and large, so far func
tioned to provide such of the raw materials as are 
made available to them from other institutions. 
There are other institutions like MMTC, STC, etc. 
which import raw materials for the small sector. 
The responsibility of providing all the raw materials 
in adequate quantity has, therefore, never been cast 
on the Small Scale Industries Development Corpora
tions. In case it is so decided, it would be possible 
for the Small Scale Industries Development Corpora
tion in our State to organise themselves without 
much difficulty to undertake this work. 

7.5 Statistics will show that substantial portion 
of the loans from the Central Financial Institutions 
has gone and continues to go to industrially advanced 
States. It is our belief that much more than licencing, 
the Central Financial Institutions can regulate th1 · 
growth of industries in backward States like ours. 
It is, therefore, suggested that there should be a 
State-wise allocation of funds from the Central insti· 
tutions to ensure removal of regional imbalancl. 

7.6 We agree that the States should be taken into 
confidence in deciding Central investment in Public 
Sector. 

7. 7 The State Government has no reason to believe 
that the Centre has either favoured or neglected 
the State in the matter of its direct investment in 
heavy industries. However, the State Government 
would like that the State should be taken into confi
dence in deciding Central investment in Public 
Sector, 



7.8 We are fully satisfied with the policy announced 
by the Government of India regarding assistance for 
development of backward areas. 

Replies to the supplementary Questionnaire on 
Industry 

I. The list of industries narrated in Schedule-! of 
the Industrial Development and Regulation Act are 
essentially "Key Industries". The Union Govern
ment is exercising effective control and regulation 
keeping in view the need to correct regional imba
lances. The decision to set up industries to achieve 
~he aim of removing imbalances totally rests with 
Government of India. It would be desirable that the 
Act should provide categorically norms for locating 
these units in a manner, which can remove imbalances. 

2. There should be a uniform legislation throughout 
the country, in order to have uniform growth of the 
Small Scale Industries Sector in the country as a whole. 

3. The State Government provides infrastructure 
facilities to promote Industries. The existing arrange
ment is satisfactory. However, conditions of licence 
should provide for compulsory development of 
ancillary industries. States like Madhya Pradesh 
lack in financial resources and assistance from Govern
ment of India is required for the development of 
infrastructure in backward areas. 

4. Yes. There does not appear to be any need for 
removal of any of the items from the list' of item! 
reserved for the Small Scale Sector. 

5. We feel that the existing arrangements are 
satisfactory. 

6. Yes, we agree. 

7. There should be more frequent consultations. 

8. The provisions of the Monopolies and Restric
tive Trade Practices Act should be further Iiberalised 
and the procedure thereunder streamlined. 

Trade and Commerce 

8.1 We agree to the setting up of the authority 
envisaged in Article 307 of the Constitution for the 
purposes enumerated in the question. 

Agriculture 

9.1 Even though agriculture i' a State aubject 
it cannot be the concern of only the State becaus~ 
it has to have relevance to the national req~irements 
of commerce and trade also. The assistance of the 
Government of India specially in the field of research 
is of utmost importance to the State. 

It is, however, also a fact that the Government 
of India sometimes places the interests of the Central 
Government over and above the local interests of the 
States. This is evident at the time of state plan 
approval when the Central Government priorities do 
not match with the State Government priorities. 
Similarly, in the case of centrally sponsored schemes, 
the terms and conditions for th~ whole of the country 
are kept uniform even though the Agro-climatic 
conditions differ from State to State. Similarly, 
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in the~~ ?f allocation of R~arch Schemes by ICA R 
the pnont1es of the State are ignor~d. 

T!terefore, while it will not be proJ1Cr to trent 
Agnculture as a purely state suhkct. the Govern· 
ment of India should also give priority to the interests 
of the States. 

9.2 It is a normal policy of the Government of 
India to make the State Governments take up certain 
programmes in the form of Centml and Centrally 
sponsored schemes and then to pass on the entire 
burden to the State subsequently. Because of Central 
assistance, the States take up these schemes hut later 
on find it difficult to continue them as such hc,·;mse of 
financial constrains. Therefore, it is SU!!gcst~d that 
wherever the interest of the Governmen't of India 
dictate implementation of a particular scheme in a 
State, the Government of India should continue to 
bear the entire expenditure of the scheme as lon~t as 
the Government of India considers the runnin!.l of the 
scheme necessary in the interest of the countr1 • 

9.3 The recommendations of the National Commis· 
sion are very valid and the Government of India 
should not only confer with the State Government 
in the formulation of the Central and Centrally 
Sponsored Schemes, hut should also formulate loca
tion-specific schemes keeping in view dillcrent condi
tions in different States. 

9.4 (a) The Government of India fixes unifonn 
minimum/support prices as well as fair prices for 
different commodities for the whole country which 
is not proper. They should be fixed according to 
local conditions, like productivity, market price etc. 
which differ from State to State. 

(b) In this case the initiative of the Central Govern· 
ment is of utmost importance to the States because 
strategic inputs like fertilizers, pesticides etc. have to 
rome from other States also. Similarly, in case of 
credit, only the Government of India can direct the 
various . financial institutions to provide necessary 
credit. · 

9.5 The States have neither the resources nor the 
expertise to tackle the various research problems 
facing the States. The National Agricultural Research 
Institutions should, therefore, supplement the efforb 
of the State Research Organisations in tackling pro
blems of local importance. This aspect is sometimes 
neglected by the Central Research Institutions which 
aro mostly engaged in National Research problema. 

The NABARD like any other national financial 
institution should not have uniform regulations for all 
the States. They should formulate credit schemes 
keeping in view different socio-economic status or 
each State. They should also try to me.et t_he ~ull 
financial requirements of the States, kecpmg m v1ew 
their particular stage of development. 

Food and Civil Supplies 

10.1 Present arrangements for Centre-State oon· 
sultation are adequa•e and consbt•:nt with the actual 
responsibilities of the State Government. 



10.2 Quarterly review will be definitely useful. 
But the condition of prior cc ncurrence of the Cen
tral Government can be eliminated in many enforce
ments and regulatory orders, where the responsibi
lity of implementation rests with the State Govern
ment. 

Education 

11.1 We do not agree with the view that there is 
unnecessary centralisation and standardisation in the 
field of education. If at all, the tendency is just oppo
site, despite the Centre's"constitutional responsibility 
of coordination and maintenance of standards. If 
we glance through the list of centrally sponsored pro
grammes during the first three five year plans and 
now, the facts would become immediately clear. 
Plan a~ter plan, such programmes are getting redu
ced ma111ly because of States' insistence on providing 
more funds in the State Sector. The less advanced 
States have suffered due to this policy. At the State 
le~el •. other sectors. of. economic development get 
pnonty over education 111 the allocation of resources 
and vital programmes like universalisation of elemen
tary education, introduction of the national pattern 
of 10+2 or providing basic minimum physical fa
cilities in the schools have to suffer. In the wake of 
acute shortage of resources, innovative and qualita
tive i~portant progr.ammes are not able to get any 
place 111 the educational plans. In the earlier plans, 
most of such programmes were taken care of under 
the central and centrally sponsored sectors. There is 
no Central interference and the States are free to 
devise their plans and strat·:gies. They have full 
authority and initiative in the matter. 

11.2 (a) U.G.C. has made wide ranging efforts in 
the last several years to improve standards of Hioher 
Education and bring about a coordinated actio~ in 
the field. Several new concepts and methodoloQies 
have been tried and assimilated in the system thr'Ou
ghout the country thanks to the efforts and f:ctors 
tives taken by the U G.C. However, certain initia
such as inadequate job opportunities after the se
condary stage of schooling and popular demand for 
making higher education available in remote areas. 
the States have been under great pressure to expand 
the higher education sector without having the ne
cessary resources. Whereas the U.G.C'. 'has done 
substantial work in terms of consolidation and stan
dardization, it has been severely constrained in pro
moting and assisting expansion. 

It is suggested that U.G.C. must have more effec
tive and live coordination with the State U.G.Cs. 
wherever such bodies exist, like in Madhya Pradesh. 
Secondly, U.G.C. must provide financial assis
tance on a long term basis to centres of advanced and 
special studies. 

Educationally backward States like Madhva Pra
desh cannot commit adequate resources towards their 
~~tching share for the U.G.C. grants to the univer
Sities and colleges of the State. A svstem of weiehta
ges needs to be evolved, so that U.G.C. assistance is 
made available on liberal terms to such States. 

U.G.C. should al~o tak7 urgent and concrete steps 
to ensure that regiOnal Imbalances in the field' of . ' 
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higher education are corrected through a phased pro
gramme and its policy is so redesigned that they do 
not lead to further imbalances. 

11.3 The proc~ss of discussion, consultation and 
persuasion is already being followed in evolving 
consensus on matters of importance to the Centre 
and the States. The Central Ministry of Education 
has evolved a system of frequent meetings of Educa
tion Ministers, Education Secretaries, Directors of 
Education/Public Instruction and other officers. 
There is also a Central Advisory Board of Education 
(CABE) in which all important issues/programmes re
lating to education are discussed and a consensus is 
evolved on them. The Eclucation Ministers of an· 
States/Union Territories are the members of this 
Board, and its meetings are attended invariably by 
the Education Secretaries and D.B.Is. For mo
nitoring the programmes of national importance 
like the universalisation of elementary education for 
children in the age group 6-14, the Minis~ry of Educa
tion maintains a continu0us dialogue with the States 
through occo sional meetings and consultations. 
However, the Ministry has not yet been able to exer
cise effectively its influence in getting more resources 
allocated to poorer states even for nationally impor
tant programmes, the result of which is a widening 
gulf between the developed and less developed sta
tes. Education is now a concurrent subject, yet in 
practice the Centre has not started operating on this 
provision so far. It is still considered to be basically 
a State subject. 

11.4 The rights granted to religious and linguistic 
minorities under Article 29 and 30 of the Constitu
tion of India do sometimes come in the way of pre
vention of victimisation of teachers and employees 
of such institutions. Suitable administrative and le
gisl"tive measures should be s11ggested by th~ Com
mission to cope with these impediments. 

11.5 Implementation of the University Grants 
Commission scale to the University and College tea
chers in the State can be mentioned as an example. 
The State Government first of all wanted to imple
ment these scales looking to the local needs, adminis
trative convenience, availability of financial resources 
and the cadre structure prevailing in the Education 
Department of the State, whereas the U.G.C. was 
insisting on implementation of these scales, as 
designed by them without any modifications .. '!'be 
design, however, was based on. the ~cene prevat~I~g 
Delhi and some other States Ignormg the realities 
prevailing in the State, like Madhya Praclesh. This 
has resulted in delay in the implementation of the 
U.G.C. scales. The U.G.C. scales were implemented 
from 1-4-76 and not froml-1-73 as was desired by the 
U.G.C. In order to avoid such situations in future, 
the better course would be that due consultation sho
uld take place between the Central Government or its 
agencies on the one hand and the State Governments 
on the other, before schemes are announced which 
vitally affect resources and administrative structure of 
the State Govts. 

Inter Governmental Co-ordination 

12.1 No serious irritants in the Centre-State rela
tions have been experienced in this State. As such 
it is not considered necessary to set up a permanent 
institution as existing in U.S.A. 



Madhya Pradesh 

MEMORANDUJJ 

The State Gover'nment are happy to note that the 
Government of India have appomted a Commission 
on Centre-State relations with Justice Sarkaria 
as its Chairman. The State Government are pleased 
to note that the Commission has been entrusted wnh 
the r~sponsibility of reviewing the existi~g arrange
ments between the Union and the States in regard 
to powers and functions and make recommendations 
for changes and on such other matters as it may ap
preciate. 

2. In the first instance, the State Government 
want to acknowledge the fact that Constitution of 
India framed by its founding Fathers, who had been 
great statesmen and scholars, has stood the test of 
time. Our Constitution was framed by people like Dr. 
Rajendra Prasad, Dr. Ambedkar, Pandit Jawaharlal 
Nehru, Sardar Vallabh Bhai Patel, Shri Sriniwas 
Shastri, Shri C. Rajgopalacharya and Shri Gopala
swami Iyengar who had been acknowledged as great 
statesmen and men of wisdom in their times. When
ever constraint has been noticed in the functioning 
of the Constitution particularly with reference to 
matters concerning the fundamental rights and the 
directive principles of State policy the Government 
of India had been prompt in carrying out necessary 
amendments to the Constitution. These amendments 
along with the original Constitution hav~ created a 
base for the development of the Indian polity into a 
major technically advanced and developed egalita
rian nation. 

3. The Government of M.P. feel that in the opera
tion of the Constitution particularly in regard to the 
provisions relating to Centre-State relations, there 
has not been any area in which it has felt undue strain, 
warranting any fundamental change in its structure. 
We, therefore, in the first instance would like to sub
mit that there is no need to make any fundamental 
changes in the provisions . of the Constitution re
lating to Centre-State relations. 

4. However, over the years on account of the .grow
ing responsibilities of the States, therr need lor re
sources have grown manifold but unfortunately the 
Constitutional provisions relating to the sharing of 
resources have remained unchanged. In the past 
36 years since Indep~ndence. tremendous changes have 
taken place in the country Ill regard to the responsi
bilities of the State vis-a-vis the people. We have re
cognised th(: neeg of the State Government to inter
vene in public acllvrlles wrth a vrew to eradrcatmg po
verty, diseases and un-employment ... Public recogm
tion of these economic responsrbrhtres of the State 
Governments have in turn raised the expectations 
of the people. To carry out development programmes 
to achieve these welfare obJectives, the State Govern
ment has to mobilise resources of a hrgh order. The 
resources raising powers of the State Government, 
however, are limited. They .contmue to remam what 
they were when the Constrtutwn was drafted and 
adopted. Despite efforts by the State Governments 
there are limiting factors whrch do not perrnrt the rars
ing of resources beyond a particular level. For exam
ple, it is not possrble to rarse Sales Tax beyond a par
ticular level. 
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5. The State Go' erument is f<-eling its helpless
ness in a >Jtuatton \\here 11 1> lll't able to fulltl its 
commitment to cater to the r~>mg c:>.p<-.:tiltiOIIS of the 
people on a..:..:ount of paui.Oit)· ot re>our..:es. 

It is in tlus conte;\t that the Sr.ue Go\ernmcnt \\Ould 
ltke to gr\e a kw >U££C>ltons f<'r Lhe ..:ott>lderatton of 
the Sarkana Lommt»tOn "htch muy or may ~oot in
volve amendment> to the c:>.J>ttng L'l'n>tttutwn. 

6. The State Go\crnmcnt fed that in \iew of tlte 
growing \olume of re><'Urces to be transferred from 
the Centre to the States both on the !'lao and non• 
Plan acc.•unts, It may be \\ortll\\hrle to set up .hn 
ance Louunh::.lon \•ll a Pl.'lliL~tncJ.l b .. !>'t) anu '-•U ll u,t 
to it the rcsponsrbtlitieo of devcil,ptng all rnour~"s 
from the Centre to the Sto~tes. ] he State Liovcrn
ments should be gtvcn auequate rcprcscnrutton Ill the 
Finance Commt»ton by rotatron. 1 hrs \\ 1ll lll>o.re
duce the burden of the hnan..:c Mrniotry_nnd Lite 
Planning Commi»ton and enable them to more 
effectively monttor the development programmes. 

7. The State Governments have repeatedly plea
ded before the Finance Commi>Srons urat Lhe Corpo· 
ration tax should become shareable. 11 is mdr>putu
ble that the State Liovernments play u maJor role in 
the industrialtsation of the country by prov1dmg lund, 
capital \\ater, po\\ er and many other mputs at con
cessional rates. All new induotnes are pernum,ntly 
exempted from sales tax for a number of )cars. 
These concessions given by the State Liovcrn· 
ments render it possible for the companrcs to gene
rate profits and pay corporation tax. The revenue 
from corporatron tax has been increasing at a corn· 
pound rate of 15 per cent m the last ten years. 1 he 
VI & VII 1-inance Commrssions recommended that 
the Government of India should pay attentton to the 
demands of the States for a share 111 the corporation 
tax. They could riot recommend any further as the 
Constitution dtd not permit the sharmg of the Cor· 
poration tax between the Centre and tbe Slates. Our 
only submisoion rs that the Commt»ton should 
consider the ne~d for makmg the Corporallon tax 
shareable with the State Liovernmcnts. 

8. The State Government fed that tlte ~urcbarge 
on Income Tax is not drllercnt from the Income lax 
itself. There is no reason why thrs portion of revenue 
should not be shared with the State Liovernments. 
The State Government feel that there is no need to 
keep it separate and levy it solely for the purpo~a 
of the Union. It should abo be made shareable Wllh 
the State Governments. 

9. The Finance Commissions have continued to 
increase the diviorble share of Income J ax and now it 
stands at 85 per cent for the States. The Central 
Government makes changes in the rates of Income 
Tax whrch adversely atlect the intercots of the State 
Governments. The States are neither comulted nor 
any warntng given to them of >u<.:b changes. As lhc 
Income Tax is a maJor source ol revenue 
to the States any change adver..:ly allccting them 
should be allected only after consultatron with lhc 
State Governments. 

10. The State Government acknowledge the fact 
that for orderly development of the nattonal economy, 
fiscal discrphne has to be ob..:rvcd. J.)esprtc the Cen
tral Govcrnment"s dirc<,;Uvcs w rc;;ard to tl.Je obser· 
vance of fiscal dr>ciphne, there arc Wide v.u:rallons in 



this regard as amongst the State Governments. More 
often than not fiscal indiscipline leads to overdrafts. 
A:fter a lapse of time the Central Government willy
rull~ .covers such overdrafts by Central loans. In 
addition to. this advantage of Cent~al loans accruing · 
to States. With overdrafts, dispensatiOn of the Finance 
Comllllsswn as regards capital gaps confers addition
al advantages by way of either write off of these 
loans, or their conversion into long term loans. 

11 .. In the past the State Governments ~njoyed 
the. nght to levy a tax on a railway passenger fares. 
This .!?ower was taken a way in April, 1961. Smce then 
the hnance C~mirussion has been recommending 
th~ allocatiOn ol a grant in lieu of a tax on railway 
passenger fare that had been fixed by the Railway 
Convention Committee. This grant had remained sta
tic at Rs. 16.25 crores over the last two decades. The 
State Government have been pleading before the 
Fmance CommiSSIOn for the enhancement of this 
grant. The VII Finance Commission had observed 
on this matter as follows :-

"We are in agreement with the view held by the 
earher Comllllsswns that, though the tax on rail
way passenger fares has been repealed and what 
the States now receive are not shares in the proceeds 
~f ~x under Artdce 269 but shares in the grant 
m heu of the tax, these shares should be determi
ned in the same manner as if the levy and collection 
of the tax had continued. The general principle for 
the distnbuuon of proceeds on tax.es and duties 
under Article 269 as enunciated by the Commission 
in the past is that each State should receive from 
such taxes, as nearly as may be, the amounts which 
it would have raised if it had the power to levy and 
collect them." (Page 68 of the Seventh Finance 
Commission Report). 

"The Finance Conunission may not be the compe
te~t body to advise whether it would be appro
pnate to re-Impose the railway passenger fare-tax 
as has been urged by at least one State Govern
ment. Nevertheless, we do appreciate the force ol 
the argument put forward by almost all State 
Governments that a fixed grant is not an ade-
9uate replacement of a tax on railway fares, since 
It does not take mto account the considerable 
buoyance in the ear!Jings of .the Indian Railways 
caused by the rapid mcrease m passenger traffic." 
(Page 71 of the Seventh Finance Commission Re
port). 

12. The Commission should recommend the re
storation of the power to levy tax on passenger fares 
and freights to the State Governments or recommend 
enhancement of this compensation to the extent to 
which the State Governments would have realised it 
had the power to levy the tax continued with them. 

13. It had also been observed by the State Govern
ment and the Central Heads of Departments ask 
for major concessions from the State Governments 
for location of industries or other local head offices 
of the departments. The reality of the situation is 
that these organisations create an unhealthy competi
tion amongst the States, which the States cannot 
resist, to provide concessions beyond normal require
ments. We feel that the location of Central 
Government undertakings and offices of Central 
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~overnment Depar' ments should be based on· re
gional balance and economic considerations ra
ther than on the basis of concessions to be wrested 
out of the State Governments. 

Licensing of Industries 

14. A- fresh look is needed at the list of industries 
under the Industries. (Developme~t an~ Regulation) 
Act. At present any mdustnal umt falling within the 
list needs to be licensed by the Government of India. 
There are, of course, exemptions with regard to the 
size of the unit. The economy today has become so 
diversified and needs to move at a faster pace. The 
present procedures for obtaining inqustrial licences 
are quite cumbersome. Quite often, considerations 
other than economic or removal of regional imbalances 
have come to play a part in granting licences. There
fore, at least in cases of certain selected industries 
the State Governments should. be . authorised to 
issue licences, subject to any overall guidelines that 
may be given by the Centre. 

Development of Power Sector 

15. The Rajadhyaksha Committee recommended 
that by 2000 A.D. 45% of thermal generation capacity 
in the country must be with the National Thermal 
Power Corporation. Almost all the States had op
posed this recommendatiOn. While constraint of 
resources will certainly be the governing factor in 
investment in power sector, yet greater flow of funds 
from the Government of India to the States is needed. 
In the long run decentralised power generation at 
the State level will certainly be more conducive 
to efficiency an~ gro~th of the country's economy 
than the generatiOn bemg done by a Central authority. 

Clearance of Projects 

16. The present system of clearance of projects 
(power, irrigation or for that matter any project) 
by the agencies of the Central Government before 
they arc included in the Plan needs examination. 
At present, power projects with an investment of 
more than Rs. one crore and irrigation projects 
with a command area of more than 10,000 hectares 
need to get technical and other clearances from the 
Central Electricity Authority or Central Water Com
mission, the concerned department of the Govern
ment of India and finally the Planning Commission. 
This is a very time-consuming procedure lasting 3-4 
years. Perhaps, the tenure of an elected Government 
will be over before any project of this size could be 
cleared at the Central level. The need for such clea
rance existed in those days where not much expertise 
and experience were available at the State level. Per
haps we can even say that in certain States lil<e 
Punjab, Uttar Pradesh and in the Southern States 
the Irrigation Departments have a very long history 
and tradition. Therefore, the need for clearance, etc. 
by the Centre should be severely curtailed, extending 
only to major irrigation projects. So far as thermal 
power projects are concerned, everything is so 
standardised today that it does not take much time 
to prepare the detailed project report. Similarly, any 
changes in the parameters of a major irrigation or 
power project cannot also be made without Central 
concurrence. This should also be avoided. So far 



as inter-State projects are concerned, even here, there 
are Inter-State Control Boards which go into the 
details of the project, 

Legal Matters 

17. As per clause 5(4) of Part B of the Vth Schedule 
to the Constitution of India, President's assent to 
all regulations made for tribal areas is necessary. 
It is proposed that so far as the matters which are 
covered by List II of the Seventh Schedule it should 
not be necessary to have Presidenfs assent because 
that matter specifically falls within the exclusive 
junsdiction of the States. Similarly with respect to 
the matters enumerated in List Ill, if the field re
mains unoccupied, the regulation may, with respect 
to subject relating to that field, not be required to be 
sent for the assent of the President. This rule makes 
the matters consistent with the provisions of Article 
254(2) and the policy will then become uniform in 
respect of the distribution of the legislative powers. 
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18. At present wherever in a city there are canton
ment areas the civil population of the cantonment 
area is governed by the cantonment board in which 
the concept of local self Government has been applied 
with a lot of restraint. In the same city across the road, 
the rest of the town is governed b; either the Municipal 
Corporation Act or Municipalities Act, where the 
concept of local self Government is much more 
democratically applied. Wher~ it can be well 
understood that the areas of defence establishment 
where defence personnel actually reside may be 
placed under the disciplinary control of the military 
authorities but it is difficult to conceive as to why 
the civil population of' that area should be subjected 
to that rigour which is non-existent, with the other 
part of the town. It is proposed that the area of civil 
population at present governed by the cantonment 
board should be transferred to the respective muni
cipalities or municipal corporations. 

19. As per Article 252 it is necessary for the State 
Government to pass a resolution authorising the 
Central Government to make law in respect of parti
cular subject. The law made by the Central Govern
ment under the powers so delegated assume the shape 
of Central law falling in List I so that by such delega
tion the State Government becomes deprived of all 
powers to suitably amend it according to the local 
conditions. The difficulties which are being felt by 
the Urban Land Ceiling Act are not unknown. Since 
we have delegated the powers and the Central 
Government has framed the law on that point it has 
now become impossible to get it amended. It is pro
posed that Article 252 of the Constitution be suitably 
amended so as to place such a law in the category Ill 
legislation. In that case the State Government will 
have power to amend the law if and when the necessity 
to do so arised according to the local conditions. 

20. The existence of working mines in the States 
increases traffic intensity on its roads resulting in the 
excessive wear and tear and increase in maintenance 
expenditure. ll also calls for additional devdopmcut 
expenditure in the areu and the people in the neigh
bouring areas suffer all the hardships of population 

and price rise. It, therefore, becomes necessary for 
the State to invest large amounts in developing that 
area and in keeping the roads in good condition. This 
necessity directly arises out of the fact of existence 
of a mine, the operation of which is a Central subjecL 
Tax on the mineral rights can be imposed only by 
the Central Government. Vide entry 54 of List I 
partly the power of regulation of mines and minerals 
development also vests in the State vide entry 2J of 
List IX. However, this requires to be clarified that the 
State Government should have spedfic powers for 
the levy of cess on the mineral for the purposes of the 
development of the mine area and the roads emanat
ing from the mine areas. 

Food 

21. As the public distribution system has come to 
stay in the country, there should be elfcctive coordi
nation between the Food Corporation of India and 
the State Government organisations dealing with 
procurement and distribution of foodgruins in order 
to make available foodgrains at the lowest price to 
the consumer. 

22. At present licensing of roller flour mills is 
being done by the Government of India. This creates 
an anomalous situation where by there is an unutilised 
capacity and new licenses are being issued by the 
Government of India. The powers could be delegated 
to the States for better coordination and control of 
this indus try. 

}'ores! 

23. The operation of the F ore~ts Protect ron Act, 
1980 bas created considerable amount of dilliculties 
for various development departments in the State 
including the exploitation of mineral areas. While 
it is sincerely appreciated that this Act is meant to 
conserve the depleting of forest wealth in this country, 
the Government of India should vest some powers 
in the States to remove hardships they arc facing 
DOW. 

Centrally spoDSOred and Central Sector Scbcmu 

24. While most of the Centrally sponsored schemes 
and central sector ~chemes are formulated with a view 
to giving incentives. to the State Governments,. in 
their practical apphcatron the States. have . to lace 
problems on account of !i<lveral condrtrons rmpo~>ed 
by the Administrative Ministries of the Central 
Government regarding staff, salaries, status etc. 
While the Central Government may impose conditions 
regarding implementation of the project, the details 
of the staff, etc. should be left to the State Govern
ments. The Central Government should also mdrcate 
the State sufficiently in advance all the financial 
liability which the State Government will have to 
bear on emergence of such schemes during the Plan 
year as it causes difficulty .to the State Governments 
to reappropriate fund! for rmplcrucntrng the program
rue in the mrddle of a year. Au overall vrcw of the 
Centrally Spousored Sd.teme~ and the Central Sector 
Schemes in this context would bo wtlcome. 



Salary Structure of Government employees 

25. The Central Government takes periodical 
decisions regarding revision of emoluments; dearness 
allowance and other financial benefits to their em
ployees. These announcements of the Central Govern
ment have necessarily to be followed by the States 
and in most cases they cause financial hardships to 
the State Governments. Over the years the pattern 
has emerged that the State Governments follow 
the Centre in regard to the dearness allowance 
even though the pay scales may be different. A time 
has now come when there has to be serious thought 
on whether there should be a close consultation 
between the Centre and all the States together periodi
cally to bring about a national policy in this. 
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26. The State Government feel that the points 
mentioned above require careful consideration by 
the Sarkaria Commission. While they cannot be 
called irritants in the Centre-State relations, they 
offer scope for improvement which would make ad
ministration smoother and better. Many of the items 
mentioned above may not require any fundamental 
charge in the existing Cons,titution. Perhaps minor 
modifications would meet the requirements. 

27. The State Government takes this opportunity 
of expressing its gratitude to the Sarkaria Commission 
for having afforded us an opportunity to submit its 
point of view for its consideration. 



GOVERNMENT OF MAHARASHTRA 
(a) Replies to ~he Questionnaire 

(b) Memorandum 

327 



1\fabarashtra 

REPLIES 1'_0 THE QUESTIONNA.IRE 

PART I 

INfRODUCfORY 

1.1 If Federal principle means absolute divi
sion of Sovereignty and political power between 
Centrt: and States, each acting independently of the 
C!ther m the sphere carved out for it by a Constitu
tion document, the answer to the question is nega
tive. Our Constitution has drawn heavily on the 
Government of India Act, 1935, which was evolv
ed t<? give a tcy to a. loose federation comprising of 
provmces and Prmcely States littered over the 
whole sub-continent. But the decision to accept 
partition of the country per force required the founu
mg fathers to incorporate certain unique feature~ 
which provide for · a strong centre and an in built 
mechanism to convert the federation into unitary 
State during emergencies arising out of war, exter~ 
nal aggression or armed rebellion, failure of Const.i
tutional machinery and financial crisis. Therefore, 
if a broad approach is adopted, namely, whether 
all the basic features of a Federation such as distri
bution of power between Centre and States flowing 
from a written Constitution. judicial review of both · 
legislative and executive action etc. are present, then 
it is amply borne out by our Constitution that 
the Federal principle is predominant. A strong 
Centre is a lesson taught by the long history of this 
nation and the current events reinforce it. On a. 
broad perspective, it can be said that the unique 
features tending to make the polity unitary are ordi
narily dormant giving full scope for the Federal 
principle to play its role; but when national 
interest is at stake, it is placed above everything till 
the occasion lasts. Jurists may choose to call it 
by any name. either Federal. Quasi-Federal or Co· 
operative Federation, the fact remains that the · 
Federal principle is predominant in our Constitution. 

1.2 Broadly, save some small matter, this Gov
ernment does not subscribe to the abovementioned 
view of the Rajmannar Committee. A carefu1 
study of the three Legislative Lists shows that by 
and large subjects of national importance are in
cluded in the Central List (List n, subjects of local 
or regional importance are included in the State 
List (List ll) and subjects with which States ar\! 
primarily concerned but which are likely to assume 
national importance or which require uniform p<>licy 
throughout the country are included in the Con
current List (List lli). An important feature of 
these lists is that the subjects relating to taxation 
are exhaustively enumerated both in Central List 
as well as State List taking care to see that no con
flict on that account arises. In fact. there is not 
a single instance of conflict so far as taxation power 
is concerned. It is possible to argue that the States 
should have some more elastic tax resources but 
this aspect is dealt with in details in part V. 

43-288/87 
329 

As regards dcletion of Articles 251. 256. 257, 
348, 349, 355, 356, 357, 365 etc. sug~ted by 
Rajmannar Committee. this Government is of th" 
firm view that for national interest, to protect th~ 
integrity of the nation and avoid failure 
of Constitutional machinery these provisions arc 
necessary. Any power to give Dirt'Ctions not ade
quately backed by a sanction is meaningless. These 
powers, specially power to assume the functions of 
the Governmen.t of a State in a situation in wbicb 
the Government of a State cannot be carried on 
in accordance with the provisions of Constitution 
or to protect a State from external aru.'Tession and 
internal disturbance are essential to protect the 
integrity of the nation, otherwise there wiU be a 
vacuum resulting in chaos. It is indeed an irony 
that the hypothesis of the Rajmannar Committefl 
while suggesting these changes that the fear of ex
ternal aggression and internal disturbanco that 
weighed heavily on the minds of the founding 
fathers in making such provisions, had ceased to 
exist, bas proved to be a myth and if regard be ba:'l 
to the recent events, the need for such provisions 
is felt actually even tDday. In fact, recent evenlll ' 
emphasise a need to do some hard thinking In the 
direction of devising ways and means for further 
strengthening the hands of the centre to protect 
integrity of the nation. 

As regards appeals to the Supreme Court, th" 
Supreme Court in our Constitution perform~ a 
multiple role: and its jurisdiction is much wider 
than that of any other apex court in any country. 
It is not only a federal court, but it is the highest 
court in the land deciding all types of legal ques· 
tion. It is the protector of Fundamental rights aA 
Court of original jurisdiction and it Is the final court 
on matters involving important questions of civil 
or criminal law. It is nobody's case that the Sup
reme Court has not discbar~ed its rcsponsibilitks 
adequately. The only complaint is about arrears. 
It does not appear necessary that the Supremo 
Court should take up only constitutional matters. 
This Government docs not favour any such pro~ 
sition. However, this Government is of the VIew 
that there is much to be desired in the working of 
the Supreme Court. Experience of the las~ 35 
years shows that the institutions are outpacinlt dispo
sal resulting in tremendous arrears. Reform, 
both in the nature of restricting the approach hl 
Supreme Court to cases involving important ques
tions of Law and procedural innovations like shorter 
bearings, shorter arguments and shorter jut.l~tmentA 
is called for. 

1.3 A federal constitution involves a. distribution 
of legislative powen between the U~·o~ and the 
States each being supreme and sovereign m ita own 
spber~. This distribution is m~de . on the 
principle of granting powers to the Umon 111 matten 



of national concern, or in matters where informily 
of laws throughout the Union is considered dcsir· 
able, and of granting powers to the States in matters 
which concern the States or can be described as 
principally of local interest. The distribution 
generally takes one or two forms; enumerated 
po:-vers ar~ given to the Union, residuary powers 
bemg retamed by the States, as in the United States 
and Australia, or enumerated powers are given to 
the_ States_. residuary powers being given to the 
Urnon as m Canada. India has followed the latter 
model. 

The Constitution has made an exhaustive enume
ration of heads of legislative subjects and distri
buted them in three legislative lists : List I being 
the Union, List II being the State, and List III be~ 
ing the Concurrent Legislative List. The State has 
been given exclusive power to legislate in respect 
of matters in List II. The subjects included in List 
I can be described as of national importance, th~ 
subjects included in List III can be described as 
having an important national aspect in which local 
variations or experiments might be desirable and 
were not necessarily injurious to the national 
interest; the subjects included in List II can be des
cribed as matters which were considered to 
be principally of local and State interest. 

The Administrative Reforms Commission in ils 
report in Chapter VIII has dealt with general scheme 
regarding the distribution of powers between the 
Centre and the States. The crux of the recom
mendation is that power should be delegated to the 
maximum extent to the States with regard to their 
work on Projects in which the Centre is directly 
interested or which arc carried out by them 
as agents of the Centre. This State generally 
agrees with the views expressed and the recom
mendations made by Administrative Reforms Com
mission and would admit that if these recommenda
tions are implemented it would bring about a sub
stantial amount of decentralisation and at the same 
time remove a cause of friction if any, that may 
arise in the relations between the Centre and the 
States. It will be noticed that the suggestion made 
by the A.R.C. and endorsed by the State may not 
call for any amendment of the Constitution as such 
but it would involve certain changes in the admini
strative arrangements to be brought about by the 
Centre in relation to the working of vari
ous schemes on subjects in both the State List as 
well as concurrent list over which the Centre has 
control on account of the financial implication in
volved therein. 

Of course, it goes without saying that wh.:mevcr 
a subject of national importan~e arises or at~Y 
emergency requires the execution of . a certat.n 
policy, Central Government should be 1~ a po.st
tion to use the State Government machmery ror 
the implementation but barring such exceptions, 
the State Government should be left to operate on 
their own as recommended by the A.R.C. This 
Government agrees with the view of the A.R.C. 
that in the State field a Centre's role should be con
fined to that of a pioneer, guide, disseminator oi 
informqtion overall planner and evaluator and so 
far as the Projects in which the Centre is directly 
·interested or which are carried out by the States 
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as the Agents of the Centre, it is necessary in lh~ 
interest of speedy completion of work that the Cen
tre's role should be reduced to the minimum and 
power should be delegated to the State Officers to 
the maximum extent. 

1.4 We are not aware of the country where the 
Federation of traditional type exists as a functional 
entity. 

However, in the U.S.A. the Centre, designed to 
be weak because of its limited powers, has turned 
out to be strong to meet the serious challenges C'f 
wars, depression and economic growth in the coun
try. The Centre bas become strong not so much 
through . the formal amendments of the Constitu
tion but through the process of judicial interpreta
tion. The judiciary has helped the Centre, there
by giving an expansive interpretation to its enu
merated powers, that is commerce power, .defen("e 
and war power, taxing power etc. in response to the 
demands of time. 

Even in Australia, the Federal Principle !Jas 
given way .during war. 

Strictly speaking as per the Constitutional theory. 
in a federal Government the Central and Region&! 
Governments are in their own spheres independent 
of each other, but constitutional reality is today 
far removed from the abstract principle. This 
principle of federalism i.e. two Governments func
tioning at their respective levels separately and in
dependently, can be adhered to only when the func
tions of Government are extremely. limited. 

Further, there is a general tendency in the older 
federations that there should be a strong Govern
ment at Centre. It has been said that "nationalism 
of sentiment" and a will to work together in solving 
the problems posed by independence is responsible 
for the changing structure of federalism. The dis·· 
tribution of power between the units and the 
Centre is sometimes called "Co-perative federalism". 
Co-operative federalism is the search for a middle 
ground between the either or attitude typified by 
discussion of National Government versus the States 
or the advantages of Centralisation versus Decenlla
lisation. Joint action of Federal and State Gov-
ernments, it is hoped, will gradually produce the 
advantages of . a unitary state without destroying 
the essential values of federalism. It appears that 
this spirit might have animated the U.S.A. to 
adopt in a highly non-theoretical fashion· her rela
tionship between the Centre and States built 
around the operating principles of de-jure national 
supremacy and de-facto local autonomy. Thus, 
the above history of federation will show that ther·~ 
is no truly Federal State. 

1.5 Fortunately for this State, there never were 
any problems with the Centre in any sphere, eithl'r 
legislative, executive or judicial and therefore it is 
difficult for this Government to make any concrete 
suggesctions on problems which it was never 
required to face. 

This Government is of the view that the provi
sions of the Constitution governing the Centre
State relations are adequate for the purpose of meet-



in~ any sit!-mtion or resolving any problem that nay 
anse m thts field and no constitutional am~ndmLnl~ 
appear necessary for ensuring pro~r relations bet
ween. the Centre and t~c State. It may however by 
men!Joned that there ts scope for improvement in 
th~ process of accor~ing assent of the presid~nt to 
legtslauve proposals m the Concurrent List made 
by the States by expediting the considerati.m with
in certain time limit imposed administratively. Suit
able administrative machinery should be de
vised to resolve the ditliculties and problems that 
may arise in Union-State relations. 

1.6 The Constitution that was so framed was 
neither purely 'unitary' nor purely 'federal'. The 
word 'federation' is nowhere found in the Constitu
tion. To meet the· requirements of the situation, 
the Constituent Assembly described India as a 
Union of States. This was deliberately done in 
order to discountenance fissiparous tendenci.:s and 
centrifugal forces. Residuary power was conkrred 
on the Union and not on the States, and the right 
to secede from the Union was not recognised. 

Single citizenship, Governor's power to reserve 
a bill for the consideration ·of the president (Art. 
200), exercise of executive power by States so as 
to ensure compliance with Laws made by the Par
liament and existing Laws with power to Union to 
give directions to ensure such compliance (Art. 256), 
exercise of executive power by State in such a way 
that it does not impede or prejudice the exercise 
of executive power of the Union and power tu 
Union to give such direction to States as are neces
sary (Art. 257), entrustment of executive functions 
by Union to States and by States to Union (Arti .. 
cles 258 and 258-A), provision for All India Se<
vices (Art. 312), a single judiciary with Supreme 
Court at its apex, uniformity in Fundamental Laws, 
Civil and Criminal, emergency powers (Art iclcs 
352, 356, 360), these are some of the important 
provisions in the Constitution which the founding 
fathers designed to achieve the objective of the 
protection of independence and' ensurance of the 
unity and integrity of the country. 

It is our firm view that the basic Constitutionu.l 
fabric of ours is quite sound and must remain 
intact. 

1. 7 The design of our Constitution is such that 
the Central Government has been given vast powers 
and enumerated powers are given to the States. 
However, the relationship of the Union with the 
States is not that of domination but of co,.ordination 
for common subjects. In normal times both 
the Government, the Union and the State Govern
ments are to function as co-ordinates; but in cer
tain ~ircumstances the Union reserves the right to 
give directions if it is fou_nd necessary in the 
national interest. Under Arucle 256 of the Consu
tution of India it is the duty of the State to n;aKe 
such laws which should be in conformity' with th_e 
laws made by the Union Government. Under Arll
cle 257 of the Constitution the Union Govc~nment 
has got right to give directions. to the. States 111 cer
tain circumstances. The sanct1on bdund th1s pov. cr 
to give directions is provided by Article 365, 
which empowers the president to hold that a sttua
tion has arisen in which the Government of a State 
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cannot be carried on in a..:o.:ordance with the provi· 
s1ons of the Constilul ion. v. h,·n it faib to comply 
Wtlh or give ctlo.:ct to any su..:h directions. S1> far 
as entrustment of cx,-cutivc functions is concerned 
Articles 258 and 25!!A pr,nidc for entrustment of 
functions by Union and Stale Wtlh consent of the 
other. 

Article 355 takes care of a >ituation wh,·re th,·rc 
is external aggression or internal disturbance in a 
State by casting a duty on the Union to protect su..:h 
a State in such a contingency. Artidcs 35b and 
357 of the Constitution provide for the caM: of 
failun: of Constitutional machinery in the State. 
These emergency powers arc spe-cial powers and arc 
reserved with the Union. The Union can under 
the emergency situation take over the udmini>tr:l
tion of a State, make kgi,lation for it and spend 
from its consolidated fund. 

Our Constitutional bas recognised the principle l'f 
responsibility of the Union to grant tinancml ~~>sbt
ance to needy States and particularly for 
promoting welt are oi the Scheduled T ribcs or ra•s
ing the level of administration in Scheduled /\rc.ll> 
to that of the administration of the r,·st of the areas 
of that State. Subject to this, by and large the Con
stitutional provisions regarding the obligations 
of the Centre and the States in respect of the coun
try as a whole and to one another apl'ear to be 
reasonable and do not call for any drasltc changes. 

1.8 Article 3 is important from the point of view 
of the kderal nature of the Constitution. l-or 
parliament exercising its legi>lative powers under 
this article may even wi~ out a State from the 
map of India even against the wi>hes of the ~oplc 
of the State concerned. Theoretically, this is a 
serious flaw in the federal structure of the Constitu
tion. However, experience shows that parliament 
bas always respected and never llouted the wi>hes 
of the people of any particular State. 

In the Australian Consiitution, the parliament of 
the Commonwealth has to take the consent ~>f par
liament of a State and the approval of th~ majo
rity of electors of the Stale voting upon rhe qu~s
tion of diminishing, increasmg or altermg the hmtl\ 
of a State. In the United States of America, the 
consent of the legislature of the Staks allccted by 
alteration of boundaries is essential. ArtU:le 1 V, 
Section 3(i) lays down : "New States may be ad
mitted by the Congress into this Union; but no 
new State shall be formed or erected wirhin the 
jurisdiction of any other State; nor any. State be 
formed by thl.! junction of two or more Stales~ or 
parts of States without the consent of the legiSla
tures of the States com;crncd a> well as ol the 
Congress." Under Indian Constitution, no consent 
of the concerned State is nece"ary, although an op
portunity to ex. press the views is given. However, 
one has to look to the h1story and culturl.! of a 
country before ador~ting. a particular prim;;plc in
corporated in the. Conslltul1on of another country 
having diiTcrent htstoncal and cultural back~round. 
So far as India is concerned, 11 ts 111hab1ted by peo
ple prok"ing dillcrent . religions and >p.:alung 
diverse languages. Look111g to the b"tom;al and 
cultural background of our country, IbiS power 
to alter, change or even wipe out a State ap~ar~ 



to have been given to Parliament as an arbiter not 
interested in a.nY. particular State or Community, 
constituted as It ts of representatives of the whole 
people of India, with an cxp~ctation that it will 
disc~arge. thi~ duty without fear or favour and by 
kcepmg m vtew only the ultimate welfare of the 
country which was implicit in the welfare of the 
citizens of a rwrganised State. By and large, tbis 
expectation has prowd to be true. 

Therdore, Article 3 though it may appear to 
be agamst the Federal principle and undemocratic, 
the background on which it came to be incorporated 
and the manner in which it has been put to opera
tion so far, demand that it be better left alone as it 
is without tinkering with it, which will probably 
create problems rather than provide solution. 

PART II 

LEGISLATIVE RELATIONS 

2.1 There docs not appear to be any concrete 
instance where it can be contended that the Union 
has under the cover of a declaration of 'national 
interest' or 'public interest', encroached on the State 
legislative field. Article 249 of the Constitution 
ot India empowers Parliament to legislate with 
respect to a matter in the State List in the national 
interest. It may be seen that even this power of 
Parliament is limited and any Jaw passed in exercise 
of these powers can remain in force for a maximum 
period of two years. Therefore, there does not 
appear to be any ground to make a grievance as 
regards the power of Parliament to pass any law 
covering the field of State legislation, in the national 
interest. Moreover, even if such laws are passed 
by the Parliament they are administered through 
the State Governments in their respective States. 

If the State Government is of the opinion that 
the law passed by Parliament is not sufficient for 
their requirements looking to the local conditions 
in the State, it is always open to the State Legisla
ture to pass any law which will meet its require
ments. Although the Parliament has passed the 
National Security Act; 1980 (LXIII of 1980), 
this State Government has passed the Maharashtra 
Prevention of Dangerous Activities of Slumlords, 
Bootleggers and Drug-Offenders Act, 1981 
(Mah. LV of 1981 ), to provide for preven•ive 
detention of the anti-social elements for prevention 
of their dangerous activities prejudicial to the 
maintenaqce or public order. 

The State is unable to subscribe to the view 
that the Centre has been encroaching on the State 
Legislature field under the cover of national or 
puhlic interest. 

2.2 Overall national interest and particularly the 
unity and integrity of the country demand that 
no change is called for in the basic scheme of distri
bution of subjects in the three lists of the Seventh 
Schedule. But in practice, while examining legisla
tive proposals on subjects like labour, rural and 
urban area development programmes, technical and 
medical education, it is necessary to have a more 
liberal approach in givin~: assent to State proposals 
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which are progressive in nature and ultimateiy are 
going to prove beneficial to the national interest. 

2.3 The suggestion made in this paragraph 
should be welcome and it would be desirable in 
the interest of better relations betwe~n the Union 
and the States that the Central Government consults 
beforehand while undertaking legislation of a Con
current subject. Although there is no provision 
in the Constitution of India, the Government of 
India many a time consults the State Governments 
by inviting its views on any particular subject 
relating to which it proposed to undertake legisla
tion. Moreover, whenever a bill is referred to Joint 
Committee or a Select Committee of the Parliament, 
such Committee visits several State Governments 
with a view to assess the views of the State 
Governments and the people on the proposed provi
sions of the Bill. A recent instance is the Dowry 
Prohibition Bill. It would, therefore, be desirable 
in the interest of better relations between the Uniou 
and the State to have a specific provision in the 
Constitution of India requiring the Centre to consult 
the State Governments beforehand whenever any 
legislation is proposed to be undertaken on a 
Concurrent legislative subject, except where on 
account of urgency it is considered expedient to 
dispense with prior consultation. 

2.4 It would not be desirable to empower the 
Parliament to legislah! on any subjects within the 
exclusive competence of the States in "national 
interest" or "public interest" on a permanent basis. 
The present power of the Parliament, as referred to 
in question 2.1 of Part II under Article 249 to 
legislate for a limited period appears to be proper. 

2.5 Subject to the observations made in· replies 
to questions 2.1 to 2.4 of Part II, there are no 
further suggestions to be made relating to anv 
change or reform with regard to Union-State rela
tions to the legislative sphere. 

PART Ill 

ROLE OF THE GOVERNOR 

3.1 A Governor of a State is appointed by the 
President. The Governor so appointed, in the 
context of Centre-State relations, has to perform 
three important !'unctions among others. Under 

· Article 167, Governor is entitled to seek informa
tion from the Chief Ministers and also ask certain 
matter to be considered by the Council of 
Ministers which has not been considered by 
the Council. A Governor is expected to send 
periodical reports to the President with copy 
to the Chiaf Minister. This is useful in that 
it keeps the President duly informed about the 
state -of affairs in the State and at the same time 
enables the Chief Minister and his colleagues to 
know the views of the Governor on such matters. 
Such reports are bound to keep the Chief Minister 
on occasions informed ·about the wron:;: policies 
persued to enable him to take corrective action to 
avoid any action on the part of the President under 
Article 356. 



The second such function is res~rvation of a Bill 
for the consideration ot' the President under 
Article 200. Such occasion may arbe when 
!Jovernor feels that a particular bill is of such 
tmportance that he should reserve it for the consi
deratio~ .~f the President instead of taking the 
responstbiltty on himself by giving his assent. This 
he may do on his own or sometimes on the advice 
~f the <:;hicf Minister. This is an important func
llon asstgned to Governor which enabks him to 
maintain a proper understanding between the Centre 
and the State to keep harmonious relations between 
them in the larger interests of the Country. 

The last and important role assigned to the 
Governor is under Article 356 to report to the 
President on the point whether the Government of 
particular State is carried on in accordance with 
the provisions of the Constitution. This is also 
interlinked with the question whether the State 

Government exercises its executive power in acctn
dance with the Central Laws and consistent with 
the executive power of the Centre as contemplated 
by Articles 256 and 257 which attracts Article 35o 
read with Article 365. 

A great deal has been discussed. a lot of litera
ture has been produced on this aspect but it must 
be admitted that the practice followed by vanous 
Governors during the last 34 years has not been 
unirorm. Much depends upon the personality of 
the Governor. There have been allegations that 
the Governors have abused their power to favour 
the party in power in the Central Government to 
whom he owes his appointment. Of course, there 
have been cases where the Governors have acted 
with utmost impartiality. There are other cases 
where the Governors have acted according to their 
own Rights. So far as the experience of this State 
!!Oes, the role of the Governor in the context of its 
relations with the Centre has been hy and large 
congenial and useful. 

3.2 In our opinion. the Governor should play 
the role assigned to him under the Constitution in 
the context of Centre-State relations, namely, to he 
a powerful link between the Centre and the State 
helpful in maintaining harmonious relations between 
the two by constantly keeping in touch with the 
Centre as well as the Chier Minister of the State and 
as a Counsellor and elderly statesman who would 
after giving his counsel. act on the aid and advice 
of the Council of Ministers as postulated by the 
Constitution. Whenever occasion demands, he must 
exercise his discretionary functions in an upright 
manner. true to his position as the Constitutional 
Head or the State. He may. if he so needs, seek 
guidance from the Centre but the _ultimate. decision 
in discretionery matter must he hJS own 10 accor
dance with the provisions of the Constitution. 

3.3 (a) While making report under ~rticle 
356( I) of the Constitution our expectation IS that 
the Governor will be objective in making such a 

- report and act accordim; to his 'own independent 
judement. This is a matter of vital importance to 
the· State and therefore. ordinarily it iq expected of 
the Governor that he would warn the Chief 
Minister and give opportunity for corr~ction hcfore 
he submits his report to the Prestdent under 
Article 356. 
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(b) The principal coll.>ideration go\ enling the 
choice of the Chief Minister shl>uld be that he 
shall be a person most likely t~ command a Dl<IJllrity 
m that Lcgi>lative Assembly. 

Where at an election a party gets a clear majority, 
the uovernor constitutionally, IS bound to call the 
leader of that party to form the Govermnent. It 
ts for the leader who is asked to form the Loovern
ment to advtse the . Governor on the appomtment 
of other mtmsters, m other words, it JS the uu,·t 
Mmtster appointed by the Governor who has to 
suggest the names of other Mmisters and the 
G<;~vernor. is bound to ac.:ept the advice' ol Ch1d 
Mtn1stcr m the matter of appotntment of Counctl 
of Mm1stcrs. However, where there is no dear 
majority at. the cl~ctions in favour of a particular 
party, and tnllmahons are sent to the liovernor 
singly by a P.arty or a group of parties that they 
are m a posttton to command the majority in 
the Leg1slature and able to form a Govern
ment, m such a case, it becomes his duty 
to form a judgment as to which of the vanous 
parties or groups who have sent th.:ir intimations, 
arc able to form a Government which would really 
~ommand a ~ajority. In such situations complete 
tmparttallty ot Governor becomes tmportant. Hts 
sole purpose ought to be to give the State as stable 
a Government as he can under the circumstances 
and all his moves have to be directed to that 
purpose. 

(c) Prorogation of Housc.-According to Article 
164( I) of the Constitution, the Ministry remains in 
the ollice during the pleasure of the Governor. In 
normal circumstances pleasure of the Governor 
means that the ministry remains in the ollicc as 
long as it retains the confidence of the Legislative 
Assembly. But the problem arises when the Chief 
Minister becomes aware of the fact that he is no 

. longer in a majority and advices the Governor to 
prorogue the Session of the Lc~:islativc Assembly. 
In such circumstances, the Governor is justilkd in 
compelling the Chief Minister to face the Legisla
ture to demonstrate his majority. However, there 
cannot be any hard and fast rules in this behalf 
and the Governor must be left to exercise his best 
judgment to the best of his ability and conscience. 
Stability or Government being the ultim;~te j;O<Jl. 

Dissolution of the A"cmbly.-ln India, the 
power to dissolve the A.~semhly has been given by 
Article l74(2)(b). The Constitution of India, as 

it stands in the present shape, gives this power to 
the Governor. There arc two articles pertaining to 
this power. Under Article 172. the Assembly 
stands dissolved after the expiry of five years 
though the dissolution is formally announced by the 
Governor. According to Article 174, the Assembly 
may be dissolved at an earlier date. 

Normally, the Governor should accept the advice 
of the Chief Minister for the simple reason that 
this is not a di"rctionary power. But in certain 
cases it is not desirable and constitutionally ,ound. 
For instance, if a Chief Mini~tcr. who happen~ to 
be in the office without majority 'upport in the 
house, advises the Governor to dissolve the 



A~sembly, it seems 
nance with the 
democracy. 

that the same is not in conso
principles of Parliamentary 

Above all, since the Governor is supposed to go 
by the advice of the Council of Ministers and ·not 
the "Chief Ministers" in vlevlof the phraseology 
used in Article 163 of the C_onstitution, he should, 
bet'ore he concedes the demand, direct the Cheif 
Minister to place any such sweeping step before 
the colleagues in the Ministry. Though it is not 
important legally, politically it would be in conso
nance with the principles of collective responsibility. 

3.4 After a careful reading of Article 200 of the 
Constitution it appears that the Governor has 
four options before him. He shall either declare 
his assent to the Bill or he shall withhold his assent 
or he may return the Bill for reconsideration if it 
is not a money Bill or he may reserve it for the 
consideration of the President. 

The powers vested in the Governor under Article 
200 art: discretionary powers. It is for him to 
decide whether as a part of legislature he would 
assent to the Bill. If he feels some doubt about 
the validity or the advisability of the course of 
action outlined in the Bill, he can ask the legisla
ture to reconsider it. Whenever the matter is of 
such importance that he feels that he should not 
take responsibility of assenting the Bill, he can 
reserve the same for the consideration of President. 
All these indicate that the powers vested in the 
Governor require him to exercise his own judg
ment. The obvious purpose in making this provi
sion was to provide an outlet to take out the steam 
behind a measure brought before the State Legisla
ture due to popular pressure but without considering 
its consequences. In order to study the impact of 
such a measure in a dispassionate manner, the 
reservation of the Bill for President's consideration 
acts as a safety valve. 

3.5 Experience of this Government in getting 
President's assent is- quite encouraging. During the 
last 8 years ( 1976--83) 110 Bills were reserved 
for President's assent ; but in only 4 cases the 
assent was withheld. By and large. it is the_ expe
rience of this Government that when any obJection 
is raised, the matter can be explained to the 
Government of India and the assent can be expe
dited. This Government would however. suggest 
that except in urgent or time bound Bills which are 
required to be dealt with speedily, t~e~e shC!uld be 
a time limit or any three months withm which the 
process of consideration and assent ought to be 
completed. 

3.6 This Government agrees with this view. The 
experience of this State has been that in practice 
the Governors appointed to this State, have gene
rally acted impartially and fairly in acc<;>rdanc~ wi.th 
the Constitution and healthy conventions m dis
charging their dual responsibility. 

3.7 This Government does not agree with the 
suggestion. The present position should continue. 

3.8 It is difficult to agree with this sug~estion. 
Power to summon the Le~:islative Assembly of a 

State by virtue of the provision of Article 17 4 (1) 
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has been accepted as one to be exercised on the 
advice of the Council of Ministers. In a given 
case, if the Governor happens to have formed a 
view that the ruling party has lost its majority in 
the legislature, the proper course for him would be 
to informally ask the Chief Minister to satisfy him 
whether the Chief Minister still has a majority in 
the legislature. If the Chief Minister is not able to 
satisfy the Governor by this method, it would be 
open to the Governor to ask the Chief Minister 
to give advice to summon the legislature as early 
as possible and if the Chief Minister fails to give 
such advice, the Governor would be perfectly 
justified in withdrawing his · pleasure from the 
Ministry and dismiss the same by virtue of 
Article 164(1). This course on practical grounds 
is preferable than ~:iving the Governor a power 
to summon the Legislature on his own and get 
involved in the polities of number·. 

3.9 The necessary implication of Article 67 of 
the Constitution of the Federal Republic of 
Germany, is that so long ~ the Bundestag (Federal 
Legislature) is not in a position to elect the succes
sor, the Federal Chancellor who has lost confidence 
of the Bundestag, would continue to he the Chancel
lor. This would be against the basic principle of 
democratic ·Government that the Chancellor must 
have the confidence of the legislature. It may not 
be desirable also from practical point of view. It 
is true that the Governor of a ,State may be required 
to face this problem occasionally and in order to 
avoid any criticism, charge of unfairness and allega
tion of acting in a manner calculated to advance 
the interest of a particularly party, the Governor 
must act independently on his own judge
ment. This will be possible only when the 
Governor is an independent, respected capable and 
impartial man. If this is observed while selecting 
a Governor by the .President scrupulously, there 
may not arise any occasions for makiql: any impu
tations against the Governor. Ultimately, the 
success of our democracy will largely depend how 
enlightened our popular representatives are and how 
they behave with full responsibility. Any change in 
the Constitution laying down convention are norms 
of behaviour for a Governor, are not going to solve 
the problem unless the representatives of the people 
choose _to behave in a responsible way and elect 
the new leader of the house quickly. This will 
surely avoid ariy possible friction between the 
Governor and the elected representatives provided 
the Governor himself maintains the standard of 
independence and impartiality required for his 
office. The chances of situations giving rise to such 
frictions have been practically reduced to nil on 
account of the Constitution (52nd Amendment) 
Act, 1985 introducing provisions as to disqualifica
tion on ground of defection in the Constitution. 

3.10 It is doubtful whether the manner in which 
discretionary powers should be exercised by the 
Governors under the Constitution could be a subject 
of enquiry by an Inter-State Council for the purpose 
of formulating certain guidelines which could be 
issued in the name of the President after acceptance 
by Union. Under Article 163 (2), it is the 
Governor's deciSion whether any matter in respect 
of which he is i:equired to act in his discretion has 



b~n made final and therefore. con,titutionally any 
gu1dclmes which encroach upon the power of the 
Governor, would violate the said provision. Apart 
f.rom. that looking to \he different situations arisin1: 
m different States, such guidelines which may not 
prove adequate to meet every situalion, may be of 
little pragmatic utility. Political propriety also 
demands that the Governor of a State should be 
left to himself while discharging his discretionary 
function. This will be appreciated if one has a 
look at the discretionary function of the Governor 
under the Constitution. namely :-

( 1) Appointment of the Chief Ministers ; 

(2) Dismissal of the Ministry; 

( 3) Dissolution of the Assembly ; 

( 4) Right to advise, warn and su~:gest : 

(5) Withholding assent to a Bill: 
( 6) Statutory Functions ; and 

(7) Discretionary powers of the Governor of 
Assam. 

Each one of these discretionary functions is highly 
political except at Sr. No. 6, involving different 
situations at different times on different background, 
which rray call for different solutions in different 
circumstances. It may not be fair to the Governor 
to put his discretionary functions in a straight 
jacket of guidelines and ask him to deal with each 
and every situation on the basis of these guidelines. 
To put it bluntly the very idea of the Governor's 
discretionary functions becoming the subject of a 
formula is contradiction in terms for the simple 
reason that a discretion will cease to he a discretion 
if it is substituted by a formula. 

The last and most imoortant aspect that has to 
be taken into consideration is that by providing 
guidelines for exercise of the discretionary function 
of the Governor we will be adding to the already 
wide field of judicial review because every action 
of the Governor will be liable to be tested whether 
it is in accordance with the ~uidelines or not. 
therebv subjecting it to iudicial review. which as 
oer present state ·of the Constitution is not open to 
judicial review. It is common knowleilee how 
statutory actions of the Governor as Chancellor 
under various university Acts are frequently 
challenged in a Court of Law. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 The Constitution e11visaees a f;d:ral polity 
with some strone unitary charactenstics. 11te 
Constitutional sanction for the role of the Umon 
Government in such a set up has been pr<?
vided bY Articles 256. 257 and 365. The prOVI
sions of these Articles are clea~ly in the lar~st 
interest of the unity and integntv of th~ nation. 
Having said this. it needs to be emphas1sed that 
resort to these provisions shnuld be taken verv 
sparinelv and after exhausting other me~ns. such 
as consultations, discussions and persuat10n, . for 
achieving the object. There appears to be little 
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scope fur having any lluilt-in ~afeguards against 
any misu~~ of thc'c P"" ers hy the llniun G<w
ernment and the best safeguard against any possible 
misuse would appear to be puhlic opinion and. 
to some extent, conventions tu be built up over a 
period of time. 

We cannot recall any ca>e in which dircctil>n~ 
were issued under Article 256 or 257 to this Stale 
or any case where the State was compdlcd tu 
carry out any such directions umkr threat of 
invoking Article 365. 

4.2 Article 365 provides a sanction behind the 
powers of the Union Government tu issue direc
tions, fur failurt. to obey them would entail Presi
dent's rule. Without such sanction, orders of the 
Central Government would he Houted with impu
nity. Therefore, the existing uf Ankle 365 is 
absolutely necessary though it has never actually 
been operated so far. 

4.3 The Government of Maharashtra agrees 
with the A. R. C. The Union Government slwuld 
evolve a practice or conventi"n tu explore tlw 
possibilities of settling points uf conflict by all 
other available means before is~ue of directK>n• 
to a State under Article 256. 

4.4 Sufficient material for examining the above 
question is not available with this Government. 
However. in Dr. Chandra Pal's Bo.1k on "Centre
State Relations and Co-operative Federalism" on 
pages I 07 to II 0, a table describing the immediate 
causes of President's Rule in various States ha' 
been given. 

From the said table. it appears that barring 
about !I ro I 0 cases. where reasons for use of the 
power are not available, it appears that the Gov 
ernor was justified in using his discretion tr. recom
mend to the President the imposition \lf President'• 
Rule. 

This Government is of the opinion that th<' 
Governors ordinarily should not recommend the 
imposition of the President's rule so !on2 as the 
Chief Minister has a majority in the AS'emhty and 
is prepared to demonstrate it by facing the As<emhly 
at a very short notice, unless the Governor is 
otherwise convinced that the Govcrnmc·nt of th<' 
State is not being carried on in accordance with 
the provisions of the Constitutiun. 

4.5 It is true that sub-clauses (a) and (b) of 
clause (5) of Article 356 pre-cribe the condit;ons. 
namely, a proclamation of emereency under 
Article 352 and Certificate of the Election Cnm
missiol) reearding difficulties in holdin~ elertions. 
on the satisfaction of which alone the period of 
proclamatif?n could be extended beyond one year 
and upto three vears. These conditions are strin
gent. Recently. in relation to the State of Puniah. 
a proviso was required to be added to clau<,. (<;) 
of Article 356 hy the Constitution (Fortv_..i.,hth 
Amendment) Act when it was found th·11 alihnuoh 
the situation demanded continuancc of the procla
matiun under Article 356 hryond the period of 
one year, it could not be done for want of satis-



faction of the conditions mentioned in clause (5) 
thereof. In order to avoid such situations in 
future, it is desirable that Article 356 is restored 
to the pre-44th Amendment position. 

4. 6 The present arrangements are :working 
stable economy and a unit'orm economic and 
functions performed directly by the Union Adminis
tration in view of the very large number of person
nel required to be deployed throughout the length 
and breadth of the country at one and the same 
time. 

4. 7 The various Central agencies were created 
in pursuance of a national policy to ensure a 
suitable economy and a uniform economic and 
social balance in the country. There is no doubt 
that in various matters it is necessary to have an 
AU-India perspective and there is therefore need 
for these Central agencies to continue. While we 
would not say that through these agencies the 
Union Government has mad·e undue inroads into 
tlie autonomy of the State, we feel that several 
times the views of the State Government arc not 
given adequate consideration by these Agencies. By 
way of an example we may cite cases concerning 
the Agricultural Costs and Prices Commission 
(formerly called the Agricultural Prices Commis
sion). In Maharashtra, the per unit cost of 
production of foodgrains is much higher than in 
some other more fortunate States in view of its 
agro-climatic cvnditions, nature of the soil. 
extremely limited facilities for irrigation and almost 
total dependence on rains etc. It cannot be dis
puted that the purpose of fixing support prices is 
to adequately safeguard the interests of the farmers 
and the State has always taken the view that agri
culture has to be treated as an industry and the 
actual cost of production, expenditure on transport, 
managerial expenses, as well as an assured reason
able return on inve~tment must be taken into 
account while recommending support prices. It is, 
however, our experience that the Commission 
recommends the support prices mainly on the basis 
of facts obtaining in more fortunate States like 
Punjab where the irrigation facilities are excellent, 
the yield much higher and the cost of production 
much lower. This approach adversely affects the 
interest of the farmers in our State. Our plea that 
different prices should be fixed for different re!rlon~ 
in the country has also not received due considera
tion by the Commission. 

The same approach is adversely affecting the 
cotton growers in the State. The practice of the 
Agricultural Cost and Prices Commission is to 
recommend the support price of raw cotton primarily 
on the basis of the cost of cultivation for Punjab 
Variety 320-F. which works out very unfavourable 
for the farmers in Mnharashtra who cultivate diffe
rent varieties, mostly under unirrigated' 'conditions. 
Of late, the Commission has been recommending 
support price for the varietv H-4 also. But even 
now such prices are not being fixed in respect of 
maior varieties grown in our State. The State 
CJovernment feelS that separate calculation of cost 
of cultivation should be undertaken for different 
varieties of cotton which can be broadly categorised 
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as Long, Medium and Short Staple varieties. Our 
pleas in this regard have not been given adequate 
consideration by the Commission. 

While growers of cotton and foodgrains in Maha
rashtra are being adversely affected as mentioned 
above, on account of the policy to fix a uniform _. 
support pri'ce for the country as a whole, a depar
ture from this policy has been made in respect of 
sugarcane which has also adversely affected sugar
cane growers in Maharashtra. Maharashtra is one 
of the major producers of sugarcane in the country 
and has different agro-climatic tracts having different 
sugarcane yields as well as sugar recovery. The 
yields as well as sugar recovery in areas like Marath
wada, Vidarbha and Khandesh are much lower than 
south Maharashtra. But even so, the entire State 
is being treated as a single zone for the purposes of 
fixing levy price of sugar. The sugarcane factories 

. in these areas are, therefore, unable to run profi-
tably thereby creating an imbalance in the develop
ment of the State. Some States like UP and Bihar 
have been divided into more than one zone for fixa
tion of levy prices. But Maharashtra has been 
receiving differential treatment on this account. 
Difference in sugar ·recovery in Southern Mahara
shtra and Marathwada/Vidarbha/Khandesh is much 
more than the corresponding difference in different 
zovnes in either U.P. or Bihar. Despite theSe facts, 
our request to divide Maharashtra into three dif
ferent zones based on agro-climatic considerations 
has not received symp~fhetic consideration with the 
result that interests of sugarcane grvwers have been 
adversely affected. 

We also feel that in respect of certain agencies 
there is an over centralisation of powers which re
sults in impeding the pace of development in the 
State. Under the present dispensation, the State 
Government is required to submit all power pro
jects costing more than Rs. 5 crores to the Central 
Electricity Authority for their clearance. We feel 
that the clearance of the CEA should be dispensed 
with in respect of projects costing upto Rs. 10 
crores. It is also our experience that the need for 
clearance by the Central Water Commission in res
pect of Irrigation and Hydro-Power Projects also 
delays the execution of projects in ordinately and 
it would be advisable if the ewe restricts its scru
tiny mainly to the overall planning aspects, giving 
importance to the cvre concept of the project and 
its inter-State aspects only. 

In short, there is a great need for a more realistic 
appreciation of the situation obtaining in the States 
on the part of the Central Agencies. Similarly, 
there is need for vesting more authority, which 
presently vests with some of the Agencies, in the 
State Government. 

4.8 By and large. the All India Services have 
fulfilled the expectations of the Constitution makers. 
The present arrangements for the control of the 
All India Services are calculated to preserve the 
All India character of such services without detract
ing from the amenability to the control of the States 
when the officers work in connection with the 
affairs of the State, and thus appear to provide a 
reasonable and practical balance between the Union 
and the States. -



4.9 As a matter of general policy, deployment 
of a Central Force in a State should be done with 
the consent of the State Government concerned. 
But keeping in view that Article 355 imP'">Ses a 
duty on the Union Government to protect every 
State against external aggression and internal dis
' urbance and 1\J ensure that the Government of every 
State is carried on in accordance with the provi
'ions of the Constitution, the view taken by the 
Administrative Reforms Commission appears to be 
correct. In the matter of external aggression, in 
particular, the Union Government is in the best 
position to make a proper assessment. 

4.10 The State Government does not agree with 
the suggestion to transfer the subject fNm the 
Union List to the Coucurrent List. While the 
'ubject should continue in the Union List, there is 
clearly a need for effective consultations between 
the Union and the States to ensure that adequate 
time is devoted to programmes in the local Lan
guage as also to programmes concerning local cul
ture and problems. 

4.11 The Zonal Councils have not been meet
ing either frequently or regularly so far. The 
State Government is of the view that the Zonal 
Councils should meet regularly and more often, 
and that items on which there is broad agreement 
in the meetings of the Zonal Councils should be 
actively followed up by all concerned, and in parti
cular by the Union Government, to ensure expe
ditious implementation. 

4.12 It is true that the Central Council of 
Health and the Central Council of Local Self Gov
ernment are functioning satisfactori~y and have 
proved to be successful in achieving co-ordination 
and co-operation between tl!e Union and the States. 
However, it is doubtful whether establishing such 
Councils in respect of every subject of common 
interest would prQve useful. This Government is 
of the view. that any problem between Centre and 
State or State and State, should be resolved by 

· mutual discussion and if necessary, with the me
diation of the Centre in respect of a dispute bet
ween two States and it is only as a last resort and 
dire necessity that such a Council be established 
in respect of a particular issue. There is no need 
for a permanent Council as such. 

PART V 

FINANCIAL RELATIONS 

5.1 The state Government is of the view that 
the Constitution-makers could not visualise the 
socio-economic changes that would occur, the 
t,.>rowth in population and consequent strain on 
the finance of the State Governments, inflation, 
and the insufficiency of finance of the State Gov
ernments to fulfil the responsibilities cast on them 
under the directive principles. On the other hand, 
they must have thought that the sources of finance 
of the States would be sufficient. That is why only 
Income Tax was made compulsorily shareable 
whereas in the case of Union Excise Duties sharing 
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of the proceeds is merely permissible:. The Consti
tution makers evidently pro\ided adequate sources 
of revenue for the Centre so that there should be 
a strong Centre and also to enable the Centre to 
give grants-in-aid to States needing assistance. At 
the time of framing the Constitution there was no 
idea of plan schemes. Thus, what the Constitution
makers aimed at was making a\·ailablc resoul\:cs 
to the States primarily through di>tribution of 
income-tax and union ncise duties, and sc«>nda
rily through grants-in-aid to the States needing 
assi>tance. This implied that even the advanced 
Staks were eligible for grants-in-aid for particul:1r 
schemes or problems. 

Increasingly, the succcssi\'C Finance Commis
sions have tended to give &>rcatcr wcightagc to 
different factors of backwardness in their horiwn
tal distribution of resources among the States, to 
the progressive detriment of the so-called richer or 
well-off States. While this is unexceptionable in 
principle, larger assistance to the relatively weaker 
States should not be at the cost of the so-called 
well-off States and through gradual diminution in 
their shares. For, these States also have their own 
peculiar problems which too require considerable 
expenditures and outlays. For instance, Bombay 
is the premier agglomeration in the country and 
attracts people from all over the country in search 
of employment. This places a heavy strain on the 
civic, transport and other services of the City which 
are already stretched beyond their capacities. The 

'. 

order of investment required in the City of 
Bombay is beyond the scope of the State Govern
ment and hence the problems of Bombay should 
be vi.:wed as national issues. Besides, even the 
supposedly advanced States have !urge parts of the 
State which are comparable in backwardness 
to those of financially weaker States. 

Secondly, the Finance Commissions have as a 
matter of course denied grants-in-aid to States 
which, in their assessment, have revenues surpluses 
even before devolution of funds recommended by 
them. A normative approach in the estimation of 
resources by the Finance Commissions reveal mis
leadingly large surpluses for State like Maharash
tra which do not rc:ally exist. To denr them any 
grants-in-aid, therefore, is doubly unf;ur. 

There is, therefore need for change in the atti
tude of the Finance Commissions and the Centre 
towards the so-called richer States. A decclcration 
in the pace of development of these States is not 
in the national interest, for even a modicum of 
investment in these States will generate substan
tially larger resources for the nation, which would 
ultimately enlarge the share of the weaker States. 

5.2 There is no denying that the dependence 
of the States on the Centre is on the increase. 
The remedy docs not merely be, is bringing more 
Central taxes under the scheme of devolution. What 
is more important is financial Ji;cipline both on the 
part of the Central Government and the State 
Governments. The State Governments should also 
adopt national policies like population control and 
strive for optimal utilization of resources and 
adequate returns on iuvc,tments. Factors like 
nJtural calamities including drought, innation, and 



the large burden on account of servicing of central 
loans cast a great strain on the State Governments 
resources. Upward revisions in administered prices 
by the Centre and persistent inflationary trends in 
the economy also place considerable strain on 
States' resources. While the resources of the 
Centre are sufficiently elastic to absorb these 
effects, the impact of these on States' resources is 
'Very adverse. It is thus necessary to take all steps to 
contain inflation as otherwise it creates a vicious 
circle, and the State Governments have to bear 
the burden of additional dearness allowance instal
ments in addition to increase in expenditure on the 
items required by it. The State Government there
fore feels that it is necessary to bring into the 
divisible pool the Corporation tax as it is not 
different from Income-tax but which has shown 
greater elasticity. Customs duty which is the 
second largest source of revenue for the Centre 
also needs to be shared with the States. Combined 
with sharing these elastic sources of revenue with 
the States, there is pressing need for greater fiscal 
discipline both by the Centre and the States. 

5.3 While the need for a strong Centre cannot 
be overemphasized, regional imbalances cannot be 
reduced through Central intervention alone. The 

, States should also make effective contributions in 
this direction through better administrative proce
dures, greater financial discipline and optimising 
the use of resources. Larger transfer of resources 
from the Centre to the relatively underdeveloped 
States without a proper monitoring mechanism to 

· ensure that the funds have indeed been used for 
the intended purposes will not meet the objective 
of reducing desparities. Reserving more resources 
for the Centre to enable larger discretionary grants 
or transfers to the poorer States at the cost of 
reduced allocations to the supposedly well-off 
States will only dampen the growth of States with 
well developed infrastructures capable of making 
significant and substantial contribution to national 
income. Reduction of disparities should not be 
achieved by a levelling down. Assistance to weaker 
States should aim at better exploitation and opti
mal utilisation of their resources without reducing 
the legitimate flow of funds to the comparatively 
developed States, which will only put a brake on 
their growth. National interest does not merely 
imply giving support to the poorer States; it is 
necessary that all States endeavour to make pro
gress and the funds should be really used for 
developmental purposes and there should be strict 
financial discipline. The Centre should even con
sider giving bonuses or incentives to States whose 
finances are well-managed. The State Government 
is not in favour of giving more discretionary 
powers to the Centre to use the funds available 
with it for the development of the poor States. It 
will have an adverse impact on the richer States in 
their developmental activities which will not be 
conducive to generating more revenues for the 
Centre. 

In this connection, it is also worth recalling that 
regional disparities exist not only between diffe
rent States, but also within different regions of a 
State. Central intervention alone will not, there-
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fore, result in reduction of regional disparities, 
without a conscious effort by the States themselves 
towards this end. 

5.4 We are not in favour of subventions from the 
richer States to the Central pool under some princi
ples. Already the shares of the so-called richer 
States in the devolution of funds recommended by 
the Finance Commission have been progressively 
coming down. To make subventions from the 
richer States into a central pool for distribution 
among the poorer States would, therefore, place 
the so-called richer States double at a disadvantage. 

There can be no two opinions about the desir
ability for better control over expenditure, both by 
the Centre and the States. It may not however 
be correct to attribute the large budgetary deficits 
of the Centre in recent years to the devolutions of 
the Finance Commission or transfer of resources 
by the Planning Commission. Both the Finance and 
Planning Commission assess the resources of the 
Centre and take care to see that the transfers re
commended by them do not leave the Centre with 
a deficit. 

Deficit financing on a large scale in order to 
&ransfer resources to the poorer States for reducing 
inequalities may not be desirable. Deficit financ
ing for obvious reasons, has to be kept within 
acceptable limits; otherwise it will only accentuate 
the already persistent inflationary trends in the 
economy. 

5.5 First, our State is of the opinion that it is 
aeither the function nor the objective of either the 
Finance Commission or the Planning ColD.Ill!ssion 
to bridge. the gap in resources between the poorer 
and the ncher States. No doubt it is the function 
of the Finance Commission to assess the resources 
and requirements of funds on the non-plan side and 
to recommend adequate devolutions so as not to 
leave the requirement of funds uncovered. While 
~oing so. it ~!lay keep the national policies and ob
~ec!Ives m VIew and the need for reducing regional 
Imbalances. The Planning Commission is concer:J
ed with assessing the developmental needs of State 
and to provide adequately for these within the over
all constraint of resources and the desirability of 
reducing regional disparities. But it is not the func
tion of either of these bodies to reduce the 
gap in resources between the poorer and richer 
States. 

The tax efforts made by the States as well as 
efficiency and economy in management is the basic 
need for all the States. Mere giving more grants
in-aid to the poor States, may not solve the pro
blem. It is necessary that State should optimise 
returns by proper implementation of developmental 
and non-developmental schemes. 

As regards share of taxes, the States which yield 
more revenue should also get a reasonable share. 
Even the so-called richer States have their own 
obligations and liabilities to fulfil. They generate 
more resources for the Central Government, parti
cularly by way of Income Tax, Union Excise Duty 
and Corporation Tax. 



It is difficult to formulate any objective criteria 
that should be used for determining the share of 
taxes, plan assistance and non-plan assistance for 
each Stale. Corporation Tax and the Custom Duty ' 
may be brought in the divisible pool. Further 50 
per cent of Income Tax, Union Excise Duty, Cor
poration Tax and Custom Duty may be .:armarked 
as the share of the States. 

As regards the distribution of Income Tax among 
the States, a weightage of 45 per cent be given 
to the factor of contribution as measured by In
come Tax collection while the balance of 55 per 
cent be distributed in proprtion of States 
population. 

As regards Union Excise Duties, 
of the States share should be on 
basis:-

the distribution 
the followin:: 

(i) 

(ii) 

(iii) 

60 per cent should be given on the basis 
of the population fact or with weightage of 
30 per cent for urban population and 70 
per cent for rural population. 

20 per cent weightage should be given to 
the economic backwardness of the States as 
measured by the product of distance of per 
capita income of the State from that of the 
State with the highest per capita income 
and the population of the State as per 
formula of the Sixth Finance Commission. 

A weightage of 10 per cent each should be 
given to the factors of performance in re
gard to the population control programme 
and the mobilisation of small savings. 

As regards plan assistance, this may be determin
ed by the Planning Commission. Giving of more 
funds by way of devolution will create larger sur
plus. Some States will, therefore, have need for 
Jesser plan assistance. However, the debt burden 
on the Stales should be reduced by altering the 
existing proportions of the grant a~d loan compo- , 
nents to include more of grant. This may be more 
liberal in the case of the special category States. 
The Small Savings loans should be treated as loans 
in perpetuity. 

The revised Gadgil formula tor Plan Assistance 
operates to the disadvantage of _Sta.tes . hke. Maha
rashtra and we feel that there IS JUShficahon for 
reverting to the original Gadgil formula. . Our 
replies to question No. 6.8 and 6.9 may be rekrred 
to in this connection. 

Our State is of the opm1on that the <;entrally 
!iponsored schemes should be wholly ass1sted b_y 
the Centre and that whenever such a scheme IS 
abolished or transferred to the State as non-plan. 
110 amount of equal to the. level of committed 
expenditure reached at that t1me, sh_ould b_e trans
ferred to the States till the scheme IS contmued. 

We 11re also of the view that non-plan assistance, 
particularly discretionary grants by the Centre 
should be the absolute minimum. If more of the 
elastic source of revenue of the Centre are br~:10ght 
within the divisible pool and these are eq01tably 
distributed among the States the need f<:>r no~-plan 
assistance through grants-in-aid and . ~Iscreuonary 
assistance by the Centre would be mlllllllal. 
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5.6 We do not see any special nterits in the 
creation of a special federal fund. For, even if 
such a fund were created there should be a machi
nery for deciding the allocations from the fund. In 
devising the prinliples of distribution from the fund 
the a);ency administering the fund will be confront
ed with the same problems nnd compulsions thnt 
are today faced by the Finane.: Commi,.,,i,>n and 
Planning Commission. In our opinion the existing 
institutional framework should be adequate. 

5.7 Our country has a federal structure with the 
federating States forming an organic whole. Mucb 
thought has gone into the allocation of taxing powelll 
of the Centre and States while framing the Constitu
tion having regard to the respective rolt·s and res
ponsibilitic~ of the Centre and the States. We would 
not advocate any structural change in the taxing 
powers as it may undermine the ellective funcliun
in~: or the Centre and the St;ttes. 

5.8 The State Government is of the view that the 
existing arrangements need not be changed. Any 
surrender of more taxes to the Central Govern
ment will adversely affect the federal system. It ia 
also necessary that the Stales should have powers 
in respect of certain taxes. Olherwi,c, the position 
will be that the States will have no major source 
for mobilising additional resources. It will also 
mean that there will be complete dependence of the 
Stales on the Centre in respect of major sources of 
revenue. The experience of the States in respect 
of additional duties of the excise imposed by the 
Government of India on the surrendering of the 
power of the States in respect of Sales Tax on 
sugar, tobacco and textiles has not been very 
happy. The view that there sh<!uld. he a control 
of Council of Central and States Mm1stcrs rloes 
not seem to be a practicable proposition. There 
could be differences of opinion and this will lead 
to dead-lock and indecisions. Besides, it may he 
difficult to maintain secrecy. 

5.9 The State Government docs not agree with 
the approach suggested in ~he qucsti_un.- The 
Finance Commission and Planmng Comml"l!'" w11l 
necessarily have to be two separate bodies. The 
Finance Commission has to play an important role 
in respect of devolution and gra~ts:in-aid. The 
functions of the Finance Comm"""n . arc of a 
statutory nature while those of the Planmn<: Co~
mission are of a non-slatutory nature and there ~~ 
no need for any change in the existin~ system. It 
is not clear what is meant by a permanent Fmance 
Commi"ion and whether there should he one body 
fm an indefinite period. It is al'o not clear. h_ow 
the members of the Permanent Finance Comm!'""n 
will be constituted. As has been the expmence, 
the variou5 Finance Commi"ions have held difT~
rent views over the same matters and from th" 
point of view, it is not desirable .'h.at there should 
be a Permanent Finance Comm"s!o~. In any 
case, the role of the Finance Comm"Sion w11l have 
to be limited as at present. The role <!f the 
Planning Commission is alto~cther. of d1ffere~t 
nature. ·Whatever practicable difficulties arc expen
enced the remedy is to try to. fi~d acceptable so_lu
tions. The Finance CommisSion and Plannmg 
Commissions have complementary roles to play 
which will have to take note of the changmg 



circumstances. Having a permanent Finance Com
mission will introduce unneces~ary rigidity into the 
system. 

5.10 It is difficult to make a definite statement 
as to how far transfers both statutory and discre
tionary from the Union to the States, on the advice 
of successive Finance Commissions or otherwise, 
have promoted efficiency and economy in expendi
ture. It, however, appears that there is still much 
scope for economy in expenditure and as regards 
eftlciency there can be varied levels of achievement. 
There can be no doubt that there is scope for more 
efficiency. However, as regards narrowing down 
the disparities in public expenditure among the 
States, it can be said that the transfers have narrow
ed down the disparities. In particular Grants-in-aid 
and the discretionary grants have to a ~:reater extent 
contributed to the narrowing down of the dispari
ties in public expenditure among the States. In this 
connection, it may be recalled that the last two 
Finance Commissions have recommended grants
in-aid to States for upgradation of standards of 
administration. 

5.11 The State Government agrees with the view 
expressed in the above question. Strict financial 
discipline is required both at the Centre as well as 
in the States. The Government of India should 
be very strict in the matter of financial discipline 
and incurring of expenditure unmatched by the 
available resources and in resp!!ct of adoption of 
populist measures resulting in revenue deficits. 
There is possibility of laxity by some States in not 
adhering to financial discipline and in implementing 
progressive polices on the assumption that they will 
get grants-in-aid from the Finance Commission to 
fill the revenue gap as well as for upgradation of 
standards. The Government of India should keep 
a watch on the financial discipline by the States. In 
fact, our State strongly favours the grant of some 
incentive or bonus to the States which manage 
their finance prudently. It is also necessary for 
States to take progressive measures including 
measures which ultimately bring in more revenue. 
Otherwise, it will mean that the States which take 
progressive measures and do their best for increas
int: the revenue are penalised in that they do not 
get any grants-in-aid and the poor States get money 
by way of grants-in-aid etc. even though they do 
not adopt financial discipline and progressive 
measures but take up populist schemes. Finance 
Commissions and the Planning Commission should 
keep this aspect in mind while deciding on trans
fers of resources to States. 

5.12 We agree with this view. In fact, we would 
go a step further and say that the maximum pos
sible transfer of resources should be through tax
sharing thus minimising the need for even a sup
plementary rule for grants-in-aid. 

5.13 The Government agrees with the principles 
enunciated by the Seventh Finance Commission 
relatin~: to Grants-in-aid under Article 275. This 
implies that any category of States is eligible for 
Grants-in-aid and this is what the present provision 
indicates on a plain reading. The Seventh Finance 

• Commission has, however, observed that in regard 
to Grants-in-aid to cover fiscal gap, consideration 
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should be given to the tax efforts made by the indi
vid.ual States in relation to the targets for the Plan. 
to economies in expenditure, consistent with effici
ency and the prudenC management of public sector 
enterprises. The State Government views that 
these observations of the Seventh Finance Commis
sion should be adopted. 

In this connection, we would reiterate our 
observations in replies given elsewhere in the ques
tionnaire that even the so-called well-off States 
should be eligible for grants-in-aid. For, as pointed 
out elsewhere, State like Maharashtra have their 
own peculiar problems because of urbanisation and 
the choking congestion in the city of Bomhay. 
whose civic services and amenities have already 
been stretched to the limit. Unless the Government 
of India views this as a national problem and grants 
special funds it would be beyond the means of the 
State Government to tackle this issue. 

5.14 The State Government is satisfied abolJt 
the logic of claiming that the yield from Spe~ial 
Bearer Bond Scheme and the revenue accrumg 
from raising administered prices of items like petro
leum, coal, etc., should properly come under the 
divisible pool of taxation. 

As regards Special Bearer Bond Scheme, in order 
to map up part of black money circulating in the 
economy, the Government of India issued Special 
Bearer Bonds which were on sale from 2nd 
February 1981 to 30th April 1981 and again from 
1st December 1981 to 9th January 1982. The 
total sale of the bonds amounted to Rs. 964 crores. 
normally these incomes would have been subject 
to income tax and the net proceeds shared with the 
States in the ratios prescril~ed by the Finance Com
mission. In view of this, the State Government is 
of the view that the yield from the Special Bearer 
Bond Schemes should come under the divisible 
pool. 

The Centre is raising the administered prices of 
excisable goods instead of raising the excise duties 
on commodities like petroleum products, coal, 
cement, etc. This has been done to mobilise more 
resources for the Union. In the case of petroleum 
products the last major increase in excise duties 
was made in the Budget of 1979-80. Thereafter, 
the UQion Government has only increased their 
prices in June, 1980, January 1981 and July 1981. 
The total annual yield due to those increases· is 
estimated at over Rs. 4,000 the benefit of which 
has not accrued to the States. Had this revenue 
been mobilised by way of excise duties the States 
would have received a larger amount as their share 
in excise. Not only are the States losers on this 
account but they are also adversely affected as the 
burden on account of increase in the prices also 
falls on !hem. Therefore, any measures adopted 
by the Centre need to be considered carefully from 
the point of view of the States also and the Centre 
should not look after its inlerests alone to the 
detriment of the interests of the States. 

5.15 The sa-vin~:s- of the community are mopped 
up by the public sector mainly through small 
savings, provident funds, market borrowings (in
cluding bonds and debentures) and through 



nationalised banks and financial institutions includ
!ng nationalised insurance companies. But except 
m the matter of small savings and provident funds 
the share of the States in the savings so mobilised 
are not related to the performance ;)f the States in 
mobilising tJu: savings or lhe collections made from 
a State. We feel that there should be rational 
criteria in distributing among the Stales the market 
borr?':"mgs and also for distributinll the savings 
mo~tllse~ through institutional a~:cncics and 
nahona)tsed banks and in deciding on their invest
ments m developmental activities in the different 
States. 

In our opinion there is scope for increasing the 
States' share in small savings collections from 2/3 
of lhe net collections at present to say 3/4 of the 
net collections. Since the loan assistance to States 
is on net collections the repayment liability by the 
Centre is already taken care of. . 

Distribution of market borrowings among States 
could be related among other things to the repay
ing capacity of States. There is also a case for 
need-related distribution of funds invested in 
developmental activities by the nationalised insur
ance companies. 

5.16 The Finance Commission also look to the 
requirements of the Centre before m'!king their 
recommendations about devolution of funds from 
the Centre to the States. The responsibilities of 
the Centre are less though they are of an important 
nature. It is the States which have to shoulder 
major responsibilities for the development and 
welfare functions like irrigation, power, agriculture, 
education, health, social weh'are, etc. The States 
responsibilities are ever on the increase. The 
States, resources are inelastic and the taxation 
measures by the Centre from time to time create 
conditions which make it difficult for the States to 
take recourse to additional resources mobilisation. 
All the developmental plan schemes of the States 
do not yield additional revenue and at the end of 
the plan period the State Government have to bear 
the committed expenditure also. Maharashtra State 
has mainly to depend on rains and several or the 
districts are drought prone. During drought the 
State has to incur large expenditure and further 
the irrigation and power position also are adversely 
affected. State revenues are also affected. All 
these put considerable strain on the resources of 
the State. Repayment of the Central loans also 
casts a great burden on the State. The debt 
relief given by the Finance Commission to this 
State is very meagre. On the other hand, the 
Centre is better placed than the States with its 
elastic revenue. It is extremely difficult for the 
the States to contain their expenditures within their 
resources under uncertain conditions on account of 
inflation, natural calamities, etc. 

5.17 The State Government agrees that periodi
cal review of the problem of ~rowing indebt7dness 
of the States is necessary. No doubt the Fmance 
Commissions recommend debt relief but these 
recommendations do not go far enough in the case 
of many States. Thus periodical recommendat_ions 
regarding debt relief alone are not suffictent. 
A more fundamental approach is necessary. The 
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loan component in the tran,fcr of TCM'UfC<'~ to 
States should be minimal. There is hen~-.: nc<·d 
for altering the pwp<'rti<,ns of loan und grant 
components in the plan a"istance to States. 
Further the Centre should pass on a greater share <'1. 
the nt:rnal uss!'tance rl.'ceivcd by it f,,r the ext<'r
nally atdl.'d proJ<'cts of the States. Th!.' udditinnal 
plan assistancl.' gi\'en to the States on thi; ac-count 
should also ri.'H<-cl the highly eoncessional t.:rms at 
whkh the Centre n·c<'iVI.'s the I.'Xtcrnal aid. Smull 
savings loans should also be tfl.'llt<·d as loan' in 
pcrp.:tuity as recommend<'d by the S...vcnth Finan~e 
Commission. Unkss the probll.'m is tad;kd :11 th<· 
root. mere p<'riodical rl.'views will n<'t relieve th<' 
increasing burden of tkbt servicing cast ,,n the 
States. 

5.18 Yes, we agree with the view thut the Stat•·,· 
capa~ily and freedom to borrowinl! has bl.'en undul) 
restnct~d because in t.he allocation of ''P<'n market 
borrowmgs the Statl.'s capacity or nt·eds h~ov.· ll<'t 
been taken into account. The fnllowing p:m•
graphs explain the view more vividly. 

The figures of open market borrowings and Plan 
Outlays since the Third Plan have bl.'cn ns 
follows:-

Plan period Market borrow· 
in[lS (Plan Outlav. 
in brackets); · 
(Rs. in cro~) 

Centre States 
Third Plan 307 516 

( 4.412) (4, t6S) 
Fourth Plan 1.567 773 

(R,78)) (7.367) 

Fifth Plan 3.746 2,135 
(20,586) (18,717) 

Sixth Plan 15.000 4,500 
(48,900) (48,600) 

Pen."Cntage 
ofOMB 10 
Plan Outlay 

PcrttnlnRC' 
'han: of 
( ·cnln: and 
Slale (i(wcm· 
menl' in 
borrowinK' 

Centre Slates Cenlre Stat~ 
7 12 n h) 

IX 14 h() 4U 

lM ll b4 _1h 

Jl 9 77 .B 

It would be observed from the above table that 
the percentage share of Stales in the market 
borrowings which was 63 per cent in the Third 
Plan had come down to as low as 23 per cent in ./ 
the Sixth Plan even though there had been no 
substantial difference in the Plan si1.cs of the 
Centre and Stales during these periods. Similarly. 
the percentage share of OMB to the Plan Outlays 
in respect of States had come down from 12 per 
cent in the Third Plan to 9 per cent in the Sixth 
Plan whereas in respect of the Centre, the same 
has ~one up from 7 per cent in the Third Plan 
to 31 per cent in the Sixth Plan. It would thus 
be seen that ad-hoc methods had been adopted 
in allocation of the open market borrowings between 
the Centre and States. The Ei!!hth Finance Com
mission also was satisfied that the States arc bein1: 
given smaller share in the total market borrowin!!< 
and has, therefore, sug!!ested in Chapter II, para 
2.11 of its report that the existing pattern of 
distribution of total market borrowings needs cor
rection and share of States ought to be raised. 

As regards the distribution of open market 
borrowings amongst Slates, the capacity of each 
State has not been taken into account. Upto the 



Fourth Plan, the allocation of market borrowing 
for each State was ad-hoc. . From the Fifth Plan 
onwards, the only change made was stepping up 

each State's quota by 10 per cent per annum over 
the borrowing quota of the previous plan. 

It would thus be observed from the above 
account that there ~ave been no rational principles 
adopted for allocatiOn of open market borrowing 
between the Centre and States and also in the 
inter se distribution amongst States. We, therc
fo~e, suggest the following rational principle;; in 

I lhts respect. 

(i) The allocation of open market borrowings 
between the Centre and States should be 
made in the proportion of Plan sizes of the 
Centre and States. 

( ii) The in~er se distribution of open market 
borrowmgs amongst States should be in the 
proportion of mobilisation of savings made 
by different agencies in each State. 

5.19 We are of the view that in respect of 
nternally aided projects, the entire external aid 
which is project-tied should be passed on fully to 

• the State Government instead of only 70 per cent 
as is being, done at present. The said assi~tance 
may also be passed on at the same rate of 
interest as is being char~:ed by the external age.ncies 
plus a nominal service charge. The period of 
repayment may also be decided keeping in view 
that fixed by the external agency. For example, 
in the case of IDA assistance, the assistance 
carries no interest but only a service change varying 
between t per cent and 1 t per cent repayable in 
50 years. Other external assistance is also received 
on generous terms ( thout.:h not as liberal as IDA 
assistance) whereas the States are required to repay 

' the plan assistance in 15 years. We feel that 
there is ample justification for Centre to liberalise 
the terms or assistance to the States. 

5.20 The Constitution of the Australian Loan 
Council or details of its functioning are not 
available. In the book "World Constitutions" 
by Vishnoo Bhagwan and Vidya Shushan, there 
is a passing reference to Australian Loans Councils. 
The information regarding Australian Loans 
Councils given in this book is as under:-

"Government borrowings became an important 
Source of revenue in Australia. In view of this, 
a federal a~:reement was concluded in 1927 bet-
1Veen the States and the Federal Government and 

an Australian Loan Council was created. Though 
the States have voting majority on the Council. 
the federal authorities can, veto a loan Council 
decision and thereby influence public finances of 
the States." 

Thus it is clear that because of veto power, 
the loan Council if set up on Australian pattern 
will not serve any useful purpose. 

The purpose of the Council as mentioned in 
the question is, however, limited viz. fixing the 
borrowing limits of principles approved by the 
National Development Council. This means that 
the Council will have no say in deciding the princi-
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pies of distribution. It is felt that such council 
with a limit~ purpose will not serve any useful 
purpose. It IS necessary to lay down certain 
principles for distribution of total 0. M. B. between 
States and the Centre and also in regard to 
inter se distribution among the States and thus 
to stop the present practice of ad-hoc distribution. 
This Government is of the view that instead of Loan 
Council, a Committee consisting of officers of 
the Centre and Finance Secretaries of all or some 

J major States may be set up for formulating the 
principles for distribution of 0. M .B. The recom
mendation of the committee may be placed before 
N. D. C. for approval. 

As. regards the sug~estion about improving the 
workmt.: of R. B. I. m the context of borrowing 
by States and the Centre, at present R. B. I. does 
not play any role in the matter of deciding allo
cation as the limit of net borrowings of each State 
is fixed in the meeting between Deputy Chairman, 
Planning Commission and State's Chief Minister 
for finalising the size of the plan. Normally 10 per 
cent or 20 per cent step up is allowed over the 
net borrowings of the previous year. Once the 
State's net borrowings and determined, the States 
intimate to Government of India its internal 
distribution between· State Government and various 
autonomous bodies. The distribution of net borro
wings made by each State is communicated by 
Government of India to R. B. I. which in tum 
works out the amounts of Gross borrowings after 
adding to net borrowings the amount of repayment 
due in the year and indicates the amount to be 
notified. The R. B. I. thus plays a limited role 
of co-ordination and this Government may not 
have any sug~:estion about improving of the working 
of R. B. I. in this context. 

5.21 The ways and means limits of States with 
the R. B. I. are intended to provide a cushion 
against temporary imbalances between the flow of 
receipts into the State coffers and the pace of 
expenditure. Persistent drawals on the ways and 
means limits and even continuing overdrafts arise 
when the imbalance between receipts and expen
diture is not a temporary one but is more 
pronounced. 

.J There could be several reasons for this. To 
give a few, first States could be taking on more 

.J., ambitious outlays than the resources permit and 
in this process even treating the ways and i:neans 
limits and overdrafts on the R. B. I. as a resource 
rather than a temporary accommodation. Secondly, 
a large number of unbudgeted expenditure may be 
allowed during the course of the year, including 
additional instalments of D.A. for which adequate 
provisions may not have been made but which 
become necessary as a result of persisting infla
tionary trends in the economy. Thirdly, there may 
be emergent expenditures required to be incurred 
because or severe drout.:ht or heavy floods or some 
other emergency. Even if Central assistance is 
received for this purpose it often falls considerably 
short of the expenditures incurred by States. More
over, the expenditure has to be first incurred on 
an emergency basis, whereas the Central assistance 
comes later. Fourthly, there is sometimes a time
lag of few months between the flow of funds on 



centrally sponsored schemes and the incurring of 
expenditure. Fifthly, there is no denying a certain 
laxity in financial discipline among the departments 
and State undertakings and enterprises which do 
not give the expected returns. Sixthly, quarterly 
payments by States to the Centre on payment of 
interest and repayment of Central loans puts a 
heavy pressure on the ways and means position 
during certain months as the receipts may not 
»how a corresponding spurt during those months. 
This is more so in the month of April when the 
receipts are at a low ebb. The ways and means 
cushion may not therefore be adequate during 
those months. 

No doubt the normal ways and means limits 
were doubled in July 1982. But this by itself will 
not eliminate the occurrence of overdrafts or persis
tent and continuing drawals on the ways and means 
limits as long as the fundamental reasons men
tioned above continue to exist. Besides, the ways 
and means limits were determined with reference 
to the revenue expenditure of States in a particular 
year. But the revenue expenditures as also the total 
expenditures rise steadily from year to year, while 
the ways and means limits continues to be the 
tame. For instance, the total expenditure of 
Maharashtra when the normal ways and means 
limits were doubled in 1982 was Rs. 8,799.40 
crores whereas the estimated expenditure for 
1985-86 is Rs. 10,178.64 crores. There is thus 
need for periodic revision of the ways and mean~ 
limits. 

5.22 It is difficult to pass any general remark 
that the States are not exploiting adequately their 
own sources of revenue. The sources of revenue 
of the State Governments are not elastic and it 
becomes difficult every year to take recourse to 
additional resources mobilisation. In fact, it is 
extremely difficult now to impose additional taxa
tion. Whether or not the States are not fully 
exploiting their own resources of revenue may be 
left to the Finance Commissions to decide through 
the Finance Commission Division set up in the 
Finance Ministry of the Government of India. 

Sales Tax is the only major source of the revenue 
of State Governments. The State Governments 
have surrendered their right to the Centre in respect 
of Sales Tax on textiles, tobacco and sugar. The 
Central Government has, however, not fultilled its 
commitments in this respect. The sources of 
revenue of the States as provided under Articles 268 
and 269 are at the hands of the Government of 
India. Taxation in respect of some of tho:. items 
mentioned in Article 269 have not been levied by 
the Central Government. The S!ate ~overnmcn!s 
with their inelastic resources are m a diffic~lt posi
tion to raise more revenue by way of taxation. 

5.23 It will be difficult for the State _Government 
to make any observation on th~ vtew that the 
Centre is not assessing and collechng all. revenues 
that it can and should do. We _leav~ II . to . the 
Central Government to do its best m this dtrectiOn. 

It is necessary that the public sector undert!iki~gs 
should be run in a proper way and penodtcal 
reviews about their performance should be under
taken. Unless this is done the expected returns 
may not be achieved. 
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As regards lealage in Central lallation, the 
State Government has no comments to make in the 
absence of material to substantiate that there is 
leakage in Central taxation. It is for the Central 
Government to take adequate precautions to see 
that there is no lcakaa;e in Central taxation. 

5.24 The State Government ucrces that it will 
be a healthy convention if the u'nion Government 
ascertains the views or the State Governments and 
~ives them due consideration, before moving a hill 
to levy or vary the rate-structure or abolish any 
of the duties and taxes enumerated in Articles 2h8 
and 269. However, it will not be possible to stale 
..-hcther the said procedure will he conducive to the 
stability of the State Finances as such. 

5.25 The State Government is of the view that "' 
Article 269 of the Constitution should be heuer 
uploited to augment the resources of thc States. 
The State Government is of the view that the step!< 
indicllted below may be undertaken :-

( I ) Tax on railway freight may be levied. 

( 2) Terminal Tax on passengers carried by air 
at the rate of 1 per cent of the air fare on 
internal and international Hights and also • 
terminal tax on air-cargo at the same rate 
may be levied. 

~) If the grant at present being paid in lieu 
of tax on Railway Passenger Fares is not 
periodically raised adequately to compen
sate the Joss of revenue to the Stales, then 
the tax on Railway Passenger Fares may be 
reimposed at an appropriate rate. 

( 4) The Iu~:gage and different varieties of 
parcels carried by railways may be suitably 
classified based on the principle of cost or 
service and value of service broadly on the 
lines suggested by the Railway Tariff 
Enquiry Committee (1980) and the tax be 
levied on freights at suitable rates. 

( 5) A tax on advertisements puhlished in the 
newspapers and journals may be introduced. 
The Eighth Finance Commission has obser
ved that there is scope for raising revenue 
through such a tax. 

( 6) The rate of Central Sales Tax which is at 
present 4 per cent may be raised to 5 per 
cent. 

5.26 The State Government is of the view that 
a grant based on 10.7 p.c. of the total non-wb
urban passenger earnings, which would have been 
the tax component had the tax not been repealed 
should be given, and this should be worked out on 
the basi~ of prospective ea.rning~. Tfte Slate 
Government's estimate on this bastS IS that the 
States would be eligible for a grant or Rs. 12S 
crores per year. The 8th Finance Commi~sion 
has accepted the principle that ~:rant should be 
given at 10.7 p.c. of the no_n-suhurhan passenger 
earnings. This recommendatton should be accep
ted by the future Fi~a~ce Commissions. The 
Eighth Finance Commtsston has recommended a 
grant or Rs. 95 crores per year for each of the 
year 1 984-SS to 1988-89 based on the figures of 



the non-suburban passenger earnings which were 
available upto and for the year 1981-82. The 

.Commission has not suggested an annual increase 
in the quantum of the grant in view of the difficult 
financial position of the Railways. The Govern
ment of India has accepted the recommendation 
of the 8th Finance Commission and has observed 
that the matter will need to be referred to the 
Railway Convention Committee. The recommen
dation of the 8th Finance Commission will be 
implemented if accepted by the Railway Conven
tion Committee. The State Government is, how
ever, of the view that the grant recommended by 
the 8th Finance Commission should be paid with
out the condition of the recommendation being 
accepted by the Railway Convention Committee.· 

5.27 No comments. 

5.28 Natural calamities ~:enerally fall into two 
categories viz. ( 1) situation caused by damage to 
crops by excessive rains, damages caused by Hoods, 
hail-storm, earthquake and fire, and (2) situation 
caused by drought. 

As regards the natural calamities referred to at 
( 1) above, the State Government is of the view 
that the present system is adequate. 

As regards drought, the matter needs to be 
viewed from a realistic point of view. Maha
rashtra has several districts which are drought
prone. So also, when there is failure of the mon
soon several other districts are also affected. 70 
p.c. of the gross cropped area in Maharashtra is 
under rain-fed farming. 98 talukas of this State· 
accounting for l/3 of the gross cropped area have 
been identified as chronically drought-prone. 
Therefore, as compared to other natural calamities 
Maharashtra is more severely affected by drought 
and this situation has become a special problem 
for Maharashtra particularly when there is drought 
during successive years. 

The Seventh Finance Commission recognised 
the undesirable effects of dislocation of finance of 
a State on account of relief expenditure. It also 
noted that during periods of drought, the State 
Budgets lose some of their normal revenue and 
the State economy suffers a set back. A larg~ 
part of the Maharashtra State Plan is pre-empt~d 
by the irrigation and power ~ectors because of ba~1c 
compulsions, and a substantial part of the remam
ing plan is committed to !he provision . of social 
infrastructure of an on gomg nature wh1ch kad to 
creation of services un-related to the type of em
ployment works required for mitig_ating drought 
situation. Even in normal, seasons, m the drought
prone districts, the Employment Guarantee Scheme 
expenditure is higher ow1ng to a larger turn out of 
labour and hence a substantial part of the Plan is 
absorbed by the Employment Guarantee S~het:nc. 
This becomes more pronouned when these d1stncts 
are affected by drought. The main constraint, ~o 
far as drought relief is concerned, is t_hat. t~e pl~n 
programme relating to water supply IS li_m1tcd m 
its implementation to "difficult villages" Jdcnllfied 
some years ago, and it docs not take into account 
the fact that in a year of drought when precipit:t
tion may be very low, even the so-called non-ditli-

J44 

cult villages become difficult. The 
drinking water being of the highest 
State Government cannot shirk its 
in this regard. 

provision cf 
priority the 
responsibility 

Under the present formula only advance plan 
assistance is available upto the extent of 5 p.c. of 
the Annual Plan outlay and there is no addi
tionality from the Centre. Additional Central 
assistance becomes available only if the total rdief 
expenditure during the particular year is expected 
to go beyond the 5 p.c. limit. In the event of 
expenditure spilling over the 5 p.c. limit, the 
Central assistance is in the form of 50 p.::. grant 
and 50 p.c. loan, While this formula covers 
expenditure on employment generating works and 
such other works of a plan nature, as permanent 
measures for drinking water supply, and measure• 
to recoup the loss of, or augmentation of agricul
tural production by intensifying some of the on
going schemes or starting new schemes, it does not 
cover non-plan schemes. The expenditure on non
plan items like emergency water supply by tankers 
and bullock-carts and supply of fodder, medical 
care, doles, etc. has to be borne by the State Gov
ernment itself. 

The State Government is of the view that 
the linkage between expenditure and advance 
plan assistance should be done away with 
and the additional expenditure occasioned by 
scarcity relief which cannot be met by the existing 
plan programmes and margin money, should l:>e 
financed through Central assistance by way of 
grant to the extent of 75 p.c., the remaining 25 
p.c. being borne by the State Government. Further, 
drought relief assistance should also cover non-plan 
expenditure like emergency drinking water supply, 
fodder, doles, medical care etc. So also, while 
providing assistance for relief, the entire expen
diture on relief works including the expenditure on 
machinery, skilled labour, materials, transport, 
etc., should be taken into account along with 
wages of non-skilled labour. Unless substantial 
assistance is given by the Centre in respect of situa
tion caused by drought, the State economy will 
suffer and this will be more so if the drought situa
tion continues for successive years. 

As regards second part of the question, it is 
necessary to ensure that relief assistance is put to 
optimum .use. The Government of India, may call 
for returns from the State Governments and the 
Government of India officers may also visit the 
Stale! for verification. 

5.29 Regarding the setting up of National Loan 
Corporation (NLC) supported by a consortium of 
nationalised banks for the purpose of loan raising 
and loan utilisation for productive and economi
cally viable projects, the creation of such an 
independent situation in the context of the general 
control on the nationalised banks directly by the 
Government of India or through the Reserve Bank 
of India does not seem to be called for. 1be 
Reserve Bank of India indirectly controls the Joan 
raising and the loan utilisation by the nationalised 
banks. The banks should have the requisite free
dom/ autonomy to appraise the projects referred to 
them for assistance and should not be fettered with 
controls from Corporations like N.L.C. 



In principle, there seems no objection to setting 
up a National Credit Council (N.C.C.) for assess
ing credit resources and growth possibilities. Th! 
Council should not however determine once for all 
the share of the States as a whole. This should be 
left to be determined with reference to the need~ of 
development of each State particularly after taking 
into account the benefits or otherwise they have 
derived in the form of revenue gap grants from the 
Union. The repaying capacity of the States ~hould 
also be considered as one of the factors for inter
state allocation. 

In principle, the State Government has no objec
tion to the setting up of National Economic Coun
cil with proper and adequate representation to each 
State thereon. Apparently, such an Economic 
Council will consider the resources of the State, 
infrastructural facilities and the existing natural 
facilities like international ports. Airport, etc. 

5.30 The aspect who collects the fund and how 
the collected funds should be distributed are also 
very relevant even though all funds flow from the 
public. The State Government agrees that it is very 
important that the funds are spent prudently and 
the benefits should go back largely to the people. 

5.31 (a) The State Government agrees that 
periodical assessment as regards the expenditure of 
the Union should be undertaken. This will satisfy 
the States and the public. 

(b) The State Government is in general agree
ment that the States which complain of meagre 
developmental resources should not indulge in 
expenditure which is not strictly justifiable on eco
nomic grounds. This will make available some 
resources for developmental purposes. Strict finan
cial discipline is called for so that there will not be 
any criticism against these States in the matter of 
grants-in-aid to them by the Finance Commi~siom. 

(c) The State Government is of the view that it 
is not necessary to have a permanent National 
Expenditure Commission to assess the nature and 
quality of the expenditure and the need for ~evrnue 
resources for both the Centre and the States. It 
will not be a practicable proposition to have such 
a Commission as it might lead to controversies and 
arguments about the decision on the expenditures 
involved. There should, however, be a nation~! 
consensus on the need for optimal utilisation of 
resources consistent with the national policies aud 
objectives and for maximising returns on inves!
ments. 

5.32 The State Government is of the view that 
the present system should continue. 

5.33 Voucher audit is absolutelv nece~sary a~ it 
acts as a check on malpractices. Evaluation ~udit 
may also be introduced selectively and in respect 
of important schemes, as it will be conducive to 
proper and efficient implementation of the 
schemes. However, this will evidently necessitate 
creation of suitable additional staff. A beginning 
can be made in this resp~ct and the results eva
luated with reference to the expenditure on the 
additional staff. 
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5.34 The State Government is of the view tl;at 
the Parliament has conferred sutlicient powers ar.d 
enjoined ad~quatc dutks on the Comptroller and 
Auditor General in the matter of maintenance of 
accounts and conducting audit of expenditure. 

5.35 The State Government is satisfi<·d that the 
reports of the Comptrolkr and AuditM General 
are comprehensive enough and reasonably 
accurate. 

5.36 We are of the opinion that it is not the 
function of the Public Accounts Committee of the 
Parliament or of the State Lel!islatur<"S to exercise 
control over expenditure. Their function is pri
marily to see that the monies sanction.:<! by the 
Parliament or by the State Legislatures as th.: cuse 
may be for different purposes have been proncrly 
utilised. Their control is thcrdore, mor<' in rc~ard 
to the proper utilisation of the funds sanctioned 
rather than over the expenditure of the Govern
ment. 

5.37 It is to be stated that the Estimates Com
mittee of this Government acts as a watch-clog to 
give useful legislative and administrative advic: to 
the administration. 

5.38 In reply to Question No. 5.31 the State 
Government has expressed the view that an Ex
penditure Commission is not needed. 

5.39 It is necessary that there should be proper 
monitoring of utilisation of grants-in-aid given by 
the Government of India for implementation of 
specific schemes. A few States had represented 
before the 8th Finance Commission that the need 
for clearance of plan of action by the Central 
Government in respect of schemes for upgradation 
for which grants-in-aid is given by the Commission 
to certain States is a source of avoidable dday. 
The Commission considered the matter and viewed 
that simplicity in monitoring should be the guiding 
principle. The Commission suggested that at the 
Government of India level there should be an 
inter-ministerial Empowered Committee for moni
toring the progress of utilisation of grants. The 
Committee should be empowered to alter the 
physical targets contained in the upgradation 
grants within the amounts specified by the C'om
misssion. The Committee would be competent to 
transfer the grants from one scheme to another. 
The Commission also suggested that membe~ of 
the Committee should visit the States and make 
random inspection of the works under constrnct~on 
and the offices set up out ot the UP!-'Tadnt•on 
grants. The Commission also proposed that at the 
State level a similar State Level Empowered 
Committee under the Chairmanship of the Ch•~f 
Secretary or a very senior offiC!Cr should be consti
tuted. The Commis~ion recommended rclea•e of 
the amount of grants-in-aid in phases. 

The State Government is of the view that the 
approach recommended by. the 8th Finance Co~n
mission may be adopted m respect of maJor 
amounts of grants-in-aid of financial assistanc~ 
given by the Government of India to the State, in 
respect of other schemes also. 



PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 In the economic and social planning the 
Centre and the States will have to play roles which 
are complimentary to each other. The Centre 
may have to continue to lay down the national 
priorities and objectives for various sectors of 
development. However, it is felt the State Gov
ernments should be given full freedom and auto
nomy to formulate their own plans suited to the 
local conditions in the State within the over a 11 
national policy frame. 

To overcome the present shortcomings in plan
ning relationship, it is suggested that-

(a) the State Governments may be actively 
involved while finalising the approach for 
the Five Year Plan. They may invariably 
be consulted before any policy decision 
about the plan programmes are taken by 
the Central Government, 

(b) A meeting of the National Development 
Council should be held at least once every 
year, 

(c) The National Development Council meet
ings may be preceded and followed by the 
meetings at the official level. The meetings 
at official level may be held as frequently as 
necessary. 

(d) A Group consisting of representatives of 
Central and State Governments may be set 
up to ensure follow up action on the deci
sion of N.D.C. 

(e) The Planning Commission should lay down 
national targets only in vital sectors like 
Power, Major Irrigation etc. 

(f) While scrutinizing the State Plan proposals, 
the Working Groups of the Planning Com
mission need not go into details of various 
programmes falling mainly within the State 
jurisdiction and may restrict themselves 
only to the important sectors like Power 
and Major Irrigation etc. 

6.2 The Constitution of National Development 
Council on statutory basis may run counter to the 
principle of decentralised planning. A non
statutory advisory body will do equally well if it 
involves the States more meaningfully in plan 
formulation in its broad perspectives and then 
leaves it to the States to formulate their plans 
within the broad framework. Such an approach is 
more likely to be accepted by the States than a 
'straight jacket' treatment by a statutory apex 
body. In the ultimate analysis, acceptance is of 
the essence which can be ensured with the help of 
a non-statutory body also. 

6.3 The present composition of the Commission 
does not ensure adequate representation of the 
State Government in the matter of formulation of 
goals and objectives. The procedure followed by 
the Planning Commission for finalising the State's 
Plan is also unsatisfactory since it involves unneces
sary detailed scrutiny of each and every scheme 
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under each sector/sub-sector of development. l 
is the State Government's view, that after the pla1 
priorities and goals are finalised in consultatio1 
with the States, they should be left to formula!, 
their own plans within the broad framework. 

6.4 The Second alternative suggested above ap 
pears reasonable. However, Administrators, rc 
presentatives of the Central and State Govern 
ments should also be included in the Plannin1 
Commission. A suitable methodology may b 
evolved by the Planning Commission to ensure re 
presentation of at least major States on the Com 
mission so that the State Governments' point o 
view will always be available to the Planning Com 
mission, on issues of policy, objectives, goals etc 

6.5 The Planning Commission need not be a1 
autonomous body but it may continue to be a1 
advisory body assisting the Central and the StaL 
Governments in the formulation, and monitoring o 
the State Plans finalised within the broad frameworJ 
indicaLed by the National Development Council. 

6.6 Yes, there is a need to consider and incorpo 
rate national priorities in the State Plans. How 
ever by doing that it does not mean that the Stat< 
autonomy has been compromised. States can pre 
pare their own plans, keeping the broad natioota 
objectives in view but suited to their own peculia 
conditions and requirements. The scrutiny of lb< 
State Plan proposals by the Planning CommissiOl 
should be more directed to objectives and result 
than to the specific schemes. Within the broao 
sectoral outlays, the State should be free to formu 
late the schemes and incorporate them in the Stato 
Plan. 

6. 7 The Government of India provides tb, 
block Central assistance and also the Central assist 
ance on account of externally aided projects. Th' 
entire assistance is passed on to the StaLe Govern 
ment in the form of 70 per cent loan and 30 rc 
cent grant. This places an unduly large burde1 
on the States. It is, therefore, suggested that th' 
terms of assistance may be revised and the entii·, 
assistance should be provided as grant. 

As regards assistance in respect of cx~ernall: 
aided projects, it is suggesLed that the entire exter 
nal aid which is project-tied should be passed 01 
fully to the State Government, instead of only 71 
per cent which is being passed on to the Stat' 
Government as at present. The said assistance rna· 
also be passed on at the interest charged b: 
the external agencies plus a nominal service charg~ 
The period of repayment may also be decided kt>ep 
ing in view that fixed by the external agency. Fo 
example, in the case of IDA assistance, the a~sist 
ance carries no interest but only a service charg 
varying between ! per cent and I! per cent and i 
repayable in 50 years. Other external assistanc 
is also received on generous terms (though not a 
liberal as the IDA assistance) whereas the State 
are to repay the plan assistance in 15 years. W 
feel that there is ample justification for the Ccntr 
to liberalise the terms of assistance to the States. 

6.8 & 6.9 1. Under the present formula adopl 
ed by the planning Commission the central assis1 
ance for the plan is distributed to the States on a 



agreed formula approved by the NDB. Of th.: 
total plan assistance, central assistance is given in 
four components, the first three relate to the (lJ 
special category states, (2) to the hill and tribal 
areas and NEC scheme and (3) for Externally Aid
ed projects. The fourth relates to the central 
assistance distributed to the 14 major states under 
which Maharashtra gets its share of central plan 
assistance. 

2. In the allocation of the central assistance to 
the I 4 states (I) 60 per cent is given according to 
population of 1971 census, (2) 20 per cent is given 
according to the per capita income only to those 
states which have their per capita incomes b.:low 
the average of the 14 states, (3) 10 per cent ac
cording to tax effort and ( 4) 10 per cent for special 
problems to cover gaps in resources for financing 
inescapable outlays. 

3. The method of allocation of central assist
ance thus takes into account the four factors of 
(1) population, (2) backwardness of the State ad
judged by per capita income, (3) the tax effort and 
(4) the special problems of the State. We do not 
recommend any change in these four factors nor 
in the percentage allocation that is presently mad.! 
by the planning Commissi~n. Howe~er! tJ:te 
method adopted by the planmng Commt~ston m 
respect of the component distributed according to 
the backwardness of the State and tax effort 
requires a revision. 

4. Under the present formula which govems the 
distribution of 20 per cent of central assistance ~c
cording to per capita income, only the states whtch 
have per capita income below the average of th~ 14 
States qualify for assist~nce: This doc~ not appear 
to be fair as a State whtch ts even margmally above 
the average is denied assistance under this compo
nent treating it as if it were a developed State. 
While the formula has to be such that more assist
ance should be given under it to more backward 
states it should not deny assistance to States which 
are ~nsidered developed only in relation to the 
average. Perhaps from this point _of view under 
the original Gadgil formula the distance of the 
State was measured from twice the average and ~ot 
the average as at present and the amount of asstst
ance was made proportional to this ~istance and 
the population of the State.. In our vtew. the pre
sent formula requires a revtew and. a detailed exa
mination made in the accompanymg note would 
show that measuring dist":nce from. twice !he ave
rage has certain techmcal ments whtch the 
present formula does not possess. We therefore 
recommend reversion to the original Gadgil !ormula 
in this respect. 

5. In respect of the com_ponent of 10 per cent 
which is distributed accordmg to tax. effort, t~e 
present formula adopted by the Pla_nnmg Commis
sion is not arithmetically correct as tt docs not take 
into account the size of the State. In a separate 
note attached, this point bas bee~ thoroughly e~a
mined and it bas been shown ~at m o~der to rectify 
this error it is necessary to g1ve a we1ghtage to. the 
tax effort by the population of the State. Smce 
this is a technical flaw in the pre~e~t formula adopt
ed by the ~lan~ng CommiSSIOn 1t requ1rPs 
immediate rechftcauon. 
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6. After this com:ction is carried out it would 
be seen that thn:e of the four components would 
involve the population of the States for the pur
poses of determination of the •ize of their nlloca
tion. Since the containment of t11e population 
growth is a national policy, the present practi~-e of 
using the 1971 population figures both for the pur
poses of distribution of the 60 per cent component 
as well as for assignment of the weights un~okr the 
second and the third component should continue. 
However, where the calculation of the indicators 
like per capita State income or per capita hi~ 
effort is to be ma<.le on the basis of upto<.late figures 
(of tax calculation and State income), this should 
be done using the population figures for the specilic 
years that are consi<.lered. 

6.10 There is no doubt that Central Programmes 
and the Centrally Sponsored Schemes such 
as family welfare, control of communi.:ublc diseases, 
removal of adult illiteracy etc. are necessary 
to attain effectively the desired goals. How
ever, the States should be actively associat• 
ed in the formulation of Centrally Sponsored Sche
mes so that the varying conditions from 
State to State can be taken into account and the 
schemes designed accor<.lingly so tlmt they could 
be effectively implemented. Similarly, there should 
be more flexibility in implementation of th~ 
centrally sponsored scheme and latitu<.le is given to 
the States to make variation in the ditierent compo
nents of the scheme considering the conditions 
prevailing in the State. New schemes may be in· 
troduced preferably at the beginning of a new plan. 
Any Central programme or Centrally Sponsored 
Scheme should be run at least for a period of 10 
years and wholly assisted by the Centre. A re
view of every centrally sponsore<.l scheme may be 
undertaken to determine impact of the s.:heme be
fore the decision rcgar<.ling its continuance or other
wise is taken. Whenever a centrally 5ponsored 
scheme is abolished or tran!.fcrre<.l to the State 
Non-Plan, an amount equal to the level of com
mitted expenditure rca.:hed at that time on imple
mentation of the programme scheme should be 
transferred to the States as long as the scheme is 
continued. 

6.11 It is true that the system of monitoring and 
evaluation has not been eticctive. It is necessary 
that a proper system of monitoring and evaluation 
including concurrent evaluation is built up by the 
State Government and the Planning Comm1ssion 
to ensure proper and effective implementation of 
the plan programmes so as to ach1eve the desired 
goals within the specified period. A suitable 
machinery may b.: evolved for this purpose. The 
Central Government may provide the necessary 
guidance and also the financial assistance to the 
State Governments for this purpose. 

6.12 Yes, the concept of d~'CCnlralised planning 
is laudable, as an effort to involve pcopk-s' parti
cipation and reduce regional imbalance, but the 
process of decentralisation should start from the 
State level itself before we go to the sub-state 
level. U the State themselves are not given reason
able amount of freedom in formulating their own 
plan it is difficult to expect a further effective 
decentralisation below the State level. The present 
time schedule for finalising the State r~ourc~ for 



the plan also precludes any effective decentralisa
tion below State level because, there is hardly any 
time left for the Districts to prepare their plans 
before they are incorporated into the State Plan 
for submission to the Planning Commission. 

6.13 The State Government is of the view that 
the State Planning Boards, consisting of experts, 
specialists etc. should have an advisory role in the 
matter of important issues of policy having a 
bearing on planning and development of the State. 
Its advice on such matters should be constantly 
available to the State Government on such matters 
for formulating the State Annual and Five Year 
Plans. 

NOTE I 

(Vide Answer 6.8 & 6.9; para 4) 

Notation 

1. Let x denote the per capita SOP of a State and i 
its all-state average and V(x) and S(x) the variance and 
standard deviation of x. 

2. Let y denote the per capita allocation to a State 
and y its all-State average and V(y) and S(y) the variance 
and standard deviation of y. 

Tbe Mellliure of V arlation 

3. The reason for seeking to make the allocation pro
gressive is the observed disparities or variation in the per 
capita SOPs. It is, however, necessary to note that the 
variation is understood as relative to the values of the 
x, i.e. the per capita SOPs, themselves. For example, if 
aU x values increase by a constant amount, the variation 
as measured by V(x) or S(x) or range or any other 
measure will remain the same, but its importance will be 
a little less than before as the values have increased. To 
give an example if the x values are I 00, 125, 150, 17 5 and 
200 before, and they become 200, 225, 250, 275 and 300; 
the absolute measure of variation remains the same in 
both cases, but in relation to the values themselves -
and that is important - variation is less in the letter 
series than before. Our appropriate measure of variation 
should be therefore the coefficient of variation i.e. CV(x) 
given by CV(x) = S(x) v' ;:-
The Requirements from the Formula 

4. The objective of the use of the formula is to make 
the allocation 'progressive', the term progressive is to 
mean that y should be larger for smaller x and vice versa. 
This can be done in different ways and the degree of 
progressivity can also be varied. 

S. The objective can be now translated into mathe
matical terms. Since y is to be related to x in the above 
manner 

y =A -Bx ........ (1) 

Where A and B, both positive are to be suitably deter
mined and the correct extent of progressivity is given by 

CV(y) = CV(x) ........ (2) 

This ensures that for larger x, y will be smaller and viet 
versa. Secondly, the relative variation in y is made to 
depend upon that in x, so that the former remains always 
in step with the Jetter and any changes in· the letter are 
automatically reflected in the former. 

6. It is now easy to determine A and B. Squaring 
both sides of equation (2) and using simple statistical 
results we get 

{ CV(y) r = { CV(x) r 
V(A - Bx) V(x) 
(A- Bi)' i' 
B'' (x) V(x) 
(A-Bii)1 ~ 

2Bi- A ......... . (3) 
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Equation (3) giveo tho relationship between A and B and 
substituting it in (1) wo jet 

y = 2Bi- Bx 

= B(2x- i) ........ (4) 

Thus, with any positive value of B, if y is determined by 
(4) it will meet out objective. Wo should note that y has 
to be positive for any State; therdore, the. equation (4) 
will give us the values of per capita ~llocation so long as 
the maxim11m of the per capita SDPs ts less than or equal 
to twice of their average. 

7. Let us now denote by y ; and x ; the corresponding 
values for the i th state and let P ; be its population. 
Let Y be the total amount of reoource to be allocated, 
then from (4) we get 

y = :EY; = B:EP; (2x- xi), where Y; - allocation to 
the i1h state giving 

B = YJ:EP; (2x- xi) and 

Y· = YoP; (2X:- xi) 
• l:Pi (2i -xi) .......... (5) 

The expression (5) · gives us our desirable formula for 
allocation so long as the maximum of the x is less than 
2 xi The formula states that the allocation to a parti
cular state is proportional to its population multiplied by 
its 'distance', where its distance is equal to the difference 
of its per capita SOP from twice the average per capita 
SOP of all States. 

8. If in the formula (5) the distance of a state is mea· 
sured from multiple of the average other than 2, there 
will be an unduly large progressivity in the per capita 
allocations if the multiple is less than 2. Conversly, if the 
multiple is greater than 2, the per capita allocations will 
be less progressive. 

9. If the 'distance' is measured from the maximum of 
the per capita SOP, as the Finance Commission do, the 
progressivity in the per capita allocations has no relation· 
ship with the observed disparity in the per capita SDP 
of the States. The formula based on such a measw·ement 
of 'distance' therefore becomes inconsistent. Further the 
maximum is a relatively unstable statistic and it is not 
desirable to base decision on one single value like the 
maximum. If for some reasons the per capita SDP of 
the maximum valued state changes, it brings about a con
siderable variation in the allocations of all States especially 
of those States which are nearer to the maximum. It i•, 
therefore, a sound statistical judgement to employ a more 
stable statistic such as the one based on the average which 
uses the per capita SOP values of all States, so that tho 
result of the allocation exercise is not swayed by the dr
cumstances in one particular State, and measure distances 
from it. Taking twice the average as the point from 
which distances are measured, has this advantage over the 
maximum value. 

10. In the formula with distances taken from twice the 
average, the relative variation in the per capita alloca
tions becomes exactly equal to the relative variation of 
the per capita SOPs. The smaller per capita SOP valued 
States get more and vice versa. Thus, the progressivity 
of allocations is kept in tact. Further if there is &ny 
change in the relative variations among the per capita 
SOPs, the relative variation in the per capita alloctions 
follows suit and always maintains its equality with tLe 
former. While the formula based on distances measured 
from the maximum lacks this consistency, both progressi
vity and consistency are achieved by the formula based 
on twice the average. It is for this reason that tho 
formula based on distances measured from twice the 
average is considered superior . 



NOTE II 

Note on the ··ormula for Allocation of Central Assl•tauce 
to States for the Five· Year Plans 

(Vide Answers 6.8 and 6.9; para 5) 

Background 

I. Under the present formula adopted by the Plannmg 
Comm.ass1on, the central assistance for plan is distributed 
to the States on an agreed formula approved by the 
NDC. Of the total plan a'sistance, central assistance i~ 
giver;t in four component': the first three relate to the (ll 
specaal category State~. (:!) to the hill and tribal areds 
and NEC scheme and (31 for I[)A assisted projects. The 
fourth relates to the central assistance distributed to the 
14 major States under which alone. Maharashtra gets its 
share of central plan assistance. 

2. In the allocation of the cc;:ntral assistance to the 14 
States (1) 60 per cent is given according to population of 
1971 census, (2) 20 per cent is given according to the per 
capita income· only to those states which have their 11cr 
capita incomes below the average of the 14 States, (3) 10 
per cent according to tax effort, (4) 10 per .:ent for 
special problems to cover gaps in resources for finant:ing 
inescapable outlets. Maharashtra does not get share in 
the component based on per capita income. During the 
Sixth Five-Year Plan it got assistance only in the two 
components based on population and tax effort. The State 
Government has been promised assistance in tbe com
ponents of "special problems" in addition to the com· 
ponents of population and tax effort during the Seventh 
Five-Year Plan. It is the component based on tax etfort 
which is the subject of study in the present note. 

Allocation according to Tax Effort 

3. The methodology followed by the Planning Commis· 
sion in distributing the component is shown in Table }';o. 
1. For the fourteen States, the receipts from state taxes 
are shown in Column (2), their population in column (3); 
the per capita tax receipts in column (4) after dividing the 
figures in column (2) by column (3). the per capita State 
income in column (5). The tax effort, is defined by the 
Planning Commission. as the ratio of per capita taA 
receipts divided by per capita state income and is express
ed as a percentage and 'hown in column (6). The total 
of column 6 is 89.19. The amount of Rs. 430 crore, to 
be distributed among the 14 States on the basis of tax
effort, is distributed among them in proportion to the 
values in column (6). and the Statcwise allocations a1e 
shown in column (7). To illustrate, the allocation again~t 

(9·Jl) X (43). . . 
.Mabarashtra is equal to 

89
.
19 

LC. Rs.43 44crore. 

Defects of tbe formula 

4. The first point to be noted is that though the r~tio 
of per capita tax receipt to per capita State income is 
calculated, since both the numerator and the denominator 
are calculated on per capita basis, the population factor 
cancels out and what is obtained as an indicator of tax 
effort in column (6) is nothing other than the percenta~e 
of State's tax receipts to total State income. It is simple 
arithmetic th"t a percent"ge of a larger quantity and a 
percentage of a smaller quantity cannot be added. Smce 
the figures in column (6) are percentages with different 
bases, it is an arithmetical error to ad~ them to obtain 
their total (89.19) and calculate the relat1ve share of every 
State using this total by the formula given above. This is 
what has made the methodology adopted by the Planning 
Commission incorrect. 

S. It is not difficult to see the oddities which the procc· 
dure adopted by the Planning Commission logically leads 
to. In an extreme case if one imagines a one person 
otate the allocation under the present formula <Jf the 
Pla~ing Commission for such a state would be inde~n
dent of the fact that it is a one per!'on !rl~ate. For. lf its 
tax effort ratio is 9 pe-r c.:ent, the allocataun to thas one 
person state will be about lb. 43 crores: the !~!arne 3.9 .that 
for Maharashtra. In other word>, the allo<ahon has no 
relationship with the "size of the State 10 term• of 
population. 
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. 6. To see that the oddity demon•!nlted by thia .uample 
IS. actually at work in the allocallon by the Plannin' Com
miSSIOn formula., as an 1llustrauon, the aUocauona to 
Haryana .and Punjab may be seen. The P.'rulallon of 
Haryana ts about l/Sth of Mahanuhtra (19.92'1-) :10d the 
tax etfort i• 6.97 per cent as compared W1th 9.01 per cent 
of Maharashtra; but the allocallon to Haryana ,. RL 
33.60 crore as against R11. 43.44 crore for Maharallhtra 
i.<. 11.35 per cent of that of ilfahara•htre. Sim1larly for 
Punjab whose populallon is about I /4th of lltahar.O<htra 
(26. 70%) and the tax effort ia 7.R7 per cent, its alloca
tion ts Rs. 37.94 crore wh1ch i• 87.34 per cent that to 
Maharashtra. 

7. Another illogkW condusic.m the formulu. ,,( the 
Planning Cor_nmi)saun leads to is thal, if ,., State 1plit1 inh• 
two, ev~rythmg else--i.r. the per cnpita income and the 
per capita State . tax collechon-remaa!'ina the aame, tht: 
aggregate allocution to the two constuucnts incrr.url u 
compared with the original.. Fur example, if U.P., split• 
m~o . two states, the allocauon, under the Plannina t:\.lm· 
m1ss1on formula, to tho two new States would be RL 
20.87 crore each aggregating to Rs. 41.74 crure fur the 
tw~. taken tog~ther. In other words, the allocation to the 
ongmal U.P. IS nearly duubled at the coot of other Stateo. 

Suggestions for corndlona 

8. The present methodology adopted by the Plannma 
Commission is thus obviously wrong. arithmetically and 
therefore, logically. To correct it, what io needed is to 
"weight' the percentages, which reftect the tax effort b) 
the 'size' of the State. The Planning Commisaion !Ja• 
done this in respect of ita allocation of that component 
which it distributed to the States, with lesa than averep 
per capita income, by weighting the di•tance of the State 
from twice the average, by the population of the State. 
It did not do so, in respect of the allocation of the eom
ponent relating to tax effurt. It iJ necessary that the 
Planning Commission rectified this error, which has 
already penalised 'larger' States. 

9. Thus to set matters right, the allocation In two Stntea 
has to be proportional to tax effort, only if their 'aize' ia 
the same. Conversely, the allocation should be propor· 
tiona! to the siz.co of the Stateo only if their tax effort Ia 
same. Elementary algebra requires that if x Ia propor· 
tional to Y if z ia constant, and proportional to z if y io 
constant, then x •hould be proportional to the product of 
Y and z. Putting x as the aUocation to a State, y ito tdX 
effort indicator and z its size. the formula to m.tiott~in 
logicel consistency, should be that x th• allor:atlon •hould 
be propor1io11al 10 the prodtl("/ o/ llrt ;ndicator o/ ttU 

effort and the "siz•" of th• State. The queation that would 
remain to be settled iJ the ohoice of a measure to reprc· 
sent the "size' of a State. 

10. U total State income ia taken as th• "size' of a 
State the percentages are in effect 'weighted' by tbe t.>tal 
income and the resultant arithmetica would mean that the 
distribution of the component based on tax effort will 
have to be proportional to the receipts from the State 
taxes. The allocation worked out on this busi1 ue 11ven 
in Table No. 2. 

II. The other alternative ia to take population ...., the 
"size' of the State i.e. to "eight' the tax effort percen
tages by the population of the States. The reaultin1 cal· 
culatioDJ are sbown in Table No. J. 

12. It would be seen from both thc!le tablco that 
because of the incorrect methodology foUowed by the 
Planning Commission, Mahara.htra bad been a lcser in 
this component of central a.uiotance In the tune of at least 
Ro. 18.22 crore in the Fiftb Pltw. The lliJIIe defective 
mctbudolv¥) bu beeD followed in the Sixth 1'1"11. Tbo 
correction in thiJ de(e<:tive methodolon ia oow iuDll 
overdue !Uid ahowd be immediately nrricd uut. 



TABLE No. I. 

Flfth lhe-year Plan-States 

Allocation of Central Assistat"'" 

Tax effort- I 0 per cent 

(Rs. crore) 

Recei· Mid- Per Per Tax Dis· 
pts year capi· capi- Eff· tribu· 
from popu· Ia ta ort as tion 

State State lation Tax State per- of 
Taxes 1973 Efto- In- cen· Rs. 
1973-74 (lakhs) rt come !age 430 
Actuals (Rs.) (Rs.) of CJ'l· 

per res 
capita 
in-
come 

2 3 4 5 6 7 

Andhra Pradesh . 201.45 454.3 44 645 6.82 32.88 
Bihar I 15.19 587.0 20 439 4. 56 21.98 
Gujarat 155.36 282.3 55 808 6.81 32.83 
Haryana 76.14 105.5 72 974 7.39 35.63 
Kama taka 150.59 306.5 49 703 6.97 33.60 
Kerala 95.46 224.7 43 646 6. 66 32. 11 
Madhya Pradesh 128.36 440. I 29 532 5.45 26.27 
Maharasbtra 382.38 5~9.5 72 799 9.01 43.44 
Orissa 34.84 229.9 15 566 2. 65 12.78 
Punjab 123. 16 141.4 87 1,106 7.87 37.94 
Rajasthan 90.67 271.5 33 589 5, 60 27.00 
Tamil Nadu 279.55 430.3 65 675 9.63 46.43 
Uttar Pradesh 225.60 917.3 25 550 4. 55 21.94 
West Bengal 191.18 465.8 41 787 5.22 25.17 

TOTAL 2249.53 5386. I 42 .. 89. 19 430.00 

Average per capita State NIP at current prices for the period 
1970.73 as furnished by c.s.o. 

TABLE No.2 

Fifth Fi•e-Ycar Plan-States 

Allocati01r of Central As.•·istance : Tux effort 
Alternative I : Tax effort weighted by State Income 

State 

Andhra Pradesh 
Bihar 
Gujarat . 
Haryana 
Karnataka 
Kerala 
Madhya Pradesh 
Maharashtra 
Orissa 
Punjab 
Rajasthan 
TamilNadu 
Uttar Pradeoh 
West Bengal 

ToTAL 

Tax effort Tax effort Distribu· 
as percent· weighted by lion of 
age of per State Rs. 430 
capita income crores 
income percentage 

2 3 4 

6.82 8.95 38.46 
4.56 5, 12 22.02 
6.81 6.91 29.70 
7. 39 3.38 14.55 
6.97 6.69 28.79 
6.66 4.24 18.25 
5.45 5.71 24.54 
9.01 17.00 73.08 
2.65 I. 55 6.66 
7·87 5 ·47 24.54 
5 ·60 4·03 17 ·33 
9·63 12 ·43 53·43 
4 ·55 10·03 43 ·II 
5·22 8 ·50 36·54 

---------. -- ------ ---
IOtl ·00 430·00 

Column (3) show' the percmtages ba""d on column (2) of 
·Table No. I. 

a so 
TABLE No.3 

Jo'rfth Five -Year Plan-States 

. . Jiocation of Central Assistance : Tax effort 
Alternative II : Tax effort weighted by Population 

Tax Tax Percent-
effort as effort age in 

State percent· weighted 
age of per by popu· 
capita lation 

col. (3) 

income 

2 3 4 

Andhra Pradesh . 6·82 3,098 ·33 9 ·31 
Bihar 4·56 2,676·72 8·05 
Gujarat 6·81 1,922 ·46 5·79 
Haryana 7·39 779·65 2·34 
Karnataka 6·97 2,136 ·30 6·42 
Kerala 6·66 1,496.50 4.50 
Madhya Pradesh 5·45 2,398 ·55 7·21 
Maharashtra 9 ·01 4,770 ·80 14·34 
Orissa 2·65 609·24 I ·83 
Punjab 7·87 1,112 ·82 3·34 
Rajasthan 5,60 1,520·40 4·57 
TamiiNadu 9·63 4,143·79 12·45 
Uttar Pradesh 4·55 4,173 ·72 12·54 
West Bengal 5·22 2,431 ·48 7·31 

TOTAL 3,3270.76 100·00 

Col, (3)=Col. (6)X Col. (3) of Table No. I. 

PART VII 

MISCELLANEOUS 

Industries 

Distribu-
lion of 
Rs. 430 
crores 

s 
40·03 
34·62 
24·90 
10·06 
27·61 
19·35 
31·00 
61·66 
7·87 

14·36 
19·65 
53·54 
53·92 
31 ·43 

430·00 

7 .l We agree that extension of the First Sche
dule to rover a very high proportion of industries 
in terms of value of their output has resulted in 
converting industries into virtually a Un!on Subject, 
"Industries" is on the concurrent hst and the 
State Government is expected to operate so. as to 
ensure balanced growth of industries, utilising the 
available resources gainfully in all areas of the 
State. With the addition to the first schedule the 
scope for operating by the State has been curtailed. 
For example, items like sewing machinery, cutlery, 
pressure cookers, footwear, household appliances 
and tools, typewriters, chinawares, pottery, oil 
stoves, etc. are basically consumer goods and pro
duction of these goods to meet the local demand 
should be left to the discretion of the State. The 
inclusion of these items in the first schedule read 
with the Government of India's latest policy deci
sion regarding restricting the issue of licences to 
"No Industry District" or particularly to A, B, and 
C areas of the country in fact amount to denying 
to the State Government its privilege of promoting 
industries in certain areas to ensure balanced deve
lopment. The experience of the past three years 
has indicated that the State of Maharashtra has 
been consistently losing its share of the total licences 
letters of intent issued by the Government of India. 
For example, in 1981 against total 916 letters of 
intent, the St•te of Maharashtra received 144 
letters of intent while the figures in 1982 and 1983 
are 148 out of 1043 and 155 out of lOSS. Simi-



larly in respect of industrial licences in 1981 the 
State of Maharashtra had 114 industrial licences 
out of total 476 while in 1982 and 1983 the 
figures are 95 out of 432 and 171 out of 1075. 

While in respect of core industries Government 
of India's authority to allocate capacities may he 
justifiable, in respect of non-core industries how
ever (the industries mentioned in the Questionnaire 
are all non-core industries) there is no justification 
for retaining the authority with the Government 
of India. For example, the State was denied set
ting up of a project like match sticks, in one of the 
backward areas of Marathwada. We also feel that 
the provisions in the I (D. & R.) Act, 1951 for 
the take over a such units should be amended 
suitably to enable State Governments to take over 
sick units if they feel that sufficient grounds for 
doing so exist, 

7.2 (i) We feel that some norms to define or 
describe what is "national public interest" in the 
context of national control over an industry, when 
Parliament alone can legislate, need to be defined. 
The following norms are suggested :-

(I) The Parliament may legislate in respect of 
core industry and defence industry. 

(2) In respect of subsidiary and ancillary indus
tries of core industry and defence industry, 
Parliament need not legislate. 

(3) Except in case of core industry where the 
natural resources are available in a State 
it should be for the State to legislate. For 
example, Chinaware pottery or all silica 
based industries could be decided by the 
State Government itself. 

(4) In industries like agricultural implements, 
after the national capa!Cities and require
ments are determined, the State Govern
ment should have a free play for creation 
of capacities in the State itself. 

In transport industry (excepting the 4 wheelers 
and commercial vehicles) as the transport require
ments would be to meet the needs of people at 
large from the rural areas the State Government 
should have the privilege to determine the capa
cities. Those items would be bicycles and two 
and three wheelers. 

(ii) A list of items in the first schedule to the 
Industries (Development and Regulation) Act, 1951 
which could be deleted on the ground that they 
are really not crucial to the national public interest 
to justify control by the Union Government is 
indicated hereinafter. 

I. Metallurgical Industries : 

A. Ferrous: 
(i) Iron and Steel structurals. 

(ii) Iron and steel pipes. 
(iii) Other products of iron and steel. 

B. Non ferrous : 
(i) Semi-manufactures and manufactures. 
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2. Eledriad Equipment : 
(i) Electrical motors. 
(ii) Electrical fans. 
(iii) Electrical lamps. 
(iv) X-ray equipment. 
(v) Electronic equipment. 

(vi) Household appliances such as electric in,ns, 
heaters and the like. 

(vii) Storage batteries. 
(viii) Dry cells. 

3. Telecommunications : 
(i) Radio receivers, including amplifying nnd 

public address equipment. 
(ii) Television sets. 

4. Transportation : 
(i) motor cycles, scooters and the like. 
(ii) Bicycles. 

(iii) Others such as fork lift trucks and the like. 

5. Agricultural Machinery : 
(i) Agricultural implements. 

6. Miscellaneous Mechanical and Englueerln1 
Industries : 

(i) Plastic moulded goods .. 
(ii) Hand tools, small tools and the like. 

(iii) Razor blades. 
(iv) Pressure Cookers. 
(v) Cutlery. 

(vi) Steel furniture. 

7. Commercial, Office and Household Equip· 
ment: 

(i) Typewriters. 
(ii) Calculating machines. 

(iii) Vacuum cleaners. 
(iv) Sewing and knitting machines. 
(v) Hurricane lanterns. 

8. Medical and Surgical Appliances : 
(i) Surgical instruments-stcrilisers, incubators 

and the like. 

9. Mathematical, Surveying and Drawing In\• 
trumentli: 

(i) Mathematical, surveying and drawing ins
trument. 

I 0. F ertilben : 

(i) Mixed fertilisers. 

II. Chemical~ (other than Fertilisers) : 
(i) Paints, varnishes and enamels. 

12. Poper and pulp Including paper products : 
(i) Paper for packaging (corrugated paper, craft 

paper, paper bags, paper containers and 
the like). 

(ii} Pulp-wood pulp, mechanical, chemical, in
cluding dissolving pulp. 



13. Soaps, Cosmetics and Toilet Preparations : 
(i) Soaps. 

(ii) Cosmetics. 

(iii) Perfumery. 

(iv) Toilet preparations. 

14. Rubber Goods : 
(i) Footwear. 

(ii) Other rubber goods. 

15. Leather, Leather Goods and Pickers: 
(i) Leather, Leather goods and pickers. 

16. Glass: 
(i) Hollow ware. 

(ii) Sheet and plate ~ass. 
(iii) Optical glass. 

(iv) Glass wool. 
(v) LabOratory ware. 

(vi) Miscellaneous ware. 

17. Timber Prodw.:ts : 
(i) Plywood. 

(ii) Hardboard, includina fibre-board, chip board 
and the like. 

(iii) Matches. 

(iv) Miscellaneous (furniture components, bo
bins, shuttles and the like). 

7.3 (1) Procedure for Industrial Licenc:e.
Clearance in principle, regarding the capacity and 
availability for a particular project may be given 
by the Government of India. Thereafter issues 
relating to capital issues, import of capital goods, 
allocation of raw materials, and foreign collabora
tion need not become part of the total licencing 
procedure but these should be available automati
cally once the basic clearance is given. 

(2) Capital Issues.-In respect of projects ap
proved by the Licensing CX>mmittee, clearance for 
capital issue should be automatic. 

7.4 The States have got an organisational 
structure to service the Small Scale Sector, but 
there are still linkages with the macro or national 
level on critical issues such as allocation of raw 
materials and lack of statutory powers which vest 
with the Centre. Unless raw material supply is 
planned for appropriately, shortages would con
tinue and the Centre is compelled to ration cut its 
cake to the States. We feel that there could be an 
improvement in the States treatment of their sector 
through-(i) better and more coordinated approach 
between institutions; (ii) ensuring adequate market
ing support for the goods from this sector as well 
as raw material supply; and (iii) financial support 
through adequate supply of term and working 
loans. 

7.5, 7.6 & 7.7 The decisions of the Central 
Government in regard to its direct investment in 
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heavy industries on the basi's of allocation of pro
jects to 'No Industry District' and to State where 
no public sector projects have so far been allo
cated affect us. Maharashtra, however, faces a· 
peculiar position with reference to number of pub
lic sector projects it has already received and areas 
in Maharashtra which have not received any bene
fit whatsoever from location of such public sector 
projects. Because of the development which has 
already taken place in and around Bombay, a few 
public sector projects were located in Maharashtra. 
This should not come in the way of Maharashtra 
getting legitimate quota of public sector projects for 
a balanced development of areas like Vidarbha, 
Marathwada and Konkan. We also feel that 
where a project has been cleared by the Govern
ment of India for a licence, the financial institu
tions should not again sit in judgement over the 
putting up of the project. We also feel that with
in the State the view of the State Government on 
the location of public sector projects should be 
taken into account. 

7. 8 In our opinion, the incentives for promo
tion of industries provided by the Government of 
India have succeeded in accelerating Jhe pace of 
industrialisation in the backward areas. Imple
mentation of these schemes for last 10 years has 
thrown up new growth centres for industrialisation 
in these industrially backward areas such as Auran
aabad, Chandrapur, etc. 

2. The present methodology for identification 
of backward areas adopts the district as a unit for 
identification. District is too large an entity for 
identification of a backward area. Existence of 
few industries concentrated in few pockets of a 
distric:t does not make perceptible impact on the 
remaining part of the district where the industries 
have not been sufficiently developed. Further, in
dicators of industrial backwardness based on dis
trict level statistical data also distort intradistrict 
disparities in development. On account of dis
economies of locating unit in backward area, 
prospective entrepreneurs have come to rely heavily 
on fiscal and other incentives for establishing their 
projects in such areas. If a district is disqualified 
for such incentives because of such areas. If a 
district is disqualified or distortions, fears that the 
backward parts of districts may be permanently 
deprived of the benefits of industrialisations may 
become real. Therefore, instead of treating dis
trict as a unit for identification of backward areas, 
talukas would be an appropriate unit for identifica
tion as it is a more compact administrative unit 
than a district. Further in identifying industrially 
backward talukas following factors may have to be 
considered :-

(1) While considering the level of development, 
investments in public sector project in an 
area may not be taken into account. 

(2) Resource based industries may also be ex
cluded in assessing the stage of develop
ment, as they do not necessarily contribute 
to the development of the areas. 

(3) The scale of incentives may be linked up 
with employmel!t potential. 



Trade and Commerce 

8.~ We feel that no such authority needs to be 
appomted and there should not he any restrictions 
on inter-State trade or commerce. 

Agriculture 

9.1 The position mentioned in the Qu.:stion 
has not substantially changed since 1967. It is 
felt that the Central Government should also have 
some responsibility for substantial activity in the 
field of agriculture. Though agriculture is a Slate 
subject, it cannot be the concern of only the States, 
because often an all-India view has to be taken in 
many matters and for this Central involvement in 
the area of agriculture development would be un
avoidable. The Central Government through its 
policies relating to inter-State trade in commodi
ties, control of production and supplies of vital agri
cultural inputs, like fertilisers, pesticides, etc., 
research activities in the field of agriculture, 
through institutions like ICAR, IARI and various 
Central research institutes, plays an important role 
and these have a great deal of relevance to the 
agricultural activities in the State. It is felt that 
the Central Government should continue to play 
its role at ine national level and help the States 
in their activities. 

9.2 We do not fully agree with the view that 
Central and centrally sponsored schemes being 
implemented through the State agencies should 
ultimately form part of the State sector and, ~u~
ther, that their number should be kept to a mmt
mum. However, in the formulation of Central and 
centrally sponsored schemes, the Central Govern
ment should actively associate the State Govern
ments and the role of the Central Government 
should be confined to giving broad guidelines to 
the State Government and assisting by way of 
supplementing Plan resources for i~plementation 
of different schemes to improve agncultural pr?
duction. In recent years, the Government of Indta 
have also veered round to the view that, in the for
mulation of Central and centrally sponsored 
schemes, that Government should only indicate 
broad guidelines and expect th_e States to c_omc up 
with detailed project formulallo.ns. That IS, .0nr.e 
the goals and broad mcthodologtcs are de!crmmcd, 
each State should have the flexibility regarding the 
manner in which the Central and centrally sponsor
ed schemes will be implemented. It is _also felt that 
the Government of India should contmue to bear 
the expenditure on the implementation of such 
schemes for a period of 10 years at least. 

9.3 There has been effective co-opernti_on bet
ween the Central and State Governments t1ll now 
and we have not experie~ced ~ny seri~JUs problems. 
Once the goals are spec11ied •.n relalt~m to under
taking of schemes for improvmg ag~1cultural p~o
duction, the States should have con>ld_crahle. vmce 
in the manner in which the schemes w1ll he tmplc-
mented. 

9.4 The Government of India have. been fixing 
uniform minimum support prices for dtff~rent com
modities for the country as a whole. It ts felt thai 
taking into account the fact that the cost of produc
tion varies considerably from one area to another, 
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there ought to he great<·r nnihilitv in fi\ill)! 
minimum supp<'rl prkes fl'r dilkrent iu<·as of lht• 
country. considcrin·~ the ''''"' acro-dimatie con<li
tions, prnductivitv lcv~h. ''"t llf pr,>ducli<Hl. market 
prices, etc. In this cnnn,·cti<Hl <>ur r<·ply to Q. -1.7 
may he rderrcd to. 

We feel that the initiative of the Central Ciovcrn
mcnt in thesc matters is <•f importance to tlw State 
because strat<'~ie inputs, like tertiliters, pesticides. 
etc., show a great dt•al of inter-State movcmt•nt. 
There is also a great deal of inter-State commerce 
of a~;ricultural commodities. In so far as credit is 
concerned, where the Gowrnm<·nt of India can 
direct various financial institutions to pruvidc 
credit for various acricultural prol!rammes. th<• 
policies will haw to be extr<·mdy ll~xihlc so that 
a State, within its own jurisdiction, is abk· to lav 
down definit.: policies for the tlow of credit. · 

In case of Irrigation, we feel that the Central 
Government or their acencies should confine their 
~crutiny only to the overall planning aspects, givin!! 
tmportance to the core aspects of the project and 
its inter-State implications, if any, and that pri<'r 
clearance in respect of projects C<hting uplo Rs. 10 
crores should be dispensed with. In this connec
tion, our answer to Q. 4.7 may he referred to. 

Forestry policy and administration was formerly 
a State subject but of late the Central Government 
has stepped in a big way with the transfer of the 
subject to the Concurrent List and enactment of the 
Forest Conservation Law. The State Governments 
are therefore, required to refer even small matters 
pertaining to forest clearance to the Central Govern
ment, which delays implementation of proil'cts con
siderably. This needs to be reviewed and we feel 
that wide latitude should he !;iven to the State 
Governments in administration of forests, subject to 
national ~oals in re~nrd to conservations of forests 
being followed, guidelines for which could he 
clearly laid down. 

9.5 There have been no serious problems hd
ween Centre and State in respect of a~rkultural 
research or education. Howewr, in exercisin!! cer
!ain amount of leverage, derived from suppkrncnl-
10)! funds available with the Agricultural Univa
sities in the State. the Central Government should 
take note or the specific circumstances prevailin!! in 
the State and there ought to be much higher cun
cern for the views of the State, and anv attempt to 
universalise the problems can at best ·be avoided. 
As far as institutions. like NABARD. are concern
ed, except for very broad policy guidelines. the 
Centre should not attempt to frame too ri~id a set 
of instructions in the working of financinl in,titu
tions. The State's policies should have greater 
weightage in the workin~ of financial in,titutions. 
such as, the Apex Co-operative Bank etc. We would 
like to make the followin~ suegcstions :-

(1) Credit Authorisatiun.-RBT. NABARD has 
placed condition on the Mah:ora,htra Stale 
Co-operative Bank to seck prior approval 
of it before Medium Term Loans are sanc
tioned to Credit Authorisation Scheme 
Units. These rc,trictions need to he 
removed. 

(2) Pre-seasonal Loans.-The Co-or<·rativl." 
Sugar Factorks are sanctioned Pre-seasonal 



Loans every year uodcr Credit Authorisa
tion Scheme. In the past M.S.C. Bank was 
permitted to sanction such dean loans not 
exceeding Rs. I 0 lakhs without prior credit 
authorisation. This facility has been with
drawn and needs to be restored. 

( 3) Sanction of bridge loans to newly Licen<:ed 
Co-operative Sugar Factories.-NABARD 
should remove restriction imposed by it in 
respect of bridge loan to newly licenced Co
operative Sugar Factories in respect of 
bridge loan. Such loans should be cleared 
under Credit Authorisation Scheme as a 
matter of routine after assessin~ the overall 
surplus resource position of the M.S.C. 
Bank. 

( 4) Financing of non-agro-industries.-
NABARD should permit the Maharashtra 
State Co-operative Bank to lend its surplus 
funds to Co-operative Units even outside 
the agro-industries sector. 

(S) Seasonality discipline.-Seasonality disci
pline imposed by NABARD needs to be 
relaxed so as to enable D.C.C. Banks to get 
refinance from it for seasonal agricultural 
Operations. 

(6) Concessional rate of interest.-The State 
Government's proposal to give short. 
medium and long term loans to small 
farmers at 6% has not been approved by 
R.B.l./NABARD and Government of 
India. Since the State Government proposes 
to bear full financial liability in this behalf, 
it should be allowed to implement the 
scheme. 
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(7) Financing bv M.S.C.L.D. Bank.-At pre- . 
sent Land Development Bank cannot lend 
beyond the lending limit fixed for the sub
branch. It is necessary that NABARD 
should at least in the case of Land Develop
ment Banks which are not banks under the 
Banking Regulation Act, take a more flexi
ble attitude and evolve norms of lending 
which are flexible in character so that they 
do not come in the way of balanced order
ly growth of agriculture and allied activities. 

NABARD should adequately strengthen the 
technical wings in their rev,ional offices so that there 
is a quicker clearance of schemes by the regional 
offices. NABARD should also delegate powers to 
release refinance under schemes sanctioned hy the 
Regional Offices. 

There may be two representatives each on 
behalf of State Land Develooment Banks, State 
Co-operative Banks on the Board of Directors of 
NABARD. 

Food and Civil Supplies 

10.1 It is felt that consultation with State Gov
ernments should precede formulation of oolicies 
regarding pricing, storage. movement and distribu
tion of food-grains as well as other essential com
modities. Unless absolutely necessary in the 
national interest. unilateral directives should be 
avoide(l. 

10.2 Yes, Periodical review will be useful and is 
necessary. At present, prior concurrence of the 
Central Government under the Essential Commo
dities Act is necessary in respect of several enforce
ments and regulatory orders. Such prior approval 
needs to be dispensed with. The specific areas 
where this could be done may be decided by the 
Central Government in consultation with the State 
Governments. 

Education 

11.1 It would not be correct to say that there is 
unnecessary centralisation and standardisation in 
the field of education. The subject "Education" 
figures in the concurrent list and the State 
Government is at liberty to implement its own 
schemes on the basis of decisions taken at the 
State level. The State is required to abide by the 
instructions given by the Government of India 
from time to time only so far as Centrally sponsored 
programmes are concerned. Central interference in 
the initiative and authority of the State Govern
ment is not borne out by the experience of our 
State. 

11.2 We have had no instances where U.G.C. 
has interfered with University Education in the 
State. The Commission has been extending finan
cial assistance to the Universities in the State as 
well as non-Government Colleges within the frame
work of the U.G.C. Act. 

11.3 We feel that there is considerable scope to 
evolve a consensus among the States as well as 
between Centre and States in the field of educa
tion through discussion and consultation. The pro
cess of discussion, consultation and persuation is 
already being followed in respect of matter of 
importance. In fact, the Government of India 
have presented a document entitled 'Challenge of 
Education : A Policy Perspective' to the Lok Sabha 
very recently on which views of the State Govern
ment have been sought for bv the Central Govern
ment. The new Education Policv will be finalised 
in consultation with the State Governments. 

11.4 No difficulty has been experienced by the 
Maharashtra State in the operation of the constitu
tional provisions under Articles 29 and . 30 which 
guarantee th~ rights of the minorities in regard 
to the establishment and management of denomi
national educational institutions. We have a 
number of minority educational institutions in the 
State permitted by the State Government and they 
are being run without difficulty. 

I I .5 There are no specific instances of conflicts 
on issues between the Centre and State so far as 
education is concerned. Should such instances 
arise in future, it is felt that they can be resolved 
by discussion, consultation and persuation. 

Inter-Governmental Coordination 

I 2.1 We have no experience of any serious 
irritants in the Centre-State relations and therefore 
we d'? n'?t c~msider it. n~ces~arv to set up ~ perma· 
nent mstltuhoQ as ex1stmg m U.S.A. · 



l\lubari16blla 

MEMORANDUM 

lnlroduclory 

We extenu a warm welcome to the Commi>>ion 
on Centre-State Relations on its visit to Ma.ha
ra>htra and we are grateful for the opportunity given 
to us to place before it our views on a subject of 
great natiOnal importance. While we have already 
hUbmitted detailed replies to the questionnaire 
issued by the Commi>sion, in this Memorandum 
we shall confine ourselves only to the more signi
ficant aspects of Centre-State Relations. 

TerJIIj of Reference 

2. The terms of reference for the Commi;sion 
on Centre-State Relations have specifically provided 
that the Commission, while examining and re
viewing the workmn of the existing arrangements 
betwee•t the Union ° and the States and making 
recommendations as to the changes and measures 
needed, will keep in view the soctal and economic 
developments that have taken place over the years 
and have due regard to the scheme and frame work 
of the Constituuon which the founding fathers 
have so sedulously designed to protect the inde
pendence and ensure the unity and integrity of 
•he country, which is of paramount importance for 
promoting the welfare or the_ p_eople. . These ar~, 
therefore, the parameters wtt.lnn which exanu
nation and revtew as well as recommendahons 
for change, if any, in the Centre-State Relations, 
will have to be conceived. 

A Brief Historkal Review 

3. A brid review of the political conilitions 
that prevailed before achieving indcpendenc~ will 
be necessary to appreciate. the scheme and the 
framework of the Consututton. Ttll the enactment 
of the Government of In ilia Act, 1919, the Indian 
subcontinent had for centuries been under a uw
tary form of Governm~nt. It was by the Act of 
1919 that diarcby was mtroduced 10 the provmce~, 
which was the beginning of some sort of a quasi
federal structure. The pre-Independence htstory 
between the 1919 and 1\14 7 shows how the free
dom movement for complete independence passed 
through ilifferent pb.ases. On the failure of the 
Cabinet Mission Plan there remruned no puri'Ose 
in providing a Constitution for a loose feuerauon. 
ln fact, the acceptance of the parutwn_ and the 
merger of the Princdy States left no choice before 
the founiling fathers but to provtde for a strong 
Centre with enumerated powers to the States, leav
ing residuary legislative powers with the Umon. 
The history, thus, had taught a lesso~ that m 
order to maintain the umty and mtcgnty of the 
remaining sub-continent after partition.' a strong 
Centre with powers to convert federal Govcr~ment 
into a unitary Government was a felt necesstty of 
the time. 

4. Theoretically, on a broad perspective it can 
be said that in our Constitution _the uwque katu~es 
tending to make the polity urutary are ordinarily 
dorment giving full scope for the federal prmctplo; 
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to play its role but when the oauonal intctc•t IS 

at Mal..~, it 1~ pia~~.! abo\ c e\'Cr) tlun:; ull the 
o~~a~ion lasts. 

R;ljamiUUilU" Committee 

5. It is ilillicult to sub~~ribe h> the rc.:otwn.:n
wtion of the Rajan1annar Committee appointe.! by 
the then Tamil Nauu Government, urglllg for 
greater autonomy for the Stah:s by a reili>tnbution 
of legt>lative powers of the three lists 111 the 
Sevemh Schcoule, deletion, revi:.ion or substanual 
moilitication of the relevant provi:.ions of the 
Constitution which give the Union supervisory role 
over the States and allotment of more tax resources 
in the List 2 to the States. A careful study of tho 
three Lists of the Seventh Schedule shows that, 
by and large, subjects of national importance llfll 
included in the Union List, subjects of local or 
regional importance are incluued in the States List 
and subjects with which States arc primarily con· 
c.:rneu but which arc likely to a>~umc national 
importance or which require uniform policy 
throughout the country arc mcludcu in the concur
rent List. The provt>ions of Articles 251, 256, 
257, 348, 349, 355, 356, 357 and 365 of our Con
stitution, which give the Union a supervisory rolll 
over the States arc ncce~~ary in national mter•t 
to protect the integrity of the nation auu to avotd 
failure of con~titutional machinery in the Stute>. 
It is perhaps the sanction proviued by Articlll J J5 
that has prevented the States from going wuywarJ 
against the spirit of the Constitution. 

6. It is also ilillicult to agree with the Ruja
mannar Committee in its recommendation to aboltsh 
appeals to the Supr.:me Court except in constitu
uonal matters. 1 he Supreme Court performs 
multiple roles including lhat of the highe>t appeal 
court in the land. The Supreme Court has Uis· 
chargeu its responsibilities satisfactorily. The only 
complaint is about arrears. The cxpcnence of th.: 
pa~t 35 years shows that institutions are outpacing 
ilisposal resulting in tremendous arrears anJ re
form, both in the nature of restricting approach to 
Supreme Court to ca>es involving important que~
tions of law and procedural innovations like shorter 
hearings, shorter argumcn.ts and shorter judgrnenlli 
are called for. 

7. As already stateJ, the general scheme re· 
garding the dbtribution of po~ers _between. the 
Centre and the States as ueptcted 1n th.: Tine.: 
Lists in the Seventh Scheuul.: uocs not requir.: 
any interference. However, it is nccc»ary to sec 
if there is scope for change in the administrativc 
arrangements in relation to the working of variou~ 
Centrally sponsored schemes on )UbjecUi in both 
the State List as well as the Concurrent List. lr 
woulu be worthwhile to delegate to the State~ 
powers to the maximum extent with regard to thc 
work on projects in which the Centre is directly 
interested or which arc carried out by the StatcM 
as agents of the Centre. This will b.dp in ~pccdy 
completion of work. 

President's assent 

8. Tho: provisiuus uf tbt: Cuw.tituliun ~:uvcrnin& 
the Centre-State relauons are adequiUe lor the 
purpose of mcctin1: any ~lluauon uc rc~~>U!vwo~: 



any problem that may arise in the State and no 
conslltutional amendment appears necessary for 
ensunng proper relatwns between the Centre and 
the State. fhe only suggestion that could be 
made . is for improvement. of the process of 
accordmg assent ot the Pres1dent to States' legis
lative proposals. in t!Je Concurrent List, by pres
cnbmg certam tnne limit. 

Article 3 of the Constitution 

9. One unique feature that has been enshrined 
in our Constitution and which is against the fede
ral principle in its strict sense, pertains to the 
prov1sion m Article 3 regarding formation of new 
States by increasing, diminishing, altering the 
boundaries as well as the name of any State. 
This article came to be incorporated m the 
Constitution in the context of the peculiar historical 
and cultural background of our country and the 
experience of the last 35 years shows that the 
conhdence reposed in the Parliament by the found
ing rathers has been amply justified. The Parliament 
has never used this power except in deference to 
the wishes of the particular State. lt can therefore 
safely be said that though Article 3 appears to 
be against federal princ1ple, it docs not call for 
any change. In sum, one can confidently say 
that the tederal principle IS predominant in our 
Constitution during normal tnnes and it is only 
during emergency of any kind contemplated by 
the Const1tuuon that the polity becomes unitary 
so long as the emergency lasts. The unitary 
character ceases as soon as the emergency is over 
and polity reverts back to its normal federal 
character. 

Lcgislathc Relations 

lU. Uv.:rall national int.:r..:st and particularly 
the uruty and ullegnty of the country demand 
that no change is called tor in the basic scheme 
of distribution ot subjects in the three Lists of the 
Seventh Schedule. 1 here is no ground for making 
any complaint that the Umon under the cover ot 
a declaration of national interest or public interest 
has encroached upon the State Legislative field. 
The .existing provis1on of Article 249 IS sull.iciently 
clasuc tor the State to pass any law which will 
meet its rcqwrements, having regard to the local 
conditions prevailing Ill a State, even if there is 
a Parliamentary Legtslation on a particular subject. 
.From practical point of view it could be suggested 
that while exalllllling legislative pwposals on sub
jects like labour, rural and urban area develop
ment programmes, technical and medical educa
tion Centre should have a more liberal approach 
in giving assent to State proposals which are pro
gressive in nature and benehcial to national inte
rest. ln this context, it would be desirable, in the 
interest of better relations between the Union 
and the State, to have a specific provisions in the 
Constitution of India requiring tile Centre to con
sult the State Governments beforehand whenever 
any legislation is propos<.:d to be undertaken on a 
J;oncur~;ent lcgislauve subject, except where on ac
count of urgency it is considered expedient- to dis
perse with pnor consultation. 

356 
Role of the Governor 

11. The ollice of the Governor has an important 
place in the context of Union-State relations. He 
JS a powertul link between the Centre and the 
State, helpful in maintaining harmonious relations 
between tne two. He shoUld act as a Counseller 
and an elder Statesman who would, after giving 
his counsel, act on the aid and advice ot the 
Council of Ministers as postulated by the Constitu
tion. In the discharge of his discretionary func
tions t!le Governor is expected to act in an upright 
manner. He may, if an occasion demands, seek 
guidance from the Centre, but the ultimate deci
SIOn in discretionary matters must be his own in 
accordance with the provisions of the Constitution. 

12. In the context of Centre-State relations, the 
Governor has to perform t.l;lree important func
tions, amongst others. Under Article 167 he is 
entitled to seek information from the Chief 
Minister and also ask certain matter to be consider
ed by the Council of Ministers which has not 
been considered by the Council. He is expected 
to send periodical reports to the President. This 
is useful in keeping the President duly informed 
about the state of affairs in the State. Under 
Article 200, the Governor is entitled to reserve a 
Bill for the consideration of the President if he 
feels that a particular Bill is of sull.icient impor
tance which should be so reserved. Under Article 
356 the Governor is expected to report to the 
President on the point whether the Government 
of a particular State is carried on in accordance 
with the provisions of the constitution. This is also 
inter-linked with the question whether the State 
Government exercises its executive power in 
accordance with the Central Laws and consistent 
with the executive power of the Centre as contem
plated by Articles 256 and 257 Which attract 
Article 356 read with Article 365 of the Consti-
tution. · 

13. lt is expected of a Governor that while 
m~king the report under. Article 356(1) he will be 
obJective and ,act a~cording to his own independent 
JUdgement. Selecung a Chief Minister when a 
party has a clear major!ty- in a State Assembly, 
presents _no problem, 1t IS only when there is no 
clear maJOnty Ill favour. of a part!cular party that 
the. Governor has. to form a JUdgement as to 
which of the. parues or group or groups of parties 
are able to forD?- Government wh1ch would really 
command a maJonty. In such a situation com
plete impartiality of the Governor becomes 'impor
tant. H.ts sole purpose ought to be to give to the 
State as stable a Government as he can under the 
circumstances and all his moves have to be direct
ed to that purpose. 

14. So long as tl!e Ministry in office retains the 
confidence of the Legislative. Assembly, the plea
sure of the Governor contlllues under Article 
164 ( 1) of the Constitution. Problem arises when 
the party in power does not command a majority 
a!ld advises prorogation of the Assembly. In such 
crrcumstances the Governor is justified in com
pelling the Chief. Mi~st~r to face the Legislature 
to demonsu·ate his maJonty. Same is the position 
regarding the power of the Governor to dissolve 
the Ass~:mbly under Article 172(2)(b). Normally, 



th~ Governor ~as to accept the advice of the Chief 
Mmtster, but m certain cases he may advise the 
Chief Minister to place the matter before the 
Council of Ministers as contemplated by Article 
163 of the Constitution, which would be in con
sonance with the principles of a collective respon
sibility. 

15. Having regard to the role expected to be 
performed by the Govern of, particularly in the 
context of Centre-State relations, the present posi
tion namely that he continues to hold the office 
during the pleasure of the President deserves to be 
continued and no change is called for. 

16. A view has been expressed that in making 
choice of the Chief Minister when there is unstable 
party position after a Ministry in the State resigns 
on account of a non-confidence motion passed 
against it in the State Legislature, the Governor 
does not act fairly but in a manner calculated to 
advance the interest of a particular political party 
or group and therefore some provision should be 
made to guard against instability of the Ministries 
resulting m such situations. By and large, ex
perience shows that if the Governor is an inde
pendent, respected and impartial person, there 
arises no occasion for making any such imputation. 
However, the success of democracy will depend on 
how they behave with full responsibility. The 
chances of situations giving rise to such frictions 
have been practically reduced to nil on account of 
the Constitution (Fifty-Second Amendment) Act, 
1985 introducing provisions as to disqualification 
on ground of defection in the Constitution. 

17. The suggestion that guidelines on the 
manner in which the discretionary powers should 
be exercised by the Governors should be formu
lated does not deserve any consideration. Different 
situations may arise in different States and no 
guidelines can prove adequate to meet every situa
tion. That apart, legally the very idea of the 
Governor's discretionary functions becoming a 
subject of guidelines is contradiction in terms. 
Prescription of guidelines may subject the actions 
of the Governor to judicial review, which as at 
present is totally excluded. In view of this posi
tion, it would be better that the Governor is left to 
himself while discharging his discretionary 
functions. 

Administrative Relations 

18. So far as assumption of Government by the 
President under Article 356( 1) is concerned, it is 
felt that the Governor ordinarily should not recom
mend the imposition of the President's rule so 
long as the Chief Minister has majority in the 
Assembly and is prepared to demonstrate it by 
facino- the Assembly at a very short notice unless 
the Governor is otherwise convinced that the 
Government of the State is not being carried on 
in accordance with the provisions of the Constitu
tion. In this behalf it is suggested that before 
taking the drastic step of recomme~ding the 
assumption of Government by the Prestdent, the 
Governor should give sufficient warning to the 
Chief Minister concerned to give him an oppor
tunity to take corrective measures if he is so 
inclined. Recent experience shows that Clause 
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· ( 5) of Article 356 deserves to be restored to the 
pre-forty-fourth amendment po,ition since in a 
gtven situation it may be ditlicult to m<'el the min
gent conditions mentioned in the 'aid dau,e, 
though the circumstances warrant the e<•ntinuance 
of the proclamation under Artide 3~6( I) t>ey<>lll.l 
the period of one year. 

Central Agencies 

19. The various Central agencies "ere created 
in pursuance of a national policy to ensure u 
stable economy and a uniform economic nnd 
social balance in the counlf¥. There is no 
doubt that in various matters tt is necessary to 
have an All India perspective and there is there
fore, need for these agencies to continue. While 
we would not say that through these agencies the 
Union Government has made undue inroads into 
the autonomy of the State, we feel that there is 
a great need for a more realistic apprcci;ttion of 
the situation obtaining in the State on part of th<' 
Central agencies. We could cite the Agricultural 
Costs and Prices Commission as an e\ample. We 
also feel that in respect of certain agencies, like 
the Central Electricity Authority and the Central 
Water Commission, there is an over centralisation 
of powers which results in impeding the pace of 
development in the State. There is, therefore, 
need for vesting more authority, "hich prcs<·ntly 
vests with some of the agencies, in the St.,te Gov
ernment. 

Zonal Councils 

20. The Zonal Council set up under rhe States' 
Reorganisation Act, 1956, have generally not 
been meeting either frequently or regularly. It 
is necessary that Zonal Council should meet regu
larly and more often and items, on which broad 
agreement is arrived at in the m<·etin~s of the 
Zonal Council should be actively followed up hy 
all concerned and in particular by the Union Gov
ernment, to ensure expenditious implementation. 

All India Services 

21. The All India S.erviccs have, by and large, 
fulfilled the expectatiOns of the Constitution 
makers. The rrcsent arrangements fur the con
trol of the AI India Services arc calculated to 
preserve the All India character of those services 
without detracting from their amenahility to the 
control of the State, when the ollicers work in 
connection with the State and thus appear to pro
vide a reasonable and practical balance between 
the Union and the State. 

Deploy men! of Central F orccs in a State 

22. Under Article 355 of the Comtitution a 
duty is imposed on the Centre to protect every 
State against external aggression and internal dis
turbance and to ensure that the Government uf 
every State is carried on in accordance with the 
provisions of the Constitution. It is, therefore, 
necessary that the matter of asseS\ment should be 
left to the Union Government. It is, however, 
felt that as a matter of general policy the d<·ploy· 
ment of the Central force• in a State should b<• 
done with the consent of th~ Stale uuvcwmeut 
concerned. 



Broadcasting and Television 

23. There is no need to transfer the subject 
of broadcasting and television to the concurrent 
li>t. The present position should be continued. 
There is, however, a need for effective consulta
tion between the Union and States to ensure that 
adequate time is devoted to programmes in local 
languages as well as to programmes concerning 
the local culture and problems. 

Inter-State Councils 

24. It is difficult to agree with the recommenda
tion of the Administrative Reforms Commission 
to establish Inter-State Councils under Article 253 
of the Constitution. We feel that any problem 
between Centre and State or State and State 
should be resolved by mutual discussion and if 
necessary, with the mediation of the Centre in 
respect of a dispute between two States and that 
it is only as a last resort and dire necessity that 
such a Council be established in respect of a 
particular issue. We feel that there is no need 
for a permanent Council as such. 

Financial Relations 

25. The provisions of the Constitution provide 
for making available resources to the States pri
marily through the distribution of income-tax and 
Union excise duty and secondarily through the 
grants-in-aid to the States needing assistanc~. This 
tmplies that even the advanced States are elib>ible 
for grant-in-aid for particular schemes or pro
blems. However, successive Finance Commissions 
have given greater weightage to different factors 
of backwardness in their distribution of resources 
among the States to the progressive detriment of 
the so-called richer or well-off States. While no 
exception can be taken to larger assistance to the 
relatively weaker States, it should not be at the 
cost of the so-called well-off States. It is also 
necessary to bear in mind that large parts of such 
well-off States arc comparable in backwardness 
to those of financially weaker States. Besides, 
richer States also have their own peculiar problems 
which too require considerable expenditure and 
outlay. For instance, problems of Bombay, which 
should be viewed as national issues. We also find 
that while assessing the resources of a State like 
Maharashtra, large revenue surpluses have been 
assumed which do not really exist. There is, 
therefore, need for change in the attitude of the 
Finance Commissions and the Centre towards the 
so-called richer States. 

Sharing of Corporation Tax and Customs Duty 

26. While the resources of the Centre are suffi
ciently elastic to absorb the eff~cts of i~~ation, 
the State Governments are not m a posttlon to 
bear its adverse effects. It is, therefore, neces
sary that Corporation tax, which is in no way 
different from Income-Tax, should be brought 
into the divisible pool. Similarly, the Customs 
Duty also needs to be shared with the States. 
Alongwith this, there is a pressing need for greater 
fiscal di>cipline at all levels. It is necessary for 
the States to make dlcctive contribution to reduce 
imbalances by adopting better administrative pro--
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cedures, rigorous financial discipline and opti
mising the use of resources. The Centre should 
also consider giving incentives to States whose 
finances are well managed. Deficit financing on 
large scale in order to transfer the resources to 
the poorer States with a view to reducing inequa
lity may not be desirable. It is necessary to keep 
deficit financing within acceptable limits : other
wise it will accentuate the ah"eady persistent infla
tionary trends in the economy. 

Criteria for determining State's shares 

27. It is the function of the Finance Commis
sion to assess the resources and requirements of 
funds on the non-plan side and to recommend 
adequate devolutions so as not to leave the re
quirement of funds uncovered. It is, however, 
not their obiective to bridge the gap in resources 
between the poorer and the richer States. The 
tax efforts made by the States as well as efficiency 
and economy in management is the basic need 
for all the States. Merely giving more grants
in-aids to the poorer States will not solve the 
problem. It is necessary that the States should 
optimise returns by proper implementation of 
developmental and non-developmental schemes. 

As regards the share of taxes, we feel that the 
States which yield more revenue ought to get rea
sonable share. Even the so-called richer States 
have their own obligations and liabilities to fulfil 
and they generate more resources for the Central 
Goyernmen_t, particularly by way of Income Tax, 
Umon Exctse Duty and Corporation Tax. 

_W~ile it is difficult to formulate any objective 
cntena that should be used for determining the 
share of taxes, Plan assistance and Non-Plan assis
tance for each State, we feel that 50 per cent of 
the Income Tax, Union Excise Duty, Corporation 
Tax and Custom Duty should be earmarked as 
the share of the States. 

As regards the distribution of Income Tax 
amongst ~he States, a weightage of 45 per cent 
may be gtven to the factor of contribution as mea
sured by Income Tax collection while the balance 
of 55 ~er cent rna~ be distributed in proportion 
of the States populauon. As regards Union Excise 
Duties, the distribution of the States share should 
be on the following basis :-

( 1) 60 per cent should be given on the basis 
of population factor with weightage of 30 
per cent for urban population and 70 per 
cent on rural population. 

(2) 20 per cent weightage should be given to 
economic backwardness of the States mea
sured by the product of distance of per 
capita income of the State from that of 
the State with higher per capita income 
and the populati?n of. the States as per 
formula of the Stxth Fmance Commission. 

( 3) A weightage of 10 per cent each should 
be b>iven to the factors of performance in 
regard to tht; . population control program
me and mobtlisauon of small savings. 



Plan As~istonce 

28. It is necessary to revert to the ori1,>inal 
Gadgil formula in relation to the plan assistance, 
since the present one operates to the disadvantage 
of States like Maharashtra. It is suggested that 
the debt burden of the States should be reduced 
by enhancing the proportion or grants. The Centre 
should pass on greater share of external assistance 
received by it for the externally aided projects of 
the States. 

Small Savings 

29. There is scope for increasing the States' 
share in Small Savings collection from two-third 
of the net collection as at present to three-fourth 
of net collection. Moreover, the Small Savings 
loans should be treated as loans in perpetuity. 

Open Market borrowings 

30. In the context of the open market borrow
ings it needs to be pointed out that t~e pattern 
of distribution of total market borrowmgs needs 
correction and share of States ought to be raised. 
It is suggested in this behalf that the allocation 
of open market borrowing between the Centre 
and the States should be made in the proportion 
of plan size of the Centre and the States and. the 
inter se distribution, of open market borrowmgs 
amongst the States should be in th.e proportion 
of mobilisation of savings made by different agen
cies in each State. It shQ_uld also be related to 
the repaying capacity of the State. 

Centrally Sponsored Schemes 
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31. It is suggested that Centrally Sponsored 
Schemes should be wholly assisted by the Centre 
and that whenever such scheme is abolished or 
transferred to State as non-plan, the amount equal 
to the level of committed expenditure reached ~t 
that time should be transferred to the States llll 
the scheme is continued. It is felt that if more 
clastic sources of revenue of the Centre are 
brought within the divisible pool and they arc 
equitably distributed among the State~. t~e ne~d 
for non-plan assistance through grants-m-md dis
cretionary assistance by the Centre would be 
minimal. 

Central Assistance for Relief of Natural Calamities 

32. So far as the Central assistance to Stat~s 
for dealing with natural cala_mities !s concerned It 
is pointed out that although m rclallon to damages 
caused due to excessive rains, floods, storms, et~ .• 
the present arrangement is .satis.factory, .the assis
tance rendered in drought situallo.n requires to be 
reviewed. It is suggested that hnk~ge between 
the expenditure and advance pl.a.n assistance sh?uld 
be done away with and . additi?nal expenditure 
occasioned by scarcity rehef which cannot be m7t 
by the existing plan programmes and mar~n 
money should be financed through Central assis
tance by way of grants to the exte~t of 75 per 
cent, the remaining 25 per cent hem~ borne by 
lhe State Government. 

Sp~dal Prohl~nt~ 

33. Ewn the so-called well-ofT Srare like Maha
rashtra has ils own pe,·uliar pr<>lllcnh stKh '" 
choking conuili<ms in the Ci1v ,,f B<>mllav nnd 
therefo-re. unless I he G<wernm~·nr ,,f India· ,·i<-ws 
lhis as a nalional prnblcm and ~ranis s~dal 
funds it will be llevond the means of the Slall.' 
Government to lack.lc this hsul.'. 

Ways and 1\leans Limits 

34. So far as ways and m,·ans limils of Stall.' 
Govcrnmenls with Re,ervc Bank of India ar<' con
cerneJ we fed that there is a n.·ed fllf p,·ri<ldio.:al 
revbion of such limils in \ iew of the \ari<>Us 
factors that nl.'cessit;lle such u ch:mge. 

Augmenting Stutes' Resources 

35. It is felt that resources from Special Bearer 
Bonds Scheme and revenue accrued from rai,ing 
prices of items like petrol and coal etc .. should 
come under the divisible pool. This is income 
which orherwise would have llccn subject to in
come-tax. It has, however, been invesled in Spe
cial Bearer Bonds with the result that it has gone 
out of the tax sharing. Similarly. if petrnlcum 
products and coal were made subject to higher 
excise duties instead of raising their prices. Slalcs' 
share to that extent would have been augmented. 
It is suggested that the Union Government should 
undertake steps to exploit certain items mentioned 
in Articles 268 and 269 which have not so far 
been exploited by the Centre. 

Comptroller and Auditor General 

36. The present arrangements under the Con,ti
tution regarding the Complroller and Auditor 
General are reasonable and satisfactory and no 
change as such is calleJ for. Parliament has al'o 
conferred adequate powers on the Comptroller mtd 
Auditor General in the matter of mainrcnath:e of 
accounts and auditing of expenditure. 

l\loniloring Utilisation of Grunts 

3~. I~ is neces:s~ry. that there should be proper 
mon•torllll,l of u!llizatton of j!rant-in-aid l!iwn by 
the ~overnment of India for impknwntalion of 
soec1fic schemes. The suggestion of the Ei••hth 
Finance Commissi<!n to have ·lntcr-Mini,lerial IIi~ It 
Power Committee for monitoring programmes and 
usc of grants deserves to be considered. 

Economic and Sodal l'l~nning 

38. In the ~oherc of Economic and Social 
Planning, the Centre und the Srarc, will have to 
play roles which arc complcmcnrary to each other. 
The Centre may have to continue to lay down 
national priorities und objectives or various ,ector' 
of development. However, the State Government 
'hould be given full freedom to formulate their own 
plan suited to the local conditions in the State, 
within the over-all national policv frame. To over
come the present short-comings ·it is suc~csted that 
(a) the State Governments mav b~ activclv invoh·
ed while finalising the appronch for 1he Five Ycur 
Plan. They may invariably be consulted before 



any policy decisions about the plan pro~:rammes are 
taken by t~e Central Governmenr; ·(b) a meeting 
of the NatiOnal Development ·council should be 
hdd at least once every year; (c) the National 
Development Council me~tings may be preceded 
and followed by the meetmgs at the olficial level 
The meetings at ollicial level may be held as frequ~ 
cntly as necessary; (d) a group consisting of 
rcpresentallves of Central and State Governments 
ma~ _be set up to ensure follow up action on the 
dc_ci~Ions of the N. D. C.; (e) the Planning Com
n!Ission should lay down national targets only in 
VIt~l sectors _h_ke power, major irrigation etc.; (f) 
while_ scrutmismg the State Plan proposals the 
workmg groups of the Planning Commission need 
not go into the details or various programmes 
falli~g mainly within the State jurisdiction and may 
restnct themselves only to the important sectors like 
power and major irrigation etc. 

National Development Council 

39. Constitution of National Development Coun
cil on statutory basis may run counter to the 
principle of decentralised planning. Non-statutory 
advisory body will do equally well if it involves the 
States more meaningfully in the plan formulation 
in its broad perspective and then leaves it to the 
States to formulate their plans within the broad 
policy frame work. · 

Composition of Planning Commission - Repre• 
sentation of States 

40. So far as the composition of Planning Com
mission is concerned; it requires a second look. 
Adequate representation of the State Governments 
in the formulation of goals and objectives is neces
sary. After the Plan priorities and goals are 
finalised in consultation with the States, they should 
be left to formulate their own plan within the broad 
frame work. So far as the composition of the 
Planning Commission is concerned, it should be a 
high grade advisory body of Economists, Techno
logists and management experts with a representa
tion of administrators, representatives of the Cen
tral Government and State Governments, at least 
of the major States. This will ensure the State 
Governmcnt"s point of view being available to the 
Plannin~; Commission on issues of policy, objec
tives, goals etc. It is not necessary that the 
Plam1ing Commission should be an autonomous 
body. It may continue to be an advisory body 
as at present. 

It is true that there is a need to consider and 
incorporate the national priorities in the State Plan 
hut the scrutiny of the State Plan proposal by the 
Planning Commission should be mo~e directed to 
objectives and results than to specific schemes. 
Within broad sectoral outlays. the State should be 
free to formulate schemes and incorporate them in 
the State Plan. 

Central Assistance 

41. At present the entire assistance is passed on 
to the State Government in the form of 70 per cent 
loan and 30 per cent grant. This places unduly 
large burden on the States. It is sugge~ted that the 
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terms of assistance may be revised and the entire 
assistanc_!! ~hould be proyided as grant. As regards 
assistance in respect of externally aided projects, it 
is suggested that the entire external aid which is 
project-tied should be passed on fully to the State 
Government instead of only 70 per cent, which is 
being passed on to the State Government as at 
present. The said assistance should also be passed 
on at the same rate of interest charged by the exter
nal agencies plus a nominal service charge. The 
period or repayment should also be decided keep
mg in ~iew that fixed by the external agency. We 
feel that there is ample justification for the Centre 
to liberalise the terms of assistance to the States. 

Allocation of Central Assistance 

42. The present method of allocation of Cen
tral assistance takes into account the four factors 
of (1) Population; (2) Backwardness of the State 
adjudged by per capita income; (3) the tax efforts 
and ( 4) the special problems of the State. We do 
not recommend any change in these four factors 
nor in the percentage allocation that is presently 
made by the Planning Commission. However, the 
method adopted by the Planning Commission in 
respect of the component distributed according to 
the backwardness of the State and tax effort re
quir.es a revision. Under the present formula which 
governs the distribution of 20 per cent Central 
assistance according to the per capita income, only 
the Sti.ltes which had per capita income below the 
average or the 14 States qualified for assistance. 
This does not appear to be fair as a State, which 
is even marginally above the average, is denied 
assistance under this component treating it as if it 
were a developed State. While the formula has to 
be such_ that more assistance should be given under 
this to the more Backward States, it should not 
deny the assistance to the States which are consi
dered developed only in relation to the average. 
From this point of view the original Gadgil 
formula was- more just and equitable and we there
fore recommend reversion to it. In respect of the 
component of I 0 per cent, which is distributed 
according to the tax effort, the present f01mula 
adopted by the Planning Commission is not 
arithmetically correct as it does not take into 
account the size of the State. In order to rectify 
this error it is necessary to give a weightage to the 
tax effort by the population of the State. We would 
like to mention that since containment of popula
tion growth is a national policy, the present prac
tice of using; the 1971 figures both for the purposes 
of distribution or the 60 per cent component as 
well as for assignment of the weights under the 
second and third components should continue. 
However, where the calculation of the indicators 
like per capita State income or per capita tax effort 
is to be made on the basis of up-to-date figures of 
tax calculation and State income, this should be 
done using the population figures for the specific 
years that are considered. 

Centrally Sponsored Schemes 

43. We feel that while formulating the Centrally 
sponsored schemes such as Family Welfare, Con
trol of Communicable Diseases, etc., the State 
should be actively associated so that the varying 



conditions from State to State can be taken into 
account and the schemes designed accordingly so 
that they could be effectively implemented. Similar
ly, enough latitude needs to be given to the States 
to make variation in the different components of 
the scheme considering the conditions prevailing in 
the State. It is suggested that any Centrally assist
ed programme or Centrally Sponsored Scheme 
should be run atleast for a period of 10 years and 
wholly assisted by the Centre. Whenever a 
Centrally Sponsored Scheme is abolished or trans
ferred tp the State non-plan, an amount equal to 
the lev.~l or committed expenditure reached at that 
time on implementation of the programme/scheme 
should be transferred to the States as long as the 
scheme is continued. 

Monitoring and Evaluation 

44. It is necessary that a proper system of 
Monitoring and Evaluation including a concurrent 
evaluation fs built up by the State Government and 
the Planning Commission to ensure proper and 
effective implementation of the plan programmes 
so as to achieve the desired ~oals within the speci
fied l)Criod. A suitable machinery may be evolved 

• for this purpose. 

· Need. for Effective Decentralisation 

45. The present time schedule for finalising the 
State resources for the Plan precludes any effective 
decentralisation below the State level because there 
is hardly any time left for the districts to prepare 
their plans before they are incorporated into the 
State Plan for submission to the Planning Com
mission. It is, therefore, necessary that the States 
themselves are given reasonable amount of freedom 
in formulating their own plans with sufficient time 
schedule for effective decentralisation below the 
State level. 

MisceUaneons 

· Industries 

46. The extension of the First Schedule to the 
Industries (Development and Regulation) · Act, 
1951 has resultt:d in _converting the subject 'Indus
tries' into a virtually Union subject. There are a 
large number of items in this Schedule which 
deserve to be deleted. We have listed them in 
reply to Q. 7.2 of the Commission's Questionnaire. 
In this context, it is suggested that the phrase 
"national public interest" in the context of national 
control over an indiJstry when Parliament alone can 
legislate, needs to be defined. The following norms 
are suggested :-

( 1) The Parliament may le~islate in resp~ct of 
Core Industries and Defence lndustnes. 

(2) In respect of subsidiary and ancillary indus
tries of the Core Industry and Defence 
Industry, Parliament need not legislate. 

(3) Except in case of Core Industry where the 
natural resources are available in a State it 
should be for the State to legislate. 

(4) In industries like agric~~ural impleme~ts. 
· after the national capac1hes and requJ.re

ments are determined, the State Govern-

47-288/87 . 
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ment should have a free play for creation 
of capacities in the State itself. Ia trans
port industry, excepting the four-wheelers 
and commercial vehicles. the Stale Govera
ment should have the privilece to detennine 
the capacities. These items would be 
bicycles and two and three-wheelers. 

Procedure for Industrial Llc:eace 

4 7. Clearance in principle regardi~ the capacity 
and availability for a particular proJect may be 
given by the Government of lnd1a. Thereafter, 
matters relating to capital issues, import of capital 
goods, location of raw materials and foreign 
collaboration need not become part of the tohd 
licencing procedure but these should be available 
aulomatically .once the basic clearance is given. 

48. The States have got an organisationul struc-· 
ture to service the Small Scale Sector, but there are 
still linkages with the macro or national level oa 
criti~al issues such as allocation of raw materials 
and lacJc of statutory powers which vest with the 
Centre. Unless raw material supply is planned for 
appropriately, shortages would continue and the 
Centre is compelled to ration out its cake to the 
States. We feel that there could be an improve
ment in the States treatment of their sec:tor throug1a 
(i) better and more co-ordinated approach betwe~a 
institutions; (ii) ensurina adequate marketing sup
port for the goods from this sector as well as raw 
material supply; and (iii) financial support througll 
adequate supply of term and working loans. 

49. The .decisions of the Central Government ia 
regard to its direct investment in heavy industries 
on the basis of allocation of projects to "No 
Industry District" and to State where no public 
sector projects have so far been allocated, have 
affected us adversely. Because of the development 
which has already taken place in and around Bom
bay, a few public sector proejcts were located in 
Maharasbtra and we feel that it should not come 
in the way of our Stare getting legitimate quota of 
such projects for a balanced development of areas 
like Vidarbha, Marathwada and Konkan. We also 
feel that views of the State Government on the 
location of Public Sector projects within the State 
should be taken into account. It may be pointed 
out that the present methodology for identificatioa 
of backward areas for location of industries baa 
adopted the district as a unit for identification. 
We feel that a district is too large an entity for 
such identification and that the appropriate unit 
for identification of backward areas would be the 
Taluka. We further feel that in identifying indus
trially backward Talukas, the following factors 
need to be considered : 

(i) While considering the level of develop
ment, investments in public sector project 
in an area may not be taken into account. 

(ii) Resource based industries '"ay also be 
excluded in assessing the stage of develop
ment, as they do not necessarily contribute 
to the development of the area; and · 

(iii) The scale of incentives may be linked up 
with employment potential. 
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Trade and Commerce 

50. There is no need to appoint any authority 
as contemplated by Articles 307 ·and there should 
be no restrictions on Inter-State Trade and Com
merce. 

of projects considerably. This needs to be re
viewed and we feel that wide latitude should be 
given to the State Governments in administration 
of forests, subject to nati~nal goals in reg~rd. to 
conservation of forests bemg followed, gmdelines 

' for which could be clearly laid down. 

Agriculture 

51. Though agriculture is a State subject, it 
cannot be the concern of only the States, because 
often an all-India view bas to be taken in many 
matters and for this Central involvement in the 
area of agricultural (,levelopment would be unavoid
able. We however, feel that the State Govern
ments sho~ld be more actively associated in the 
formulation of Central and Centrally Sponsored 
Schemes in the agricultural sectors. We also feel 
that while formulating such schemes the Central 
Government should confine itself only to indica
ting the broad guid~lines an~ expect the ~tates to • 
come up with detailed proJect formulation. In 
other words, once the goals and broad methodo
logies are determined, each Stat7 sho~lld have the 
flexibility regarding the manner m wh1ch the Cen
tral and Centrally Sponsored Schemes will be 
implemented. 

52. The Government of India have been fixing 
uniform minimum support prices for different 
commodities for the country as a whole. It is felt 
that taking into account the fact that the cost of 
production varies considerably from one area to 
another there ought to be greater flexibility in 
fixing ~nimum support. prices for different . are~s 
of the country, considenng the local agro-clim_at1c 
conditions, productivity levels, cost of productiOn, 
market prices etc. 

53. Forestry policy and its administration was 
formerly a State subject but now Central Govern
ment has stepped in a big way with the transfer 
of the subject to the Concurrent list and enactment 
of Forest Conservation Law. The State Govern
ments are, therefore, required to refer even small 
matters pertaining to forest clearance to the 
Central Government, which delays implementation 

54. Regarding financial institutions, like 
NABARD we feel that except for very broad 
policy guidelines, the Centre should not attempt 
to frame too rigid a set of instructions in the 
working of such financial institution_s . . The ~tate's 
pol!cies should have greater we1ghtage tn the 
working of financial institutions such as the Apex 
Cooperative Bank .etc. 

Food and Civil Supplies 

55. It is felt that con~ultation with State 
Governments should precede formulation of po_li
cies regarding pricing, storage, movement and d!s
tribution of foodgrains as well as other essential 
commodities. A periodical review of the arrange
ments for administering the Essential Commodities 
Act and other regulatory Central Acts would be 
useful. Prior approval of the Central Govern
ment which at present is necessary in respect of. 
several enforcement and regulatory orders under 
the Essential Commodities Act, needs to be dis
pensed with. The specific areas where this could 
be done may be decided by the Central Govern
ment in consultation with the State Governments. 

Education 

56. There is considerable · scope to evolve a 
. consensus amo.ng the States as well as between the 

Centre and the States in the field of education 
through discussions and consultation. 

Inter-Government Co-ordination 

57. It is not necessary to set. up a permanent 
Advisory Commission on Inter-Governmental 
relations as existing in U.S.A. as no serious irri
tants in the Centre-State relations have so far 
been experienced. 
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GoYemment of Manipar 

REPUES TO QUESTIONN11RB 

PART I 

INTRODUCTORY 

1.1 Ours is a limited federalism unlike in the 
U.S.A. 

1.2 We agree to limited federalism and not to 
the extent of the recommendation of the Raja
manner Committee. The States like Manipur 
which are backward in all respects in comparison 
with other States should be allowed some conces
sion in the allotment of overall national resources 
by making a temporary statutory provision in that 
behalf. 

1.3 Substantial decentralisation may lead to dis
integration. Our efforts should be ~ow~ds achiev
ing a homogenous country or nation m all res
pects except for retaining distinct and different 
cultures. What is necessary in times of emer
gency shall also be a necessity in normal times 
with a difference in the degree of efforts. Other
wise maximum efficiency in times of emergency 
will 'only be an exercise in futility. 

1.4 American system of federalism is a reali~ ill 
the present day world. However, the population 
in India is not yet prepared for that degree of 
federalism. 

1.5 We agree with the views. The Constiw
tion as it is is the answer for all our needs. W• 
liho~d at all times make maximum effort to r~ 
solve our difficulties, problems and issues within 
the framework of the Constitution and should 
avoid temptations to introduce amendments in the 
Constitution. The more the Constitution is amen~ 
ed the more it shall become defined and less 111 
:flexibility. 

1.6 The distribution of l7gis~ative powers under 
the provisions of the Consttt.ution and. the separa
tion of judiciary are the bas1c foundations for ~e 
protection of independence and ensurance of un1ty 
and integrity. 

1. 7 The Constitutional . provisions under refe
rence are not only reasonable but also necessary. 

1.8 No comment. 

PART II 

LEGISLATIVE RELATIONS 

2.1 We have not come across of any suclt 
instance. 

2.2 No suggestion. 

2.3 Yes. 
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2.4 Where there is ncc:essity for the uniformity 
of law the enabling provision should be perpe
tual. 

2.5 No. 

PART III 

ROLE OF THE GOVERNOR 

3.1 The role of the Governor as envisa~cd i.n 
the Constitution and established by convenuon IS 
ideal and suitable for the Indian conditions. 

3.2 The role of the Governor should be that ~ 
a friend, philosopher and guide even in the dis
charge of the discretionary functions. The Gover
nor should consult the concerned State Ministn 
though the opinion given by such State Ministry 
may not be binding either on the Governor or on 
the Union Government. 

3.3 While making report to the President sug
gesting action under Article 356(1), the Governor 
is to make the report in his discreti'?n· Since the 
provision is intended to be used only m emergency, 
the desirability thereof is beyond doubt; but there 
should be cerain additional safeguards. The exer
cise of such power for purposes other than consti
tutional should bo prevented. 

In regard to the appointment of Chief Minister, 
the role of the. Governor should be akin to that 
of the President of India. 

In regard to the ·prorogation or dissolution of 
the Legislative Assembly, the Governor should act 
in accordance with the _advise tendered by the 
Council of Ministers. 

3.4 Articles 200 a~d 201 give 11encr~ power of 
reservation of the bills for conSideration by the 
President. It will be adviseable to have an Ins
trument of Instructions to the Governor giving 
them certain guidelines in this Qlattcr, the pmyer, 
though discretionary in nature, cannot be exerc1sed 
in an arbitrary manner. 

3.5 No comment. 

3.6 The Governor is not an agent. of the Cen
tre and may not exactly be described as an 
ornamental head of the State. He is undoubtedly 
"a close link" between the Centre and the States. 
But the position of the Gover~or is not a~ inde
pendent one. Alike the Pres1dcnt. of India, .he 
should also act in accordance WJtb the adVIce 
tendered by the State Council of Ministers except 
in the sphere where he is required to function 1n 
a discretionary manner. There should bo a clear 
demarcation between the functions where the 
Governor i5 expected to work in his discretion 



anJ the functions where the Governor is expected 
to work in his discretion and the functions where 
h.: is expected to work in accordance with aid and 
advice of the Council of Ministers. 

The more precise this demarcation is made, the 
kss will be the chances of confusion and ambi
guity. Sphere of discretionary powers should be 
kept limited to the cases covered by Articles 356 
and 365, and in the matter of selection of the 
Chief Minister under Article 164. In regard to 
other functions, the Governor should be bound to 
act in accordance with the advice of the Council 
of Ministers, after his selection. 

3.7 The functions of the Governor are different 
than that of the High Court J udgcs and as such, 
the tenure of his otftce and the manner of his 
appointment or removal cannot be the same as 
prescribed in the case of a Judge of Supreme 
Court or of High Court. 

3.8 The position of the Governor is that of the 
Constitutional Head of the State. The framework 
of the Indian Constitution is such that -question 
of empowering him in this manner cannot be re
commend~d. The position of the Governor in 
this regarci is not in any way different from that 
of th~ Presic<:nt of India except only in the cases 
where he is to discharge his duties in his discre
tion. Even though some amount of discretion is 
inevitable in the matter of appointments of the 
Chief :Minister under Article 164, the same power 
for the purposes of checking and verifying the loss 
of majority in the legislature cannot be given to 
a Governor who might elect to act as an agent of 
the Union Government. Such power if given 
would be contrary to the principles of federalism. 

3.9 The system introduced in the Republic of 
Germany by article 67 of the Basic Laws may not 
be suitable under the Indian Constitution where 
there is shifting of allegiance amongst the political 
leaders and Members of Legislative Assemblies and 
Parliament. Even though the solution offered by 
the Republic of Germany appears to be idealistic 
in nature, it cannot be treated as practical in the 
Indian context. 

3.10 The guidance regarding the manner in 
which discretionary powers of the Governors are 
to be exercised should be formulated in consulta
tion with the States by the Union and these guide
lines could be contained in an Instrument of 
Instructions in a similar manner as they were 
adopted under the Government of India Act, 1935. 

Part IV 

ADMINISTRATIVE RELATIONS 

4.1 The purpose of Article 256, 257 and 365 
of the Constitution is to define the scope and areas 
of Centre and State relation and also the extent 
of control of the Centre over the State. In matters 
where the authority and power of the Centre and 
necessary to exercise in relation to a State the 
said provisions are invoked. Article 365 of the 
Constitutio_n is only a definitive provision which 
can be relied on when the defined situation arises 
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for the purpose ·of invoking emergency prov!Slons. 
Th.:re was never any cause or decision for exten
ding threat of exercising such a power. 

4.2 The directions of the Centre to the States 
in exercise of its Constitutional powers is to be 
complied with when flouted it will amount to 
violation of Constitutional directives resulting to 
failure of constitutional machinery. To avoid con
troversy, such a situation is defined in Article 365. 
This is, therefore a necessary provision. 

4.3 We agree with the recommendation. 
Because the Centre should always prefer willing 
ob~dience without the show of authority. 

4.4 We have had no occasion to question the 
past actions in this behalf. 

4.5 We cannot agree with the view expressed. 
The interference of the Centre is not for the pur
pose of bringing about total normalcy. If only 
the immediate dangers are removed by invoking 
the emergency provisions, the rest of the problems 
for restoring normalcy should be left at the hands 
bf the State Governments, for that purpose limita
tion of time to a shorter period is more than 
justified. · 

4. 5 Satisfactory except that the State Govern
ments shall be involved and consulted wherever 
po,sible. 

4.7 Where the subjects are in the concurrent list 
the central agencies should confine their activities 
to only advisory in areas where expert and special 
knowledge is necessary. 

4.8 The members of the All India Services who 
are in State services mostly appear to have more 
resistance to political pressure at the State level 
as their careers were not always at the mercy of 
the State politicians. This restraint had been a 
major factor for preventing arbitrary an drash acts 
at the State level. Hence, to give greater control 
to the State Governments is not desirable. 

4. 9 Article 355 is to be invoked only at the 
time of and during emergency. Hence, there is no 
cause for apprehension. 

4.10 We agree that the State should be given 
room to share access to the mass communication 
medias. 

4.11 The zonal councils have become super
fluous in view of the existence of the North 
Eastern Council in the North Eastern Region. 

4.12 We agree that such an agency should have 
a f:!ermanent setup with the functioning as 
proposed. 

PART V 

FINANCIAL RELATIONS 

5.1 The Constitution allocated to the States sub
jects such as agriculture, medical, public health, 
law and order etc. that touch intimately the lives 
of the people. Such subjects can be efficiently 



administered only by the states wbo are closer to 
the people and are more keenly alive to their pro
blems and needs. With the advent of planning 
there has· been a shift in strategy and national 
pnor:ttes. The fiscal burden of the newly devised 
dc_vcl_opment strategy a~d the reordering of plan 
pnonhes has fallen relatively heavily on the. States 
co!llpared to any time in the past. The gradual 
shtft towards emphasis on social justice calls for a 
realignment of resources in favour of the States 
because services and programmes that favour more 
equitable social order come within the purview of 
the States. There can be no doubt that having 
regard to the growing responsibilities of the States, 
the distribution of taxes and revenues is very unfair 
to the States. This has resulted in a chr<:nic and 
widening gap between the States' own resources and 
their expenditure ne(,:essitatiog dependence on the 
Centre for financial assistance to meet growing 
obligations. Of late, this has generated a persis
:ent demand from the states for larger transfer of 
funds from the Centre. 

The existing scheme of fiscal transfer from the 
Centre to States is marked by the prevalance of 
of a parallel assessment of needs of the States by 
the Finance Commission and the Planning Commis
sion. This new element in fiscal transfer was not 
envisaged by the framers of the Constitution. To 
a certain extent there might be overlapping of 
efforts if two independent agencies are simul
taneously responsible for recommending assistance 
to the States. The overlapping situation is sought 
to be corrected by a distinction between plan and 
Non-Plan expenditure on revenue account. While 
the Finance Commission confines itself to tax shar
ing and grants-in-aid covering non-plan revenue 
account of the States, Plan assistance is channelised 
through the Planning Commission in the shape of 
both loans and grants. The tax sharing is ro
garded as a matter of right and can leave the 
States with surpluses which they are free to spend. 
The grants under Art. 275 are generally uncondi
tional and not on a matching basis. They have 
also never exceeded the Non-Plan deficits of the 
States though the terms of reference do not seem 
to prevent the Finance Commission from recom
mending grants to poorer States in excess of their 
non-plan deficits. On the other band the scheme 

· of tax sharing leaves some States with large non
plan surpluses. Since the States contribution for 
plan should generate from non-plan surpluses and 
additional resource mobilisation undertaken by the 
States, the poorer States. find themselves in a weak 
bargaining position in· the matter of plan finali
sation. In this context the Finance Commission 
might accord a developmental orientation to the 
flow of funds reoommended by them considering 
the existing disparities in the provision of State 
Services as between advanced States and others. 
There seems to be no need for a change in the 
present system or the establishment of a single 
body to recommend aU financial assistance from 
the Centre. The Planning Commission may re
commend assistance for plan projectS. This will 
divest the ·Commission of the responsibility of 
finding resources and enable them to discharge 
planning functions in a better way. 
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5.2 The obser.·ations of the A.R.C. Study team 
are n?t only valid even now but hy and lnrge 
financ1al dependence on the Centre bas ~n growing 
over the years. This proc,-ss cannot he haJttd or 
!'C=Versed by' a more redistributilm of taxing J>9WCrs 
1n favour of the States. There enn be nll contro
versy on the need to enlarge the size of the national 
kitty in terms of tax resources. Nor can the ndvun
tage of a vast all India Market with free mobility 
of capital and skill be lost sight of. Havins regard 
to all these aspects the present division or tux 
resources given in the Constitution ap~ars. to be 
by and large well conceived and needs no radicul 
change. 

Another matter whicb needs auention is the 
provision of Article 276 of the Constitution under 
which the total .amount of twt payable in respect 
of any one person to the State or any one Muni
cipality, District Board or other Local au!hority in 
the State by way of tax on professions, trad~-s 
callings and employments shall not exceed Rs. 250 
per annum. While this rrovision mit;ht hnve been 
reasonable ut the time o framine the Constitution 
the ceiling imposed by this provision constitutes 
an unreasonable restraint on the powers of the 
States to levy and realise tax from this source. 
With the escalation in the general ~rice level and 
the inflation that has taken place 111 the country 
since the early sixties a change in this limit hns 
become necessary so as to enable the States to 
augment their resources. It is felt that the ~iling 
should be suitably raised from Rs. 250. 

It is also necessary to bring about changes in 
the distribution of nationally collected tuxes, inclu
sion of the proceeds of new items like Corporation 
tax, Surcharge on l.T. Custom Duty etc. In the 
divisible pool, full implementation of the tax J?Owers 
given to the Union for exclusive distributton to 
the States. Apart from devolution of taxes, grant- · 
in-aid on the basis of the princirle of equalisation 
will serve to restore the financia imbalance of the 
States particularly of the backward areas. That 
apart, huge financial resources at the command 
of the Centre through its control over the nationa· 
lised banks, financial institutions, domestic loans 
foreign aid and deficit financing need to be sba~d 
with the State with a view to reducins growan& 
dependence on the Centre. 

5.3 While the need for a strong Centre is not 
denied, a strong Centre is in no way inconsistent 
with strong States. On the contrary, a strong 
Union can only be a Union of strong Stat.cs. The 
Indian Constitution provides the Centre wtth much 
greater powers than the States in the kgislativ~, 
administrative and financial sphe~. The Con.c;tl· 
tution provides for the levy and administration nr 
taxes with wider economic base such as lncom.: 
tax, Corporation Tax, U~ion Excise Duties and 
Customs Duties by the Umon Government. where a" 
the resources allocated to the States arc compara· 
lively meagre and have only limited growth poten
tial. Apart from elastic sources of tax revenu~s 
the Centre has at its command all resources mob•
lised through nationalised banks, financial insti· 
tutions domestic and foreign loans and dd1cit 
financine. While the present division of resources 
provided in the Constitution is not sought to be 



disturbed, the pattern of transfer should be such 
that the resources are applied at points where they 
are most needed with a view to reducing regional 
disparities and attaining social and economic justice. 

5:4 In order to attain the objectives, the Centre 
may take recourse to better administraion of 
existing taxes as well as implementing the tax 
powers given to the Union for exclusive distribu
tion to the States which has had hitherto remained 
unexploited. Secondly, there need to be proper 
vigilance over the magnitude, propriety and effi
ciency of Union expenditure. Belter administra
tion of public undertaknigs is one of the many 
measures that can be taken for achievement of 
better control over expenditure. Deficit financing 
to a limited extent may be adopted as a last resort. 
So long as it boost up effective demand there may 
not be adverse effect on the economy. The Indian 
economy is marked by high rate of unemployment 
combined with inflation. In such a situation 
inflation tends to get aggravated if massive dose 
of deficit financing is pursued. 

5.5 The objective criteria 
for determining the' share 
follows:- ' 

(a) Share of taxes 

that should be used 
of taxes may be as 

Income Tax : The divisible pool of income: tax 
should be stepped up from the existing 
85 p.c. to 90 p.c. The distribution of the net 
proceeds of income tax may be on the basis 
of 90 p.c. population and . 10 p.c. back-. 
wardness. 

Surcharge on Income Tax : Surcharge on 
income tax has been levied year at'!er year 
and raised from 10 p.c. to 15 p.c. but its 
proceeds have been retained exclusively by 
the Centre. The estimated yield from sur
charge is Rs. 219 crores in the budget for 
19 84-85. A surcharge is levied for meeting · 
the requirements of some unexpected events 
and it should remain for the limited period 
of such requirements. But a surcharge con
tinued indefinitely could well be regarded 
as an additional income tax sharable with 
the rest of the proceeds of income tax. It 
should be merged with the basic rates and 
made sharable with the States. 

Corporation Tax : The growth of Corporation tax 
over the years has been phenomenal. 
In 1952-53, the income tax realisation was 
Rs. 143 crores and that of Corporation tax 
about Rs. 44 crores. The position has 
considerably chan~;ed since then. 

In the budget for 1984-85 the Income tax 
revenue is estimated at Rs. 1801 crores and the 
Corporation tax revenue at Rs. 2588 crores. 
Thus in the past 32 years while income tax has 
grown by 1159 p.c., Corporation tax has grown 
by 5702 p.c. The exclusion of Corporation tax 
from the divisional pool has deprived the States 
of a source of revenue that is more buoyant 
than income tax. It is suggested that 50 p.c. 
of the Corporation tax which is only a form 
of income tax, should be brought into the divi-
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siblc pool by appropriate amendment of the 
Constitution and distributed among the States in 
the same manner as income tax. 

Union Excise Duty: That States' share in th•: 
net proceeds of Union Excise Duties should 
be raised to 50 p.c. in place of the existing 
40 p.c. Inter se distribution among the 
States may be on the existing basis. 

Additional Duties of Excise : The incidence of 
additional excise duties as a percentage of 
the value of clearance should be raised to 
10.8 p.c. and should not be allowed to fall 
below this level in future and a ratio of 
2: 1 should be maintained between the 
yield from the basis and the additional duties 
Distribution of net proceeds among the 
States may be on the basis of 70 p.c. 
weightage for population, 20 p.c. for State 
domestic product and I 0 p.c. for production. 

Estate Duty in respect of property' other than 
agricultural land : Distribution · of net 
proceeds should be on the basis of location 
of property in respect of immovable 
property and on the basis of population 
in respect of property other than immovable. 

(b) Plan Assistance 

Prior to Fourth Plan, Plan assistance was mainly 
schematic being tied to particular projects or 
schemes and thereby assumed a character of condi
tional grants. The Gadgil Formula made it more 
general through its recommendation of block loans 
and grants. To a large extent such assistance was 
freed from the string attached to it. The who!~ 
plan assistance, however depends on approval by 
the Planning Commission of the plan as a whole. 
Even now on some items the assistance is tied to 
some ear-marked sectors and a spending shortage 
in such sectors could invite a proportionate cut in 
assistance. The pattern of assistance under the 
present system is 70 p.c. loan and 30 p.c. grant. 
For the purpose of distribution of Central Assis
tance eight States are kept outside the purview of 
Gadgil formula and termed as special category 
States. These are Assam, Himachal Pradesh. 
Jammu and Kashmir, Manipur, Meghalaya, Naga
Iand, Sikkim and Tripura. Central assistance to 
special category states is determined in terms of 
their actual need and past · performance. The 
pattern of assistance is 70 p.c. loan and 30 p.c. 
grants for general areas and 10 p.c. loan and 90 p.c. 
grants for hill areas. The present · system and 
procedure of channelising Central assistance through 
the planning Commission may continue. Manipur 
may be allowed to retain its special status outside 
the Gadgil formula. 

(c) Non-Plan Assistance 

The States are receiving statutory assistance 
under the provision of Art. 275(1) as per recom
mendations of the successive Finance Commissions. 
Besides, Assam is receiving a small sum under 
clause (a) of the second proviso to Art. 275(1) 
for administration of the Trible Areas .. Apart from 
the statutory assistance, the States are also receiving 
from the Centre non-plan assistance channelised 



through fP'"""' ·v M" . . th :-v.--t e trustnes fur other purpose.. 
tioen m:rredi~portant bemg (i) __ relief_ and rehabilita~ 
by hostilitiflac(~- )persons, ( u) relief necessitated 
f b d s, m constru_ctton and maintenance 

~ati~:alerh ~oad!!. roads of strategic importance and 
f tghway, (tv) modernisation of police 
?rce, . (~) lab?ur and employment, (vi) Educa

tion, (vu) Soctal Welfare and (viii) C.R.F. 

Ar~o 
2
far ass~stance under the provisions of 

· 7 5 (I) IS concerned the non-plan revenue 
gap should be_ ascertained having regard to back
wardness, spectal problems and matters of national 
concern. The non-plan grants should not onl 
cover the gap so assessed but should leave th~ 
backward S!ates with sufficient surplus on revenue 

d
accouQt whtch can be ploughed back for fresh 

evelopment. 

Most ot~er non-statutory assistance takes the 
form of reimbursement of expenditure on a limited 
nui?Jber of specific items combined with advance 
assistance for which provision is made in the State 
budget. Though there is no complaint with re~:ard 
!O the. procedure adopted for this purpose, it is 
mcreasmgly being felt that some more items of 
~xpendtture should be fully reimbursable for 
mst~nce of late, the State Government has 
recetved a substantial amount for relief necessitated 
by hostilities but the pattern of assistance adopted 
by the Centre is 70 P·~· loan and 30 p.c. grant. 
The nature of such assistance calls for a revision 
of the pattern <?f assistance by treating the entire 
arno!-'nt as o~tnght grant. So far, expendiure on 
outside SWS ts concerned, the States do not receive 
any non-plan assistance. The MHA charges 
Rs. 24 lakhs per annum per Bn. of CRPF/BSF 
plus act~al cost of transportation, movement, acco
mmodatiOn, water supply etc. Though mainte
nance of law and order is a State subject yet in 
abnormal situations large scale deployment of Cen
tral bns. becomes necessary in addition to full 
deployment of State forces. If the Centre insists 
on payment for such services this will have disas
trous effects on State finances particularly consi
derin~ the abnormal that calls for such deployment. 
In thts context the observation of the Sixth Finance 
Commission is of special relevance. That Com
mission urged the Government of India to waive 
payment altogether for the services of CRPF made 
available to the State for maintenances of law and 
order. They further observed that the Government 
of India would continue to have a decisive voice 
in determining whether or not the law and order 
situation in a Siate warrants supplementary support 
in the form of CRPF and there is no reason to 
apprehend that the State Government may invoke 
assistance of the CRPF on a large scale if payment 
for the same is waived. After all the Government 
of India have an equal stake with the State Govern
ments in the maintenance of law and order through
out the Country. This aspect needs consideration. 

5.6 The existence of inter-regional and inter
State disparities in the rates of economic growth 
even after sustained efforts of over three decades 
by FC and PC clearly shows the inadequacy of 
measures taken in this regard. With a view, to 
reducing inter-State disparities and ensuring social 
justice a part of the share of taxes may be set 
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apart. and c_reditcd to a special fund exdusivcl) 
for dtstnbuhon among the backward States, The 
~un.d so . created • may be financed out o[ any 
~ncrease m States share of taxes nnd SU!!);csted 
mcorporatton of Corpo_ration Tax and surcharge in 
the diVISible pool. Thts would narrow down inter
Stat~ ~isparitics and the backward States will be 
left With adequate surplus for investment in dc·vc"
lopmcnt activities. 

. 5.7 & 5.8 The framer. of the Indian Cmhtitu
tton have adopted the principle of separation and 
clearly ~emarcatcd the spheres of taxation for both 
the Unum and the States and two separate list• 
~f taxahon were d~awn up for the purpose. While 
allocatmg the taxation functions tn the Union nnd 
the States due regard was paid to the principks 
enumerated for a sound taxation system. As a 
result, the Umon was vested with the power• to 
levy broad-based taxe.~ both direct nnd indirect 
hke IT. CT. Customs nnd Excise which sati,fy 
the cannons of economy etlicicncy convenience, etc. 
The States were left with. the powers to levy tuxes 
on consumpl!on and localised Items of inc1>me and 
wealth. Judging from the stand-point of economy. 
freedom ?f trade and commerce nnd equity, it 
may ~I this stage, ~erhaps not be possible to transfer 
any ttem of taxahon from Union List without 
advcrs~ly alfectin~ internal trade and economy. 
There IS no denymg the fact that major taxes lih• 
IT, CT. Customs Duty, Excise, etc. hnvc a 
profound bearing on the economy of the country 
as a whole and as such the present division of tax 
resour~s in the Constitution need not be changed. 
~everttieless, any concession, exemption and incen
hye tha~ the Centre is now giving or propose to 
gtve whtch have the effect of reducing the divi.sihlc 
pool and other relevant matters the fiscal e!Tcct 
of which fall on the States, should be reviewed in 
depth by a Committee on which Centre and State 
Finance Ministers are represented. Sales tux being 
the most elastic and buoyant source of revenue 
to the States, any further incursion in this field will 
take away the limited flexibility the Stairs now 
enjoy in the matter of augmenting their revenues. 

5.9 For the purpose of transferring resources to 
the States to cover non-plan gap, the Centre 
appoints a F.C. every five years over a period of 
five years many unfureseen liabilities mi~ht arise 
which the Finance Commission will not be in a 
position to provide for. Thereby the Stale~ are 
lert to the mercy of the Finance Ministry and the 
Plannine Commis~ion. Besides each Finance Com
mission is required to take the levels of State 
expenditure obtaining upto a particular date as 
stipulated by its terms of reference. The choice 
of a date prevents the Commission from lakin~ 
cocnizance of anv liability adopted by the Stale~ 
after that date. Such an approach is dcsiened to 
curb the oropcnsitv of the States to rush ahead 
with fresh expenditure proposal~ alonJ! with the 
announcement of a F.C. Consequently, many 
nreS'inc non-plan needs arc either shelved or taken 
up with severe strain on State finances. There is. 
however. no genuine reason to feel that the appoint
ment of a F.C. will ring a signal for the State• 
to go ahead with fresh expenditure simply to take 
advanta~e of the award. Such short-comin~s of 



the Five year Finance Commission system can be 
~:rted by a permanent Finance Commission-type 

y With Wide powers of annual allocation 
to the States. The plan is to be financial through 
any surplus ?D non-plan revenut; account, additional 
r~sources raised by the . States and plan assistance 
given through the Plaonmg commissiOn Once the 
Fmance Commission is made a perm:anent body 
fr_eed from .s~ple gap filling approach, the Plan
rung Commission Will be relieved of the burden of 
findmg resou~ces for bridging non-plan ,gap and 
can_I_Jerform . Its role of investment, plannmg and 
deciSion-makmg in more effective manner. 

. 5.10 Sound :fiscal management is dependent 
amon1: other things on economy in expenditure 
consiStent with efficiency. The manner in which 
the States deploy the resources allocated to them 
so as . to ge_t the best possible results from the 
ex pt:nditure mcurred gives an idea about the level 
efficien~y and of ec~n~my exercised by the State. 
Each Fma~ce C<;>mmission adopts certain norms on 
an all-lndi~ bas1s for maintenance and upkeep of 
assets. It IS, _very often, not possible for the States 
to adhere stnctly to such norms due to localised 
factors and abnormal price escalation. However, 
the State Governments in their eagerness to con
serv~ resources for the _plan haye been impelled by 
motives of economy m public expenditure very 
often have to curtail expenditure at the cost of 
essential services. Fiscal transfers from the Union 
have . not . so fa_r been able to reduce significantly 
the d1spantics ID the level of public expenditure 
among the States. Disparities between the States 
still persist particularly in backward States. In 
terms of essential administrative and social services. 
Imbalances also exist among different areas within 
the Statt;s.. Far gre~ter priority needs to be assigned 
in Ilrovi~mg essential administrative and social 
services 10 the backward States. This calls for 
larg~r allocations for education, medical cares, 
pubhc health and welfare of SC/ST and OBC 
~ begi~ning has bee1:1 !llade in this respect by th~ 
Sixth Fmance Commission while the earlier Com
missions had assessed th~ requirements of States 
largely on the basis of maintenance of administra
tive and social services at the level obtaininJ: in 
the base year, the Sixth Finance Commission for 
the _first time made a departure from this norm. 
They sought to raise the provision for some of the 
administrafiV() and social services in backward 
States with a view to bringing them up to the national 
average and recommended grants for the purpose. 
'J!l~ Seventh Finance Commission also adopted a 
Similar approach and recommended extension of 
this benefit to some other selected service$. Such 
an approach should be gradually be able to narrow 
down existing disparities in the standard of services 

· and level of public expenditure among the States. 
The approach adopted by the Sixth Finance Com
m_issioJ?- and !allowed by the Seventh, if pursued 
With VIgour, IS likely to promote over a period of 
time efficiency in administration and remove dis
parities in this regard. 

5.11 In India fiscal transfers from the Union to 
the S_tates is performed mainly by two separate 
agencies, the Finance Commission and the Planning 
Commission. The Planning Commission is entrus-
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ted with th~ task of recolll:mendinJ: plan assis
t~o~. While. the role of Fmaoce Commission is 
limited to ~akmg recommendations for meeting-the 
fiscal reqmrements of the States arising from their 
Non-Plan revenue "llccount, the grants-in-aid 
recommended by the Finance Commission under 
Art. 275 after considering the tax devolution to 
the States have been used to bridge the residual 
gap. A view is sometimes expressed that this has 
cnco~raged the States to exaggerate their revenue 
reqUirements in the hope of qualifying for the grant 
The elaborate terms of reference of the Finance 
<;om~issioo should be able to curb such propeo
Sihes If any on the part of the States. If necessary 
the terms of reference may be suitably amended 
to secure this objective. 

A distinction, however, need to be made here 
as between the weaker States and others. It will 
not be correct to say that the weaker States also 
exa~:gerate their revenue requirements ignoring all 
norms of financial discipline. In fact, in their bid 
to extend to their people the level of administrative 
and other services obtaining in the advanced States, 
the weaker States project their revenue require
ments in a manner which may not satisfy certain 
norms. They, however, do so not because of a 
propensity towards financial indiscipline and 
improvidence but because of their anxiety to secure 
for their State a minimum level of service. 

5.12 The State Government also feel that the 
Seventh Finance Commission has quite appro
priately preferred the modality of devolution of 
taxes and duties to grants-in-aid for transferring 
resources to the States. This would enable the 
Stales to share the benefits or buoyancy in the tax 
receipts of the Centre and of additional taxes 
raised by it. But such an approach may work to 
the detriment of weaker States having a poor tax 
base due to low degree of urbanisation and 
industrial backwardness and tend to aggravate the 
existing disparities among the States. This 
hindrance .can be overcome if grants-in-aid are 
relieved of gap filling approach to maintain . the 
budgetary equilibrium of the States. Instead they 
may be used as a tool to reduce the level of dispa
rities among the States and to ensure distri\->utivt" 
justice. 

5.13 The State Government is fully in agreement 
with the principles enunciated by the Seventh 
Finance Commission about the role of grants-in
aid in the scheme or fiscal transfers from the 
Union. First of all, requirements of the States may 
be assessed on the basis of maintenance of adminis
trative and social services at the existinJ: level and 
thereafter provision may be made for the improve
ment of administrative and social services. In 
backward States where marked deficiencies are 
noti~ed in. terms . of per capita availability of such 
serv1ces w1th a v1ew to catch up with the national 
average. Lastly, weightage may be accorded on 
matters of national concern. In case of Manipur, 
the State has a special responsibility in the matter 
of border security being located on or near the 
country's international borders with Burma. 



5.14 The decision of the Government of India 
to float Special Bearer Bond implies reduction in 
aggregate. ~evenues from taxes on income. Simi
larly, ratsmg of administered prices ot items like 
petr.o.leum, coal, etc. with a view to mobilising 
addthQ.nal resources for the Centre deprives the 
States of any share of such accrual. Instead of 
raising administered prices had this been done 
!hrou~:h revision of rates qf Excise duty on such 
ttems the ~tales could get their due share. It is, 
therefore.' m the fitness of things that yidds /rom 
such levies should be brought under the divisible 
pool for distribution among the States. 

5.15 The savings generated in the Indian Capital 
market are at present distributed between the 
Centre and the States . in the shape of market 
borro~ings, loans against shar~ of small saving 
collectton and negotiated borrowmgs from financial 
institutions and LICI. Under the present system 
the States can borrow funds only within the Coun
try and subject to the limitations imposed under 
Art. 293 of the Constitution. 

In recent years the total amount of marked loans 
have been allocated among the States broadly on 
the same principles as those adopted for distribu
tion of central assistance for plan. How.:ver, the 
share so determined have been allowed to vary 
upward by 10% in a year to all the States. In 
other words market borrowings have been allo
cated to different States by the RBI on the advic.: 
of the Planning Commission and the Union Minis
try of Finance. If this principle is substituted by 
allowing market loans to be floated by the State~ 
on competitive basis this will enable the richer 
States to get more funds offering competitive inte
rest rates at the cost of the poorer States which 
would be extremely unfair. The State Govern
ment subscribe to the view that the economically 
weaker States should be assisted with more grants 
than loans therefore, more Central loan and mar
ket borrowings may be allocated to the richer 
States and more outright grants to the we.tkcr 
States. At present two-thirds of the net collec
tion of small savings is advanced to the States as 
loan. The State Government are of the view that 
such loan should be treated as loan in perpetuity. 
Institutional borrowings like State Governments 
borrowings from NCDC, RBI, IDBI, LIC etc. 
occupy an insignifi~nt rol~ in the s~hemes of pub
lic debt of States like Mampur. It ts felt that such 
borrowings should be distribut~d on the. b~sis . of 
investment priorities for spectfic self-hqutdattng 
projects which should be able. ~o take care of the 
obligations arising out of servtcmg and repayment. 

5.16 The budgetary deficits of the States are 
no doubt growing at a much faster rates than th.at 
of the Centre. The combined budgetary deft~1ts 
of the States in 1983-84 was Rs. 750.00 crores 
and that estimated for 1984-85 is Rs. 1,312 crore~. 
In the same period of deficit of the Centre IS esh
mated to grow from Rs. 1,6?5 c.rores to Rs. 1,7~2 
crorcs. It is also true that msp1te of a substant.al 
increase in transfer of resources from the Ccntr:: 
in absolute temts, the percentage of the c~ntrcs 
revenue receipts b~ing transfe~red to the St~ks IS 

declining. This trend is parttally refl.ccted m the 
quantum of central transfers channdtsed through 
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the Finance Commission. Durin~ 1974-79 trans
fer to the States on the basis of lbc award of the 
Sixth Finance Commission oc~cgatc:d to Rs. 
11.168 crorcs out of the total revc:nue r.'Ccipts of 
the Union amounting to Rs. 43,971\ cror,·s or 
25.4 p.c. 

In terms of the recommendations of the S.:h·nth 
Finance Commission the overall devolution of 
resources during 1979-84 is estimated to he
Rs. 20,843 crorcs out of Rs. 80,126 crores, or 26 
p.c. recording hardly any increase. While the 
needs of the States are growing fast in volume, the 
resources allocated to them lack the needed llexibi
lity resulting in fiscal imbalance nnd growing in
debtedness of the States. The total outstandin~ 
debt of the State Governments rose to Rs. 27,44~ 
crores in 1981-82 from Rs. 8,718 crores in 11170-
71. The situation warrants urgent corrective mea
sures to bring about better correspondence between 
resources and responsibilities of the two tiers-the 
Centre and the States in our federal set up. 

5.17 Over the years the problem of ind~btcd
ncss of the States bas attained enonnous propor
tion as a result of economic planning. The out
standing public debt of the States has risen from 
Rs. 8,718 crores in 1970-71 toRs. 27,449 crores. 
Considering the magnitude of the problem an annual 
review of indebtedness instead of a periodical one 
as at present might be undertaken. A permanent 
Finance Commission type body shall be able to 
look into the problem effectively. As observed by 
the ARC Study Team, among the various com
ponents of public debt of the States, the loans from 
the Central Government occupy a predominant 
place. An analysis of the debt position of the 
States as on 31st March, 1982 shows that of th•· 
outstanding debt of Rs. 27,449 crores loans from 
the Central constitutes Rs. 19,967 crorcs and a~
counts for 12.7 p.c. of the total indebtedness. 
Alongwith the growth of public deb(, apart from 
repayment liability on the capital account th•· 
burden of interest charges on revenue accourtt of 
the States has also become progressively heavier 
and is causing serious concern to the States. Tbc 
average rate of interest on outs~a~ding. debt bas 
also risen from year to year. Thts IS cvtdent from 
tbe debt servicing and repayment liability of Mani
pur. With the advent of ~conomic pl~nning pub
lic debt bas assumed a scnous proporllon becaus.: 
loans prcnominate over grants in the composition 
of central assistance for plan. The growth of 
public debt need not ~~sc a.ny con<:e~ so. long a• 
borrowed funds arc utthsed m sclf-hqutdatmg pro
jects. But under the compulsion of ecr~nom ic 
planning and priorities accorded l~rgc port ton. of 
the borrowed funds have to be utth.,ed for burld
ing up economic and social owr-heads. A ~hift in 
favour of grants in the pattern of central a"~.>ranc': 
for plan as well as removal o~ ddicicncies in the 
present scheme o~ dcv?lutto~. ts called for to re
medy the financwl m'tahrlrty of mo't of the 
States. 

5.18 In India the States an: given powers t11 
borrow within the Country and external thJITnw· 
ing is reserve~ exclusively for the l!nion. The 
State's borrowmgs powers arc also subject to such 
limitation as may be imposed by State Lc~i,latur.-



and further a State may not raise loans without the 
consent of the Government of India if there is still 
outstanding any part of a loan which bas been 
made to the State by the Government of India. 
Since all the States are indebted to the Centre in 
varying degrees, there cannot be said to be any 
freedom left with the States even in the matter of 
raising internal loans. These constitutional restric
tions are placed on the States internal borrowing 
with a view to avoiding adverse monetary and 
fiscal affects arising from competitive and un
bridled borrowing powers of the States. Under 
the present arrangements, the total quantum of 
public loans to be raised by the Centre and also its 
allocation between the Centre and the States is 
decided by the Government of India. Without 
affecting the basic principles of sound finance such 
decision can be taken in consultation with the 
States an£! having regard to their actual require
ment in the context of development. 

5.19 It is true that on foreign borrowings the 
Centr-: charges from the States a higher rate of 
intere~t than what it pays to the foreign lender. So 
far as this extra amount is charged to defray the 
expenses of handling such aid it cannot be :;aid to 
be unjustified. In any case, the relending rate of 
interest should not exceed the expenses incurred by 
the Centre for contracting and relending such 
funds. Since the weaker States are not in a rosi
tion to draw up projects which satisfy the specifi
cations of the external agencies. Certain pere<!ntage 
of rupee equivalent of net external borrowings 
contracted each year may be disbursed to the States 
as special credit. 

5.20 States cannot be allowed to borrow as 
much as they like from the capital market since 
the richer and more developed States would avail 
the larger proportion of available funds at the cost 
of weaker States by offering competitive rates of 
interest. The Centre would then have to enter the 
market on behalf of the Weaker States. Anyway, 
the case {or larger volume of loan is not justified 
for the poorer States. Rather they deserve larger 
amounts of grants. Nevertheless, the idea of a 
loan Council appears to be a welcome step in the 
sense that it would be able to dispense with the 
misgivings in the minds of advanced States about 
the manner in which loans are being distributed at 
present between the Centre and the States. This 
council would recommend the maximum amount 
that can be borrowed by the Centre and by dif
ferent States on the basis of the principles approv
ed by the NDC. 

5.21 The inherent inadequacy of the Stutc>' 
finances to meet their essential obligation get re
flected in their overdraft with the Reserve Bank of 
India. The gap between. receipts and. expenditur~ 
is the real cause of the atlrnent of whtch overdraft 
is a mere symptom. The ever increasing gap is 
caused by a multiplicity of factors. qn one hand, 
the State has to incur heavy expenditure on law 
and order social services and debt servicing. On 
the other band failure to invest adeWJately in self
liquidating proiects has resuited in a situ~tion 0 where 
the revenues yielded are not even suffictent for the 
maintenance of assets already created. Mere doub
ling of the entitlement of ways and means advances 
will not ease the situation. Unless the disease it-
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self is cured the symptoms will persist. Liability 
for servicing and repayment of debt for a back
ward State like Manipur amounts to about Rs. 
crores which is far in excess of its own tax revenues. 
Remedial measures call for a change in the pre
sent pattern of central assistance for plan reducing 
the predominance of loans over grants, reduction 
in rate of interest, rescheduling of outstanding 
debts annually instead of after every 5 years as at 
present and a more liberal scheme of devolution. 
Besides, the. distinction between normal and special 
ways and means advances may be dispensed with 
and the overall limit of ways and means advances 
should not be lower than the aggregate of the 
existing limits of the two kinds of advances. The 
existing practice of demanding security in respect 
of special ways and means advances causes severe 
hardship and may therefore be abandoned. Fur
ther, the existing rate of interest, applicable to ways 
and means advances and overdrafts should be 
lowered to the level of that applicable to plan 
assistance and to other forms of assistance ex
tended by Government of India. The additional 
liability on account of interest would itself act as a 
deterrent to improvidence on the part of the 
States. 

5.22 Performance of the States in terms of re
sources mobilisation should be viewed in the pers
pective of the powers conferred on them by the 
Constitution and the available base for mobilisation 
of resources. Most of tlie taxes left with the 
States, with the exception of sales tax, are inelas
tic. In sales tax again most of the States have 
reached a saturation point and there is little or no 
scope to raise further resources through modifica
tion of sales tax rates. 

In spite of the constitutional limitations it will 
be seen that some States show a higher tax effort 
per capita than others. This is due to uneven level 
of industrialisation and urbanisation prevalent in 
the States. Low degrees of urbanisation and indus
trial backwardness prevents the Weaker States to 
catch up with the advanced ones in terms of per 
capita tax effort. In our country the major por
tion of national income originates in the agricul
tural sector and hence this sector should bear a 
large part of the burden. This is equally true of 
the States where major portion of SDP represents 
agricultural income. 

5.23 The Central Government failed to raise 
the incidence of additional excise duties as a per
centage of the value of clearance to 10.8 p.c. as 
agreed to with the States in 1970 in respect of 
items where sales tax has already been replaced by 
additional excise duties. Moreover, taxes and 
duties listed in Art. 269 have not been fully tapped 
by the Centre to raise; resources for the exclusive 
purpose of the States. The State Governments are, 
as a result being deprived of revenues which legiti
mately belong to them. Besides, huge arrears, taxes 
and tremendous increase in investment in public 
enterprises even for meeting their losses has created 
a situation which needs to be reversed to increase 
the size of the Central surplus. 

5.24 There is no doubt that much of the pre
sent distortion in Union-State relations would not 
perhaps have grown as it has over the years had 
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the States !>een provi~ed with opportunity for fuU 
and. ~ec dascuss1oo With the Centre before taking 

. dec1s1on on . matters affecting revenues · ot the 
States. Much of the discontents could either have 
been avoided or dissolved through the process of 
~nsultation between the Centre and States. 1 he 
Vl~ws of the State Governments should be ascer
tamed while mo.vi!lg a Bill to levy or vary the rate 
structure or abohsh any of the duties and taxes 
enumerated in Art. 268 and 269. , . . ., . 

! ··' 

5.25 Art. 269 of the Constitution lists the taxl!s 
levied and collected by the Union and lay down 
that the. net proceeds therefrom are to be assigned 
to the States. · Under this Article no tax except 
estate succession duty in respect of property other. 
than agricultural land has been levied by the Union. 
'!ax on railway fares and freights was once levied 
m 1957 but subsequently repealed in 1961. Art. 
269 ~as not so far been fully availed by the Centre 
to ra1se resources for the exclusive purpose of the 
States. · ' ·. . " 

5.26 No comment.. '· ·· 
. . . .~ '., . . '' 

5.27 No comment. 

5.28 The present arrangement in ' regard to 
financing of..relief expenditure is that as recom
mended .by successive . Finance Commissions, an 
amount referred to as the margin money is provided 
.and when_. a calamity occurs necessitating expen
diture OD: relief measures, the States have the mar
gin ·to draw upon immediately. In determining the 
margin the. successive Finance Commissions con
sidered the actuals of. relief expenditure of the • 
States for a few years and adopted the average of 
such expenditure as the margin for each State. 
Prior to the Seventh Finance Commission the 
margin did not provide for any element of repairs 
and restoration of public assets over and above 
direct relief in the calculation of margin on the 
basis of 9 years' average expenditure with suitable 
price escalation. In our view the adoption of 9 
years average of actual expenditure does not truly 
reflect the need of the States and its substitution by 
3 years would be a more realistic indicator. • .. 

. In case of a natural calamity of more than mo-
. derate severity necessitating relief expenditure in 
.excess of margin money, a Central team makes an 
on:-the-spot ·assessment of . the. extent of damage 
caused and recolllmends ·the· '(:eiling of expenditure 
above the margin. In regard to the expenditure of 
a State on relief and repair/restoration of public . 
works following a natural calamity, Central assist· 
ance is made available as non·plan grant not adjust
able against the plan or Central assistance for plan 
of the State to the extent of 75% of the total ex
penditure in excess of the margin. The remaining 
25% is left to the States to meet from their own 
resources. But in case of Manipur with its slcndcr 
resource base and furry of fioods manifesting itself 
practically every year, it becomes impossible .to 
bear the burden of 25% in excess of the margm. 
Manipur's case should be considered on a s1>7cial 
footing and the entire expenditure in excess or the 
margin should be fully bor~~ by the Ce~tre. ~n 
order to ensure optimum ut1hsation .of relief ass1~ 
tance the States should be free to mcur expcndi-

ture on any itl!m of rdid and repairs subj"'CI to tile 
overaU ceiling. · · · 

. · S.29 It is fdt tbat creation of too many o~n
cics may lead to overlapping Of jurisdiction nnd 
function. The proposed loans Council should be 
able to loot into tile distribution of loan :1nd its 
utilisation for productive purposes and al"o the 
credit requirements of tile States. How:ver, a 
National Economic Council might be establi:shl!d 
to serve as a forum for consultation between the 
Union and the States in matters of economic, com· 
~ercial, _ fiscal and monetary policies. 

5.30 Collection and distribution of fund must 
conform to certain norms or also they will frustrote 
the basic purpose of how best the funds cuo be 
collected and employed for the benefit of the people 
so as to ensure distributive justice. As such, col
lection of funds must satisfy the caoon of econo
my, efficiency, convenience etc:. So also s~·nding 
of funds should conform to national polic&es and 
priorities so that they c:an be applied at points 
where they are more needed in ordl!r to se.:ure 
social justice and removal of regional disparities . 

5.31 At present · there is no organisation ex· 
cept parliament and its statutory committees that 
can exercise vigilance over the magnitude, arpro
priateness and efficiency of Union expenditure. 
Apart from the enormous increa.!le in Central u
penditure is recent years on subjects within their 
sphere, there has been tremendous increase in the 
expenditure on financin~ public enterprises as well 
as on subjects included 10 tile concurrent list which 
ultimately bas the effect of depriving the Stutes 
through diminution of surplus transferred to the 
States. A National Expenditure Commission was 
experimented within 1979 but it was wound up. 
The Finance Commission may be assigned the tusL: 
of looking into the receipts and expenditure of the 
Centre and a permanent Finance Commissioa tyj)\: 
body may dispense with the requirement of a Na
tional Expenditure Commission. 

On the other hand, the State Government witb 
limited resources at their disposal do not have the 
capacity to indulge in fiscal indUicipline in a big 
way. In any case, tbe State's expenditure proposal& 
are reviewed annually by the Planning Commiasion 
besides periodic review by the Finance Commis
sion. In the circumstances, a National Expendi
ture Commission for the States does not seem to be 
necessary. 

S.32 The present s~stcm of compilation and 
submission of accounts mvolves a lot of dclay at 
various stages and as a result the overall fi011ncial 
picture of State pertaining to a particular finnncial 
year emergcs aftcr a considerable lapse of time. 
By the time, the final account of a year is obtain· 
ed, effective steps to plug the loopholet or any 
remedial measures become meaningless due to the 
time-lag. Moreover accounting delay serves as a 
serious impediment to regular ftow of funds (rona 
the Centre where rclcase of Central &Mi.stance is 
dcJ)\:ndent on audited figures of expenditure. 

5.33 The desirability of evaluation audit is not 
denied but while conducting such audit due tm· 
phasis needs to be given on achievement rather than 



poin_ting out defects alone. Unkss suggestive re
medies are foc~ssed evaluation audit shall not 
~erve any m_eanmgful purpose. Left to C. & A.G. 
the co!lduchng of evaluation audit might lead to 
dtr~ct I!l~crfcrcnce with the executive. Considering 
desuab1hty of evaluation audit it should 1:-e en
trusted to an agency constituted by the State 
Government itself. 

5.34 No comment. 

5.35 _At ~resent C. & A.G. docs only test audit. 
The penodJcJty of such audit is biennial, triennial 
etc. Though the reports are often delayed they 
serve a useful purpose to the extent the State 
Government want to take remedial action on the 
ba~i~ of the audit report for bringing the erring 
officmls to book and for plugging procedural ar.d 
other loopholes. 

Since, in the nature of things, the C. & A.G.'s 
report is always likely to be delayed a usdul im
provement could be supplementing the C. & A.G.'s 
audit by an extensive system of internal audit. 

. 5.3? In_terna!ly, ther~ is t~e Ministry of Finance 
wnh It~ Fmanc~al Ad~1sers m every Ministry to 
check Improper spendmg and externally, there b 
parliament with its committee assisted by the C. & 
A.G. and between them they are expected to keep 
a watch on Union and State spending. Though 
the public Accounts Committee and the Com
mittee on Public Undertakings have done wry use
ful work. 

5.37 Yes, the Estimates Committee shoukl go 
into the wider aspect of policies and programmes 
and advise the Government on improvements 
necessary. 

5.38 No separate Expenditure Commission is 
considered necessary in view of the existing provi
sion in the Constitution empowering the C. & A.G. 
to pl01y this role and the periodical scrutiny of the 
expenditure of States as conducted by the Planning 
Commission and the Finance Commission. 

5.39 We share the views expressed by some 
State Governments in this regard. In nnkr to 
avoid such irritants and consequential delay lead
ing to lapse of funds, the proper implementation 
of schemes and evaluation thereof should b.: lclt 
with the respective State Governments. There is 
no reasons to apprehend that the State Governments 
will indulge in improper spending. The State 
Governments arc equally interested in achieving 
economic and social objectives at a minimum cost. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 Plan formulation passes through at !east 
four stages. The Planning Commission prepares 
basic documents which are at each stage discussed 
by the N.D.C. prevailing economic situation and 
performance of the curr~nt plan is revkw..:d 
through mid-term appraisal of the plan perform
ance. In th~ light of this appraisal N.D.C. formu
lates the objectives/outlines for the next plan. Til·: 
approach paper is prepared by the Planning Com
mission. Thereafter, it is again approved by lh~ 
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~.D.C. T~en_ guidelines are issued by the plan
mng Commission to the States for preparation of 
draft plan. In the whole process State involve
ments are only during the N.D.C. meetings which 
is considered as inadequate. Planning Commis
sion or its Working Groups may involve State 
representatives at the formative stage, preparation 
of basic documents wherein the State's develop
ment aspirations for the period may be reflected. 
The State's participation at the subsequent stage of 
plan formulation may obviate, to a great extent, 
any tendency towards imposition of the schemes 
formulated by the Central Ministries. 

The present system of sending guidelines to. the 
. States and asking them to work out th~ir plan 
scheme in a hurry gives no time for reflection and 
scrutiny. This should be remedied by sending the 
guidelines well in advance. Discussions with the 
States by the Working Groups may be spread over 
longer periods doing away with the present system 
of calling all the States together and hurriedly go
ing through each States' programme in a single 
day which results in rushing to decisions through 
bargains rather than any fruitful discussion. In
variably Working Groups have most of the say in 
the bargain. 

6.2 Owing to their poor finances and due to in
adequate planning machinery the States are landed 
in a situation where they can take few terminal 
decisions on the development of their own States. 
Irrigation, Power, Education and Health Scheme 
are conceived, planned, financed and implemented 
by the State Governments. Requirements that the 
schemes conform to national schemes of priority 
takes away the marginal decision making power 
from the States. When as have been mentioned 
earlier, finances of the State is in a bad shape, in
volvement of the Centre is complete. The sectors 
mentioned above, though essentially State subje.::ts, 
by their very nature need huge capital outlay 
compelling the States to look to the Centre for 
finance and material resulting in increasing Central 
Encroachment on State subjects. The remedy lies 
in strengthening the State planning machinery and 
actual financing of major projects through Central 
loans or grants. 

It is not considered necessary. that the N.D.C. 
should be a statutory body unless the changes as 
suggested in our replies in part I and part IV are 
given effect to for the Inter-State Council. As at 
present the basic documents should be prepared by 
the Planning Commission in consultation with the 
States at every stage in the absence of the statu
tory Inter-State Council. The N .D.C. will continue 
to prescribe objectives, lay down guidelines for the 
Planning Commission and finally approve the plan 
prepared by the Planning Commission in the light 
of the guidelines. Once the development plans are 
approved by the N.D.C., the States should be free 
to implement them dispensing with further discus
sion with the Planning Commission which will, of 
course, continue to provide adequate financial re
sources to implement the schemes. 

The prevalent system does not enable the States 
to have any say in shaping the national policies. 
The agenda papers not related to the State's plan 
do not reach the State capital before final decision. 



This o~ssion may be rectified and ~articipation of 
States m formulating national policaes should be 
ensured. . . 

C 6.3 .T~e r~solution constituting the plannin& 
. omma~s•.o.n. mvested the Commission with certain 
.responsabili~1es. The Comm~ssion is supposed to 
act as an mdependent body. It may consult the 
Central an~ the S~ate Governments and act in close 
unders!andmg .with both. Notwithstanding the 
resolu~o~ de~g its responsibilities, the planning 
Comm1ssaon m Its present form is essentially an 
agencY: of the Central Ministries. States are seldom 
taken !fitO c<>!lfidence in the formulation of schemes 
of natiOnal Importance. The Central Ministries 
!hrough. ~e P.lanning Commission, are in command~ 
mg positaon m formulation of schemes particularly 
the Centrally sponsored schemes or in schemes in 
respect. of which the Central CJovernment shares 
expendatures though the schemes fall under the 
State subjects. · 

The remedy lies in cutting . across the · tendency 
on the part of the Planning Commission towards 
~ependence on ·the Central Ministries in formulat· 
me its decisions. . Interaction should at best be 
limited to consultation with the · Ministry and the 
'State and not beyond that. . 

6.4 The Central Government is vested with 
virtually unlimited economic · powets. Not to speak 
of the Union List and those not specified in the 
Seventh · Schedule, the Central · Government has 
over·ridding powers in respect of the Concurrent 
List: · Since economic planning involves decisions 
of wide dimensions and of serious consequence in 
the socio-economic fabric of the countr)\ it is pro
per that the nation's highest planning level should 

· consist of eminent experts in the sphere of Econo
mics, Science, Technology and Management. 
This body should be of the highest status and res
ponsible only to the National Development Coun
cil. It should be free from other influences and 
act directly under the guidan~ and direction of the 

. nation's highest Development Council. This will 
ensure at least optimum utilisation ot the potential 

. towards achievement of the nation's . aspirations, 
working within the guidelines set up by the National 
Development Collncil. 

' . 
6.5 As in 6.4. 

. 6.6 The Planning Machinery at the State level is 
not at all equipped to euide the State Government 
·on the national priorities. Until the State Planning 
Machinery is strengthened, the Planning Commis
sion will continue to be in a commanding position. 
The States, due to their poor finances are depen
dent on Central decisions and have to determine 
their priorities and selection of schemes well within 
the. bound demarcated by the Centre through the 
Planning Commission. The requirement that it 
should conform to the national scheme of priorities 
take away even the marginal decision making 
powers from the State. As Centrally sponsored 
schemes of education, health, employment, irriga
tion, etc. constitute part of the State Plan. These 
are conceived, formulated and sponsored by the 
Central Government. Even the outlays a.re includ
ed in the Central Sector Plan, the only task left to 
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the State being to implement it. The Stutes arc 
compelled to accept it even though such schemes 

. do not fit in their scheme of priorities. This they 
are obliged to do only because the State's resources 
are limited. This involvement in every detail biiS 
re!iPited in the erosion of the State autonomy . 
Once the outline is approved by the hi~hc:st body 
i.e. N.D.C., a State should be free to work out bow 
to implement the detailed schemes without any 
interference by the Centre. 

6. 7 The present system of chunnclising Central 
assistance through loans and grants. seems to be 
working satisfactorily. Divested of tho responsi
bility of finding resources the Commission may 
devote itself solely to the evaluation and guidance 
of the plan schemes and to be instrumental. as it 
should be, in economic transformation of the coun
try. This channelisation should conform to c:crtain 
criteria outlined by the N.D.C. viz., backwardnesa 
of the State and their resource constraint. Tho 
basic objective should, of course, be bahmced 
development of all the States, taking into considera
tion the special problems confronting each parti
cular State. There should be check against too 
much inroads into the State schemes based on the 
special needs of the particular State in an effort to 
make them conform to the national priorities. 
Allowance sJtould be given to the State Planning 

. Machinery to handle the Special Regional Problems 
on its own. The Planning Commission may, 
however, oversee that the scheme is not too ambi
tious so as to be beyond the realm of practical 
implementation. · 

6.8 As stated in reply to Q.S.S(l ), Manipur 
may be allowed to retain its status as a special 
category State outside the Gadgil formula. The 
pattern ot Central assistance may be changed to an 
uniform pattern of · 90 per cent grant and 10 p..:r 
cent loan,.....doing away with the existing distinclton 
as between General and Hill Areas. 

6.9 The criteria evolved by N.D .. C. for allocat
ing central plan assistance to States places the 
backward States at a great disadvantage. Advanc
ed States with more resources could go for bigger 
State Plans. Added to this, private Investments 
·are attracted mostly by advanced States, and are 
extremely shy in the less developed States. Thia 
cuts at the root of balanced development of States. 

Manipur being a special category State outside 
the Gadgil formula and in recognition of the 
especial position accorded to Manipur there should 
not be different pattern for General,· Hill and 
Tribal Areas. The existing distinction may be 
abandoned and the whole Stato may be governed 
by the uniform pattern of 90 per cent ~rant and 
10 per cent loan. Detcnninatioo of prionty sector 
may be lett to the State. The present !'ystem of 
allocation of 50% on population and SO% oa 
area basis has not resulted in any perceptible 
forward litep on the part ot hiU area~ of weaker 
States towards their goal of removal of poverty 
apart from the avowed object of balanced regional 
development. The quantum of special Central 
assistance should be In conformity with the special 
need for accelerated development in certain spheres 



e.g. high incidence of poverty and under-develop
ment prevalent among the Tribal and the other 
backward Classes of the North Eastern Region. The 
State Go_vernrnent should be given a free hand in 
the drawmg up and implementation of priority 
sector schemes without any string attached to it. 

6.10 Most of the Centrally sponsored schemes 
are concetved, formulated and sponsored bv the 
C~ntrc. Schcm~s of this category, coming under 
Pnmary Educatwn, Public Health and Social Wel
fare constitute part of the State plan. The States 
are obliged to implement them even if such schemes 
do not get integrated with the rest of the State plan 
and remain attached as appendages. The Centre 
may consider these schemes necessary from the 
national point of view while the States are tempted 
by the inducement of Central assistance in the 
initial stages. 

But under the federal policy and prevalent distri
bution of fiscal powers, any change in this regard 
cannot be visualised. As long as the State continue 
to suffer from the chronic illness of financial weak
ness and resource constraint, the Centre will con
tinue to use its power more effectively reducing the 
limited decision-making power enjoined on the 
States by the Constitution. 

6.11 At present, the evaluation organisation has 
been able to take up only evaluation schemes of 
experimental nature and few important schemes 
from the point of view of the State. Again, in 
respect of monitoring ot plan schemes the oq;anisa
tion has not been able to achieve much due to in
adequate staff in the organisation. 

In order to examine that the Central and State 
funds invested in the development plan yield the 
d::sired results, the State Evaluation and Monitor
ing Organisation needs to be suitably strengthened 
without further delay. 

The State units of the Planning Commission's 
Programme Evaluation Organisation, should main
tain more effective and closer ties with the State 
Evaluation Organisation. Instead of present prac
tice of occasionally exchange of reports prepared 
by each organisation separately, there should .be 
constant rapport, close cooperation and in appro
priate cases joint studies may be undertaken. 

6.12 No comments. 

6.13 In Manipur the State planning Board 
Ov.:rsees the plan formulation and implementation. 
But the extent of effective exercise of the State 
Board is circumscribed, as the Slate Plans are pre
pared within the guidelines prepared by the Centre. 
Secondly, the stren::thening process of the State 
Planning machinery has been hindered or rather 
crippled by excessive inroads by the Centre. The 
strengthening of the State Planning machinery has 
to be effected through a prescription issued by the 
Planning Commission which, in effect, is a catalogue 
of junior officers, assistants and peons to be 
recruited and a few minor items to be purchased. 
The list does not provide t'or appointment of 
experts with decent salaries_ attached to their post. 
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Nor does the list provide for any construction or 
purchase of conveyances for provtding mobility for 
effective functioning of the machinery. 

The remedy lies in allowing the State Planning 
machinery to strengthen itself and to meet its own 
needs without let or hindrance within the financial 
limitations recommended by the Planning Com
mission. In fact, if necessary, Slates may 1:0 
beyond the recommendations of the Planning Com
mission for strengthening the Planning machinery 
at the State level to be able to handle its own plan 
and with the implementation of plan schemes. 

PART VII 

MISCELLANEOUS 

Industries 

7.1 The First Schedule to the Industries (Deve
lopment and Regulation) Act, 1951 envisaged 
Central regulation of a few industries which were 
of vital public interest and of national importance. 
Thereafter Central control has grown to add more 
and more industries of all types leaving to the 
States only the small scale industries which are 
also controlled by the Centre to a large extent. 
However, we have ·no instance to cite that the 
Centre has used a deliberate policy to the detri
ment of the State interest. 

7.2 We arc of the view that the Central Govern
ment should only regulate those industries having 
connectioqs with defence and security of the Coun
try. The licensing authority for the remaining 
industries should be vested with the State Govern
ment under the guidelines of the Central Govern
ment. 

7.3 It is observed that licences are taken for 
many items by big houses but never implement 
them. It is observed that such licences are taken 
to stop establishment of similar projects by other· 
parties. It may also be pointed out that backward 
States are normally victims of this as new licences 
for these items are not considered on the ground 
that licences for excess capacity of these items have 
been issued. Definite time schedule be fixed for 
implementation of the project and such licences 
should be cancelled after the expiry of stipulated 
time. Application from public & co-operative sec
tor should not be rejected on the ground of excess 
capacity licence being issued if the project is found 
otherwise viable. Applications for industrial 
licences for establishing project in category-A hack
ward district and non-industry district should be 
given over-riding preference. Although the prin
ciple is laid down by the Government of India for 
non-industry district but this is not followed in 
practice. 

Many States particularly the backward States 
arc not fully organised to supp011 the small ~cble 
industries mainly in respect of supply of raw mate
rials and warketing assistance. Although State 
Small Scale Development Corporation are authoris
ed to procure and distribute all variety of steel 
materials, the performance is not very satisfactory 



because. the cost or materials often becomes un
economic for S.S.I. units. For other items, it is 
suggested that the organisations like S.T.C., 
~.t-.:f.T.C., N.S.I.C. ~tc., should open their func
homng establishment m all States so that the small 
entr~preneur from the State need not run for their 
reqmrement to the head office or regional offices 
of these organisations. It is observed that the offices 
of these organisations were opened in many States 
but :OVithout sufficient power. The offices should 
be g1ven necessary powers to function to assist the 
!ocal S.S:I. uni~ in. t~ue spirit. Central Government 
~s the biggest mdlVldual buyer in the country. It 
1s true that the Central Government has taken num
ber of steps to provide marketing assistance to 
Small Sca.le Industries but many more are neces
sary. It 1s . su~~ested that the requirement of vari
ous orgamsahons of Government of India's 
esta~lishments & undertakings should purchase the 
reqmrement of various items from the local units 
where these items are required to be consumed. If 
the prices offered in such cases are found to be 
higher, the prices may be fixed by competent 
authority on cost analysis basis which is the estab
lished practice of D.G.S. & D. 

7.6 The Centrally controlled industrial institu
tions working in the State are hardly known and 
their functions and facilities extended by them 
needs wider publication by running an educational 
programme. To reach this object a coordinated 
agency representing all such institutions is a neces
sity. 

7. 7 Locational decision on central investment 
in public sector is the most important matter parti
cularly for the State where the private investment 
is shy. The Industries reserved for public sector 
should be established in the State where there is 
potentiality as well as availability of raw materi<ils 
and in such cases the State Government concerned 
should have a major say in location of the indus
trial project. In respect of other items backward 
States should get preference. Under no circum
stances States' demand for establishment of central 
sector projects should be turned down on the 
ground of lack of suitable infrastructure if the 
project is otherwise viable. 

7.8 We are fully satisfied with the policy of the 
Government of India in regard to the assistance 
given for development of the backward areas. 

Trade and Commerce 

8.1 We agree to the provision of ~rticle 307 
of the Constitution providing for appomtment of 
an authority for the purposes enjoined in Articles 
301 to 304. 

Agriculture 

9.1 So far as the Centrally spons?red sche~es 
are concerned, it is evident that wh1le. a~rovmg 
the State Plan. Central Government pnonues are 
not keeping in tune with the State . Go~rnm~nt 
priorities-the tendency being to retam. unifOrmity 
in the terms and conditions for the enure country. 
It is therefore, considered meet and proper that the 
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Government of India would give priority to the 
interests of the "States. 

9.2 It is suggested that in such cases, the Gov
ernment of India should continue to bear the whole 
expenditure of the scheme so long as the Govern
ment of India considers the running of the scheme 
necessary. 

9.3 Apart from the recommendations of the 
National Commission, the Government of India 
should also formulate locally suitable schemes 
keeping in view the diverse conditions in ditiercnt 
States. 

9.4 (a) Fixation of minimum or fair prices of 
agriculture items uniformly throughout the country 
does not appear proper. It is suggcslcd that they 
should be fixed keepmg in view locul conditions of 
productivity, market price, demand etc., which 
differ from State to State. 

9.5 National Agricultural Research Institutions 
should come furward to help the Slate Govern
ments for solving local problems faced by ditTcrent 
States as the States do not have the infrastructure 
for conducting researches on he local problems. 

Similarly NABARD should formulate the credit 
scheme keeping in mind the different sCages of de
velopment in each State instead of having a uni
form regulation applicable to all States. 

Food & Civil Supplies. 

10.1 Present arrangements for the purpose men
tioned in the question are adequate. 

10.2 Periodical review will definitely help im
proved functioning. The States should have un
fettered power in respect of those enforcement and 
regulatory orders administered by the States. 

Education 

11.1 It is not true that there is unnecessary 
centralisation and standardisation in th: field of 
education and excessive interference. Our experi
ence in recent past is that Centre sddom intrrfrrcs 
in this sphere and has always sympathetically 
treated the problems of the State. It is an esta
blished fact that centralisation is essential in snme 
fields of education and perhaps in such fields only 
the Centre has guided the States. Educltionally, 
Manipur is one of the nine backward States and 
it has received special attention and financial aid 
from the Centre. 

11.2 There is wide scope for the University 
Grants Commission to tone up the admini!.lration 
of the Universities for their effective functioning. 
In this respect, they can also extend financial help 
for imparting training for better management of 
University affairs. It will be better to provide legal 
action against the Universities for their failure to 
conduct the examinations timely. 

11.3 At present a Central Advisory Board under 
the Chairmanship of Union Minister of Education 
is functioning and all the State Education Ministers 
are its members. Timely meeting of this Boarcl 



facilitating exchange of views at regular intervals 
will be quite adequate and no separate arrangement 
is called for. 

There is no difficulty in maintenance of separate 
institutions for linguistic minorities both tribal and 
non-tribal, except financial drawbacks. There are 
restrictions in rules and procedures to provide de
ficit finance to such institutions. Even if rules are 
relaxed, it may not be convenient to give financial 
aid to all the linguistic minorities' institutions. The 
Central Govt. may consider to provide a scheme 
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under the Central Sector for giving side to sucb 
institution,. 

11.5 There is no such conflict between the 
Centre and the State in Educational fields. 

Inter-Governmental Co-ordination 

12.1 No serious problems in the Centre-State 
relations have been found in this State. There
fore, the setting up of an Advisory Commission in 
the line of U.S.A. is not consid~red necessary. 
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Meaha1aya 
REPUES TO THE QUEStiONNAIRE 

PART I 

INTRODUCTORY 

_1.1 to 1.6 Our Constitution provides the right 
DUX of federal features with a unitary form of 
Government. Given the historical background, 
cultural, linguistic and ethnic diversitieS, sizes of 
the States and· the vast area of the country the 
fr~ers o_f ~e Constitution consciously felt that 
this constitutional arrangement with a strong bias 
in fav?ur of an overriding centre was a paramount 
necess1ty. In the field of economic development, 
how~ver, more powers and responsibilities need to 
be giVen to the State particularly in view of the 
disparities in the level of social and economic 
development in various parts of the country, which 
is provided for in the Constitution itself; it only 
needs proper appreciation while functioning under 
the Constitution. By and large comments ar.pear
ing at 1.5 appear to be valid. We subscnbe to 
the views expressed in (c) (i) and (ii) and 
suggest that an Inter-State Council (as envisaged 
by Article 263) may be set up. 

1.7 These are reasonable and necessary. 

1.8 No reconsideration is necessary. 
PART II 

LEGISLATIVE RELATIONS 

2.1 to 2.5 Not being a true federal entity the 
scheme of. distribution of legislative powers in the 
Constitution is c«rectly biased in favour of the 
Union. However, the gradual encroachment of 

· the Union on· the State Legislative field under the 
cover of a declaration of 'national interest' or of 
'public interest' has been a retrograde step. Entry 

. 24 of the State List which rrovides for 'industries' 
, subject to the provisions o Entries 7 and 52 of 

the· Union List has almost been totally transferred 
to the Union by enlarging the First Schedule to 
Industries (Development and Regulation) Act; 
1952 - Union act under entry 52. This has 
hampered proper entrepreneurial development in 
States in regard to industrial enterprises. 

Control over State list should be with State 
unless required to be transferred to the Union 
only for the purpose of defence or for prosecution 
of war or needed for purely regulatory functions 
to achieve · uniformity of standard in exploitation 
of natural resources which are common to more 
than one . State, particularly in case of mining 
practices. In all other developmental efforts, 
State should be free tO the extent of subjects ·in 
the State list; in case Union Government also 
wants to enter that field, it can do so either as an 
additionality (in case of U Ts) or automatically 
delegate the powers to the States for their juris
diction. Leg~slation under Concurrent list or of 
such nature should have ratification by legislators 
of not less than .half the. total number of States. 
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PART m 
ROLE OF THE GOVERNOR 

3.1 The Governor has an important role in our 
Constitution. There has. however, been cases in 
which Governors have not covered themsclves 
with glory in their functioning; but such instances 
have been few and far between. Some basic 
norms are, however, needed to be laid down for 
the appointment and in functioning of the Gover· 
non. 

(a) They should be appointed in consultation 
with the Chief Mimsters of the States; 

(b) Their duration of tenure should be, by 
and large, strictly adhered to; 

(c) Incumbents of such high offices should be 
selected with care and should bo demon
strated worthy of sucb positions; 

(d) In their functioning as Governors, they 
should largely act accordinglf to the advice 
of the elected council of Ministers; 

(e) In case of doubts regarding commanding 
majority in the House, a test in tho House 
is the best answer; only in case it does not 
become possible in a reasonable period 
should the Governor act on his own; 

(f) In any other role, like Chancellor of a 
University, both the Governor and tho 
State Government should respect the statu
tory powers conferred upon the Chancel
lor, who is not bound to accept the advice 
of the Ministry; 

(g) As far as possible, the powers of assenting 
or refusing to assent on a Bill should be 
strictly decided on legal merits of tho caac; 
in case of difficulties or doubts eminent 
jurists including the Attorney General 
should be consulted and their opinions 
should be given due respect; tho final action 
should also be made known to the State 
either by the Governor or by the Presi· 
dent within a stipulated period, say one 
year. 

3.2 Governor should play a healthy role in 
influencing both the functioning of the State Gov· 
ernments and the attitude of the Union for tbe 
best interests of the State. 

3.3 (a) In most cases Governors have dia
charged their functions in the right spirit; 

(b) By and large, the democratic principlea 
have been followed; 

· (c) This has been done very fairly. Tho pro'
sent practice may continue. 

3.4 The purpose behind Article 200 & 201 il 
to see that there is no conffict inherent or apparent 
between a State Law and a Central Law. Further, 



it is also to be ensured that a State Law does not 
in any way contravene any provision of the Con
stitution. No doubt, the Governor and the State 
Government will take care of all these aspects 
while introductng a bill and while it is under dis
cussion in the State Legislature, however, a further 
check at a third stage at the Central level if the 
Governor d~cidcs this to be a desirable step. The 
State Cabin.:! can itself ask the Governor to refer 
it to the President or the Governor can do it on 
his own discretion. These two Article& should 
remain in their present form. 

3.5 Through ibis power only the Constitutional 
propriety and foreign/ defence interests of the 
Country should be protected, Union should not 
try to dictate its policies to the State Government 
unless the proposed Bill i:Oes against national 
interest or provisions of the Constitution. 

3.6 As given against Question 3.3(a). 

3.7 We do not agree. A fixed term for Gover
nors with elaborate procedure for their removal 
will create complications. 

3.8 Already covered in previous replies. 

3.9 The solution offered by the Constitution 
of the Federal Republic of Germany is not consi
dered practical in the Indian context and does not 
suit our political culture. The better alternative 
may be to dissolve the Assembly and order fresh 
elections in the event of unstable party positions 
in the Legislature. 

3.10 We do not feel that prescribing any guide
lines will be practical or correct. W rittcn guide
lines will only lead to liti~;ations and consequential 
constitutional dead lock. This issue was debated 
at length in the Constituent Assembly and later, 
by a Committee of Governors, appointed by Presi
dent also went into the question. The consensus 
always was against any such measure. 

PART IV 
ADMINISTRATIVE RELATIONS 

4.1 to 4.3 In the schemes of our constitutional 
frame-work such provisions are necessary for 
extreme contingencies. But use of these powers 
should be resorted to with care, wisdom and fit
ness. However, before the President holds the 
views under Article 365 that the Government 
of the State is not being carried on in accordance 
with the provisions of the constitution, the State 
Government should be given an opportunity to 
explain. 

4.4 We have no such experience. Article 356 
has never been invoked in the State. 

4.5 It is felt that both the conditions laid down 
in Article 356(5) should separately be sufficient 
to warrant extension of the President's Rule in 
the State. It is. therefore. suggested that the 
word, "and'' oc:curring at the end of Article 356 
(5) (a) sb.uuld be substituted by the word, "or". 

4.6 Present arrangements are satisfactory, may 
continue. 
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4. 7 These agencies are functioning as nodal 
organisations in the national economy as a whole 
and must, of necessity, continue. They have a 
role to play in removing regional disparities in 
development and supplementing the efforts of the 
States whose resources are inadequate for this 
purpose. Wb.at is, ·however, necessary is that the 
policy in regard to such agencies are reviewed 
regularly by the Union Government in consulta
tion with tb.e State Governments preferably through 
the Inter-State Council suggested in Part I of our 
replies. The Union Government should also en
sure that the agencies are responsive to the pro
blems and requirements of the States and their 
role and functioning should be discussed in the 
National Development Council. The Agencies 
should supplement and not supplant the role of 
the State Agencies, engaged in similar activities. 

4.8 Article 312 inter alia provides for creation 
of one or more All India Services common to the 
Union and the States. The All India Services, 
as operated in the present form, are not common 
to the Union and the States, but have become a 
State Services though the members are appointed 
by the President through the Union Public Ser
vice Commission. The members of the Services 
are under full control of the States and they can
not claim, as a matter of right, transfer to the 
Union or to any other States. In fact, an officer 
will not be accepted by the Government of India 
if his name is not in the panel for Joint Secre
tary level posts and above. When an officer be
longing to an All India Service is sent to the 
Union, it is only on deputation and such deputa
tion is also available to other State Services like 
Judicial services, etc. Keeping in view the charac
ter of the All India Services as provided in the 
Constitution, Cadre posts should also be shown 
in the Central Government's establishment in each 
of the All India Services and members should 
no~ be posted to Central Government as on depu
tation. Moreover persons of the same batch in 
an All India Service face varying prospects of 
promotions in different States. The Scheme in 
the present form has, therefore, not fulfilled the 
expectations of the Constitution makers. 

The only power that is reserved is regarding 
removal of a member from the service by the 
President keeping in view the provisions of Arti
cle 311. On the other hand while the members 
of the All India Services are for all practical pur
poses under the full control of the State Govern· 
ment, the Union Government has reserved itself 
the right to · creation and management of posts 
in the senior scale super-time, etc., of the All 
India Services, and this has resulted in difficul
ties for the State Government in proper manage
ment of the cadre. 

In view of the above, it is suggested that the 
scheme of the All India Services may be modified 
keeping in view the provisions of the Constitu
tion. Full powers should be given to the State 
Governments for temporary creation of posts for 
such officers in the cadre at the same time the 
Union Government should exercise more control 
over the deployment of the personnel of this Ser
vices in the States. The personnel of the Service~ 



should have a legal right of approach to the Union 
f?r posting in the Central Government. Alloca
tion of officers belonging to All India officers 
should be done in consultation with the State 
Government. Any change in the scheme like 
distribution of vacancies between insiders and out
siders should also be done in consultation with 
.the States .. 

·· 4.9 It is a question of interpretation of the 
Constitution. In case, an occasion arises to deter
mine the powers of the Union under Article 355, 
the President may consult the Supreme Court. 

4.10 States should be free to use additional 
'channels of T.V., Radio for their purpose at their 
own costs without changing the constitutional 
arrangement, by bringing entry 31 of list I to con
current list. . . 

. 4.11 Since inception Megbalaya has not been 
included in the Eastern Zonal Council as it was 
considered that the regional issues of the North 
East could be tackled comprehensively in the 
North Eastern Council. Zonal Council could be 
an useful forum. to discuss matter of co-ordination 
among the States in a Zone. Even the State/ 

. Union Territories of the North Eastern Region 
should be included in the Eastern Zonal Council 
for providing an opportunity to interact with 
States which are outside the North Eastern Coun-

. cil in matter of mutual interest. 

4.12 Inter-State Council under · Article 263 
should be set up as mentioned in Part I . 

PART V 

FINANCIAL RELATIONS 

5.1 The intention of the Constitution-makers 
was that all the States should have adequate reve
·riue to discharge their responsibilities assigned to 
the · States. Due to various factors a number of 
States are unable to generate . sufficient revenues 
from the sources assigned to them. These States 
have ·to depend mainly on the share . of Central 
taxes and grants-in-aid under Article .275 (1) of 
the Constitution on the . recommendation of the 
Finance Commission. 

'rhe scheme of devolution envisaged by the 
Constitution-makers has not come up to the ex
pectation in view of the fact that even after devo
lution of Central taxes and grants-in-aid under 
Article 275, large revenue gap existed in case 
of a few States. This is mainly due to the assess
ment of the receipts ar;td. expen?iture of the St~tes 
by the Finance· Commtsston betng not very. obJec-
tive. ' 
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5.2 According to the assessment of the Eighth 
Finance Commission, some States are surplus after 
meeting their commitment on the non-plan 
account while the remaining States are dependent 
on the ' Centre even for meeting their non-plan 
expenditure. With a view to retain the federal 
structure of the country, it is essential .th.at the 
disparities between the States should be ehmmated. 

. ·This can be achieved if all the States are placed 

on a more or less same footing. Adoption of any 
altern:.tive mentioned at (a) to ( e} wiD increase 
the disparities between the States. We, therefore. 
recommend that while the existing procedure may 
continue, the Finance Commission should adopt 
a principle under which all the States aro recom
mended surplus of revenue by ~pecific perc:entnRO 
of the total ooo-rlan expenditure realistically 
assessed by the Finance Commission. In doing 
so the need and responsibility of the Central Gov
ernment should not be overlooked. 

5.3 We subscribe to the view that the regional 
imbalances can be reduced only by a strong 
Centre, having elastic sources of the revenue and 
more discretionary powers to u~ the available 
fund for the development of economically vulne
rable States. While the existing procedure of 
division of the resource• among the States may 
continue, the pattern of transfer should be auch 
that the resources are made available with a view 
to reducing regional imbalances and attaJninJ 
social and economic justice. 

. 5.4 It is. not factually correct tbat.lnr~e deftcltl 
an the Umon Government's account an recent 
years and mostly because of devolutions made to 
the States, which have been of the order of 30% 
of the Union's aggregate resourcea. The need of 
control expenditure and ensure its effective and 

· efficient use will always be a major consideratioo 
· whatever be the level of resources available. Re
sort to deficit financing should be made only on 

· the basis of over aU national consideration and 
not because either the Union or the States are io 

, difficult financial straits. If the total situation does 
not permit such deficit financing the Union Gov
ernment must desist from the measure and raise 
additional resources through taxation. 

o! 5.5 The fact that the inter-State financial dis-
parities arc on the increase is a ddinite indication 
that the present practice ot transfer of resources 
has not been quite adequate to bridge the gap Ia 
resources between the rich and the poorer Statea. 
We would therefore like the Commission to consi
der the following measures :-

(a) Transfer through Finance Commk•loa :
The approach of the successive Finance 

· Commission• has been to devise principle• 
of distribution of Central Government taxea 
and duties among the States which are 
not directly related with their practical 
need!l. As a result many Statcl are unable 
to fully meet their non-plan commitmentJ 

· and adequately discharge their reaponaibl
lities with the ahare of Central tuCI and 
duties. We, therefore, recommend that 
the Finance Commiuion may use the union 

. excise duties for covering the revenue deft-
, cits of the States on a realistic ba~it and 
the Grants-in-aid under Article 27S (i) 
of the Constitution may be recommended 
to ensure a surplu'l ao; indicated at para 
S.2 above. A suhstantial proportion aay 
of the order of 30 per cent, should be 
with the State Government for taking up 
some improvement in the service~ und« 



non-plan expenditure and should not be 
tied up as resources for the Plan of the 
State. 

(b) Transfer through the Planning Commis
sion.-Plan assistance should be made in 
such a way that the backward States are 
brought at par wirh other developed States 
within a definite time frame. Non-Plan 
assistance may be given to the State only 
on the basis of actual need to meet any 
contingency arising out of unforeseen cir
cumstances. 

5.6 If the recommendations made at para 5.5 
above are accepted, there is no need to set up a 
special federal fund. If the existing procedures 
are to •ontinue then a special federal fund may 
be set up to meet the requirements which have 
been shown at para 5.5. 

5.7 We do not suggest transfer of any Central 
tax to the State because this will increase the in
equalities among the States; rich States will be
come richer and poor States poorer. 

5.8 We agree that the fragment~ry approach to 
taxation policy which have a bearmg on the eco
nomy of the country as a whole should be avoid
ed as far as practicable. However, we do not 
agree to surrender the right to impose and levy 
of sales tax to the Centre as this is a major elastic 
source of revenue for the States. 

In case of inter-State sales tax, while the inci
dence falls on the people of the neighbouring 
States, the collection is appropriated by the ~ther 
States. Therefore, it is suggested that the Inter
State Sales tax should be collected by the Central 
Government and paid back to the consumer. 

5.9 We suggest that the present procedure with 
modifications as suggested under paragraph 5.5 
above may continue. 

5.10 Under the existing arrangement inter-State 
disparities have not been narrowed down. The 
present practice while pro~oting. some economy 
in expenditure hns resu!te~ m negligence of proper 
maintenance of the ex1stmg assets. The transfer 
of resources on the recommendations of the 
Finance Commission has been done largely on the 
basis of gap filling approach and the tran~fer of 
resources to the States through Central ass1stan~e 
for the plan has been done largely on the bas1s 
of distribution based on a general_ formula of a 
certain sum of money made ava!la~le by t~e 
Union Finance Ministry to the Planmng _Commls-
. In neither case has the devolution been SIOn. d f 

based on a study of the specific nee s o com-
mitted expenditure or of development. 

5.11 It will not be correct to ~ay that. the 
States exaggerate their n?venu_e ~eqwrement Ignor
ing the norms of financial diSCipline. In fact the 
poor States are anxious to ~xtend the level ?f 
administrative and other serv1ces as prevalent m 
other advanced States. Truly speaking the ~o~s 
should be different from State to State. While m 
case of thickly populated States, population may 
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be the major criterion for fixing the norm, in case 
of scarcely populated States, the area and the 
population should be the basis for fixing the norms. 

5.12 As recommended by as earlier in para
graph 5.5, share of Central taxation should take 
care all the revenue needs of the States to meet 
their non-plan commitments while grants-in-aid 
under Article 2 7 5 should be used to ensure a 
surplus of a specific percentage of the non-plan 
revenue expenditure. 

5.13 As mentioned earlier, grants-in-aid under 
Article 275 should ensure a surplus over the non
plan revenue expenditure of the States to enable 
them to meet the requirements on account of fresh 
instalments of dearness allowance and improve
ment in administrative services under the non-plan. 

We also recommend that the Meghalaya with 
sizable tribal population should be provided with 
grant-in-aid under Clause (b) to the second proviso 
to the Article 275(1) to the Constitution of India. 
It is to be noted in this context that the area now 
constituting the State of Meghalaya was a part of 
Assam when the Constitution was framed and that 
it received this special consideration under Article 
275(1A) when the Autonomous State of Meghalayll 
was formed. 

5.14 We do not recommend any such measures. 
These resources may remain with the Central Gov
ernment for their usc with discretion to remove 
inter-State imbalances. 

5.15 The existing method by which total saving 
available in the community are apportioned 
between public and private sectors and between 
the Centre and the States is more or less satisfac
tory; provided the development needs of the States 
are adequately taken care of as recommended at 
paragraph 5.5. 

5.16 & 5.17 The situation can easily be rectified 
if the devolution of Central resources to the States 
is recommended by the Finance Commission on 
the basis of the total needs of the States including 
the need on the capital account which will cover 
the liabilities of loans and the interest. 

5.18 & 5.20 We do not favour any major 
change in the policy relating to market borrowings. 
For, if States are left to raise loans from the !I'ar
ket not only it will favour the richer States but it 
may have an adverse impact on the national 
economy as well. 

The States' needs for development should be 
realistically taken care of and the allocation of 
resources for the plan, including from market 
borrowings, should be made accordingly. 

5.19 The present system does not appear to be 
unjustified. 

5.2 I The State Governments should not resort 
to deficit financing as it will have serious repercu3-
sion in the economy of the country and their total 
needs will have taken care of by Finance and 
Planning Commission. Ways & Means Advance by 
the Reserve Bank of India to the States is meant 



only for overcoming a temporary financial diHi
culty. The limit of Ways and Means Advance 
should not be fixed arbitrarily. It should be 
reviewed from time to time and preferably be 
fixed as a specific percentages of the total transac
tion of the State Governments. 

5.22 Such a generalisation cannot be made for 
all States. It may, however, be true that tax efforts 
of different States vary considerably. A review of 
the tax efforts of both the Central and the State 
Governments should be made and discussed in the 
National Development Council for remedying · the 
situation wherever possible. 

5.23 Th.e existence of unaccounted money in the 
economy is the evidence of leakages occurring in 
the System. The system should be reviewed and 
effective steps should be taken to eliminate ~tJch 
leakages. The rate of return of the Public !lnder
takings should also be improved by cflicient ad
ministration and economic management. 
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5.24 It would be a healthy convention for the 
Central Government to ascertain the views of the 
State Governments before considering any proposal • 
to levy or modify the rate structure or abolish any 
of the duties and taxes enumerated in Articles for 
the Central Government to ascertain the views of 
the State Government in case of modification in 
the rates of Excise Duties on the items which are 
subjected to additional excise duties in lieu o( 
Sales Tax. 

5.25 We feel that there is limited scope for 
raising any substantial revenues by exploiting Arti
cle 269 .of the Constitution as far as this State is 
concerned. 

5.26 Most of the State Governments are levying 
tax on passengers and goods carried by road trans
port at the rate of 10%. It is, therefore, \cason
able that 1/11 of the. gross earning from the 
passengers. fares and freight of the Railways be 
constituted as divisible pool. 

• 5.27 No comments. 

5.28 We have suggested in paragraph 5.5 that 
the C~;ntral Government should meet the require
ments of the deficit States for meeting unforeseen 
and inescapable expenditure by additional Central 
assistance. While the long term measures for 
control of floods and to overcome the drought 
situation may continue to be financed from Plan, 
the expenditure required for relief and restorati011 
of damages due to natural calamities beyond the 
funds earmarked by the Finance Commission ·of 
this purpose should be met by the Central Govern
ment in full outside the Plan. 

5.29 We do not feel it necessary to est.1blish 
any of these Councils. 

5.30 The real point at issue is to find a balance 
between the needs of decentralisation of power and 
resources and a balance development of variou< 
parts of the country. It is also important that the 
funds are spent prudently and that they benefit the 
maxinmm number of the people with emphasis on 
the weaker sections. 
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5.31 We agree that the e.'penditurc of both the 
State Governments and the Centml Gowrnmcnt 
should be subject.:<~ to closer scrutiny. The tn~l 
can be performed by the Finance Commi"-<ion and 
the Planning Commission in respect of the Stute 
Governml·nts as at P.resent and by the N:~ti••nal 
Developmc·nt Counctl and the Finance Commi•
sion in respect of the Central Government c~pen
diture. We do not feel the nl-cessity of setting up 
of any other machinery. 

5.32 The present sy~tem of accounting c•·olvl'' 
a lot of delay at various levels. Und<·r the pre
sent system it is not possible for the State c.ov
emments to have any effective control ov,·r the 
exp~nditurc. The whole system requires a thoroug!t 
review to evolve a very effl'Ctive accounting systc·m. 
The Comptroller and Auditor General may he 
relieved of the responsibility of maintenance of 
account of the States as has already been d<"lC in 
the case of the Central Ministries and IAAS may 
be converted into an All India Services. 

5.33 .The present system of 'Voucher Audit' 
cannot be totally dispensed with. The desirability 
of evaluation audit cannot be denied but it i• ap
prehended that such an audit can be cond:tctcJ 
only after completion of a project, what it will not 
be possible for the State Government to take any 
remedial measures. 

5.34 No comments. 

5.35 Under the present system the data furnbh
ed in the appropriation accounts arc not always 
accurate and these are not always reconciled with 
the concerned departments. A lot of mis-clas."
fications take place in the books of the Accountant 
General. If the Accountant Geneml compiles the 
monthly accounts in time and facilitates veriftca· 
tion of the figures by the concerned department• 
every month the appropriation accounts will be 
reasonably accurate. 

5.36 Although the Public Accounts Committee 
and the Committee on Public Undertakings hayc. 
served very useful purpose in highlighting irregu
larities the proper control over expenditure lies 
with the drawing and disbursing oflicers, the con
trolling otlicers heads of departments the adminis
trative departments and the Finance Department. 
A system of regular and comprehen~ivc internal 
auditing by the State Government may serve a 
useful purpose. 

5.37 The Estimates Committee reports helps in 
improving the policies and programmes but it 
cannot act as a watch dog to scrutiny and the 
expenditure for which a comprehensive system of 
internal audit can only be effective. 

5.38 We do not consider it n~-cessary to cons
titute an Expenditure Commission. The Lcgi~la
ture and the Comptroller and Auditor General ful
fil this role. 

5.39 We agree that the funds meant for bpccific 
purpos~-s should not be diverted to any other 
purpose. We have no objection to its being 
monitored by the Central Government but there 
should not be any clearing the State Government'» 
action plans by the Mini~tries. 



PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1, 6.2, 6.3, 6.4, 6.5, 6.7, 6.9 & 6.12 The 
National Development Council does not find a 
place in the Constitution. The Planning Commis
sion· also has neither constitutional nor statutory 
basis. At present the Plans do not adequately 
represent the aspirations of the States or secure 
their commitment (of the States). On the one 
hand the level of consultation effected through the 
National Development Council is not adequate; 
while on the other hand there is too detailed an 
envolvement of the Planning Commission and the 
Central Ministries with programmes legitimately 
falling wholly within State jurisdictions. Conse
quently the States find themselves. in the role of 
a client in regard to the formulation and financing 
of Plan schemes. Given the predominant role of 
the Planning Commission and the Central Minis
tries, the State Planning Boards have not been 
effective. 

The National Development Council should be 
a statutory body with the Prime Minister, the 
Central Ministers and all the State Chief Ministers 
and appropriate experts with a standing C:omrnittee 
which can meet more often. The Planmng Com
mission can be its Secretariat. The Commission 
can advise on overall aspects of planning and 
investment, prepare a draft plan for the approval 
of the National Development Council and can also 
be given the task of fixing macro level priorities and 
targets. It should also be free to offer advice on 
resource raising. 

Detailed planning with respect to subjects which 
fall within the States' sphere should be left to the 
States. The present practice of subjecting the 
State Plans and proposal to minute scrutiny by the 
Planning Commission may be discarded. 

6.6 There is need to incorporate national priori
ties in the State Plans. The Planning Commission 
could discuss the ·resource mobilisation efforts of 
the State Governments and could also guide the 
State Governments in incorporating the national 
priorities in the state plans. 

6.8 The pattern .of assistance to the special ~ate
gory states vis-a-v1s other states . may con~m.ue. 
The criteria followed by the Planmng Comm1ss1on 
in regard to the allocation of funds among the 
special category states are not known to the state. 
In this connection it may be pointed out that even 
among the special category ~tates, there is an ad.di
tional source of central ass1stance to those havmg 
a significant tribal population. This is in. t~e form 
of a tribal sub-plan funded by the M1m~try of 
Home Affairs. The benefit of such an assistance· 
is however denied to the tribal majority states 
of Meghalaya and Nagaland. The funding of vari
O\jS developmental. programmes in t~e ~ribal sub
plan areas is obv1ously based on mdic~tors of 
development in different sectors. Applymg !he 
same yardsticks, it may be possible for the Planmng 
Commission or the Ministry of Home Affairs (or 
the two State Governments) to locate backward 
sectors in Meghalaya (and Nagaland), which merit 
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(an) accelerated developmental programme 
for which funding could be arranged on the 
tern of tribal sub-plans. 

and 
pat-

6.10 A large number of centrally sponsored 
schemes tend to distort state plan priorities as 
they induce the State Governments to opt for them. 
Centrally sponsored schemes covering State 
subject should be drastically reduced. Such 
schemes taken up in the states should be wholly 
financed by the Central Government. 

6.11 The Planning Commission's Programme 
Evaluation Organisation should maintain closer 
ties with the State Evaluation Organisation and 
for u1_1iformity in .evaluation comprehensive guide
lines on methodology and organisation should also 
be laid down. 

6.13 As mentioned earlier, under the existing 
circumstances there is too detailed an involve• 
ment of the Planning Commission and the Central 
Ministries, rendering the State Planning Boards 
less effective. The State Planning Boards are in-

. volved at present in the formulation of State Plans. 
, However, changes in the plan take place later with 

the involvement of the Planning Commission and 
the Central Ministries and also with the addition of 
a number of Central sector schemes. The role of 
the State Planning Board in the formulation of 
the Plan thus gets seriously eroded. While the 
Planning Commission and Central Ministries may 
confine themselves to the broad guidelines and 
even perhaps the major sectoral outlays, keeping in 
view the national priorities, detailed Planning 
should be left to thl,! State Planning Boards. 

I 

PART VII 
I 

MISCELLANEOUS 

Industries 

7.1 The Scheme of Schedule I of the industrial 
development and Regulation Act, 1951, is esseQ
tially designed to control the setting up of industries 
which are of National importance from the point 
of view of defence, investment and policy towards 
the small scale sector. So far as industrial propo
sals linked to the defence efforts are concerned, on 
change in the present arrangement is necessary. 
In the case of high . investment sectors where finan
cial resources need to be husbanded, licensing 
should · also serve as a means of decentralisation 
since this is an aspect of overall National importance. 
Where licensing has become a means of providing 
protection to the small scale sector and here the 
examples quoted in the question are of relevance, 
licensing should be delegated to the State Go
vernment to the extent of meeting regional demand. 

7.2 No narrowing down of the definition is called 
for inclusion of items with a view to protecting the 
small scale sector should, however, be contained in 
a separate schedule and the licensing powers assign
ed to the States. 

7.3 Where licensing is a function of the 
Government, all other clearances should 

• made available by adopting a single 

Central 
also be 
window 



approach. Those cases which may be licensed by the 
States may also bo similarly cleared by one agency. 

7.4 Many States, particularly the backward States 
are not fully organised to support the small scale 
sec.tor. This is mainly due to complexity of the re
quirements of different industries, · the ad-hoc 
changes in policies and programmes, requirement of 
clearance from the Central Government for all matter 
relating procurement of raw materials and credit, 
etc. The task will be easier once a decentralised 
~tructure of administration and detailed planning 
becomes a reality. 

1.5 No Comment. 

7.6 Yes. 

· 7.7 It is felt that objective criterion g1vmg an 
opportunity to all States to present . their case 
should be the primary basis for taking an investment 
decision. In addition, the industrial backwardness 
of a State should be an additional fact< r in taking 
a final decision which may be taken by the inter
State Council. 

7.8 The criteria for selection/identification · of 
industrially backward districts is in orde1. The insen
tives, however, need to be designed more realisti
cally in consultation with States and should not be · 
imposed. 

PART VIII 

TRADE AND COMMERCE 

8.1 An Authority as contemplated under Article 
307 should be set up. 

AGRICULTURE 

9.1 We agree with the views of Administrative 
Reforms Commission on Centre-State Relation. 
1967. 

9.2 We agree that as soon as possible the Cen
trally Sponsored Schemes should form part of the 
State Sector subject to qualification in para 9(2)iii. 

The reasons for the above being :-

(i) The sanction from the Central Government 
is usually not received in time and the amount 
earmarked by the State is often surrendered 
for non-implementation of such schemes. 

(ii) The norms laid down by the Central Govern
ment are not always suitable for the State. 

(iii) In this respect our specific suggestion is 
th: t the Centrally Sponsored Schemes may be
come a part of the State sector only if the 
State thinks that such schemes are concep
tually and operationally suitable to the 
techno-agri-economic situation of the State. 

9.3 The Planning Commission indicates. ~road r national priorities and with the Central Mm•stnes 
Jays down schemes even in the spar~s of Agriculture 
and Social Services. The result IIi that we have 
stereotype · system of sch~mes. for. the wh?le 
1011ntry with its immense d1vers1ty. Jomt workmg 
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groups may be profitabl) set up to study dc\·elop
ment potential and the strategy which can be 
adopted in d1tfcrent States. Such working groups 
should, howe\·er, have only recommendatory res
ponsibilities and nothing bc)·ond. 

9.4 (a) The minimum prices fixed on the agri
items by the Centre have no effect in so f;tr us our 
State is concerned because till now the open marl..et 
prices have always been higher than the minimum 
prices for the items mesta, jute and colton where 
minimum prices have been fixed. Howc,·er, in 
case. the open market ,:>rices fall bclow the mm•mum 
fixed prices then the \.-c1\lral Policy offixingminmiUm 
prices would be quite effective in suf .. gunrdmg the 
interests of the farmers. 

(b) No comments. 

(c) The Central policy with respect to strategic 
inputs like fertilisers, seeds and credit, etc., is 
quite effective and should continue with greater 
sensitivity to individual state requirements. 

(d) No comments. 

9.5 There is no proper linl..age at present between 
the activities of the ICAR and Directorate of Agri
culture. 

FOOD &: CIVIL SUPPLIES 

10.1 & 10.2 There is a need for improving Centre
State co-operation and co-ordination in the areas 
of procurement pricing, storage, movement etc., and 
for this purpose an Inter-State Adv1sory Body 
may be set up to discuss and advise Agencies operat
ing in this field. Such a body will bc helpful to 
States like Meghalaya which generally depend on 
Central Pool for foodgrains and other essential 
commodities. The body proposed above may also 
periodically review the enforcement and adminis
tration of Acts like Essential Commodities and 
other Central Acts. 

EDUCATION 

11.1 II is in the interest of smaller Stales that 
Education should continue to be in concurrent list. 
It is borne out by facts that centralisation is desir
able in some spheres of education and in such matters 
interference of centre is of the nature of guidance 
only. 

1 1.2 The role of the U.G.C should be objective:. 
The organisation at national level needs re~tructur
ing. There should be. a National Educatoonal 
Council with representauves of all Stales, Centre 
and eminent educationist~ for guiding the work of 
national level bodies like U.G.C., t-.CERT, NIEPA 
etc. 

11.3, There should be a consemus with the broad 
frame-work of national objective so that States are 
allowed certain degree. of freedom to pursue the 
policy suited to their o"'n needs and gemu~. 

1 1.4 The provisions enshrined _in the Constitu
tion are adequate to meet the requorcmcnts. 

11.5 We have a ca<e of making Hindi a com
pulsory subject for All India Services Examination 



in North-Eastern Indian (excluding Assam). Sud
den imposition may deprive and pose a handicap to 
the intending candidates particularly those belong
ing to Scheduled Tribes from this region whose 
Mother tongues are not in Vlllth Schedule. Stat.: 
must be consulted before formulating such deci
sions. 

PART XII 

INTER-GOVERNMENTAL CO-ORDINATION 

12.1 An autonomous and independent body on 
the lin.:s of Finance Commission of permanent 
nature may be set up to take up issues concerning 
Centre-State relations and inter-Government co
ordinations. 

Government of Meghalaya 

WELCOM £ADDRESS OF THE CHIEF MINISTER 

TO 

COMMISSION ON CENTRE-STATE RELATIONS 

The Government of Meghalaya takes pleasure 
in welcoming you and Shri Sivaraman, and we 
express our gratitude that the Commission has 
taken the trouble of visiting us and giving us an 
opportunity to explain our view point. We are 
sure that with the wide and varied experience of 
eminent persons like you, the Commission will do 
full justice to the task of national importance en
trusted . to you. 

Of late the working of the Constitution, with 
particular reference to the relations between the 
Union and the States, has attracted a lot of atten• 
tion, and has been a topic of analysis and discussions 
by . scholars, committees and the Administrative 
Reforms Commission. The decision of the Central 
Government to set up this Commission to specifically 
examine and review the working of the existing 
arrangements between the Union and the States 
in regard to powers, functions and responsibilities 
in all spheres and recommend appropnate changes, 
if any, and other measures is a welcome develop
ment. It has become quite necessary to have an 
authoritative examination of this delicate issue. 

In the discussions on the principles of our Consti
tution in the Constituent Assembly, three different 
alternatives-a Unitary State, a Federation with a 
strong Centre and with residuary powers vesting in 
the Centre, or a Federation with larger powers for 
the States -were all considered. Considering the 
historical context that India was emerging as a 
unified country with a common political system and 
given the extreme diversity of culture and back
ground that consti~ute the country, it was , finally 
resolved that a Umtary State would be retrograde 
step both politically and administratively' and "the 
soundest framework of our Constitution was a 

....- Federation with a strong Centre", with residuary 
powers vesting in the Centre. 

After the Constitution was adopted, the country 
undertook national planning for development. With 
the introduction of national planning, the Union 
Government's area of influence and operation got 
enlarged to cover almost all the subjects relating 
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to development, and this has increasingly blurred the 
separation of powers and subjects between the 
Union and the States. The formulation of a 
national plan including detailed State Plans, the 
detailed examination of the States resources and the 
development schemes in each sector by the Central 
agency from year to year, the quantum of Central 
assistance: decided by the Central agency on annual 
basis, the clearance required for the State plans 
from the Planning Commission and the Central 
Government, and. introduction of an increasingly 
large number of centrally sponsored schemes for 
sectors which are fully under State jurisdiction 
have led to a high degree of administrative and 
financial centralisation. Lack of any institutional 
arrangements through which the States could put 
forth their views on policies and working of the 
Central financing agencies and the natic nalised 
banks which have been concentration of savings and 
on whom depend substantial investments in agri
culture, industry, housing, water supply and power 
development, all of which are so vital to the develop
ment of each State, .has only aggravated the problem. 

· The challenge, therefore, facing the polity of 
the country is how to balance the requirements of 
planning for national development and those of 
local initiative, local savings and investments. 

The State Government is of the view that a strong 
Centre is needed for preserving and fostering the 
unity and integrity of the country and for national 
planning for development. We are al~o equally firm 
in the view point that States should be equally 
strong, as the strength of the Centre lies in the 
strength of the States. Excessive planning, financial 
and administrative centralisation is not a healthy 
phenomenon. The need for national planning 
for development and of balanced regional develop
ment do not require the involvement of Central 
agencies in such a detailed manner as at present. 
There is considerable scope for improvement in 
the institutional arrangements for national planning, 
for devolution of larger resources to the States 
commensurate with their vastly increased responsi
bilities and for dealing with inter-State distribution. 
There is great. need for evolving new procedures for 
meaningful Centre-State and inter-State consulta
tions. We feel that the system of zonal councils 
should be strengthened and the States of the riorth
·east should be given the opportunity for discussions 
with the neighbouring States by including them in 
the Eastern Zonal Council. 

Wi! have presented the views of the State Govern
ment on the various issues in the legislative, 
administrative, financial and development spheres, 
in the form of detailed answers to the questionnaire 
received from the Commission. I wish to highlight 
some of the salient points. 

The questionnaire of the Commission has ex
haustively covered the subject of Centre-State 
relations in all its aspect . 

Under legislative relations, we feel that while 
the bias in distribution of powers is correctly in 
favour of the Union, the gradual extension of 
Union jurisdiction under the cover of "Public 
interest''. or "national importance" is not desirablo. 
Unless it is necessary for purpose of defence or 



~roper regulation, the State Government jurisdic
tton · over the "State List" should not be curtailed 
or circumvented. 

We feel that the office of the Governor is essential 
in the present political situation, but certain norms 
should be laid down for proper and harmonious 
functioning of the office. A great care is called 
for in selecting incumbents to this high office 
and the States should invariably be consulted for 
selection. The Governor is a close link between 
the Union and the States and should not be made 
to act as an agent of one against the oth~r. We 
have had no problem in this regard so far. 

Our reaction to the question whether the pr.,.sent 
regulations regarding imposition of President's 
rule need change is that the present system, imple
mented with wisdom and discretion is quite effec
tive but States should generally be given an 
oppor.tunity to explain the position before Presi
dent's rule is resorted to unless the Party in power 
bas been defeated on the floor of the House. We 
also feel that the management of the AU India Ser
vices needs to be reviewed. The present arrange
ment is not satisfactory and do not conform to the 
intentions of the founding fathers of the Consti
tution. 

In the light of our experience of financial ad
ministration in Meghalaya over the last fifteen years, 
we feel that the scheme of devolution of resources 
from richer to poorer States and from the Centre 
to the States bas not been equitable and effective 
as the Finance Commission have not generally 
taken a practical view of the receipts and expendi
ture of the States. Financial imbalance between 
the States must be removed if regional imbalance is 
to go. Instead of additional taxes, it is necessary 
to reallocate existing taxes more rationally and 
Plan assistance should aim at bringing backward 
States forward. We do not agree that some of the 
taxes currently with the Centre be given over to 
States as this will benefit only richer States. We 
would like to see a more realistic approach to 
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financial planning and ,;ector all,,.;alion for the 
State Government based on actual needs and per
formance. The formulation of Sfl1te Plans and 
finalisation of their size and content should be I>11.<N 
on the resource potential of the State. the ~1ps in 
development and its s~ial requirements and not in 
a routine manner. In this conte't 1\le~halayn has 
a case of getting grants under sub-para (a) and (I>) 
of second provi>o to Article 275(1)(a) \\hich \\Us 

available even "hen an Autonomous State of 
Meghalaya was formed (Article 275-IA). l>ut has 
been stopped when a full-fledged State \\as set up. 
It has to be noted that Meghalaya was a purt of 
Assam at the time the Constitution was framed. 
The State should also be allowed the advantage of a 
tribal sub-plan which is made availablo to other 
States for development of tribal population. 

In the present system the State do not have the 
required commitment to plan objectives us the-e 
are framed without their active participation. Wo 
feel that the Planning Connni .. ion should bc 
the Secretariat of the National Development Counl'il. 
which should be a statutory body. The N D C 
should work out and decille in consultation with 
Chief Ministers the macro levd targets nnd nllot·a
tion of resources. The State Governments should 
be given more autonomy regarding the: dctaolcd 
sector plans of the States. To this e'tent, cen
trally sponsored schemes related to State: subjoct• 
should be greatly reduced. 

In all matters connected with the transfer of 
resources to the States, an integrated and coorlli
nated approach is very essential. We, therefore, 
do not favour creation of a number of independent 
bodies like the National Loan Council, National 
Credit Council, National Economic Council and 
the National Expenditure Commission. We feel 
that a reorganised National Development Council 
with its committees should be able to deal with these 
matters most effectively. 

With these few observations, I should like to con
clude our submissions. 



==============================================~·-· --· ~ 

GOVERNMENT OF NAGALAND 

(a) Replies to the Questionnaire and Additional Points 

(b) Memorandum 
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Nagaland 

REPLIES TU THE QUEST/U.\.\ 4/Rf. 

PART I 

INTRODUCTION 

1.1 The framers of our Constitution ha,ino deep 
kno~ledge_ of the country as a whole and thee people 
residmg m different parts of this va>t country. 
thou~ht . 1t fit that the best features of the diOorent 
constitutiOnal systems prevalent in the world should 
be incorporated in the Constitution of India and at 
the same time took care to avoid the defects in
herent m any particular system. As a result. a 
compromise was effected in framing the Constitu
tion of India, which is really a combination of federal 
structure with unitary features. In the Constitution 
of India so framed, there is a distribution of powe1s 
between. th.e Union and the States and the powers 
are so distnbuted as to maintain the homogenity and 
umty of the country as a whole. In order to achieve 
these objectives, some powers have been conferred 
exclusively to the States and pawers have been con
ferred on the Unoin ?n matters concerning the country 
•·s '' whole. 'Agam the powers conferred on 
the States are hegged with certain restrictions during 
the emergency Proclamation under Part XVIII of 
the Constitution. 

The Constitution of India is thus not 'Federal' 
in its true sense, but can be said to 'Quasi-federal'. 

1.2 lu the Constitution of India, the legislative 
powers are distributed between the Union and the 
States in the three Lists of the Seventh Schedule. 
The powers have been distributed basically on sound 
principles and in th~ vi!w of the Government of 
Nagaland, no substantial modifications are consi
dered necessary in the matter. 

However, some modification h suggest:d in sub
clause (b) of Clause (I) of Article 356 of the Consti
tution of India. In the said sub-clause the powers 
of the Legislature of the State shall be exercisable 
by or under the authority of the Parliament as per 
sub-clause (b) as it stands. Under the said sub
clause, the Parliament may, by law, authorise the 
President to exercise the powers of the State legis
lature and instances are thereof conferring such 
powers on the President by law made by the Parlia
ment. 

It is suggested that the powers of the State legis
lature should be exercised by the Parliament alone 
in enacting laws to be made for the State, as and 
when occasions arise. 

The State Government of Nagaland is of the 
view that abolition of appeals to the Supreme Court 
altogether may not be desirable. However, it is 
suggested that there may be a separate division in 
the Supreme Court for dealing exclusivdy the consti
tutional matters and cases involving validity or 
otherwise of the Parliamentary laws and the State 
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la~\·s. and ~notlh.-r divi~illn fur C: .. ·ahng '' 1th :tl'llC'al~ 
aumitted m the Supr,·me Court hy gr.mt of Sp,·nal 
leave against judgments an..: or,;ers passed hy the 
H1gh Courts. It may heal"' <.ksirablc "' C<>nstl· 
tute appropriate Trihunab f,>r ,;;,posal of serv;,.,. 
matters anu cases arising out of uillerent Tax Ia'" 
in force giving finality to the ue.:isions ma.!e l>y sud• 
Tribunals constitut,·d. 

1.3 In vie\\ of the ans\\ers gi\en to the <.'arh,·r 
questions, the State Government is of the view that 
no subst~n!!::l Lecentralisation of po\\ers nnd fun,·· 
tions both in normal times and nlso in tnn,·s ,,r 
emergency are consiticrcL ncccs~ary. 

1.4 To the best kno\\ lc<.:ge of the State G<>H·rn
ment, nowhere in the present Lay \\or!,' a fe<!,·ralion 
of traditional type really exish. 

1.5 The State Government fully enuorse the \le\\s 
expressed by the eminent Constitutional bpcrts as 
mentioned in the said question. The State Go\ ern
men! shares the view that the ditflculties, i"ues, 
tensions and problems which may arise in Union
State relationship can be resolve<.! "ithout major 
constitutional amendments and that there are no 
substantial defects in the 51.·heme and funuamental 
fabric of the Constitutionc-1 relating to Union-State 
relationship. 

1.6 The State Government) fully agrees that the 
protection of the Independence anu maintenance of 
the unity and the integration of the country is un
doubtedly of paramount importance. Prov"i"•" 
to that effect appear in a chain in the diO'crent parh 
of the Constitution and proper implemcntatilln of 
all such provisions are sullicicnt to achieve the 
aforesaid objectives. 

1.7 The Constitutional proVI"ons nnpoSing 
obligations on the Union and the States arc conSidered 
reasonable taking into consi<.:eration the interest of 
the country as a \\hole. 

Save and except the suggestion made with regard 
to Article 356 (l)(b) of the Constitution, no change 
is considered necessary with regard to the other 
Articles mentioned in the question. 

1.8 Basically no change is considered nece"ary 
in Article 3 of the Const1tution of India. However, 
for dissolving dispute or disputes arising between 
one or more States with regard to the respective 
boundaries of the different State>, it i> SIIKK<'.!I<'d 
that it may be desirable to incorporate a pr01•isiom 
for appointment of Commi.uion or Commis.1iom 
in disso/.-ing such dispute or displlle.f. The powers 
and functions of such Commission or Commissions 
should be clearly indicated making suitable provi
sions for giving opportunitie-s to the concerned State~ 



to place their respective cases, produce materials 
and documents before such Commission or Com
missions in support of the respective claims. On the 
recommendations of such Commission or Commis
sions constituted, Parliament may make laws 
increasing diminishing or altering the boundaries 
of any State as provided in Article 3 of the Consti
tution of India. 

Article 371 A 

One other Article., viz. Article 371A ofthe Cons
titution, which is applicable only to the State of 
Nagaland needs to be mentioned with the observa
tions as hereunder. The said Article was incorpora
ted in the Constitution on the basis of an Agreement 
arrived at between the delegation of the Naga 
Peoples' Convention and the Representatives of the 
Government of India because of the keen initiative 
taken by the then Prime Minister of India Pandit 
Jawahar La! Nehru before the formation of the 
State of Nagaland. The said agreement is com
monly known as 'Sixteen Point Agreement'. To 
give effect to Clause 7 of the said Agreement, Article 
3 71 A was inserted in the Constitution by the Consti
tution (13th Amendment) Act, 1962. The said 
Article was incorporated with the clear view that 
notwithstanding anything in the Constitution, no 
Act of Parliament in respect of the four matters 
enumerated in clauses (i) to (iv) shall apply to the 
State of Nagaland unless the Legislative Assembly 
of Nagaland by a resolution so decides. It is implicit 
in the said provision that all laws made by Parlia
ment, whether before or after the commencement 
of the said Article in respect of the aforesaid four 
matters shall not apply to the State of Nagaland 
unless the Nagaland Legislative Assembly so 
decides. It is suggested that what is implicit in the 
said Article as regards applicability of Article 371A 
in respect of laws made by Parliament before the 
enforcement of the said Article 37IA, should be made 
explicit so as to remove ambiguity, if any, in the 
matter as may be contended by some quarter. 

In the said Article 371A, it has not been speci
fically mentioned as to what consequences will 
follow if any law made by the Parliament in respect 
of the four matters mentioned above is not adopted 
by the Nagaland Legislative Assembly by any reso
lution passed. It is again implicit that in such an 
eventualities, the State Legislature of Nagaland, 
shall be competent to enact laws in respect of the 
four matters mentioned in the said Article and the 
laws so made by the State Legislative shall prevail 
in the State of Nagaland. It is again implicit that 
in such an eventuality, the State of Nagaland shall 
have also full executive powers in respect of the afore
said four matters being competent to legislate re
garding the said matters as mentioned earlier. 

In view of the above, it is suggested that necessary 
amendments may be made to Article 371A of the 
Constitution in order to make explicit what is im
licit in the said Article and to make the said Article 
as an effective provision as desired at the time of 
incorporation of the said Article on the basis of the 
'Sixteen Point Agreement' mentioned earlier. 
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PART II 

LEGISLATIVE RELATIONS 

2.1 As expressed earlier, there is nothing basically 
wrong in the scheme of distribution of legislative 
powers between the Union and the States. 

There are some legislative entries like Entry 7, 52, 
53, 54 and 56 in the Union List, whereby power has 
been conferred on the Union to declare by law the 
matters specified in the aforesaid entries either to 
be necessary for the purpose of defence or for the 
prosecution of War or in the public interest or the 
like. In exercise of the powers conferred by the 
said entries, the Parliament has enacted Jaws, from 
time to time, to achieve the objectives envisaged by 
the said entries. Legislations made by the Parlia
ment in exercise of the said entries even though might 
affect the powers of the State Legislatures, should 
not be considered as encroachments. 

2.2 No substantial changes in the present provi
sions are considered necessary. 

2.3 It may be desirable to have the views of the 
State Governments before enactment of any legisla
tion by the Centre on any matter in the concurrent 
list. However, the vi~ws expressed by the State 
Governments in the very nature of things have to be 
in the nature of recommendations and may not be 
binding as such on the Centre. Nontheless the views 
expressed by the different State Govenments are 
likely to help the Centre in enacting laws on a matter 
falling under the Concurrent List. 

2.4 & 2.5 The State Governments is of the view 
that the existing provisions in the Constitution in 
this regard do not require any substantial change. 

PART III 

ROLE OF THE GOVERNOR 

3.1 The present provisions of the Constitution as 
regards the role of the Governor are considered 
necessary and do not require any substantial change. 
The relevant consitutional provisions regarding 
the matter postulate that the powers should be 
exercised by the respective Governors according to 
the letter and spirit of the Constitution. Any omis
sion or commission in the matter of exercise of 
powers in one or two instances, does not justify 
substantial changes in existing provisions. It is 
desirable that there should be more insistence for 
the exercise of such powers by the respective Gov
ernors being true to the Constitution as envisaged 
by the expressed provisions of the Constitution. 

3.2 The Office of the Governor of a State being an 
office of high respect and honour, it is envisaged 
by the Constitution that the Governor without being 
guided by any other consideration not contemplated 
by the Constitution, should act according to the 
latter and spirit of the Constitution and if it is so 
done, it will undoubtedly help in fostering healthy 
Union-State relationship. 

3.3 (a) While making a report to the Parliament 
suggesting action under Article 356(a) of the Consti
tution, it is essential that the Governor has to act 



fairly, not being int1uem;ed b) any oth.:r considera
tion than in the public interest giving a true and 
correct picture of the aflairs of the State. 

(b) Since under Article 164 of the Constitution 
the Chief Minister has to be appointed by the Gov: 
ernor and other Ministers are to be appointed by the 
Governor <n the advtce of the Chief Minister. it 
IS essential that the Chief Minister, so appointed 
has the un~oubted . supl:'ort of the majority of the 
House. It ts essential m the very exercise of that 
power that the person appointed as Chief Minister 
is not dependent on Members sitting on the fence 
and has the support of the majority of the House to 
run the Government of the State. 

(c) In proroguing. the House or dissolving the 
Assembly under Article 174(2) of the Constitution, 
the Governor has to act as a Constitutional Governor 
viz. on the advice of the Chief Minister of th~ 
State. 

3.4 to 3.6 So far the State of Nagaland is concerned 
no difficulty was faced at any time in respect of Bills 
passed by the State Legislature and placed before 
the Governor for doing the needful in terms of the 
provisions of the Constitution. 

3. 7 Under Article 157 of the Constitution, any 
person who is a citizen of India and has completed 
the age of 35 years, is eligible for appointment as 
Governor. It is suggested that there should be 
some guidelines by way of laying down qualifications 
for being appointed as Governor of any State, 
in as much as, a Governor of the State has to per-· 
form very many important duties and functions 
which necessarily requires necessary knowledge and 
experience of various matters to be dealt with as 
the Governor of a State. Any person appointed 
as Governor should have a full term of 5 years. 
It may be considered in this connection that whether 
it is desirable that person once appointed in the 
high . office of the Governor of the State, should 
be permitted to be a member of the Parliament or 
Rajya Sabha or any State Legislature. after rendering 
service as a Governor. It is not considered desirable 
that the same procedure should be prescribed ? s in 
the case of a Judge of a Supreme Court or High 
Court in the matter of removal of the Governor. 

3.8 The role of the Governor as suggested in the 
said question is not considered desirable. 

3.9 Criticism may be there in making choice of the 
Chief Minister by the Governor in one or two iso
lated cases, but that may not justify any substantial 
change in the existing provisions. Any provision 
like Article 67 of the basic law in the Constitution 
of the Federal Republic of Germany may not be 
appropriate in India at this stage. 

3.10 The recommendations of the Administrative 
Reforms Commission in laying down guidelines on 
the manner in which discretionary powers should 
be exercised by the Governors, may not achieve 
the desired objective, in as much as, discretionary 
powers should be allowed to be exercised in the best 
judgment and wisdom of the authonty concerned. 
Any such guidelines as suggested. may be of do';lbt
ful constitutional validity. That apart, such gUide 
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lines as ~ugg~:-,tcd. n\a' ht: l'f lluuhtful t:lllhtituth.ll\.&1 
validit}. That ;• part, "su.:h guiddtnc' may n••t t>,· 
of any substantial pr.tgm;!lic utthty. 

PART IV 

AD:\Il:"iiSTR.\ Tl\lc Rt:LATIO:\S 

4.1 In a va,t country li~e lndoa. there are ll"''d 
grounds for incorporation of Arttde li~e ~56, ~57 
and 365 of the Constitution. The po''<'rs C<>n· 
ferred by the said Articles have to be considered in 
the greater perspective of India as a whole an' 
wrong exercise of powers under any of the s:ud 
Articles does not by itself justify the deletion und 
or substantial modtlications of the s;~id Article,. 

4.2 The provision COI\taincd in Article 365 of the 
Constitution should remain us u rescn·ed provision. 
It is conceivable that occasions may on'e for exer
cise of powers under the said Article b, natide. 

4.3 Powers under Article 256 or 257 of the Cons
titution should always be exercised with due care 
and only when exercise of powers under the said 
Articles becomes absolutely necessary. That 
appears to be the scheme behind the said Artides. 

4.4 No exception should be taken to the powers 
conferred by or under Article 356 of the Constitution 
and such provision in the Constitution has been 
incorporated advisedly. By and large. powers Ul\der 
the said Article have been exercised so far to meet 
the situation envisaged by the said Article. 

4.5 The provisions contained in Clause (4) of 
Article 356 of the Constitution, as they now st;md 
after the 42nd amendment of the Constitution. 
should be retained as such. However, to meet the 
eventualities mentioned in the second paragraph of 
the said question, some provisions need to be 
incorporated to meet such situation arising in uny 
State. In incorporating such provision/care should 
be taken to avoid any possible misuse of power that 
may be conferred to meet such eventualities men· 
tioned in the second paragraph of the que,tion. 

5.1 No 

PART V 

FINANCIAL RlLA TIO:"'S 

5.2 We agree with the suggestions in part (d) & 
(c). 

5.3 With a view to have a strong Centre, we agree 
to the suggestion. We feel that a strong Centre. 
having elastic sources of revenue and more dis
cretionary powers to use the funds available with it 
for the development of backward State•. is dc\ir<~· 
ble to remove regional disparities. 

5.4 No. We agree with the suggc,tions in Part 
Ilii) and 2 in this para. 

5.5 (a) Share oftaxe,;-...lt should be distributed on 
the basis of backwardness of the State concerned. 
In addition to that. 25% of 'hare of income tax and 
10% of excise duties should be re,ervcd for hill 
States. 



t b) & (~) Pl.tn as>istance and Non-Pian assistance-
These should also be based on backwardness of the 
State with a view to !·emove disparities from State 
to State. 

5.6 The State Govt. is of the view that some 
special provision may be incorporated in the Cons
tttutwn enabling the Centre to make liberal 
grants to the economically under-developed States 
to ensure faster development in such States and 
rais{o the economic standard of these States at par 
witt, the developed States. 

5. 7 No comments. 

5.3 We agree. 

5.9 We agree. 

5.10 To a very limited extent. 

5.11 No comments. 

5.12 We agree. 

5.13 We agree. 

5.14 The State Government's view is to have a 
strong Centre. Under Article 273. grant-in-aid 
needs to be continued. 

5.15 No. 

5.16 The fiscal imbalance and amount of in
debtedness on the part of the States is mainly due 
to the reason that their resources are very limited 
and such resources need to be augmented well. 

5.17 Same comments as against item 5.16. 

5.18 We do not agree. The present restrictions 
may be maintained. 

5.19 Not relevant to Nagaland. Hence no com
ments. 

5.20 We feel that the present system is functioa
ing satisfactorily. 

5.21 Same comments as against item 5.16 above. 

5.22 No. So far as Nagaland is concerned, the 
scope for additional resource mobilisation is very 
much limited. Inspite of that, the State has exceed
ed the target. 

5.23 We have no comments. 

5.24 We agree. 

5.25 & 5.26 We agree that the said grant should 
be increased. 

5.27 No comments. 

5.28 Assistance for natural calamities should be in 
the form of grant as loan will increase the indebted
ness particularly of the deficit States. 

5.29 No comments. 

5.30 We agree. 

5.31 We have already stated that Finance Com
mission should be a permanent organisation, which 
can look into the requirements of the States every 
year. 
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5.32 to 5.35 No ccmmnts. 

5.36 & 5.37 The present system is functioning satis
factorily. 

5.38 Same as against 5.31. 

5.39 No comments. 

It is suggested that sub clauses lb)" & (c) of Art. 
371 A (I) need to be deleted from the said Article 
by necessary amendment of the said Articles. In 
view of the fact that the complete pea•e prevails 
in the entire State of Nagaland and the law and order 
position of the State for the past so many years are 
much more better than other States in India. It is 
no longer necessary for the continuation of two 
clauses in Article 37IA of the Constitution of India. 
Further, the Regional Council for the Tuensang 
District as contemplated by clause (d) is also no 
longer there. In view of the above, clauses (b) to 
(d) of Article 37IA(I) and clause (2) of the said 
Article need to be deleted by constitutional amend
ment. 

Nagaland being a State like other States in the 
constitution, any further continuation of the said 
clauses (b) and (c) is no longer necessary and needs to 
be deleted. 

The provisions contained in sub clause (d) and 
clause (2) of the said Article 371A have already spent 
its force, in-as-much as the period of ten years from 
the data or the formation of the State of Nagaland 
as mentioned in sub clause (2) is already over and 
the extended period under the said sub clause is also 
already over. 

Nagaland 

MEMO RAN DAM 

CHAPTER I 

INTRODUCTION 

Physical and Economic Conditions 

Nagaland is one of the smallest and most backward 
States of the Indian Union. Bounded by Arunachal 

'Pradesh on the North, Assam on the West, Burma 
on the East and Manipur on the South, the State 
has an area of 16,527 sq. kms. Except the foot-hill 
area on the West, the whole area of the State is full 
of Hill ranges varying between the heights of 900 
to 3000 metres. The hill slopes are found very steep, 
specially on the Eastern region. Though rich with 
.mineral and forest resources, Nagaland has lagged 
behind in the spheres of social and economic develop
ment. To some extent, this can be attributed to the 
difficult terrain and positional location of the State, 
but more than anything else, the backwardness of 
State is mainly due to the fact that investment for 
economic development made in the State has been 
much below is requirement. Apparently, proper 
attention has not been paid to the historical cir
cumstancs, leading to the creation of the State on 
the 1st December, 1963, after :> prolonged and trau
matic experiences of insurgency. Constitutionally, the 
State came into being on the 1st December, 1963, 
but till 1975, the State could not participate fully 
with the rest of the country for Plan and peaceful 
economic development. The State was created, 



knowing well of its limited re:;,,urces. "-o doubt. 
although small, the State is strategically very important 
from the angle of the security of the country. 

. The creation of the State h ,s opened up opportu
nities for the Government to fulfil the a'pirations 
of the people in their socio-economic development. 
But the investment so far made in the State for laying 
a proper foundation of infrastructure for develop
ment has been far from satisfactory. 

. 2. The State_ has no big rivers. The longest river 
IS. Doyang, wh1ch is navigable for a few kilometres 
w1th10 the State before entering the Assam valley 
and joining the Brahmaputra. The other important 
nvers 10 the State are Dikhu Jhanzi and Dhamiri 
which join the Brahmaputra and Tizu and Zu.1ki 
which flow towards Burma and join the Chindwin 
river. 

. 3. I~ may be stated that formerly, the people were 
hv10g 10 the VIllages isolated from each other and any 
10terference by out-siders w~ s viewed with concer.1. 
But now this isolation is fast disappearing and more 
people are coming out and having contacts with the 
outstde world. The rate of social transformation is 
directly related to the desire for economic and social 
advancement. Each village wants basic amenities 
such as roads, medical care, water supply, electricity, 
good administrative set up and other necessities of 
life. The State is till at the lowest level with regard 
to various economic aspects. The tribal popul·•tion 
in the State is 84% and ~ s such the socio-economic 
situation in Nngaland is vastly different from that 
obtaining in other parts of the country. In case of 
such heavily tribal populated areas, a greater allow
ance has to be made during the transition period to 
enable the tribal people to grasp fully the feeling of 
up-liftment and get on to emotional integration with 
the rest of the country. 

4. The State has no Central Sector Projects. 
The State also suffers from shortage of flow of funds 
from the Central financial institutions, which could 
improve its economy. The road transport is the only 
means of transport, which is a much constlier medium. 
The resultant effect is that the prices in Nagaland 
are much higher than other parts of the country. 
Now the State has been moving forward through 
the process of Plan development undertaken in 
various Five Year Plans. Due to insurgency pre
vailing for a long time, the State had a late start 
in its developmental efforts. Consequently the real 
impact of planning has not yet been felt by the people. 
Besides, lack of technical and experienced personnel 
and technical knowhow have been the other con
straints. These short-comings and deficiencies can 
be overcome by massive doses of properly planned 
investm"nt. To achieve this end, adequate resources 
are to be made available to the State Government 
not only for proper maintenance of asse~ already 
created, but also for undertaking programmes for 
upgrading the standards of administration which is 
mainly accounted for on the non-Plan side. 

5. The need is to sympathetically consider Naga
land's requirements keeping in view its potentials 
as well as economic deficiencies and thus raise the 

e.:on,ynic b.1~e l,f the r:l'ple ;1nd tht- St.tle' to c.t:nl'ralc 
mor\! r~"our~c-s. of its "''" n hl enal:'llc the State l~l., trans .. 
fl1rm its ect"~Ol'nlY into a ,dfn.'lu:nt f'nc- . 

Population 

6. In 19(11, the populati,,n ,,f the State w;a- J 6~ 
lakhs which incre;hed to 5.16 bkhs in 1~71 an.t 7. 75 
lakhs in 19~1. The percenta~c ,,f gro\\th durin!! the 
last three d<-ca.tcs is the highest in the countrv. 
Perc:ntal!e growth during the l;"t '"'' dc•c·a· "<·s in 
Nagaland is as f<>llows :-

YE.-\R p:lPlllATI( '" Pi RCI "1.·' < 1: 
1-., lAKHS I'Cil.l:\SL 

1961 3 69 
1971 S-16 .19. ~0 
1981 1.1S ~0.19 

People 

7. Population compri,es mainly of 16 tnhcs in 
Nagaland. Broadly. 16 dialects are spt,kcn.ln general, 
one tribe does not und.rstand the dailect of the other 
tribe. Communication among'! them b generally 
in Oagamese, a combination of A,,ame'c and other 
spoken languages in the neighbouring area,. This 
serves as a vehicle of communication among the 
people. Each tribe has its own distinct culture and 
customs. 

Climate and Rainfall 

8. In certain areas, due to heavy rainfall. er, •ion 
and land-slides are very common. Generally rain
fall exceeds the average. Becau•e of the high altitudes, 
temperature is very low and • n some days in the 
winter it nears oo centigrate. 

Administrative s~t-up 

9. The State has seven districts, i.e. Kohima, 
Mokokchung, Tucnsang, Phek, Zunhebot•·. Wokha 
and Mon. It was done with a view to bring administra
tion at the door of the people and to accelerate the 
process of soci -economic development in the 
State. 

Contribution of Agriculture and industry to State 
income 

10. Agriculture is the main stay of the people. 
35.6% of the State Domestic Product is contrihutcd 
by the agricultural sector and on as little as J. 51"~ 
by the organised manufacturing sector. In 1971, 
l!O.R5~~ of the population was living in villa~cs and 
according to 19HI Census. this pcrccnla)!C has gone 
down a little but 'till quite a large numhcr of 
people i.e., 84.54"~ are living in rur; I '''"' ;·n•• 
are mainly dependent on agriculture for their livli
hood. In Nagaland except two town Dimapur and 
Kohima, the r:st of the population live~ in rural 
areas. 

11. Agriculture pritclices arc still primitive. Ahout 
62.3% of the cultivated area is under jhuming and 
the area sown more than once is hardly 2% of the 
cultivated area. The State is deficient in foodgrain 
production and is mainly dependent on imports 
from other States, which are always constlier <lue 
to long distances and heavy transportation charges. 



Industrial Backwardness 

12. The State lacks in big and medium industries. 
In fact, industrialisation is yet to take roots in the 
State. There are only three medium size , industtial 
projects worth mentioning, i.e. Nagaland Suger Mills 
Ltd. at Dimapur, Plywood factory at Tijit and Pulp 
and paper Mills Ltd. at Tuli. The Pulp and Paper 
Mill has gone into production from I-7-82 only. 
In all, Nagaland has eight factories as against 88, 077* 
factories in the country in 1978-79. Thus Nagaland 
ranks probably the last among the States in respect 
of industrial units located within the State. During 
the Sixth Plan, a mini Cement Plant is being set up 
at Wazeho of Phek District. Value added by manu
facture is only Rs. 3. 84 crores (under small scale 
sector) as against All India total of Rs. 13,308~ :<' 
crores in I978-79. The total number of industrial 
workers per lakh of population is merely 90 as against 
902 of All India as per 1971 Census. 

Minerals 

13. Nagaland is rich in mineral resources. Import
ant minerals found so far in Nagaland are vast 
reserves of high grade limestone, sizeable reserves 
of coal, multimetal deposits of chromium-nickel
cobalt bearing magnetite encouraging deposits of 
copper, lead, zinc, molybdenum with possible 
association of gold, silver, tin etc. and minor miner
als like clay and slate. As regards coal, a reserve of 
approximately 6. 50 million tonnes of coal has been 
estimated from Borjan Coal Fields. The inferred 
reserves of limestone, which are of very high grade 
are of the order of 375 million tonnes, Magnetite 
deposit, which has become attratctive because of 
of its nickel content, is one of the promising metallic 
mineral deposits of North EP.st India. The Oil and 
Natural Gas Commission have also recently established 
a commercially viable oil-field at Tsori-Champang 
area of Wokha District. These minerals need to be 
exploited fully but much progress could not be made 

·due to lack of resources. 

Transport 

I4. The State has lagged behind in transport and 
communications facilities. There are about ten areas 
where habitation is there, but are still inaccessible 
by roads. In these areas, essential articles are re
quired to be air-dropped almost regularly throughout 
the year. The only Railway line which passess through 
Dimapur is about 9. 35 kms. As such Dimapur railway 
station is the source of supply and the rail head for 
the whole State of Nagaland and Manipur. 

Low Resource Rai~ing Capacity of the State 

IS. The above paragraphs show that the economy 
of the State is decidedly low and has not been able 
to pick up the thread of self~reliance. The. dimen
sions of the problems w1th wh1ch the State IS faced 
arCtoo many. Deficiencies enumerated above give 
rise to a situation, in which the capacity of the State 

•S~1urce : Council of S 1a'e Inctu-;trial Development and 
lnves.1ment Corporations 0f India. New Delhi, 
Courier Octo be1·. 1981. 

** Cen'nl S!atislical Org.lnis':lfion- N~ltion:·l 
Accounts S!alislics 1970-71 •. 1979-80 
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for raising additional resources is severely restricted. 
State's own tax revenues constitute only about 5.3% 
of its total revenues as against the All India average 
of45.9%. 

I6. The week resources raising capacity of the State 
is directly linked with the weak economic base of 
the people. Thus the entire State comes in the category 
of backward area without much tax potentiaL 

CHAPTER II 

CONSTITUTION AND LEGISLATIVE 

PART I 

Constitution 

In the operation of the Constitution especially 
in regard to the provisions relating to the Centre
State relations, the Govt. of Nagaland is of the view 
that there has not been any area in which the State 
Govt. has felt any undue strain. Hence there is hardly 
any need to bring about any fundament~l changes 
in matters pertaining to Centre-State relatiOns. 

2. The framers of our Constitution having deep 
knowledge of the country as a whole and the people 
residing in different parts of this vast country, though 
it fit that the best features of the different constitu
tional systems prevalent 10 the world should be in
corporated in the Constitution of India and at the 
same time took care to avoid the defects inharent 
in any particular system. As a result, a compromise 
was effected in framing the Constitution of India, 
which is really a combination of a federal structure 
with unitary features. In the Constitution of India so 
framed, there is a distribution of powers between 
the Union and the States and the powers are so dis
tributed as to maintain the homogeneity and unity 
of the country as a whole. In order to achieve these 
objectives, some powers have been confirmed ex
clusively to the States and powers have been con
ferred on the Union on matters concermng the country 
as a whole. Again the powers conferred on the States 
are hedged with certain restriction during the emer
gency Proclamation under part XVIII of the Con
stitution. 

The Constitution of India is thus not 'Federal' 
in its true sense, but can be said to be 'Quisi-federal'. 

3. In the. Constitution of India, the_ Legislative 
powers are distributed between the Un10n and the 
States in the three lists of the Seventh Schedule. 
The powers have been distributed basically on sound 
principles and in the view of the Government of 
Nagaland, no substantial modifications are considered 
necessary in the matter. 

4. However. some modification is suggested in 
sub-clause (b) of Clause (I) of Article 356 of the 
Constitution of India. In the said-sub-clause, the 
powers of the Legislature of the State shal.l be exer
cisable by or under authonty of the Parhament as 
per sub-clause (b) as it stands. Under the said sub
clause. the Parliament may, by law, authonse. the 
President to exercise the powers of the State Legtsla
ture and instances are thereof conferring such powers 
on the President by law made by the Parliament. 



It is suggested that the powers of the State Legisla
ture should be exerc1sed by the Parliament alone in 
enact~ng laws to be made for the State, as and when 
occasiOns ar1se. 

5. The Government of Nagaland is of the view 
that abolition of appeals to the Supreme Court 
altogether may not be desirable. However, it is sug
gested that there may be a separate division in the 
Supreme Court for dealing exclusively with the con
Stltuuo~al matters and cases involving validity or 
otherWISe of the Parliamentary laws and the State 
laws. and !mother division for dealing with appeals 
adm1tted 1.n the Suprems Court by grant of Special 
Leave agamst JUdgements and orders passed by the 
H1gh Courts. It may be also desirable to constitute 
appropriate Tribunals for disposal of service matters 
and cases arising out of different Tax laws in force 
giving finality to the decisions made by such Tribunals 
constituted. 

6. The State Government is of the view that no 
substantial decentralisation of powers and functions 
both in normal times and also in times of emergency 
are considered necessary. 

7. To the best knowledge of the State Government 
no ~~ere in the present day world, a federation of 
trad1Uonal type really exists. The State Government 
shares the view that the difficulties, issues, tensions 
and problems which may arise in Union-State relati
onship can be resolved without major constitutional 
amendments and that there are no substantial defects 
in the scheme and fundamental fabric of the Con
stitution relating to Union-State relationship, 

8 .. The State Government fully agrees that the pro
tectiOn of the Independence and maintenance of the 
unity and the integration of the conutry is undoub
tedly of paramount importance. Provisions to that 
effect appear in a chain in the different parts of the 
Constitution and proper implementation of all such 
provisions are sufficient to achieve the aforesaid 
objectives. 

. 9. The Constit~tional provisions imposing obliga
tions on the Umon and the States are considered 
reasonable taking into consideration the interest of 
the country as a whole. Save and except the suggestion 
made with regard to Article 356 (!) (b) of the Con
stitution, no change is considered necessary with 
regard to the other articles. Basically no change is 
considered necessary in Article 3 of the Constitu
tion of India. However, for dissolving dispute or 
disputes arising between one or more States with 
regard to the respective boundaries of the diiTcrent 
States. it is suggested that it may be desirable to 
incorporate a provision for appointment of Com
mission or Commissions in dissolving such dispute 
or disputes. The powers and functions of such Com
mission or Commissions should be clearly indicated 
making suitable provisions for giving opportunities 
to the concerned States to place their respective 
cases. produce materials and documents before 
such Commission or Commissions in support of 
the respective claims. On the recommendations of 
such Commission or Commissions constituted. 
Parliament may make laws increasing, diminishing 
or altering the boundaries of any State as provided 
in Article 3 of the Constitution of India. 
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Article 37J..\ 

10. One other Article. \iz Artode of the (\Ht>ti
tution, which is applicable <>nly to th: St:llc of Na~a
land needs to he mentioned with the ohsenations us 
hereunder. 

The said Article was incoq,omted in the C<'nstitu
tion on the basis of an Agreement urrivcd nt between 
the delegation of the Naga Peoples' Con\'ention und 
the Representatives of the Government of lndiu 
because of the keen initiative ta~en by the th•·n 
Prime Minister of India Pandit Jawaharlal Nehru 
before the formation of the State of Na~al:md. 
The said agreement is commonly known us 'Si\teen 
Point Agreement'. To give ellcct to Clause 7 of the 
said agreement. Article 371A was inserted in the 
Constitution by the Constitution (13th Amendment) 
Act, 1962. The said Article was incorporated wllh 
the clear yiew that notwith standing anything in the 
Const1tu1ton, no Act of Parliament in resp<'Cl 
of the four matters enumerated in cluuscs (i to iv) 
shall apply to the State of Nagaland unless the L<·~i
slauve Assmbly ofNagaland by a resolution so decides. 
It is implicit in the said provision that ull laws made 
by Parliament. whether before or after the commcn
c~ment of the said article in respect of the uforesaod 
four matters shall not apply to the State of Nagaland 
unless the Nagaland Legislative Assembly •o decides. 
It is suggested that what is implicit in the said Article 
as regards applicability of Article 371 A in respect 
of laws made by Parliament before the enforcement 
of the said Article 371A. should be made explicit 
so as to remove ambiguity, if uny. in the muller us 
may be contended by some quarters. 

II. In the said Article 371A. it has not been 
specifically mentioned us to what con,equences 
will follow if any law made by the Parliament in res
pect of the four mailers mentioned above is not 
adopted by the Nagaland Legislative Assembly 
by any resolution passed. It is again implicit that in 
such an eventuality, the State Legislature of Nagaland 
shall be competent to enact laws in respect of the 
four matters mentioned in the said Article and the 
laws so made by the State Legislature shall prevail 
in the State of Nagaland. It is again implicit that in 
such an eventuality. the State of Nagaland shall 
have also full executive powers in re,pect of the afore
said four matters being competent to le~islate regard
ing the said matters as mentioned earloer. 

12. In view of the above, it is suggested that neces
sary amendments may be made to Article 371 A of 
the Constitution in order to make explicit what is 
implicit in the said Article and to make the sa1d Article~ 
as an effective provbion as desired at the lome of 
incorporation of the said Article on the ba'1' of the 
'Sixteen Point Agreement' mentioned earli .-r. 

13. It is •uggcsted that sub cl;ou'e' (b) & (c) of 
Article 371 A (I) need to be deleted from the saod 
Art1cle by ncce"ary amendment. In view of the fact 
that the comrlcte peace pre,aols in the entire State 
of Nagaland and the law and order f'<J\ilion of the 
State for the past so many years is much more bcl!cr 
than other States of lndoa, 11 1s no longer necc\\ary 
for the continuation of the'e two clau\cs in Article-
371A of the Comtitution of lndoa. f-urther, theRe
gional Council for Tuen,ang Di,trict as contemplated 



by clause (d) is also no longer there. In view of the 
a~ove. clauses (b) to(d) of Article 371A (I) and clause 
(_) of the sa,d Arttcle ne<d to be deletld b C -
stttuttonal amendment. Y on 

14. Nagaland being a State like other States in 
the ConstttutiOn, any further continuation of the 
satd clauses (b) and (c) is no longer neces;ary and 
needs to be deleted. 

15. The provisions contained in sub clause (d) 
and cl_ause (2) ?f the said Article 371A have already 
spent Its force, tn-as-much as the period of ten years 
from the date of the formation of the State of 
Nagaland as mentioned in sub clause (2) is already 
over and the extended period under the siad sub 
clause ts also already over. 

PART II 

Legislative Relations 

16. ~s expressed earlier, there is nothing basically 
wrong m the scheme of distribution of legislative 
powers between the Union and the States. 

J 17. There are some legisl<:ttive entries like entry 7. 
5_, 53, 54 and 56 tn the UniOn List, whereby power 
has been conferred on the Union to declare by law 
the matters spectfied m the aforesaid entries either 
to be necessary for the purpose of defence or for the 
prosecution o~ war or in the public interest or the 
hke .. In exerctse of the pow, rs conferred by the said 
entnes, the Parhament has enacted laws from time 
to time. ~o achie~e the objectives envisaged by the 
satd entnes. legtslatiOns made by the Parli~ment 
m exerctse of the said ent ies even though might 
affect the powers of the State Legislatures, should 
not be considered as encroachments. No substantial 
changes in the present provisions are considered 
necessary. 

18. It may be desirable to have the views of the 
State Goverments befor: enactment of any legisla
tiOn by the Centre on any matter in the concurrent 
ltst. However, the views expressed by the State 
Governments in the very nature of things have to be 
m the nature of recommendations and may not be 
bmdmg as such on the Cen.tr,·. Nonetheless the vie\\s 
expressed by the different State Governments are 
likely to help the Centre in enacting laws on a matter 
falhng under the concurrent list. The State Govern
ments is of the view that the existing provisions in 
the Constitution in this regard do not require any 
substantial change. 

PART III 

Role of the Governor 

19. The present provisions of the. Constitution 
as regards the role of the Governor are considered 
necessary and do not require any substantial change. 
The relevant constitutional provisions regarding the 
matter postulate that the powers should be exercised 
by the respective Governors according to the letter 
and spirit of the Constitution. Any omission or 
Commission in the matter of exercise of powers in 
one or two instances, does not justify substantial 
changes in the existing provisions. It is desirable that 
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there should be more insistence for the exercise of 
such powers by the respective Governors being true 
to the Constitution as envisaged by the expressed 
provisions of the Constitution. 

20. The office of the Governor of a State being 
an office of high respect and honour, it is envisaged 
by the Constitution that the Governor without being 
guided by any other consideration not contemplated 
by the Constitution, should act according to the letter 
and spirit of the Constitution and if it is so done, it 
will undoubtedly help in fostering healthy Union 
State relationship. 

21. While making a report to the Parliament sug
gesting action under Article 356 (a) of the Constitu
tion, it is essential that the Governor has to act 
fairly, not being influenced by any other consideration 
than in the public interest giving a true and correct 
picture of the affairs of the State. 

22. Since under Article 164 of the Constitution. 
the Chief Minister has to be appointed by the Gover
nor and other Ministers are to be appointed by the 
Governor on the advice of the Chief Minister, it is 
essential that the Chief Minister, so appointed, has the 
undoubted support of the majority of the House. It is 
essential in the very exercise of that power that the 
person appoint as Chief Minister is not dependent 
on Members sitting on the fence and has the support 
of the majority of the House to run the Government 
of the State. 

23. In proroguing the House or dissolving the 
Assembly under Article 174(2) of the Constitution, 
the Governor has to act as a Constitutional Governor 
viz. on the advice of the Chief Minister of the State. 

24. So far the State of Nagaland is concerned, no 
difficulty was faced at any time in respect of bills 
passed by the State Legislature and placed before the 
Governor for doing the needful in terms of the pro
visions of the Constitution. 

25. Under Article 157 of the Constitution. any 
person who is a citizen of India and has completed 
the age of 35 years, is eligible for appointment as 
Governor. It is suggested that there should be some 
guidelines by way of laying down qualifications for 
being appointed as Governor of any State, in-as-much
as a Governor of the State has to perform very many 
important duties and functions which necessarily 
require necessary knowledge and experience of va
rious matters to be dealt with as the Governor of 
State. Any person appointed as Governor should 
have a full term of 5 years. It may be considered in 
this connection whether it is desirable that a person 
once appointed in the high office of the Governor of 
the State, should be permitted to be a member of 
the Parliament or Rajya Sabha or any State Legis
lature, after rendering service as a Governor. It is 
not considered desirable that the same procedure 
should be prescribed as in the case of a Judge or 
a Supreme Court or High Court in the matter of 
removal of the Governor. 

26. Crit ici> m may be there in making choice of 
the Chief Minister by the Governor in one or two 
isolated cases, but that may not justify any substantial 
change in the existing provisions. Any provision like 



Article 67 of the basic law in the Constitution of the 
~eder3:l Repu~lic of Germany may not be appropriate 
m Indta at thts stage. 

27. The recommendations of the Administrative 
Reforms Commission in laying down guidelines on 
the manner in which discretionary powers should be 
exerctsed by the Governors, may not achieve the 
desired objective, in-as-much-as, discretionary 
powers should be allowed to be exercised in the be~t 
judgement and wisdom of the authority concerned. 
Any such guidelines as suggested, may be of a doubt
ful Constitutional validity. That apart, such guide
hoes may not be of any substantial progmatic utility. 

PART IV 

Administrative Relations 

28. In a vast country like India there are good 
grounds for incorporation of Articles like 256, 257 and 
365 of the Constitution. The powers conferred 
by the said Articles have to be considered in the 
greater perspective of India as a whole. Any wrong 
exercise of powers under any of the said Articles does 
not by itself justify the deletion and/or substantial 
modifications of the said articles. 

29. The provision contained in Article 365 of the 
Constitution should remain as a reserved provision. 
It is conciveable that occasions may arise for exercise 
of powers under the said Article bonafide. 

30. Powers under articles 256 or 257 of the Consti
tution should always be exercised with due care and 
only when exercise of powers under the Article~ 
becomes absolutely necessary. That appears to be the 
scheme behind the said Articles. 

31. No exception should be taken to tne powers 
11011ferred by or under Article 356 of the Constitution 
and such provision in the Constitution has been 
incorporated advis~bly. By and large, powers under 
the said Article have been exercised so far to meet 
the situation envisaged by the said Article. 

32. The provisions contained in Oause (4) of 
Articles 356 of Constitution, as they now stand after 
the 42nd amendment of the Constitution, ~hould be 
retained as such. However, to meet the eventualities, 
&orne provisions need to be incorporated to meet 
tmch situation arising in any State. In incorporating 
1uch a provision, care should be taken to avoid any 
possible misuse of power that may be conferred to 
meet such eventualities. 

CHAPTER III 

Financial relations Planning and general 

The issue that is now at conflict is unity among 
11iversity. Unity comes with the pre-supposition that 
there is diversity. For if there is no diversity, the 
concept of unity does not arise. Keeping this fact 
in view, the functioning of the federal structure has 
to be studied. In this connection, James Boyce, an 
eminent writer, has compared a federation with the 
tolar family i.e. the sun and the planets. He has stated, 
"The problem of every federation is to keep centrifugal 
nnl1 centripetal forces in equilibrium so that netther 
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the planet States shall fly off into the space nor the 
sun of the Central Govt. shall draw them into its 
consuming fires". The planets have got to be kept 
in such a position that they would not drift away 
from the course of orbiting the sun and, nt the same 
time, the planets should have the necessary strength 
as not to be drawn into the body of the sun. only to 
be vanished. In other words, there should be no 
equilibrium between the Central Govt. and the various 
Govts. in the States. 

2. Generally there arc thn.-e areas of Centre-Stat~ 
relations which tend to converge and becom• 
controvertial. One is the area of legislative authority, 
the second is financial participation nnd the third is 
of planning. The first has been amply discussed in 
Chapter 11. As regards second and third, these are 
discussed in the paragraphs that follow. 

3. Under the Constitution. the Centre has been 
entrusted with the responsibility of maintaining im
portant national matters such ns National Defence, 
Foreign Affairs and Communications etc. hut the 
burd~n of socio-~conomic development falls mainly 
on the State Govts. which too is no less imrortant 
as this is the sphere which directly affects the quality 
of life of the peorle. Therefore, the basic criterion 
in the Centre-State relations should be that devolution 
of funds from the Central resources to the Stat~ 
llhould be based on the concept that the federal 
financial system should be so oriented that surrluscs 
of the Union are given to the States which are in 
acute need of them and liberally to those whose cnpa. 
city to create assets of their own is limited. This is 
more so in the case of States like Nagaland whose 
sources of revenue, because of its highly undcvelored 
and backward character, are very inelastic. As n 
result, backward States in the country and Nnf!aland, 
in particular, are faced with inherent imbalances 
between resources and responsibilities. 

4. It is a matter of common exrcrience that the 
States which have non-Plan revenue gars also tend 
to have non-Plan capital gaps. This is because of tho 
fact that the investments of loans for planned develop
ment do not bring in, esrccially in back ward States, 
the comparable returns, resulting in inability of the 
individual State Govts., to meet the liability of the 
loan repayment and the interest thereon to the Centre 
as the returns from investment are, to a large extent 
c:letermined by the level of economic activity in nn 
area. 

5. Accordingly, we feel that balances in Central 
receirts should be revised in as large a measure as 
possible so that it may be possible for the Central 
Govt. to come to the help of chronically weaker 
and backward States from their inherent dis
equilibrium, resulting from resource imbalances. 

6. Therefore, it is our plea to the Commission 
on Centre-State Relations to recommend a scheme 
of devolution of resources in such a way that would 
enable the States with a low fiscal caracity to main
tain comparable standards of admini,trative, social 
and developmental services corresronding to a na
tional norm. So long as this objective is not achieved, 
the devolution of resources to diOercnt States should 
be worked out in such a way that the poorer State' 
are in a position to expand services at a faster rate 
than the richer States. 



7. Locations of industrial projects were based on 
the decisions taken by the Central Govt. and pre
ference was given to the areas, where already develop
ed communication system, market accessibility, 
availability of power and technical know-how are 
available. Secondly the relatively smaller contribution 
made by the States, like Nagaland, to the national 
resources pool has inhibited the Finance Commissions 
from giving adequate consideration to the requirement 
of such States in the past. Lack of adequate Central 
assistance, whether in public or private sector and 
a comparatively less developed entrepreneurial skill 
have acted in a vicious circle resulting in low absorp
tion of capital. With the result that the vicious circle 
of backwardness has been breeding backwardness 
in States like Nagaland and initial economic advanta
ges were multiplying in other well developed States 
leading to further economic gaps. 

8. To carry out these social responsibilities and 
undertake development programmes to achieve 
desired welfare objectives, the State has to mobilise 
resources of a higher order. The resources raising 
powers of the State are very much limited. They 
continue to remain at a very low ebb. Despite efforts 
by the State Govt. there are certain limiting factors 
which do not allow raising of resources beyond a 
particular level. For instance, it is not possible to 
raise the rate of sales tax beyond a particular point. 
Similar is the case with State excise on liquor and 
other taxes. It is here that the State Govt. has felt 
its helplessness in a situation where it is committed 
to uplift the economic standard and social welfare 
of the people. 

9. As regards Corporation tax and Union surcharge 
on income tax, many States in the past had pleaded 
that these should be brought within the shareable pool. 
Various Finance Commissions have hdd the view 
that these taxes should be retained by the Centre 
as any change in this regard requires amendment of 
the Constitution. There is no doubt that Corpora
tion tax and Union surcharge have considerably 
increased during the past years and the yield is of a 
sizeable order now. The revenue from Corporation 
tax has been increasing at compound rate of 15% 
in the last ten years. The Sixth Finance Commission 
has suggested that the question of bringing them in 
the divisible pool should be considered by the highest 
policy making body like the National Development 
Council. The State Govt. feels that the Sarkaria Com
mission should consider the need for making~the 
Corporation .... tax,lshareable. 

flO. Similarly, it may be stated that surcharge-on 
income tax is not different from the income tall 
itself. It has been exclusively appropriated by the 
Centre. This type of exclusive earmarking of growing 
revenues for indefinite period by the Centre has 
deprived the States of growing source of revenue. 
It is therefore, suggested that it should be levied for 
only a limited period and, subsequently, be merged 
in the basic rate of income tax so that the benefit of 
the increasing receipts from this source accrues to 
the States as well. The Commission may consider it. 

II. h regards shareable pool of income tax and 
Union excise duties, the State Govt. had pleaded 
to the Eight Finance Commission that 25% share 
of income tax and 10% share of Union excise duties 
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should be earmarked for hill States. As these States 
have special problems which need to be tackled on 
priority basis. Unless the regional imbalances and 
backwardness of the areas suffering from such 
drawbacks are removed, there is a continuing dissatis
faction among the people of such States. We are 
glad to note that the 8th Finance Commission has 
appreciated this fact about deficit States. The Com
mission has stated that the deficit States are also 
members of the Federation and they should not 
be left* to fend for themselves. Accordingly, 
the Commission has earmarked 5% of the Union 
excise duties, for the 10 deficit States-Assam, Hima
chal Pradesh, Jammu & Kashmir, Manipur, Meghala
ya, Nagaland, Orissa, Sikkim, Tripura and West 
Bengal (Rajasthan being deficit in 1984-85 only). 
The State Govt. feels that this share of 5% should be 
increased to 10%. So we submit to Sarkaria Commi
ssion to consider and recommend raising of the share 
of deficit States from 5% to 10% during the forecast 
period 1984-89. As regards tax on railway passenger 
fare, the Eighth Finance Commission has recom-

l mended increase in the quantum of grant to the 
States from Rs. 23 ·12 crores to Rs. 95 crores. Since 
1971-72, the annual passenger earnings as well as 
gross earnings of the railways have shown annual 
growth of about 15%. Keeping this fact in view, the 
recommendation of the Eighth Finance Commission 
appears to be reasonable. We hope that Sarkaria 
Commission would impress upon the Railway 
Convention Committee to approve it. 

12. We also•feel that location-of Central Sector 
Projects should be based on the consideration of 
regional imbalances also and not only on the basis 
of industrial and locational facilities available in a 
particular area where industries are already concen
trated. 

13. The monetary limit of Rs. one crore fixed for 
power projects in 1950 to be cleared and approved 
by the Central Electricity Authority, still continues. 
The result is that schemes which the States could 
take up on their own 35 years ago, have now to be 
submitted for Central clearance due to escalation of 
cost. The examination by the Central Authorities 
even in respect of small schemes is so time consum
ing that it takes about two to three years to clear a 
small scheme. These Central Authorities could be 
entrusted with schemes above a certain size and pro
jects which jhave 'inter-State implications. 

14. The approach adopted by the Finance Commis
sion in regard to the transfer of resources has been 
mainly on the basis of a gap filling approach and the 
transfer of resources through Central assistance for 
the Plan has been done mainly on the basis of distri
bution under a common formula. The transfer of 
resources has not promoted either efficiency or 
narrowed down the disparities between different States. 
Basic changes are, therefore, desired in regard to 
the principles governing the transfer :or resources. 

15. The principles of inter-State distribution should 
be such that they do not leave the advanced States 
with huge surpluses. Norms should be adopted and 
weightage be given to matters of national importance. 

•Page 50 p•ra6·25 rnd pa~54, Table2 of thexeport of the 
E;ahth Finan"e Colllmission. 



16. Basic requirement in the matter of distribution 
of resources in .t rational way between the Centre 
and the States and finally amongst the States them
selves should be to increase the overall Central 
assistance to the deficit and hills States. 

17. National Development Council with its Com
mittees will be in a position to deal with most of the 
problems like planning and Central assistance. It 
~ill not be necessary to create a number of organisa
tions such as National Credit Council, National 
Economic Council and the National Expenditure 
Commission. We feel that Finance Commission 
should be made a permanent organisation, which 
can look into the reouir~ments of the State properly. 

18. Deficit States are unable to fully utilise the 
Centrally Sponsored Schemes for want of matching 
resources. Therefore, these schemes should be fully 
financed by the Centre. 

19. Industrial backwardness is different !rom 
general backwardness. The State has spent substantial 
sums of money to develop the infrastructure for social 
and economic development. As a result, the State 
has achieved a high rate of literacy in the country 
and a reasonably well-developed physical infrastruc
ture. But, on the other hand, industrial growth has 
been slow and unemployment in the State is increasing. 
It should be the specific objective of policy makers 
and planners to direct massive industrial investment 
to such States. 

Govemment]of Nagaland 

ANSWERS TO THE QUESTIONNAIRES ,!SPER 
ANNEXURE ATTACHED (SARKARIA COMMI

SSION) 

I. It will not be correct to say that providing 
initiative and leadership and consultancy services 
should be left to the Central Ministries only. Every 
State has their own popular Government Constituti 
onally established. Even in matters of Planning, 
the State Government should take initiative and 
leadership in preparing their own Plans according to 
the socio-economic needs of their State. The socio
economic condition is different from one State to 
another. The local Government and leaders know 
their problems much better than the Central Minis
tries. Therefore, in actual practice, initiative and 
leadership in all matters of Planning should be left 
to the State Government. However, in matters of 
common national policies affecting all member States, 
initiative and leadership of Central Ministries is 
welcome within the framework of the Constitution. 
In so far as consultancy services are concerned, in 
some backward States like Nagaland which do not 
have experts it will take time to build up experts in 
various disciplines, the Central Ministries can provide 
consultancy services to the States depending on the 
demands and needs of the State Government. In so 
far as the Central Ministries acting as a clearing house 
of information and intimate such details and datii 
about good programmes and methods, we welcome 
the suggestion. 

II. (I) The present practices is that State Govern
ments formulate their own Plans on the basis of 
the guidelines and formats prescribed by the Planning 
Commission. When the State Plans are also discussed 
both at the stage of Working Group discussion and 
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the final round, the concerned Ministries are also 
associate:!. In this connection the views of Nag 1Iand 
State is as follows :- • 

Nagala~d which is a very backward and poor 
State havmg no resources of its own is in a very dis
advantageous position. In respect of National Five 
Year Plans also, Nagaland is a late starter. In view 
of this position, Nagaland including the other 
north-eastern States and Jammu & Kashmir are 
categorised as Special Category States. But while 
allocating the resources of the nation for development 
works, the criteria laid down by the Government of 
India like population, area and specially the resources 
gap between Plan and Non-Plan, etc. etc. works 
against the interest of the backward State like Naga
land. A State like Nagaland which is scarcely popu
lated but its terrain is hostile for development work 
and the high cost living because of various reasons 
and which has remained neglected need more resourc
es allocation in its share of national wealth. Inspite of 
the determination and aspiration of the State Govern
ment to take up more development works, the final 
decision for selecting and locating projects and the 
resources allocation still remain with the Central 
Government. This has resulted that advanced .States 
are becoming more alvanced and backward States 
are becoming more backward. In order to bridge 
the gap, it will be necessary to allocate larger amount 
of resources to the backward States to bring them 
up at par with the other advanced States to strengthen 
the national unity. It may be added that inspite of 
the good policies and guidelines which may be formu
lated by the Central Ministries or by the Planning 
Commission, they may not be able to appreciate the 
Special and peculiar local problems of the State. 
Although some States like Nagaland have been de
clared as special category States, while allocating 
resources, the resources gap between Plan and Non
Plan is linked in such a way that the resources gap 
in Non-Plan expenditure is deducted from the Plan 
resources. This system of giving from one hand taking 
away from the other works against the interest of 
the States where there is no resource base. While it 
is necessary that financial discipline and austerity 
should be observed by all concerned, the Plan resources 
once determined should not be reduced due to gap 
in non-Plan resources. 

(2) We have no objection for the Centra\ Ministries 
or Planning Commission to organise studies, research, 
surveys, etc. in the field of various departmental 
sectors and collection of background materials and 
economic and statistical datii. But this has to be done 
in close association with the State Government. But 
as has been stated above, statistical datii do not really 
reflect the actual socio-economic status of the society. 
For example, per capita income on the basis of popu
lation and the resource allocation works out very 
high but the actual financial benefits accrued to the 
people is negligible because a large chunk of the 
resources goes to capital investment and infra struc
ture development. Therefore, the per capita income 
worked out on the basis of population does not give 
a correct picture of the economic condition of the 
people. 

(3) No comments. Since it is between the Central 
Ministries and the Planning Commission only. 



(4) It is no doubt important that the views of the 
:::'entral Ministry should be taken into account while 
leterrnining programmes and assistance to the State 
?lans. But our experience has been that the Central 
~tinistries~ having no agencies in the States cannot 
1ppreciate the local situations. Even if they have 
my regional institution, they cannot also closely 
:a-ordinate or appreciate the peculiar problems pre
railing in the States. Therefore, while determining the 
levelopment programmes and the size of the State 
?lans for central assistance, the views of the State 
;hould have more weightage. For instance, if the 
:hief Engineer of the State Government formulates 
;orne important project, the Central Works & Housing 
\finistry who have got their zonal officers insist that 
t should be cleared first by their Zonal Officers before 
t is sent to the Ministry. Since the Central Ministries 
rre having their own technical personnel such pro
ects should be directly sent to the Ministries to avoid 
lelay. 

(5) The State Government is of the view that once 
he size of the Plan and the programmes are determined, 
iCrutiny of the various Plan schemes should be left to 
he State Government and not to the Central Mini
;tries. However, in respect of fund under their control 
ike schemes for National Highway, scrutiny and 
:xamination in details should be done by them. 

III. We agree provided such research reports are 
nade available to the State Governments. 

IV. It is very doubtful whether the Central Mini
;tries can send their evaluation team timely. Other-
1/ise it is a welcome suggestion and the State Govern
nent will also co-operate with such evaluation and 
nonitoring teams. 

V. It may not be advisable for the Central Mini
;tries to directly undertake activities or schemes 
which cater to regional or all India needs. It will be 
1lways advisable that such activities or schemes are 
aken up in consultation and in close association with 
:he State Governments. 

VI. We will have no objection that it will be ad
t'isable that the State Government is taken into 
:onfidence before such projects are taken up. 

VII. We have no objection that in all foreign and 
internationally aided programmes which may be 
implemented in a particular State, the Central Ministry 
>hould have closer en-ordination to the extent necelt
;ary for compliance with the agreements. 

VIII. We agree and we hope to be benefited by 
such en-ordination and participation. 

IX. No objection. 
X. With regard to Centrally Sponsored Schemes, 

it may be stated that the uniform pattern/methods/ 
plansfcnst, which are evolved in the Central Ministry 
:annot be made applicable uniformly to all the States. 
The State Government should be given power to 
modify such schemes to suit the local needs and con
ditions. 

XI. We welcome the suggestion. 
XII. We have no objection but in the interest of 

harmonious Central-State relations, it would be 
advisable that the State Government is always taken 
into confidence even in dealing with the All India 
Voluntary or Autonomous Organisations. 

4U4 

FUNCTIONS OF THE CENTRAL MINISTRIES 
AND PLANNING DEPARTMENTSINRELATION 

TO SUBJECTS IN THE STATE LIST 
(i) Providing initiative, leadership and consultancy 

services to the states and in particular serving as a 
clearing house of information intimating details and 
data about good programme and methods adopted 
in one part of the country to the rest of the country. 

(ii) Undertaking the responsibility for drawing 
up the national plan for the development sector in 
question in close collaboration with the states and 
developing for this purpose well manned planning 
and Statistical Units. This responsibility will inter
alia include. 

(I) Assisting the Planning Commission in for
mulating Plans for the sectors with which the minis
tries are concerned and working them out in appro
priate details. 

(2) Undertaking, for the above purpose, preparatory 
work which will include organising studies, research 
and surveys having a bearing on the development 
of the sectors and collection of background materials 
and economic and statistical data. 

(3) Providing technical and other assistances with 
regard to planning to the Working Group set up by 
the Planning · Commission and to Development 
Councils. 

( 4) Assisting the Planning Commission in deter
mining the programme in the state plans to which 
assistance should be tied. 

(5) Scrutinising in detail, and before they are put 
into execution, such state plan schemes as are required 
to be scrutinised by the Ministries according to the 
policy in force 

(iii) Undertaking research on matters which are 
beyond the research resources of states or which have 
a national import. 

(iv) Taking the initiative in the evaluation of pro
gramme with the object of checking programmes, 
locating bottlenecks, giving advice regarding remedial 
measures and adjustment etc. 

(v) Undertaking directly activities or scheme which 
cater no regional or all-India needs. 

(vi) Undertaking experimental projects. 

(vii) Coordination of programme undertaken in 
agreement with foreign and international organisa
tions and agencies and association with their imple
mentatic·n to the extent necessary for ccmpliance 
with the agreements. . 

(viii) Attending to functions of the nature of coor
dination which can appropriately be handled at the 
Centre. 

(ix) Providing a forum and meeting ground fot 
state representatives for the exchange of ideas on 
different subjects and for the evolution of guidelines. 

(x) Centrally Sponsored Schemes. 

(xi) Undertaking training programme of a founda
tional or advanced nature, e.g. training of planners 
and administrators and training of trainers and 
assisting the states in other ways in developing their 
administrative. and technical capacity. 

(xii) Dealing with all-India voluntary or autono
mous organisations (as distinct from such organisa
tions at the state or lower levels). 



GOVERNMENT OF ORISSA 
(a) Replies to the Questionnaire 

(b) Presentation of the Case before the Commission by the Chief Minister 
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Orissa 

REPLIES TO THE QUESTIONNAIRE 

PART I 

INTRODUCTION 

~.1 Notw!thstanding several centralising features 
w_hic~ co-extst with the basic federal set up, our Cons
titution can be re'?~gnised as a federal one. This is 
a well-settled posttlon. As would be evident from 
the ?ebates o~ ~he constituent Assembly, it was a 
consctous dect.ston ?f the Constitution makers to 
create a f~de_rat10n With strong Centre. Considering 
the pecultanty of the genesis of India nation (carved 
o~t ~f a urutary government) the socio-economic 
diverst~Y t~at characte_rises its various regions, and 
the htstoncal ' necesstty to preserve its unity and 
integrity, a federation with strong Centre was the 
soundes~ option avai~a~le. Judged in the present 
perspe_cti':e, the centrahsmg features obtaining in the 
Constttutton may not be considered to be unique 
when i!l t_he classi~ federations, there has been growth 
of dtstmctly umtary tendencies. As for instance 
in the Federation of U.S.A. which is accepted as ~ 
model, extra constitutional unitary features have 
developed through the practicefsystem of Governors 
conference and frequent meetings of Federal and 
State functionaries. A federal structure with strong 
Centre has, therefore, been a historical imperative 
and its necessity in the present times is amply borne 
by the socio-political imbalances afllicting the country 
!low. The Constitution of India in this perspective 
IS FEDERAL containing, as it does, the main basic 
feature~ of Federation viz., dual polity consisting of 
the Umon~at the. Centre ~nd States at the periphery, 
each. endowed w1th sovengn powers to be exercised 
in. the_ fields assigned to them respectively by the Con
litltutton. 

1. 'Z The basic scheme of the Constitution is sound 
and does not need any change although there is room 
for modifications in detail but nothing should be 
done to whittle Central supervision and control in 
the interest of preserving the unity and integrity of 
the country. 

1.3 The existing Constitutional devolution of 
powers under which reasonable autonomy at the 
State level has been provided is adequate and quite 
compatible with efficiency and equity. It does not 
require any change either in the normal times or during 
emergency. We feel that greater autonomy contains 
inherent dangers of generation of local and regional 
imbalances. In our country, advanced States have to 
cc-exist with backward States and it is the obligation 
of the Union Government to bring about a degree 
of uniformity among them. Dichotic division of 
normal and emergency provisions may lead to 
resorting to emergency even in normalcy. 

1.4 This concept is an exercise in abstaction. Func
tion of Government in the present day has become 
10 complex and interdependent that any 'co-ordinate 
and absolutely independent' structure cannot sustain 
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itself. In any case, there is no ttaditional federalism 
today and_ every ~ountry has to have its own brand 
of federahsm sutted to the needs of its people and 
other relevant factors. 

1_.5 By and large, these comments appeal to be 
vahd. _'!h subscribe to the views expressed in (c) (i) 
and (n). There should be strong institutional net
work to curb. poli~cal arbitrariness. The spirit and 
values ens~m7d m the Constitution should be 
constan~ly tmbtbed and practiced by evolving healthy 
c~nv~ntions and procedures like the British Con
stitution. 

1.6 Yes. This has been ensured by the very first 

Article of Indian Constitution which stipulates the 
co~ntry to b~ ~ Union of States and also be consti
t~tlonal provtston for single citizenship fundamental 
rtghts, mteg~ated judiciary, united audits and ac
cou_nts, appom~ment of governors by the President 
a. smgle Election Commission. All India Service' 
Fmance Commission, primary of Parliament in part 
XI; (Chapter 1), emergency provisions part XVlll 
concurrent powers and constitutional obligation; 
for protection of minorities, scheduled castes and 
scheduled tribes. Financial integration have been 
ensured through shared taxes, grants to States and 
a statutory Finance Commission. 

1.7 Even, if the~obligation of the Centre and the 
States, to one another, are not mutually commen
surate and may put the States prima facie in a defen
celess positi?n in ce~tain matters, this kind of balancing 
was n<?t et;ttirely uruntended. The States in the Indian 
Constttuttonal fr~e-!"ork do not enjo:r power of 
equal representation m the Centre, as dtstinct from 
~e American States which have equal representation 
m the Senate. This over-riding position of the Centre 
ma_y be partly offse_t by ~he States by seeking judicial 
rehef agamst the Umon duectives which are judiciable. 
But, a more pragmatic approach would be enhance 
the area of Central obligation towards the States to 
not only to meet the rising regional expectations but 
also. to ensure uniform level of development by bol
stenng up the less-developed ones through certain 
special dispensations over and above what the Plan
ning Commission and Finance Commission are able 
to achieve. ··-1.8 No. It IS necessary for the Parliament to have 
po~e.rs as now e~bodie~ i~ Article 3. The present 
posttlon may contmue as 1t 1s. 

I fl J.T II 

U:GISLATIVr RElATIONS 

2.1 In out view, the State should be fully competent 
to legislate on all matters allocated by the Constitution 



to the State List; otherwise, the arrangement as en
visaged in the Constitution would appear to be in 
order. In this context, attention is drawn to the 
construction of Article 246 which makes the State 
List categorically subject to the Union List ancl the 
Concurrent List. The expression "notwithstanding 
anything',' in Article 246(1) and "subject to" Article 
246(2) opens up possibility of encroachment in the 
State List, and it may be difficult for the State to seek 
judicial redress in such contingency. Therefore, the 
alternative of deleting the aforesaid expressions may 
be considered. 

Instances can be seen in the Mines and 
Minerals Development Act and Industrial Deve
lopments Regulation Act. The reasons are :-

(i) Entry 23 of List II empowers to make law for 
regulation of mines and mineral development. 
It has been made subject to the provisions of 
List I (obviously Entry-54 of List-I) which 
provides "regulation of mines and mineral 
development to the extent to which such 
regulation and development under the control 
of the Union is declared by Parliament by law 
to be expedient in the Public Interest." In 
other words, the Union Parliament possesses 
the power to take under the control of the 
entire subject and the power given in Entry-23 
loses its meaning for the State Legislatures. 
In fact, the present mines and mineral develop
ment law is made by Central Government 
and State Legislature has been completely 
deprived of its competency to make any law 
on the subject. 

(ii) The next Entry-24 of that List relating to indus
tries has been made subject to the provisions 
of Entry-52 of List-1. Entry-52 provides, 
"Industries, the control of which by the Union 
is declared by Parliament by law to be expedient 
in the public interest." The moment Parlia
ment by law declares any industry to be under 
the control of the Union as in case oflndustrial 
Development and Regulation Act, the State 
Legislatures loses its competency to make law. 
In cases the State has not been able to reach 
assistance to certain industries which have 
been put under the control of the Union 
Government and has failed to redress the 
financial or monetary sickness of the industry 
due to lack of competency. 

(iii) This Entry-52 of List-I also has partly affected 
the trade and commerce within the State and 
production, supply and distribution of goods as 
enumerated in Entry-26 and 27 of the State Li~t 
in respect of the industry control of which has 
been placed under the Union by the legislation 
made by Parliament as embodied in Entry-33 
of the Concurrent List. 

2.2 (i) We feel that trade and commerce should be 
within the competency of the State Legislature whether 
it is relating to essential or non-eessetial articles. 

In substance, it is suggested that some of the legis
lative powers dealing with financial matters and 
taxation enumerated in List-II may be made free 
from restrictions made by Parliament, such as Entries-
50 and 57, since the State Legislature has very limited 
items of taxation for augmenting State revenue. 

2.3 Ye&. 
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2.4 Assumption of the power oflegislation of the 
State legislature by the Parliament in 'nationalinte
rest' or 'public interest' being always a matter of 
temporary nature, such legislative power, in the 
fitness of things, should be of temporary duration. 
The present provision of Article 249 appears ade
quate to meet any exigency. 

2.5 The point has exhaustively been discussed while 
answering question 2.2. 

PART III 

ROLE OF THE. GOVERNOR 

3.1 The Constitution has visualised that Governor 
is the Head of the State in whose name the Govern
ment of the State is carried on. He is to act in the 
running of the government on the advice of the council 
of Ministers except when exercising the choice of the 
Chief Minister~ and reporting to the President under 
Article 356. 

Governors have generally functioned as the con
stitutional head of the state in Orissa and have fulfill eel 
the role assigned to them in the Constitution. We 
have no instance to quote where a Governor has acted 
in deviation of the powers envisaged under the Con
stitution. 

3.2 Primarily Governor has to act as the Cons
titutional Head of the Government. Additionally 
he acts as the watch-dog/agent of the Central Govern
ment. For fostering healthy relations he should act 
as a broker for the State Government and liaison 
agency between the State Government and Central 
Government and should help shaping high policy in 
the union state sphere-. 

3.3 Any consideration other than objective in th• 
context of a prevailing situation should not guide or 
influence a Governor in discharging his obligations 
under (a), (b) and (c) mentioned in the question. 
The powers conferred on a Governor under (a), (b) 
and (c) are of extraordinary nature and should be 
exercised with gr~at amount of caution and prudence, 
so that appropriate linkages are built up between the 
Centre and the States within the framework of a 
federal Constitution. No change is, however, recom
mended in the existing provisions of the Constitution 
in these respects. 

3.4 The intention and purpose of the Constitution 
makers was to ensure uniformity in legislation and 
also conformity with requirements of the Constitution, 
as for example Articles 254 and 255 Chapter V of 
Part VI and Article 368. Our Constitution adopts 
the checks and balances system of U.K. in the matters 
of legislation. Hence the progressive views of the 
members of the Legislature embodied in a legislation 
calls for a check by the Governor who is part of the 
Legislature and has equal importance as the Legis
lative Assembly to ensure that the legislation is in 
conformity with the provisions of the Constitution 
and justified in terms of social and economic conditions 
prevailing in the country. It is healthy and necessary 
provision and in Orissa no instance has been noticed 
where Governor has reserved a bill for consideration 
by the President against the advice of the Council 
of Ministers. 



3.5 Yes, although there are cases where Govern
ment of India have suggested changes in respect of 
provisions contained in Bills received for considera
tion by President. However, it is not a case of dicta
tion by the Centre. Whenever the suggestion of 
Central Government has been accepted in such cases, 
it has been done after discussion between the Central 
and State Governments. In case of our State, such 
situation had arisen in case of amendment to Land 
Reforms Act and Arbitration Orissa (Amendment) 
Act; but Centre has not tried to dictate any decision 
in these cases. Of course, cases of delay in getting 
assent of the President to the bill have occurred as 
in the case of Orissa Land Reforms (Amendment) 
Act sent in 1979. However, the delays can be over
come by administering alertness. 

3.6 Yes, this is the correct position. Governors 
have functioned generally as constitutional heads of the 
state and fulfilled the role envisaged in the Consti
tution. However, different Governors have adopted 
different standards when they were requested to 
exercise discretion in calling or not calling a leader 
to form a Government when majority support for 
him was not clear or when recommending or ·non
recommending action under Article 356. The well
reported case of Orissa High Court in Bijayananda's 
case can be referred to in this regard. 

3.7 No. 

3.8 No, the task should be lef tto the Chief Minis
ter who is appointed by the Governor. Governor 
is an umpire. He should not enter into any political 
calculation. It is the speaker who should verify 
in the House as to which party has the majority in 
the Legislature. 

3.9 No, we do not think it will be advisable to 
incorporate a provision in the lines of Article 67 
of the Basic Laws of Federal Republic of Germany, 
as it does not suit Indian political culture. The better 
altel£llative would be in the event of any anticipated 
part~ instability, to dissolve th~ Assembly and allow 
the existing Government to contmue as care taker and 
order fresh elections. Incidentally, the recent anti
defection law will go a long way in obviating such 

'situation taking place in future. 

3.10 The issue whether guidelines should l!Je laid 
down to be followed by the Governors for exercising 
their discretionary powers was debated by the Cons
tituent Assembly and it was decided that it was not 
necessary/desirable to lay down any such guidelines. 
Later a Committee of Governors appointed by 
President in 1970 went into this question and also 
advised against any such measure/move. We are 
of the opinion that no guidelines are necessary and 
the exercise of discretionary powers should be left 
to be exercised by Governor in the context of political 
situation confronting the State and the Centre at 
any given time. We also feel that any wri~ten guid~
lines will create litigations and consequential Consti
tutional deadlock. 

PART 'IV 

ADMINISTRATIVE RELATIONS~ 

4.1 & 4.2 There is absolute need to have Art .. 256 
and 257 in the Constitution as already explamed 
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under 1.2. The Constitution of India envisages a 
federal polity with some strong unitary characteristics. 
The pattern though a departure from the classic 
structure of a federal Constitutional system, would 
appear to have sui!ed well the Indian conditions. 
The role of the Union Government in such a set up 
has been, it may be said, provided with the Consti· 
tutional sanction by incorporating the Art. 256, 
257 and 365. However, it is to be stated at the same 
time unless it is a case of an extraordinary situation 
or a State or a group of States are set on a course of 
action which is manifestly in opposition to the 
accepted national ethos and the objectives there
under, the levers of authority recognised by the 
Constitution in Arts. 256; 257 and 365 should not 
at all be operated. Minor aberrations, if any, and 
other situation of dissent on the part of the States 
should be resolved through an appropriate institu
tional arrangement which will all"ord opportunities 
ror debate, discussions and consultations. A demo
cratic and not an authoritarian tradition is the avowed 
goal of our Constitution and it should not be eclipsed 
by frequently having access to the powers vested 
under Arts. 256, 257 and 365 of the Constitution. 

4.3 We feel that the recommendation of Admini•· 
trative Reforms Commission are reasonable and 
commend the course suggested by it of exploring all 
the possibilities of deciding points of conflict by all 
available means before issuing any direction to a 
State Government under Article 256. 

4.4 In Orissa. the power has been used-twice 
during the last 35 years. While we feel that generally 
this extra-ordinary remedial power has been exercised 
properly, the invoking of the power firstly in 1977 
in the wake of victory of Janata Party and secondly 
in 1980 following the victory of Congress in the Lok 
Sabha Election, was not free from controversy and 
its use was contrary to the relevant provisions of the 
Article. We, therefore, feel that necessary safeguard 
should b! built into Article 356 to prevent recurrence 
of such instance. 

4.5 Prolonged President's Rule is not a solution 
to these difficulties and, as such the provisions under 
clauses (4) and (5) need not change. 

4.6 The present arrangements are working satis
factorily. 

4.7 The Central agencies must of necessity, con· 
tinue . We do not subscribe to the view that the 
Agencies enumerated have made undue inroads 
into the States autonomy. These agencies, while 
functioning within the charters given to them, are 
quite careful that they do not encroach upon any 
area which is the exclusive concern of the State. 
They mainly deal with the subjects handled by thorn 
from the view of the country as a whole or with 
matters pertaining to more than one State. Generally, 
we have found their role qui!,. helpful and construc
tive. We have also to remember that quite a few 
of these Agencies have been set up under relevant 
Acts passed by Parliament and, as such chances of 
any conflict arising between the Centre and State 
in regard to their functioning are not there. 

4.8 In the changing times and situations the All
India Services can definitely be said to have stood up 
tho expectations of the Constitution makers. In 



respect of All-India Services the Union Government 
must have sufficient ~ontrol over them. The existing 
arrangements regardmg the A 11-Ind'a Services and 
the c~mtrol of the Union and the State Governments 
exerctse O\'er them need not be changed. · 

4.9 Law and order being a State· subject, the State 
should ~e allow~d to play their legitimate role on this 
sector wtth the atd and assistance as and when required 
of the Centre whether it relates to calling 
up of the Army or deployment of paramilitary forces. 
The C~ntr~, hc;>wev~r, should not be disabled from 
t~e actm_g m Sttu.atJOn of grave emergency or situa
tions whtch constitute a threat to the integrity of the 
~ountry. In this context, Article 355 beeomes very 
tmpor'!lnt for the sake of preserving the integrity 
of In~H~. There should, therefore, be no question of 
oppost•wn to Central aggression and internal dis
turbances although normally no Central force be 
deployed in the State unless asked for by the State 
Government." 

4.10 The present sc}1eme under the Constitution 
in this regard may continue. However, States s}1ould 
~ave a say in the administration of or11anisation 
hke AIR or DOOR DARSHAN and other media 
i?view of the vital role played by them in dissemina
tion of correct information relating to the function
ing of the State Government. An arran11ement 
should be provided under which states are allowed 
s~ified period of TV and Radio programmes for 
thetr. own bro.adc" ~t subject to central . j!Uidelines 
and mconformtty Wtth Central Government directives. 

4.11 The Zonal Councils and t}1eir functioning 
do not appear to have so far achieved the obiectives 
for which they were set up. · 

4.12 We are of the opinion that institutional 
arrangements should be set up in different areas for 
consultation between the Union and the States to 
sort out various issues and problems affecting the 
centre-state rei a• ions. Disputes which may arise 
between the S•ates may be attempted to be resolved 
in a forum with representatives from the States and 
the concerned central ·ministers. An ·inter-State 
Council mav be too large a body to f!.O into such 
disputes. Besides, the Constitutional obligations 
devolving either on the Centre or the States should 
not be subjected to anv review or discussion in a 
Council for taking action. Anv disputes · between 
the States which cannot be settled bv discussions 
should be_ taken to the appropriate judicial or semi-
judicial forum. . · 

PARTV 

"FFNANCIAL RELATIONS 

5.1 So far as we restrict our attPlltion to the finan
cial needs of State Government for providinl! the 
basic administrative services in the State, the arrange
ment for closinl! the j!ap between the State's needs 
and their resources throueh sharinl! of the Central 
taxes and making available grants-in-aid on the 
basis of the recommendations of duly constituted 
Finance Commission, have commanded the confi
dence of all. And, to this extent, it can be said that 
the !!Cherne of devolution envisaged by the Consti
tution make1'8 has worked well and come up to their 
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expectations. In order that this arrangement conti
nues to command the confidence of the State Gov
ernment, a strong convention has to be established 
that the recommendations made· by the Finance 
Commission will be accepted by Government of India 
in toto. · 

However, the growing needs of the State for finan
cing different developmental activities, which need tra
nsfer of resources from the Centre to the State in a 
much large magnitude, do not come within the purview 
of the Finance Commission and is dealt with by Plan
ning Commission. We feel that it is this area that 
the existing principles of resources transfer have left 
much to be desired. While, therefore, suggt>sting 
that the present system should be impro' ed upon 
and there should be effective co-ordination between 
the Planning Commission and Finance Commission, 
we would recommend that strict objective criteria 
for determining the quantum of Central assistance 
to States and its distribution should be laid down 
and scrupulously and meticulously followed. 

5.2 The over-all position stated by the ARC 
Stuqy Team still holds good. As regards the alterna
tives given, our views are given below :-

We are not in favour of complete St>paration of 
the fiscal relation of the Union and the States and 
feel that it will be neither desirable nor practicable 
to do so. Similarly, concentration of all powers 
of taxation with the Union is not desirable. We 
believe, in a country like India, transfer of few taxes 
from the Union to the State List will not suffice. 
This may improve the finance of richer States but 
will be detrimental to the interests of poorer States, 
Centre itself will be left with a much lower order of 
resources at its command. Poorer States will be 
starved on account of their inad~quate resource baSt>. 

Because of some historical reasons, the production, 
consumption and other economic activities, ¥-hich 
sustain the modem and organised sectors 01.' our 
economy and constitute base for all taxes' with 
Union or States, are located in the specific region 
of the states of the Union. While the activities in 
these regions are sustained by the population of the 
entire country and purchasing power of the entire 
country is spent on goods and services placed in 
these areas, this would contribute to the resources 
of the States of their location only, after more taxa
tion power are transferred to the States. 

As already stated, we do not favour the idea of 
transfering more and more taxation powers to the 
States because that would subvert the mechanism 
of transfer of resources from richer to the poorer 
regions. Nor, do we favour taxation powers to be 
transferred to the Union List which will render the 
States absolutely dependent on the Centre. 

On the other hand, we feel, in the context of 
planned development, it is necessary to take an 
over-all view of the financial needs of the States and 
the devolution 0f resources should be made in accor
dance with the pre-determined principle and on the 
basis of an assessment of the gap between a State's 
needs and its own resources to augment the funds 
to be transferred from the Centre to the State. All 



income taxes (including Corporation tax and sur
charges) and all excise duties should be shareable 
with the States, and States should get most of the 
resource~ through assured devolution and the princi
ples of mter-State distribution should be such that 
advanced States are not left with large surpluses. 
There should also be institutional arrangements for 
more equitable distribution of resources other than· 
tax reso11rces between the Union and States. 

5.3 We subscribe to the view that regional imbalan
ces ~an be reduced only by a strong Centre having 
elasbc sources of revenue and more discretionary 
powers to use the funds available with it for the deve- · 
lopment of poorer States. However, the Central 
Government has to display the stance in favour of 
regional imbalances more boldly than has been the 
case hither to and follow more progressive policies 
in this regard. . 

5.4 We do not consider that deficits in the Central 
Revenue Account are in any way due to the devolu
tions of resources to the States. On the other hand 
we are of the opinion that there is scope and justifica~ 
tion for greater devolution of resources from the 
Centre to the States, as transfer of resources hither 
to being made through the Finance Commission and 
Planning Commission is not even adequate-not to 
speak of being generous. Centre should raise more, 
wherever feasible and also by improving collection 
of taxes already levied and through better economy 
and control of expenditure and, in· particular, by 
improving the performance of the Public Sector 
Undertakings in which huge funds have been invested. 
We would suggest that revenue deficits should be 
avoided but over-all deficit financing may not be 
totally avoidable. However, it should be kept within 
reasonable limits contain and control its inflationary 
impact on the economy. · 

5.5 Presently, the devolution of resources . from 
the Centre to the States takes place-

(i) Through the channels of the Finance Com
mission, 

(ii) Through the channels of the Planning Com-
mission, and · 

(iii) Through discretionary transfers in the shape 
of Central sector schemes and Centrally 
Sponsored Schemes implemented by different 
union ministries. 

The fact that the relatively under-developed States 
continue to be less developed and . inter-regional 
disparities seem to be on the increase even after 35 
years . of planning, is a definite indication that the 
present scheme of transfer of resources has not been 
effective in bridging the gap in resources between 
the poorer and the richer States. We would like the 
Commission to consider the following alternative 
scheme of resource transfer. 

(a) Transfer through Finance Commission-The 
approach of the successive Finance Commissions 
has been to devise formulate for sharing of union 
taxes and duties by the States without any reference 
to their resource needs. As a result of this, the deve
loped States, with richer resource bases, which 
could meet all their requirement of funds for com
mitted non-plan . expenditure from their own re· 
sources alone or,. perhaps, with a limited help from 
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the. Centre, have been left with huge surpluses on 
the~ non-plan revenue accounts, after receiving 
their shares m the un1on taxes m accordance with 
these formulae. At the san1e tin1e, the poorer States, 
With meagre resource bases, whose own revenue fall 
far short of their non-plan requirement are left 
with defic~ts in their non-p:an revenue ac~ount even 
after receiVIng. their shares in the central taxes in 
accordance With. the tax-sharing formulae. The 
Fmanc~ Commission do only bridge this gap through 
grams-m-aid ana Ie~v~ the~e Stales with a zero delicit. 
Th1s has resulted m a sitll~tion where the richer 
States have been left with huge surpluses from their 
current revenues for financmg their plan outlays 
while the poorer States have been left with no sur 
pluses at all. In fact, after the non-plan capital dis~ 
bursements and the additi~nal liabilities on account 
of the sanction of ADA to•the Government emplo
yees have been accounted fa., these States are left 
with large deficits on their revenue account which 
IS to be first met from the borrowings and the 
additional . resources raised for the plans, before 
any prov1s1on can actually be made for their plans. 

.· We suggest· a departure from this essentially nega-
tive approach of bndgmg only the deficit in a State's 
non-Plan resources through grants-in-aid without 
any regard to the State's need for resources to finance 
its development plans. We suggest that this approach 
adopted by successive Fmance Commissions, luther-to 
should be discontinued and a more positive view of 
the State's resource needs be taken. The awards of 
the Finance Commission should be such that tho 
poorer States as well as the richer ones would be left 
with some positive surpluses from their current 
revenues, after meeting all their committed liab11Jties 
for providing the essential administrative services: 
so that this could form the core for financing their 
development plans. In fact, it should strive to ensure 
that the per capita surplus available from current 
revenues, should, more or less, be equal for all States. 
The guiding principles af the alternatives scheme of 
devolution and grant-in-aid, suggested by us, would 
be the following :- . 

(i) States which would be found to have deficits 
in their non-plan revenue accounts even 
after receiving their shares from income-tax, 
additional excise duties and estate duty 
should be first paid sums from the divisible 
pool of the union excise duties necessary to 
bring them to the level of a zero deficit. Tho 
remaining portion uf the divisible pool of the 
union oxcist: duty may be distributtd among 
the States on the basis of a uniform formula 
of devolution. The detailed picture of such a 
formula has been indicated by t.S in our 
answer to Question No. 5.12. This would alone 
reverse the present situation in which the 
richer states are flushed with funds while the 
poorer states received enough grants-in-aid 
from the contre just to bridge the gap in there 
non-plan revenue account and are left with 
no surpluses for financing their development 
plans. Insteaa, now, each State would have 
enough to meet its non-plan liabilities and 
some surplus to meet any unforeseen expendi
ture and to form the core of its resources for · 
financing its development plans. 



tii) Grants-in-aid under ar<icle 275(1) of the Con
stitution should be made available to the 
States in need of improvements of the 'stan
dards of administration and essential services 
in specific sectors so as to bring these around 
the national norm. Grants-in-aid should 
also be available for financing relief expen
diture. Our detailed suggestions, in this regard, 
have been given in our answer to question 
n,,. 5.13 and 5.28. 

(iii) We also feel that the assumption of price 
stability made by successive Finance Com
missions is not realistic and this fact has been 
proved by continuous rise in the price level 
over the past 35 years. We would suggest 
that all States grant ADA to their employees 
more or less in keeping with the Centre. Since 
the Central Goverflment alone has any control 
over the prices and changes in the pric~ level 
necessitating the sanction of A.D.A. are dire
ctly or indirectly the results of policies fol
lowed by the Central Government, such as 
deficit financing credit expansion, etc., the 
additional liability on the State Governments 
on account of sanction of A.D.A. should be 
borne by the Centre. Grants-in-aid should be 
sanctioned in favour of the State Govern
ments annually on the basis of actual requi
rements towards A.D.A. 

(iv) The Finance Coll1ll1issions have also often 
assum~J receipts frc.m certain heads while 
re-asses.sing the revenue forecasts of the State 
Governments which never materialise in 
reality, This creates a problem for the deficit 
states. This practice should, as far as practi
cable be avoided by the Finance Commissions 
in future. 

(b) Devolution thrilugh the Planning Commission
The level of central assistance for the state plans is 
presently determined in accordance with the Gadgil 
formula as revised from time to time. We feel that 
there is a strong case for reviewing the present 
arrangment based on Gadgil formula as it is out of 
alignment with the emerging needs of our times. 
The Planning Commission's review and adjustment 
of outlay and central assistance for each year have 
become mechanised arithmetical exercises of late. 
In order to reduce inter-regional disparities, it is 
imperative that tb.e planning authority should be 
guided by the investment needs of a State for gene
rating a rate of growth which will bring it at par 
with the rest of the country within a reasonable time
frame. Tnis is not feasible in a'ly formula bound 
situation. We, therefore, suggest a more positive 
approach . towards allocation of central assistance 
for planned development of different States according 
to which the Central assistance receivable by a State 
for its plan would not be determined in terms of any 
rigid formula; but solely by the required level of 
investment dictated as per a global perspective 
plan formulated by the Planning Commission aiming 
at progressive reduction in regional inequalities 
along with a desired rate of growth in the national 
economy. Evidently, to make such an arrangement 
work complete impartiality on the part of the Plan
ninl: Commission will have to be ensured. We also 
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feel that the present mode of central assistan~e which 
. constitutes 70 per cent of loan and 30 per cent grant, 

creates heavy loan repayment burden.s for the State 
Governments and, in effect, results m much lower 
net assistance from the Centre. This question has 
been discussed in detail by us in our answer to 
question No. 5.17. We would sugge.;t that the central 
assistance should constst of 30 per cent loan only and 
the balance 70 per cent as grant. 

'c) Transfer of Resources through Central Seetor 
and Centrally sponsored Schemes-The allocations 
of resources between the States under different 
Central Sector Schemes and Centrally-sponsored 
plan Schemes should be such as to augment the 
level of investment in the less-developed areas so 
that the pace of development in the backward areas 
would be speeded up and these can catch up with 
the more developed states faster. The transfers under 
Central Sector Schemes and Centrally Sponsored 
Plan Schemes should supplement the State's plan . 
assistance in this sense. The Planning Commission, 
while determining the levels of outlays in different 
Central Plan and Centrally Sponsored Plan Schemes 
should also, therefore, determine the state-wise alloca
tions. Any factors such as matching contributions of 
State Governments etc., which would interfere with 
the freedom of Planning Commission in this regard 
should be done away with. We are of the view that 
this basic change in the approach in the transfer of 
resources from the Centre to the States is necessary 
if the Ies.s-developed States are to catch up with the 
economically advanced States of the Union within 
a reasonable time horizon. This should deserve 
adequate attenti<.n of the Commission. Unless a 
departure in this direction is made, no formula 
gf tax-sharing or plan transfers etc., would be of 
more than marginal help. 

5.6 The creation of a special federal fund for the 
economically under-developed areas is not felt 
necessary in our country. The problem of regional 
inequalities and imbalances can be suitably tackled 
within the existing institutional frame work for 
planning. The real need is for making more inten
sive outlays on infra structure development and 
income-generating schemes in selected areas which 
can be easily ensured by devising appropriate 
Area Development Sub-Plans within the over-all 
freme work of the State's and Centres Plans. 

5. 7 The principles stated in the question would 
appear to be sound and do not call for any alteration. 
However, a larger divisible pool is to be the objective 
within the existing scheme of statutory devolutions 
by bringing into the pool those . legitimate items of 
resource which, by some mechanism or other, have 
been kept out of it. (Also, please see reply to Ques
tion 5.2). 

5.8 We agree that there should not be a fragmen
tary approach to taxes. However, taxes can be 
imposed only through legislation and it is a basic 
and un-alterable feature of our Constitution that 
-.his power vests only with the Parliament or the 
State Legislatures. The respective legislative 
bodies alone are competent to make laws imposing 
taxes. A Committee of Finance Ministers exercismg 



control over the legislative powers of the Parliament 
would be incongrqous and inconsistent with the basic 
features of our Constitution. However, we can agree 
that, on a selection basis, some of the items for taxa
tion at present includ~d in State List could be consi
dered for being regulated by the Centre as has been 
agreed to by us in case of Sales Tax being substituted 
by a Gentral Levy (Excise) subject to certain guaran
tees an1 safeguards being built in to the arrange
ments. 

5.9 We do not agree with the approach suggested, 
as we do not consider it to be a feasible proposition 
to have a single body. . 

We suggest the following alternative mechanism 
for transfer of resources for meeting the plan and 
non-pl~n expenditure :-

(a) The Finance Commission should continue 
to exist and function as before, and its re
commendations should take care of the non
plan needs. 

(b) There should also be a Planning Commission 
to guide about the choice of technique, invest
ment criteria, Project formulation etc. It may 
decide upon resource transfer from Centre 
to States for financing plan outlays. 

(c) There should be effective co-ordination bet
ween Planning Commission and Finance 
Commission. In our suggestion, the Central 
assistance receivable by a State for its Plan 
would not be determined by any rigid formula 

, but would be taken solely . by the required 
level of requirement dicta\ed by perspective 
plan formulated by the Planning Commi
ssion for the States in order to bring it at par 
with the rest of the country within a given 
time-frame. Such schemes, as involve match
ing contribution by the State Governments 
should not be encouraged as they tend to 
distort the allocation of resources worked 
out by the Planning Commission. Devolution 
of plan assistance to the States should not be 
done in a formal mechanical way but should 
be determined on the basis of State's need 
for capital outlay for generating a certain rate 
of growth •. 

5.10 & 5.11 So 'rar as transfer of resources on the 
advice of ~;uccessive Finance Commission is concerned, 
we feel that each succeeding Finance Commission 
has adopted a more and more normative 
approach for forecasting the exl?enditure of States; 
this in our opmwn has contnbuted substantially 
to an inbuilt incentive for the State Governments 
to p'romote efficiency and economy in expenditure 
on the one hand and narrow down the disparity in 
public expenditure among the States on the o~h~r. 
The schemes of upgradation of standards of admmJs
tration recommended by the Finance Commissions 
have also. been very useful in narrowi_ng dow~ the 
disparity in the quality of admm1stratlve serv1ce of 
the different States. We do hope the fu!ure _Fman~e 
Commissions would be more normative m the1r 
approach so that this tendency will furt~er be stren
thened. Also the adoption of a normatiVe approach 
in assessing the expenditure requiremen! of d1fferent 
States have an inbuilt disincentive agamst financ1al 
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indiscipline on the part of the State Govts and against 
adoption of populist measures resulting in revenue 
loss and inessential expendtture. Such a normative 
approach would also make exaggerated revenue 
delicit forecasts m;.de by the states meaningless 
and a tend"ncy would develop in the State Govern
mtnts not only to effect effici<.ncy and economy in 
expendtture but also to project their actual require
ment to the Finance Commission. However, so far 
as transfers under the advice of the Planning Commis
sion is cocern<d, we feel that it has beLn done on 
the basis of distribution in terms of a general formula 
of a certain amount made available by the Union 
Finance Ministry to the Planning Commission ignor
ing by and large the specific ne<ds for d"velopment. 
As recommend,d by us earlier, a set of objective 
criteria should be evolved and applied for transfer 
of resource und~r central plan assistance for state 
plan keeping in view the perspective plan drawn up 
by the Planning Commission for the development 
of the state ne~d for removal of regional disparities. 

5.12 We agree with the Seventh Finance Commis
sion's proposal on effecting bulk of the resource 
transfers through tax sharmg and attaching only a 
supplementary role to the grants-m-aid und•r Article 
275(1) of the Constitution. The Scheme of devolu
tion should be so formulated as to help closing all 
the gap between the developed and less-developed 
states, at the same time leaving enough resources 
with the Centre. The states having delicit in their 
non-plan revenue accounts after getting their shares 
from income-tax, additional excise duties, estate 
duty, grants-in-view of tax of Railway fares and 
grants against wealth taxes on agricultural property 
should be first paid from the dtvisible pool of the 
Union excise duties necessary to bring them to the 
level of zero deficit. 

The uniform formula of devolution may have the 
following features :- · 

(i) Percentage of the population to the total 
population of all States: 

(ii) Percentage of scheduled caste and scheduled 
tribe population of a State to the total of 
such population of all States; 

(iii) Inverse ratio of the per capita State domestic 
product. 

(iv) Inverse ratio of per capita household consump· 
tion of each State. 

5.13 We feel that the role of grant-in-aid should 
be limited only to be made as correctives intended 
to narrow the disparity in the field of various adminis
trative and social services bet ween the developed 
and the less-developed states, the objective being to 
endeavour to assure certain basic national minimum 
standards of such services in the country irrespective 
of state boundaries. Grant-in-aid may also be given 
to individual States, as has been done by the Eighth 
Finance Commission, to enable them to meet special 
burdens on their finances because of their peculiar 
circumstances or matters of national concern. The 
role of grant-in-aid for bridgmg the deficit in revenue 
accounts of the State Government as has been the 
past practice should, however, b~ discontinued. As 
stated in our reply to the Question No. 12 above, 
this should be the first charge on the divisible pool 
on union excise duty. 



S.J4 W~ feel, the Special Bearer Bond schemes 
are in lieu of taxes which could have been collected 
and shared with States and as su~:h, the entire proceeds 
have to be shared with the States. 

As regards administered prices of petroleum, coal 
etc., there is justification for bringing the revenue 
accruing there from into the divisible pool as ex
plained below : 

Revenue from excise duties is shared between the 
Centre and the States. But, of late, the Centre by 
raising the prices of products of public sector under
takings is able to raise resources for itself and the 
States, who would have benefited also if excise duties 
had been levied, are deprived of the additional re
sources. Since the States are deprived of revenue 
by the administered prices, it is reasonable that the 
revenue obtained by the Centre thereby should form 
part of the divisible pool. .1:-urther, we would like 
to point out that since these items are liable to pay · 
royalty to the State Governments, we feel that is 
unfair to peg the rates of royalty down for four years 
while effecting changes in the consumer price of these 
commodities more often. We would advocate that 
the rates of royalty of these items should be linked 
to the administered prices as a fixed percentage so 
that these would be subject to automauc reviswn as 
and when the prices are revised upwards and the 
State will automatically get a share in the additional 
resources· _accruing to the Centre as a result of revi
sion of these prices. 

5.15 At present, there is concentration of savings 
through nationalised banks and central financial 
institutions, such as LIC, GJC, IDBI, IFCJ, NABARD 
etc., and there are no institutional arrangements 
through which the States can express themselves 
regarding the policies and working of these institu
tions (on whom depend wholly), investment in agri
culture, industry, housing, water~supply and urban 
infrastructure all of which are vital to the develop· 
ment of each State. The link between local savings 
and local investments have been snapped with con
sequent deleterious effects on both. Further, there 
has been, as already stated, decline in the State's 
share of total public sector resources and a large 
portion of this decline is accounted for by decrease 
in the transfer of capital resources from the Centre 
to the States. It is necessary to correct this trend 
in the interest of the finances of the State and needs 
of development. We strongly feel that savings of 
both the public and private sectors should be drafted 
for public purposes as we have adopted the philo
sophy of planned economic development. The 
proportion of total national savings, which should 
be deployed for the plan, is a matter which should 
be decided on the basis of national policy considera
tions by the N.: D. C. One aspect of the distribu
tion between the Centre and the States which needs 
a second look, is that a larger flow of savings should 
be in favour of the States as a proportion of thr 
total aggregate capital receipts of the Centre. 

Also, the criterion of credit-deposit ratio used now 
for allocation of funds for lending in different States 
by the nationalised banks is not appropriate. Credit
deposit ratio may be utilised as a norm for planning 
each mdiVJduat bank's lending activities in the country 
as a whole. The allocations of credit to a particular 
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State should be made on the basis of the credit needs 
and absorption capacity of the State within the broader 
plan perspective. Of course, prudence shculd be 
observed to ensure recovery of the loans advanced 
by the Banks. 

5.16 It is a fact that most of the States suffer on 
account · of growing indebtedness and over-draft 
problems in view of the fact that they do not have 
elastic resources of revenue. Repayment of loans 
has also become a major burden of the States. 

5.17 Observations of the. A. R. C. Team would 
appear to have continued validity. Periodical review 
of indebtedness and re-scheduling cannot be a per· 
manent solution. Despite re-scheduling and write· 
off, the State Government contracts huge accounts 
of loan as a part of the central assistance and bears 
a huge burden of repayment liabilities much above 
the levels fixed by the Finance Commission. 
Statement showing the repayment, liabilities against 
the cen,ral loans is enclosed. We would suggest 
that the grant of the central loan ratio in the plan 
assistance should be reversed and 70 per cent of this 
should constitute grants and 30 per cent loans, 
particularly in case of the poorer States. 

5.18 We do not feel that the freedom of the states 
to incur public debt has been restricted unduly in 
the existing system. 

5.19 Additional central assista-nce given by the 
Centre to the State for funding externally-aided 
projects should not be viewed in isolation from the 
ove~all central assistance of the plans. In view of 
this, charging the . same rate of interest on the 
additional central assistance given for externally
aided projects as on plan loans should not be cons
trued unjustified. 

5.20 We find the working of the R. B. I. quite 
satisfactory and the constitution of a separate Loans 
Council on the Australian pattern is not felt necessary. 

:>.21 The major factors contributory to this situa
tion are : 

(I) In case of those States which do not have 
sufficient revenue surplus as a result of the 
recommendation of the Finance Commission, 
it is found that while the requirement of funds 
increases with the progress of schemes and 
the rising costs during the plan period, there 
is substantial erosion in their resources on 
account of grant of instalments of dearness 
allowance and other items of expenditure 
related to rise in costs. Since there is no 
corresponding increase in assistance for the 
state plan, the State's · resources are squeezed 
between the increased, demand both· on the 
non-plan and plan sides leading to a situation 
where overdraft becomes inevitable. The 
situation is aggravated as within the State 

·itself it is found that generally returns from 
Road Transport, State Electricity Board or 
other Public Sector Undertakings do not 
show much improvement indeed · in some 
case deteriorate. Further, at times during 
the course of a plan period, State Governments 
are compelled to include/treat new -·schemes· 

• a11 plan -schemes. ' · ' · '' " -



. (2) A consid6I'able part of the Centrally sponsored/ 
sector schemes externally assisted . schemes, 
etc., is released towards the later part of the 

. year though it must be admitted, some im
provement in this respect has been registered 
recently as payment in instalments are being 
made. 

· As · regards, remedies, it is suggested :~ 

(a) that fixation and distribution of central assis
tance for state plans should ·be completely 
revised; 
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(b) that for Centrally sponsored/Sector etc., Sche
mes, instead .of expenditure being first in
curred by the State and then reimbursed, 
quarterly .advances of the total expenditure 
provided in the budget should . be given to 
State Government and adjusted against actual 

. expenditure incurred on the basis of certificates 
received by the concerned State Governments; 

(c) Since grant of instalments of dearness allowance 
causes greatest upset and the main reason 
for granting instalments of D .. A. is rise in 
the cost of living . as result of inflationary 
forces operating in the economy for which 
Central Government is responsible being in 
charge of price situation, the expenditure 
incurred by the State Government on this 

· account should be 'covered by the Centre b) 
Grants~in-aid each year; . 

(d) The State Government, on 'their part· should 
not add any riew schemes to the Plati. during 
the plan ·period. Also, they should make all 
out effort to raise the estimated receipts for 
Road Transport, State Electricity Board, 
Public Sector Undertakings and see that there 
is no deterioration in revenue from these 
sources. 

· · 5.22 We feel that our State Government has done 
whatever was possible for exploiting the difference 
sources of the revenue for ·mobilisation of additional 
resources for the Plans. · 

5.23 We do not subscribe to these views. However, 
. there is need for continued efforts on the part of the 
Central Government to assess the collection of revenue 
from all the items falling within its jurisdiction and 

. also for increasing the contribution from the Public 
Sector by improving its efficiency. To illustrate, 

· circulation -of what is labelled as unaccounted money 
in the economy in the country is st.fficient evidence 
ofleakages occurring in the system. Surplus generated 
by the Public Sectoc Undertakings, at present, leave 
much to be desired. A pragmatic taxation system 

· and a more business like ;1pproach for the publi~; 
sector. undertakings, which are not burdened by a 
large component of social service/obligation, would 
appear to be the remedy. . 

5.24 Yes; It will be a healthy conventi~n. 
5.25 We agree with the views expressed in this 

regard by the 8th Finance Commission that there 
is no large scope for raising additional revenues bv 
exploiting Article 269 of the Constitution. 

. 5.26 Since the 8th Finance Commission -have 
recommended an increase and the Union Govern
ment have accepted this recommend11tion, we have 
no further comments to make . 

5.27 No Comments. 

5.28 Provision of Central assistance to the States 
for dealing with natural· calamities has two major 
lacunae :-

• (a) 25% of the expenditure in cases of the niargin 
money has to be borne by the state Govern·· 
ment in case of floods and cyclones. This 
invariably creates a deficit in the State Govern
ment's account we suggest that expenditure on 
repair, restoration etc.. necessitated by the 
floods or cyclone should be entirely borne 
by the Centre. 

(b) expenditure on drought relief is now conceiv~d 
as plan expenditure and is covered by advanced 
plan assistance which is recovered- in subse
quent years. We suggest that suitable drought 
control and amelioration schemes as well 
as employment generating works in drought
affected areas should be covered fully by 
grants from the Centre. 

5.29 We do not feel the need of any such imtitu
tions. Our existing institutions take care of all these 
tasks. 

5.30 It is to general a statement to call for specific 
comments. However, we do not fully sub~cribe to 
the view that it does not matter who conect~ the 
fund and how the funds are distributed to us. These 
are very material issues and more so is how the 
funds are utilised. Prudent deplovment of funds 
is the sine aua non if anv system of financial manage
ment whether it is by the CPntre or by the States. 
This, however, does not militate against the basic 
proposition that the weaker states should have 
adeauate resources to carry out the various responsi
bilities assigned to them. 

5.31 We do not agree with the statement fa) or 
(b) and we do not feel the need for such a· machinery. 

5.32 The role of the Comptroller and Auditor 
General and the procPd•tre prescribed by the Arti
cles 150 and 151 of the Con<titution are not likely 
to create any operation'!! nrohlems. However, we 
find that the present form of National accounts makes 
it possible to have a comparable set of accounts for 
all States and therefore, should continue: Some 
improvements in accounts were made in 1970. 

In view of the fast-chang;ng nerd• of Devrlonmrnt 
and Government, however, it is nPces~ary that form 
,,f accounts is reviewed and. if necessary revised 
<'very five years. The method of preparation of 
accounts should also be studiPd and mod ·rnised. 
At present it is not possible for state Government 
to have any effective svstem of financial control, 
"s the figures are available after 3/4 month•. de~oite 
rhe fact that prescribed timr-Fmi• is 1/2 months. 
Fvrn the fij!Ures of ca•h haf~nce rrT'ortrd hv the 
R Bl for anv particular day do not reflect the actual 
position. They reflect the partial position of receipts 



and expenditure over a period of 20/25 days preced
ing. We also suggest that the C & A. G. may be 
relieved of the responsibility of maintenance of 
accounts of State and this process is completed in 
7th Plan. 

5.33 Although the present system of audit relies 
heavily on voucher audit evaluation audit has of 
late been taken up by the A. G. In many important 
schemes, evaluation or performance is assessed. But 
voucher audit cannot be completely dispensed with\ 
as it is the basis of audit for unearthing irregularity 
of expenditure, misappropriation etc. Further, pro
per evaluation audit will be possible only if perfor
mance. budgeting introduced in all Departments/ 
activities where work can be reasonably ouantified. 
Hence, the present system of voucher audit should 
be supplemented by evalution audit in major depart
ments of Government. 

'5.'34 Under the provisions of Section 13 of Comp
troller & Auditor General of India's (Duties) Func
tions and Conditions of Service Act of 1971, it shall 
be duty of the C. & A. G. to audit all expenditure 
from the Con•olidated Fund and all transactions 
from the Conti~gencv Fund and Public Account. 
Under Section 14 of the Act the C. & A. G. shall 
audit all receipts and expenditure of anybody which· 
is substantially financed bv grants or loans from the ' 
Consolid'lted Fund. "Substantially financed" has 
been defined as not less than Rs. 5 lakhs or not less' 
than 75% of the total expenditure. There are many· 
autonomous bodies like regi•tered societies or those 
set up undt'r separate law like Universities or those ·· 
directly admini•tered by Government which are either·• 
entirely or partlv fin'lncPd by Government which are·· 
comPletely outside the scope of audit bv the C. & ' 
A. G. It is sugg•,.ted that all bodies which are fully'. 
or partly financPd by Government with investment 'I 
not less than 75% of the total expenditure with a 
minimum of Rs. 25 lakhs should be brought•under · 
the purview of audit by the C. & A. G. 

5.35 The AuditReoort presented by the C. & A. G. 
consists of the following :-

(1) Audit Report on civil expenditure. 

(2) Audit Report fRevenue Receipts) 

(3) Appropriation Accounts. 

(4) Finance Accounts. 

(5) Accounts relating to commercial establishments. 

The reports contain fairly accurate data as these 
are gt'nerally bast'd on the written documents and 
discussions with the officers concernPd Regarding 
Appropriation Accounts there is. however. comi
derable scope for improvement in reconcilinJ!: the 
accounts as well as in th~ ·procedure for booking 
of expenditure under Works and Purchase 
through the operation of Susnense Accounts. At 
present Accounts are not sufficiently accurate in 
these matters as they do not reflect the correct nosi
tion at a g1ven t1me. The improvt>mt>nt in this direc
tion would involve modernisation through comoute
risation. Regarding comprehensiveness of the 
reports. it may be stated that these rt>oorts contain 
only such items which com~ to the notice ·. of audit 
in course of Test Audit. Althouj!h the entire system 
is analysed by audit, yet there might be many items 
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of commissions and omissions which may not be 
included in the Audit Report. Further, in case of 
big project, audit points out only a few items of 
lapses/default and does not give a comprehensive 
picture regarding performance, review and achieve
ments. In case of commercial under takings/projects 
detailed commercial reviow an~lysing tht> profit~
bilitv o1· commt>rcial viability is not mad~. Tbe 
standard of audit would improve substantially if 
these aspects are taken into consideration. 

5.36 In a democracy the Legislature and its Com
mittees are the ultimate authorities to sanction and 
control expenditure. Although the Public Accounts 
Committee of the Union or State only examines 
individual cases of lapses and default that are pointed 
out in the audit report of the C. & A. G., this is not 
a sufficient check to ensure proper control ovet ex
penditure which really lies with the various authorities 
like the Drawing and Disbursing Officers, the Con
trolling Office ·or the Head of Department, the Ad
ministrative Department and the Finance Depart
ment. Unless these agencies from the bottom to top 
co-operate in observing the rules and norms of fi
nancial control, merely pointing out a few cases 
of default and lapses by the C. & A. G. will not work. 
It is, therefore suggested that for ensuring financial 
control these various authorities should observ<! the 
financial norms meticulously and serious cases of 
lapses pointed out by the C. &. A. G. will be discussed 
by the Public Accounts Committ•e for taking ap
proprhte action to curb their recurrence. The Com
mittee also can raise basic issues such as the usual 
growth in expenditure of certain items in their reports 
instead of confining themselves to only the points 
raised by the C. & A.G. as indeed has been done 
in some cases both by the Public Accounts Com
mittee at the Centre and in the States. 

5.37 It is true that the Estimates Committee can 
advise the Government on matters necessary for 
improvement in the existing policy and programmes. 
But experience has shown that this Committee has 
not been able to give valuable suggestions in this 
regard, as the members generally do not possess 
necessary experience and expertise. It is, therefore, 
suggested that they may co-opt experienced persons 
with expertise to assess them. 

5.38 In our view, a separate 'Expenditure Com· 
mission for assessing the propriety of expenditure 
of the Union and the States is not necessary as the 

'C. & A. G. can continue to discharge this function 
efficiently. Bifurcation of responsibility might reduce 
efficiency. Further, proliferation of checking agen· 
cies is not desirable as it may act as a hindrance to 
field performance. 

5.39 ~hifting- the emphasis. of check from pro
expenditure to post-expenditure staj!e is desirable. 
Plans and "chemes can be sanctioned by a general 
check at the pre-expenditure stage and detail check 
can be exercised by monitoring the progress of work 
and expenditure at the post-expenditure sta,ge. Some
times it takes a little long for the State Government 
to get their schemes cleared from the respective 
Ministries. The present time consuming process 
may be cut short. The Centre can ensure utilisation 
of funds meant for specific; proiects by deputinP. 
experts for field inspection in suitable cases, if ne· 
cessary. It may further be pointed out that experi· 
ence has shown that obtaining of the prior clearance 



of the. central administrative ministries· in respect 
of details of the schemes and projects led and assisted 
by the. Centre causes delay. This realisation has let 
to settmg up ·of empowered committees at the state 
level to clear all schemes under the upgradation 
grants and provisions recommended by the 8th Fi
nance Commission. Similar institutional arrange
ments may be thought of by including representatives 
and experts of central ministries for centrally-assisted/ 
sponsored schemes. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 The three shortcomings in planning relation
ship between the Centre and States have no doubt 
bee~ operating but as time has elapsed and more 
particularly, oflate, there has been more interaction/ 
consultation/collaboration between the Centre and 
the States in the formulation of National Plans and 
respective State Plans. We will recommend the 
followi~g. ~easures to improve the present position 
and mtmmtsefovercome the shortcomings noticed. 
The National Development Council determines the 
policy objectives for national planning. The Central 
and State plans are formulated in conformity with 
these objectives though in accordance with their 
respective priorities. The association of the Chief 
Ministers with the Council lends the policy objectives 
the commitment of the State Governments. The 
process of policy determination, however, also some 
times involves issues requiring closer scrutiny. To 
facilitate this, it is suggested that-

(a) officials concerned with development adminis
tration in the states may"be involved in the 
process of policy determination for planning, 

(b) the meetings of the National Development 
Council may be preceded or followed by the 
meetings at the official level, 

(c) systematic follow up action may be taken on 
the decision of the National Development 
Council. 

In regards to the schemes formulated by the Central 
ministries, it may be advantageous to associate 
the State Governments or at least such of them as are 
concerned with the schemes at the formulation stage. 
The Centre should have a prominent, though not 
dominant involvement in the determination of plan 
programmes. This would facilitate better under
standing of the States' problems including resources. 
Since backward states have a narrow resource ba· e 
and a large number of commitments to fulfil, th" 
Centre may consider taking over the implementatio'\ 
of large projects in the States having inter-State 
and/or national importance from its own resources. 

6.2 There may be no particular advantage in giving 
the National Development Council a statutory 
basis. This may, on the contrary, introduce in .. 
flexibility in its working Problems may also arise 
in providing financial resource to the States for im
plementing the approved schemes. Besides, the 

. formation of an apex body with statutory powers 
to approve State Plans may also run counter to the 
principles of decentralisation. Pragmatically, a single 
statutory council cannot be expected to function 
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as an inter-State Council for all States. The National 
Development Council should, however, evolve 
a working procedure which may be incorporated 
in a set of "Rules of Business". 

6.3 In respect of State Plan Schemes, the Planning 
Commission ordinarily acts in consultation with the 
State Governments. lt may, however, be desirable 
to associate the State Governments in the formu
lation of Central Plan and centrally sponsored scheme 
also. This would ·enable them to have pre-view 
of their resources to implement the schemes and 
facilitate adjustments to be made to suit the local 
conditions/needs. Suggestions made in reply to ques
tion 6.1 may be considered in this regard. 

6.4 We are neither in favour of making the Plan
ning Commission an autonomous body nor a purely 
advisory body. Nor, do we consider it practicable 
to include in the representatives of all States. Pre
sently, the Planning Commission is composed of 
union ministers, economists, technological and 
management experts and it should be continued. 
Full functional autonomy should, however, be 
given to the Planning Commission in formulating 
the national and State plans. 

6.5 As an autonomous body, the Planning Com
mission may not be able to act "in close understan
ding and consultation· with the Ministries of the 
Central Government and the Government of the 
States". As planning in India, particularly in the 
backward State, is yet to cover a large ground, it 
may be useful to have a Planning Commission both 
with administrative and advisory functions instead 
of an autonomous body "overseeing planning, in
vestment and decision making" at the national level. 

6.6 National priorities are kept in view in the 
formulation of State Plans so that they may be con
ducive to the national objectives. This does not erode 
the autonomy of the States. As regards the scrutiny 
of State Plan Schemes by the Planning Commission: 
it has been suggested in reply to questions 6.1 and 
6.3 that the Centre should play a prominent though 
not dominant role in the formulation of planning 
policies. Adoption of other SU!!gestions made in 
reply to questions 6.1 and 6.3 will go a long way in 
securing necessary reflection of national priorities 
in State Plans without eroding State autonomy in 
any way. 

6.7 Since the Planning Commission the size of 
the State Plan with reference to the availability to 
resources, there is no disadvantage in channelising 
Central assistance (Loans and Grants) through the 
Commission. However, as pointed out earlier quan
tum of Central Assistance to the State Plan as a whole 
is now fixed on an ad hoc basis at the instance of the 
Finance Ministry. This needs to be modified, as 
under this arrangement, while the resources of these 
Central Plan are increased progressively during a 
Plan period to offset that impact an inHation there 
is no corresponding increase in the Central assistance 
to the State Plans. We will, therefore, plead for a 
mechanism to be evolved to stop this erosion in 
States' resources for the Plan as also for inclusion 
of overall quantum of Central assistance to States 
for their plans. 



6.S The Gadgil formula for d.:tcnnining Central 
Plan a-si,tance gives 60 per cent weightage of popu
latoo~. ~0 per cent to backwardness and 10 per cent 
each to_ the States' tax • !forts and special problems. 
The cftorts to make the formula more progressive 
have not su~ccded in significantly altering the State-· 
w1se shares 111 favour of less developed States. The 
lncom~ adjusted to Total Population tiATP) formula, 
though more progressive. envisages proportionate 
shares for dl States eligible for Central assistance. 
from the allocable resources. The share of poorer 
States therefore, suffers diminution. Since backward 
States with a high incidence of population below the 
poverty line are in need of greater share of Central 
assistance, it is suggested that the Gadgil formula 
may be modified as follows :-

(a) tax efforts may be assessed in relation to 
i cc-~;n~ mi;ms the consum:>ti,,nneecls f, r the 
popdation below the poverty line; 

(b) The weightage given to population may be 
reduced from 60 rer cent to 50 per cent; and 

(c) the weightage for per capita income below 
the all India average may be increased from 
20 per cent to 30 per cent. 

6.9 Grant of Central assistance on the basis of 
ITAP formula may also be discontinued in the seventh 
Plan. Moreover, at present in terms of Grdgil for
mula 30 per cent of the assistance is made in terms 
of grants and 70 per cent in terms of loans. This 
places an unduly large turden on the <_tates. It is 
suggested that the formula may also be modified 
to provide 70 per cent of the assistance in terms of 
grant and 30 per cent in terms of loan as sugges
ted by us earlier. 

6.10 Introduction of a large number of Centrally 
sponsored schemes sometimes distorts State Plan 
priorities. Pre-emption of funds for externally aided 
projects also accentuates the problem. To enable 
the State Governments to fix their Plan priority 
.1 is-c-ris Central ~ector Schemes, it would be useful 
if all Ct ntrally sponsored and Central Plan program
mes are put forward and taken into account at the 
commencement of the Plan. Introduction of new 
Central ~ector Schemes during the Plan period may 
be discouraged. Since Central Sector Schemes are 
intended mainly to achieve National objectives, 
it is also proper that they are fully funded from the 
Central resources leaving the slender resources 
of the State Governments to be utilised for other 
scheme~. 

6.11 The monitoring machineries in the Planning 
Commission and the States need strengthening. 
Though guidelines are issued by the Planning Com
miss'on from time to tim!', they are not adopted 
hy the States unformly. In view of the varying levels 
of development in the States, it is nec' ssary that. 
for effective monitoring, guidelines on methodology 
and organisation are provided for different levels. 
Inadequacies in monitoring at the lower levels also 
need to be removed. As a large number of small 
programmes are executed by various field agencies. 
the ef!!phasis generally due to the inadequacy of 
staff. Is_more on implementation than on monitoring 
"nd review. The assistance and" directions received 
from the Planning Commission from time to time 
help the monitoring process at the Sta,te !~vel b\lt a 
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gap still remains to be filkd in respect of the moni
toring requirements and the sub-state levels. Consoli
dated progress reports received from the sub-state 
levels do not generally reveal the items requiring 
monitoring and review. In the circumstances, it 
would be useful if scheme-wise guidelines are made 
available by the Planning Commission for monitoring 
and evaluation of Plan programmes in different 
States in accordance with their needs. Training at 
the State level should also be strengthened and orga
nisational support provided for the sub-state levels 
to make monitoring and evaluation efforts more 
effective. 

6.12 Decentraliscd planning is essential for ba
lanced regional development. One of the main con
straints for decentralised planning has been the scar
city of resources. Suggestions with regard to the de
volution of Central assistance for improving the States, 
resources have been made in the replies to Q. 6.8 
and 6.9. The difficulties in locating adequate funds 
for State Plan Schemes in view of the in;plemen' ation 
of a large number of central sector and externally 
aided schemes have also been pointd out in reply 
to Q. 6.10. To remove the existing constraints, it is 
suggested that-

(a) plan policies dlay be formulated keeping the 
resources angle in view and plan programmes 
may be backed by adequate resources support. 
This would need re-orientation of the 
formula based resource allocation arrange
ments to the States, 

(b) in the National Development Council and 
other official groups of participant states, 
a broad agreement should be reached in re
gard to the Central priorities and the sources 
of resources support. In the other sectors, 
the States initiative may be supported after 
mutual discussion, 

(c) Decentraliscd rplanning in the States should 
be looked after by the States and r.dequate 
financial support may be provided for the 
purpose. 

6.13 State Planning Boards in different States 
have grown and developed differently. However. 
as the State Plann:ng Boards gain t n experitnce, the 
National Plans would become progressively more 
indicating and less imperative. However, the time 
has not yet arrived when we can say that an indica
ting National Plan can t e held and the role of the 
Planning Commission and Central Ministries in for
mulating the State Plan can be rcducc·d to minimum. 
Indeed, in a mixed economy !;ke ours, National 
Plan would have both imperative and indicating 
features depending upon which sector of the economy 
and which major projects are dealt with. 

PART VII 

MISCELLANEOUS 

7.1 The Industries (Development and Regulation) 
Act. 1951 was enacted by the Parliament pursuant 
to the policy objectives enunciated in the Industrial 
Policy Resolution' dated 6th April, 1948. It has been 
amended from time to time keeping in view the changes 
in the policy objectives of Government of India as 
~nnounced from time to time ip Industrial Policy 



R!solutions of 1956, 1970, 1973, 1980 and 1981. 
r.1ese Policy resolutions have taken into account 
the Plan objectives particularly those with regard 
to correction of regional imbalances through preferen
tllll development of industrially backward areas 
and promotion of economic federalism through 
an equitable spread of investments and establishment 
of nucleus plants linked to major ancilliarisation 
progra~me. The licencing system introduced by the 
aforesaid Act has to be seen in this context as an 
instrument of dispersal of industries so as to correct 
the regional Imbalances which had developed on 
account of concentration of industries in a few selected 
metropolitan centres. Prior to independence there 
was no industrialisation of the State of Orissa and 
even now it continues to be industrially backward 
in spite of the investments made in the Central sector 
projects and,the liberal incentives offered both by the 
State and Central Governments to promote industries 
in the backward and no· industry districts. Therefore, 
it is necessary that the Central licencing system which 
is in vogue should be vigorously enforced with a view 
to ensuring flow of industries both in the public 
and private sectors to the backward regions. We 
therefore, do not agree that through amendments 
to the First Schedule, the basic constitutional scheme 
has been subverted. According to item 52, List I, 
Parliament has powers to legislate in respect cf all 
industries, the control of which by the Union is 
declared by the Parliament by law to be expedient 
in the public interest. Since control and regulation 
of most of the industries included in the First Sche• 
dule to the Industries Act, 1951, is necessary in order 
to achieve the plan objectives it cannot be said that 
such regulation is against the public interest. 

Although we support the licensing system as envisa
ged in the Scheme of Industries (Development and Re
gulation) Act, it has to be conceded that in expanding 
the scope of the First Schedule of the Act and bringing 
in a number of insignificant items as enumerated in 
the questionnaire itself, a certain degree of rigidity 
has been introduced which has resulted in considera· 
ble delay in grounding projects. Licensing of items 
such as razor blades, gum, match sticks, scraps, 
paints, varnishes, weighing machines, sewing machines, 
hurricane lanterns, steel furniture, cutlery, pressure 
cookers, agricultural implements, bicycles, foot-wear, 
house-hold appliances and tools, type writers, China
ware and pottery, oil stoves, etc. could be usefully 
delegated to the State Governments. lf necessary 
detailed guidelines governing the issue of licences 
in respect of those items could be issued by Govern
ment of India according to which the powers of State 
Government to license industrial units would be regu
lated. 

Although we do not agree that the basic constitu
tional scheme has been subverted, we feel that in res
pect of consumer goods, items which usually cater 
to the demands of regional markets it would be better 
if, through amendment of the statute, the Parliament 
delegates the power of licensing to the State Govern
ments. 

7.2 As has been mentioned in the preceding para
graphs, the Parliament is competen~ to lc:gislate in 
respect of all industries, the regulatiOn ol wh1ch IS 

considered expedient in the "Public Interest'". There 
is no meution about the "National Public Interest", 
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anywhere in the Constitution. Therefore, in our view, 
there is no need to define "National Public lntcre,t" 
in order to justify Parliament's competence to legis
late regulating any industry. In order to implement 
the national objectives of planned devdopment as 
incorporated in the Five-Year Plans formulated by the 
Planning Commission and approved by the National 
Development Council where States are represented, 
it is necessary that Parliament's legislative powers to 
control and regulate growth and dispersal of industries 
should not be limited in any way. However, as has 
been mentioned in our reply to question No. 7.1 most 
of the items and items of the nature of consumer 
goods which cater to the regional demands, could be 
deleted from the First Schedule and enlisted separately 
in respect of which licensing powers could be delegated 
to the state Government. 

7.3 At present it is necessary to obtain the approval 
of Ministry of Industries, Government of India, in all 
cases where a change of location of the industrial 
project is involved except in respect of changes to a 
no-industry district. This has proved very incon
venient necessitating prolonged correspondence with 
Government of India and consequential delay in 
establishment of industrial projects. It is suggested 
that the State Government may be given the powers 
to approve such change of locations provided it b in 
consonance with the overall policy framework, appro
ved by the Government of India. In other wonh, 
if a project has been approved for . estabh>h· 
ment in a backward d1stnct change of locallon would 
be permitted by the State Government to any other 
area. 

In case of transfer of letter of intent from the 
original applicant to another party prior appr<?val of 
Ministry of Industnes, GovernmerH of Indm, IS now 
required. It is suggested that this power may be 
given to the State ~ove!rimt nt with th_e stipula~ion 
that it would be exercised m accordance with the glllde· 
lines to be issued by the Government of lndm and pro
visions of NRTP Act so that the objectives of preven
tion of concentration of economic power as well as 
the other policy directives of Government of India 111 

this regard are not lost sight of. 

Recently. administrative Ministries in _Government 
of India have been delegated w1th power~ m the matter 
of foreign collaboration for certam 1tems.. It rs 
suggested that the same powers. may b_e given to 
the State Government to sanctiOn foreign. collabo· 
ration arrangements in respect of the mdustnal 
projects of the respective States. !hese powers 
are to be exercised under the guidelines to be 
issued by Government of India for the purpose. 
Considerable delay is experience~ at !.'resent. to obtam 
central clearance regardmg cap1tal 1ssue, Import of 
capital goods and raw 1!1at~rials. The powers of 
clearing proposals for capital 1ssue, which at. p~escnt, 
are being exercised by the controller of capital Issues, 
ould be delegated to the State Governments to be 

~xercised under the over-all Iimit to be _fixed for _each 
State by Government of India. Alternatively, regional 
offices may be set up with full powers t? expedite 
clearance of all proposals . for . capital tssue. Smce 
detailed guidelines regarding ~mport_ _of capital 
goods and raW materials are aVailable, It IS SU~gested 
that the powers to clear spec1hc proposals for Import 



of sud1 items could b" usefully d~k:gated to the State 
Gvv~rnm~'lts. Such dd.:gatio11 would enabl.: the 
State Gvwrwu.:nt a11<i the State promotion agencies 
tv exp.:d itiously clear all ir:dustrial projects while 
ensuring cornphanc.: with the national gmdelines t(' 
oo issued by Government of India in this regard. 

Alt.:rnatively, r.:gional Boards may be set up with 
rcpres.:ntation frvm the States coming within th.: regi
onal Z011e with full powers to clear all the proposals 
regarding import of capital goods and raw materials 
as well as foreign collaboration. 

7.4. A number of steps have been taken by tho 
Stahl Gov.:rnment to extend support to small, tiny 
and artisan sectors. Particulany artisans working 
in handloom, leather goods, handicrafts have been 
organised into co-operatives. At the district level, 
Multi-purpose industrial Co-operative Societies have 
been set up in order to assist the Primary Co-operative 
Societies to market their produce and get their raw 
material requirements. These, in fact, have been 
linked into state level co-operatives. Raw material 
banks have also been set up at places where there is 
concentration of artisans in spectlic lines. The Small 
Industries Corporation also looks into the raw material 
and marketing needs of the industries in the small 
sector. In sptte of this, the fact remains that these 
organisations have not been able to cover all the arti
sans and entreprenuers in the small, tiny and village 
sectors, nor have they functionally stabilised them
selves as an alternative to open market operations. 
It is necessary that Government of India should come 
forward with special assistance grants to stabilise 
these co-operatives. The National level institutions 
engaged in the field of research and development 
should take the initiative in fin<ling out appropriate 
technologies for the traditional craft which, besides, 
removing drudgery,would,ensure better quality product, 
higher producllvity and at the same ttme snould not 
prove too lal?our displacing. Therefore, transfer of 
technology is an important area where the central 
agencies should come to the assitance of the state level 
institutions. Similarly, they can play a very impor- · 
tant role in finding out export and all-India markets, 
disseminating information regarding demand trends,· 
fashion des1gns and where necessary transfer of 
appropriate technologies. 

7.5 lf we evaluate the performance of the Central 
financing institutions, the conclusion is inescapable 
that relatively not much investment hils been made 
through the tinancing institutions in bacKward regions 
like 0rissa. The stock argument put forward in this 
connection is that not many applications have b.:en 
made for location oi industnes and consequently for 
sanction of loans. Although of late, fiow of tunds 
from the central tinancrng rnstitutions have improved, 
they have been entirely uue to the promotional eJ:forts 
ol the state agencies. Now-a-aays, when, apart 
!rom the licencrng authority, the central financing 
ill!>titutions alSo play a great role in financing of the 
proJect and, therefore, on their !ocalion it may not be 
out of place to suggest tnat they should be enJoined 
upon to encourago; lundlllg of projects in the rndus
tnal.ly backward states lle Onosa Wllll greater prio
my. A clear policy tormu.Jauon in tlus regard would 
be extremely n.:tpiUI. we willocrvngly recommend 
~u.Jl a poi.Lcy lll>lrumeut being evol vo;u. 
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7.6 It is necessary that the central investments 
m the Public Sector an: made on an objective evalua· 
tion of locational advantages of competing sites after 
giving necessary w~ightag~ to the objective of removing 
the regional imbalances arid ensuring equitable spread 
of industries in all parts of the country. It may be 
mentioned here that the National Committee on 
Development of Backward Areas have recommended 
to declan: Gujarat, Haryana, Tamil Nadu, Karnataka, 
Maharashtra, Punjab and West Bengal as industrially 
advanced. This recommendation may be accepted 
and while deciding on investments on major central 
industrial projects, weightage should be given to the 
other States, which by implication, are to be treated 
as industrially backward. In this context, it is sug· 
gested that the Public Investment Board of Govern
ment of India which consider all proposal in the central 
sector should have also representatives of the Sta~e 
Government short-listed for the purpose. Thts 
would ensure that the comparative advantages of all 
the s!les are adequately highlighted by the concerned 
representatives ot the States before the Board. 

7.7. Yes. Few selected places like Bangalore, Hyde
rabad ami Bhopal have received concentrated 
attention in the matter of direct central sector 
investments in heavy industries. It is suggested 
that every backwan.l state should have. one 
nucleus area developed lor central sector mvest
mt:nts in heavy industries like machine tools, beavy 
electricals, electronics development, heavy macnmenes 
and structurals, and such other industnes requmng 
heavy investments. Sullicient weightage should bt: 
given to the backward States 111 tne matter ot allo
cation of such industnes requmng heavy mvestments 
in the central sector. 

7.'6. At present, backward districts/areas and. no~ 
indu>try dtstricts have been tdentttied ~or var10us 
~entral sector incentm:s for promotion ot mdustrtes. 
.In ca>e ol Orissa the unit has been a dtstnct although 
specific area (blocks) as and when they get ~ndustnauy 
aevdoped are excluded from the P':lrvtew of the mcen· 
tive scnemes. lf the economy ot the state IS to be 
strengthened, it is necessary that the whole state 
should be declared industrially backward and special 
incentives which are otiered for a no-industry dtstnct 
a.r~ made applicable to all the districts of the backward 
state. Of course, exception could be made m respect 
of certain selected, highly industnalised blocks. 
The National Committee on Development of Hack
ward Areas in their report have denned all centres 
with a level of employment in non-household manu
factunng exceeding 10,000. accordm~. to the 1~71 
Census as "'existmg mdustnal centres . They have 
dehned areas which are not close to such centres on the 
basts of a nearness formula as industrially b~ckward. 
Nearne:;s has been delined in terms .of .me iollowmg 
out-otf di:;tance from each category of extstmg centres: 

Level of e"'plcymem 1n. non-household Dis1ance 
manufacrurlllg in the exislJ.ng Centre 

Over 150 1housanct 150 Kms. 

50-150 thou>and 100 Kms. 

25-50 thuusand 75 Kms. 

10-25 thousand 50 Kms. 



We have supporte~ these recommendations except 
that the sphere of mfiuence of an existing industrial 
centre, should not be allowed to transcend the State's 
boundary, For example existence of Jamshedpur 
as.an mdustnal centre has made no impact on growth 
of mdustnes m the adjoining districts of Keonjhar 
and Mayurbhanj of Orissa. We had contended 
that the industrialising impulse of an existing centre 
would be confined to the territorial limits of a State 
where the existing centres are located. As the 
administrative and industrial culture differ from 
state to state, it would be unrealistic to expect that the 
neighb~uring .st~te w~uld usefully take advantage 
of the mdustnallSlng Impulse generated by the exis
ting centres in other state. Therefore, the concept 
of the NCDBA in defining backward areas in terms 
of its nearness to existing centres would be useful 
if the spherto of influence of an existing centre is con
fined to the political boundaries of the existing states. 
In that event, except for some of the blocks in Sundar
garh district where Rourkela Steel Plant has been set 
up the whole state of Orissa would qualify to be de
clared as industrially backward. The other recom· 
mendations of the Committe~. to categorise states 
like Gujarat, Haryana, Tamil Nadu, Karnataka, 
Maharashtra, Punjab and West Bengal as industrially 
advanced, should be accepted. The remaining States 
which, by definition, become industrially backward, 
should be eligible for preferential treatment both in 
the matter of central subsidy, concessional finance 
and concessions available ujs HO HH of the Income 
Tax Act. We had recommended that all these three 
modes of assistance i.e. central subsidy, concessional 
finance and concessions under the I. T. Act should 
apply in package to all the districts/areas which are 
declared industrially backward. The recommenda
•jon of the Committee that the geographical coverage 
of the central subsidy and concessional finance should 
bo the same as has been endorsed by us. 

8.1 We are of tho view that time has come when an 
authority as contemplated under Article 307 is set 
up in the country. 

9.1 Central involvement in the shape of assump
tion of responsibility for i;ubstantive activity should 
be permissible since an all-India view has to be taken 
regarding the matter. 

Some of the soil conservation programmes have 
inter-state bias in nature and implementation of 
these programmes needs heavy investment and close 
co-ordination. It may not be possible for the States 
to implement such programme independently without 
financial aid from the Centre. Hence, the Centres' 
involvement to the extent of co-ordination with other 
States of appreciating the nature of the problems 
confronted by the States and giving adequate financial 
ajd for implementation of su1table schemes and their 
subsequent maintenance by way of award appears 
to be necessary. 

9.2 We agree with the recommendation of the 
National Commission on Agriculture (1976) that a 
long term perspective be developed in which the central 
and centrally-sponsored scheme being implemented 
through the state agency ultimately form part of the 
State sector and that their number be kept to a 
minimum. However, the number of central .and 
centrally-sponsored schemes to be implemented 1n a 
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State will depend to a large extent on the nature of 
the problem and the financial resources of the State 
to tackle the same. Care should be taken to sec that 
the new arrangement does not result in the reduction 
of the volume of financial assistance made available 
by the Centre for the implementation of various 
schemes in the States for development of Agri· 
culture. 

9.3 Joint Working groups under the auspices or 
the Planning Commission are likely to enable the 
States to make meaningful contributions towards 
shaping of the various central and centrally spon
sored schemes. The Planning Commission and the 
Union Ministries would have the benefit of the 
feedback from tho States and the variations which 
are warranted in view of the different local conditions 
and compulsions of the environment. 

9.4 The central initiative for fixation of minimum 
or fair prices of agricultural items has been quite 
helpful and we fully support its continuance. 

In case of irrigation we would suggest that in 
respect of projects which do not have any inter-slate 
implication or financial assistance from abroad, 
the sanctioning of schemes should be lert to State 
Governments and the present system of detailed 
scrutiny of all projects costing above Rs. 5 crores 
should be given up. However, monitoring and evalua· 
tion of projects above a certain level of costs can and 
should be done at the time of finalisation of the 
Plans and also by the central technical agencies. 

As regard projects for inter-state waters, ll ts 
advantageous to retain the need for approval by 
central agencies. In the matter of allocation of 
inter-state waters, the procedure for arbitration and 
appointment of a tribunal are well-laid down and 
should be followed whenever need arises. 

As regard Forestry policy and administration, 
earlier it was a purely state subject. Of late, however, 
the Central Government has stepped in a big way 
with the transfer of the subject to the Concurrent 
List and enactment of the Forest Conservation law. 
State Governments are required to refer even small 
matters pertaining to forest clearance to Central 
Government. It is suggested that this needs to be 
reviewed and considerable latitude should be given 
to State Government in administration of forest 
subject to national goals in regard to conservation 
of forest wealth being followed, guidelines for which 
should be clearly laid. As regards provision of strategic 
inputs including credit, the central initiatives have 
been adequate and we will support their continuance. 

9.5 As regards the role of agricultural research 
through !CAR it may be pointed out that research 
institutions should be further strengthened through 
setting up of regional units and it should also enlarge 
the co-ordinated projects in States, involvmg fully 
the State Agricultural Universities and Research 
Institutions. Regarding NABARD we have no sug· 
gestion to offer. 

10.1 Consultation with the States should precede 
the formulation of measures in the areas of pricing, 
storage, movement and distribution of foodgrains 
as well as other essential commodities. Unilateral 
directives, unless in the national interest, need to be 
avoided. 



10.2 Periodicai review in a forum which need not 
be statutory, while removing irritants, are likely to 
bring about greater cohesion and camaraderie between 
the Centre and the States. 

11.1 Unnecess~.ry c~ntralisation and too much 
central interference in the initiative and authority 
of the State are not borne out by the experience of 
our State. Efforts at standardisation have, however, 
given rise to some difficulties at times, but most of 
such difficulties have been satisfactorily resolved. 

By way of illustration it might be mentioned that 
the State Government had prepared a comprehensive 
Bill to substitute the existing Acts of the universities 
of the State. Several provisions of the existing Acts 
were proposed to be modified on the basis of the 
experience gained with the working of the provisions 
contained therein. The draft Bill was referred to 
the Central Government who made several observa· 
tions presumably on the basis of a model legislation 
prepared by the UGC·Central Government. The 
State Government was of the view that the sugges
tions made by the UGC and the Central Govern· 
ment were not appropriate or were unworkable in 
the context of the situation prevailing in the univer· 
sities of this State. After a series of discussions and 
correspondences, the Central Government agreed to 
the State Government enacting the Bill, but made 
certain observations for consideration of the State 
Government. In this context, there has been a 
feeling in certain circles that mod.els prepared by 
the Central Government largely on the basis of the 
experience gained in the management of the central 
universities are not necessarily appropriate for the 
stale universities and that there should not be any 
insistence or adherence to a central model for all 
state universities as well. 

Financial assistance provided by the Central 
Government to the States is usually linked to specific 
~chemes. In other words, the financial assistance is 
available only to those States which are willing to 
implement the centrally-sponsored schemes and to 
the extent the scheme is implemented. Most schemes 
also involve financial participation by the States at 
a varying rates. The centrally sponsored schemes 
may not necessarily conform to the educational 
priorities of the State. In other words, if the Central 
assistance were to be made available to the State 
C.overnments without being tied to a specific scheme 
the funds so available would not necessarily be 
~pent by the State on that type of scheme and the 
!:>tate Government may then be in a position to spend 
the money m priority sectors. To illustrate, if funds 
earmarked for a particular State for introduction of 
l:ducational Television Programme were to be made 
a~aiiabie to a State without being tied to that 
programme, the State may wei_! prefer to spend 
lllat amount for meetmg the baste mfrastructural 
and other deficiencies in the same sector, i.e. primary 
sector rather than on television programme. 

This problem would be obviated if the Central 
and <:~ntrally sponsored schemes are related to the 
needs and prionties of the States. There is, however, 
a strong case for some measure of uniformity in the 
matter of educational facilities available in different 
!:>tat'> and educational standards at various levels. 
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Since the State Government may not be in a position 
to ensure uniformity in regard to facilities for educa· 
tion wholly from its own resources, it is essential 
that the Central Government should intervene and 
assist the educationally backward States to come 
up to the level of a National minimum. It is also 
essential that there should be some measure of 
uniformity as regards the standard or levels of pro
ficiency expected to be attained at various levels of 
education. The need for uniformity is particularly 
strong atleast at the Matriculation and Plus 2 stages. 
A wide divergence in the standards adopted by 
different States will not only impede mobility from 
one State to another, but also involves the risk of 
non-recognition of qualifications acquired in one 
State by the institutes of another. Since Central 
Government is the only agency which can ensure this, 
it is not only necessary for them to ensure that 
there is reasonable measure of uniformity in the 
standards of curriculum and teaching in different 
States atleast upto plus 2 stage, but also to help the 
States which have not been able to attain the mini
mum standard, to reach that standard. 

I 1.2(i) The UGC grants have by and large been 
responsive rather than promotional in that the Com
mission reacts to the proposals received from the 
universities and colleges instead of taking initiative in 
assessing the requirement of universities and colleges 
on its own and providing assistance on the basis of 
the assessment. Consequently, ther~ have been 
instances where low priority projects have been 
financed by the Commission while high priority 
items and basic infrastructural and other deficiencies 
such as deficiencies in laboratories, libraries etc. 
have remained unattended to. 

(ii) The financial assistance given by the UGC 
is inequitous in that it is more munificent to the 
Central Universities as compared to the State Uni
versities and affiliated Colleges which are responsible 
for over 83 per cent of the student enrolment. The 
Grants also show a wide inter-State and inter-Univer
sity variation in terms of per-student average annual 
input. 

(iii) Most of the grants sanctioned by the UGC 
involved matching contribution from the State Gov
ernment and;or the institutions concerned. Quite 
a few schemes failed to get implemented because of 
the inability of the State and the institutions concerned 
to provide their share. One of the unfortunate con
sequences of this stipulation is that a State which 
has not been able to provide adequate resc:~urces to 
meet the basic deficiencies in colleges and universities 
owing to resources constraint is unable to avail of 
the UGC contribution and the backwardness is 
perpetuated. 

(iv) The UGC has not taken adequate steps for 
promoting and encouraging introduction of courses 
in new and emerging areas of future manpower 
requirement. There has been a tendency to support 
and finance the existing and traditional departments 
rather than encouraging introduction of courses in 
new areas which are increasingly acquiring critical 
importance for future manpower needs. 

(v) The inter-institutional and inter-disciplinary 
allocation of resources has been somewhat desperate 
and does not reflect any definite scheme of priority. 



(vi) The field of higher education presents a picture 
of un-edifying contrasts. A few peaks of excellence 
existing in the midst of a vast plateau of substandard 
and subaverage institutions. There has been no 
conscious effort to remove this disparity. 

(vii) The UGC has in the past financed the improve
ment in emoluments of college teachers of State 
Governments. However, the financial assistance has 
been confined to the pay only and not to DA'ADA. 
This throws heavy financial burden on State Budget. 
It is suggested that UGC while· suggesting improve
ment in the emoluments of college teachers should 
cover both pay and DA/ADA by its financial assis
tance. It is also suggested that in undcvelopecl States 
the UGC should help in all possible ways in bringing 
a !least one college in every<' istrict to the ideal standard. 

11.3 There should be a National Policy on educa
tion so that there would be some uniformity in 
educational pattern throughout the Nation and 
students can move from one State to another. 
The broad contours of this policy may be evolved 
by the Government · of India in consultation with 
the State Governments a:td its execution and details 
may be left to the respective States. In actual imple
mentation of the policy, frequent discussion and 
consultation between the State and the Centre should 
take place. 

Conferences of Education Ministers and Education 
Secretaries of State Governments and Vice-Chan
cellors of the Universities are held as a regular 
feature. Owing to large attendance and long list 
of agenda items it sometimes becomes difficult to 
arrive at clear cut decisions. These meetings, 
undoubtedly serve useful purpose by providing a 
forum for exchanging of views, but have not been 
very effective in arriving at a consensus on specific 
issues. It would be desirable to identify specific 
areas where standardisation or uniformity should 
be aimed at and where Central in:ervention is con
sidered necessary. Working groups could be 
appointed to make in depth study of each area 
in consultation with various State Governments 
and Universities and to present their recommenda
tions in a high level conference of Education Minis
ters for acceptance and implementation. 

11.4 Essentially the minorities enjoy the following 
rights relating to establishment and administration 
of educational institutions :-

(i) all minorities shall have the right to establish 
and administer an educational institution of 
their choice; and 

(ii) the Stale shall not, in granting aid to educa
tional institutions, di,criminate against any 
educational institutions on the ground that 
it is under the management of a minority. 
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Certain doubts have often ari,en in C<'nuerti<•n 
with the implementation of these constitutional 
rights. The relevant issues arc mentioned hclow :-

(a) Whether the minorities have an ahs lute right 
to establish an institution of their choice e~cn 
when such institutions do not ,·onform to the 
normal criteria applicable to similar institu
tions not established or administered hy the 
minority community. The requirement 
may relate to criteria such as the minimum 
educational qualification of teachers. pro
vision of adequate classroom space, provision 
of playground and other infraslructural faci
lities considered essential for a school etc. 

(b) Whether an institution should he treated as 
a minority institution even when prepon
derant majority of the students do not belong 
to minority community and when an institu
tion has no features which would distinguish 
it from other educational institutions.-

(c) Grant-in-aid is given to non-Government 

(d) 

educational institutions subject to their sati'-
fying certain conditions ·which include 
appointment of teachers, possessing the 
requisite minimum qualif1cations prescrihed 
by Government, recruitment of teachers 
through the selection board, prior approval 
of appointments and promotions by the 
competent Government authority, etc. On 
a plain reading of the provision under Article 
30(2) it would appear that minority institu
tions would be eligible for grant-in-aid only 
if they satisfy the conditions subject to 
which non-minority institutions are given 
grant-in-aid. A question that arises for 
consideration is whether insistence of fulfil
ment of such conditions would contravene 
the right of the minority institutions to ad
minister educational institutions accon.lin!.! 
to their choice. -

Whether the Government can exercise anv 
power for the protection of the employees ,;f 
the minority institutions in matters such :" 
pay and all.owances. security of service. pro
tection against arbitrary or malafide pu '1 sl.
ment, etc. 

11.5 There has not been any ~pecific inslanre of 
conHict of issues between the Centre and the Stale 
in regard to any problem of educational programme. 

12.1 Provbions in the Constitution of India arc 
elaborate and do not leave too many grey areas to 
comm nd the establishment of an Advisory Com
mis,ion on the U.S.A. model where the Constitu
tion is short and has been allowed to evolve in the 
crucible of experience. Research of Centre-Stale 
relations on the lines taken up hy the National 
Institute of Public Finance would h: a wclcorne step 
to sort out many of the irritants. 
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Stat~"""t showing Repaym~fll Liabilities agailfSt Ce1ttra/ LoalfS for State Plafl Schemes 
(Rs. in crores) 

1980-81 1981-82 1982-83 1983-84 1984-85 
(Accts.) (Actts.) (Actts.) (Accts.) (B.E.) 

(I l (2) (3) (4) (5) (6) 

(i) 1980-85j P"iod 

(i) Central Assistance 145.26 134,55 145.36 157.93 168.36 

(a) loan of (i) above @ 70% 100.00 94,18 101.75 109, II 117.85 

(ii) Repayment due against consolidated loans 
exhibited at (i) (a) above. 

(a) Rescheduled loans, 1978-79 by (7th F.C.) 17.01 17.01 17.01 17.01 17.01 

(b) loans obtained during 1979-80 to 1983-84 6,38 13.60 19.64 27.08 34.18 

(c) loans for Over-drafts (Rs. 
obtained during 1982-83. 

24.43 crores) 4.89 

(J) Total 23.39 30,61 36.65 44.09 56.08 

(Rs. in crores) 

1985-86 1986-87 1987-88 1988-89 

(7) (8) (9) (10) (11) 

(ii) 1985-89 period 

(iii) Central Assistance assumed Rs. 200.00 crores 
each year. 

(a) loan out of(iii) above @ 70% . 

(iv) Repayment due against consolidated loan and 
loan exhibited against (iiiXa). 

(a) Rescheduled loan 1983-84 (by 8th F.C.) 

(b) loans assumed during 1984-85 

(c) loans a"umed during 1985-86 

(d) loans assumed during 1986-87 

(e) loans assumed during 1987-88 

(f) loans assumed during 1988-89 

(g) loans for over-draft obtained during 1982-83, 
1983-84. 

(h) Total 

Orissa 

Presentation of the case of Government of 
Orissa before the Commission by the Chief 

Minister 

More than three decades ago, the people of 
India while giving unto themselves• a Constitution 
had consciously exercised their choice and option in 
favour of a federal polity with a strong Centre in 
the light of our past historical experience. Arrange
ments made then for the governance of the country 
also envisaged that in times of a grave emergency 
the Federal Constitution of India can virtually 
convert itself into a unitary system. Powers were 

200.00 

140.00 

15.30 

7.86 

13.09 

36.25 

200.00 

140.00 

15.30 

7. 86 

9. 34 

13.09 

45.59 

200.00 

140.00 

15.30 

7. 86 

9. 34 

9. 34 

13.09 

54.93 

200.00 

140.00 

15.30 

7.86 

9.34 

9. 34 

9.34 

13.09 

64.27 

vested under the Constitution in the President of 
India to proclaim a financial emergency or take over 
the administration of a State when he was satisfied 
that either there was a failure of the constitutional 
machinery in a State or a State failed to comply with 
or give effect to the directions given by the Union. 
The considerations which persuaded the people of 
India to adopt a constitutional system, which was 
almost a radical departure from the classic model 
of a Federation wete the preservation of the 
country's unity, integrity, independence and the 
emergence of a common/political system for the first 
time in the history of the nation, 



1 
The inte~vening years have witnessed many deve

opments 10 d1_ffe~ent directions. The most si ni
ficant P~rhaps IS Introduction of National Plan~ng 
as an Instrument of economic growth which in 
turn has accentuated the Centre's influence in the 
spheres of ad!ninistration and finance. This trend 
may not ~e sa1d to be out of tune. With the theories 
of fe_der~hsm as it is acknowledged by contemporary 
constitutional experts that federal centralisation 
cannot be ~uled out in the context of the complexities 
and pervasiveness of a modern Governmental system. 
~f late a Federation in political theory has been 
Vle~ed m?re a "functional than an institutional con
cept '. It IS also said that "any theory which asserts 
th~t there ~~e certain flexible characteristics without 

wh1ch a pohhcal system cannot be federal ignores 
t~e fact that. institutions are not the sam~ thing in 
d1ffe_r~nt socml and cultural environments". The 
traditiOnal theory of Federalism would appear to 
have lost much of its ground in the context of 
mod~r':l. technological development and the res
ponsibil~ty cast . on a ~:mtional Government to•deal 
appropnately with diverse and multi-dimensional 
problems facing the country and its people. 

The _compulsions which weighed with the people 
of India and the constitution makers to vote for a 
s~rong Centre more than three" decades ago con
tmue to be valid and relevant • even today. The 
State C?overnment while advocating for a strong 
Centre m the overall national interest would also 
urge that federal centralisation in the areas of 
finance, planning and administration should not 
be allowed to impinge on the status and position 
accorded to the States in the basic scheme. of our 
Constitution. The States are closest to the people 
and .they should. be enabled to perform as many 
functiOns as are m the former's interest. 

The State Government's considered views on the 
wi.de~angi~g ques~ionnaire circulated by the Com
miSSIOn m rel~tlon to administrative, develop
mental, financial and legislative matters have 
already been furnished. I wish to briefly dwell on 
the State Government's approach embodied in the 
detailed answers to the question. 

We have bY: a~d l~rge pieade_d for the existing 
scheme of . d1stnbuti?n of legislation powers as 
enumerated m the Umon-State and concurrent lists 
to be maintained. However, the State should be 
made fully competent to legislate on all matters 
allotted by the Constitution to the State List. Cer
tain reservations, as manifest in Article 246(1) and 
246(2) open up possibility of encroachment in the 
State list, and' it may be difficult for the State to 
seek judicial redress in such contingency. Therefore 
the alternative of deleting these provisions may be 
considered. Further, it is suggested that some of 
the legislation powers dealing with financial 
matters and taxation, enumerated in that list may 
be made free from restlictions of the Parliament, 
since the States have very limited area of taxation 
for augmenting their revenues. 

As regards assumption of the powers of legisla
tion of the State legislature by the Parliament in 
"National Interest" or "Public Interest" it should 
be, in fitness of things, purely temporary in nature 
and hence::;:of very limited duration. 

55-288/87 
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In regard to role of the Governor, we have held 
the view that the Governor is the cons;itutional 
h_ead and the powers vested in him under Constit~
hon are adequate to enable him to play the enVI• 
~aged role. Judging by our experience, we have no 
mstance to quote where the Governor has turned 
deviant from constitutional norms. We therefore, 
recommend no modificntion in the powers of the 
Governor, including that of reserving Bills for 
consideration of the President. Barring some cases 
of delay in obtaining the President's approval 
w~ich can be overcome by alertness, we do not 
thmk that the Centre has dictated arbitrary changes 
in Bills reserved for nssent. In order to obviate 
delay, a binding time-frame (within which such bills 
s~all either be approved or reverted for re-considera· 
t1on) may be built into the procedure. 

. Although different Governors have adopted 
different standards in exercising their discretionary 
powers, in calling or not calling leaders to form 
Government in an uncertain situation or in recom
mending or not recommending action under Article 
356, such variations are only inherent in the nature 
of this exercise. We are therefore, of the opinion 
t~at discretionary powers should be left to be exer
c~sed by the Governor ~in "the context of the political 
sttuation existing at any" given time who should 
exercise them with utmost objectivity. Imposition 
?f any written guideline will not only be not necessary 
It may even tend to create litigation and constitu
tional dead-lock. 

Consistent with our basic premise that a strong 
Centre in our country is a historical imperative, we 
commend the continuation of Article 256 and 257 
in the Constitution, while stating, however, that 
these powers should be exercised most sparingly 
and only to deal with extraordinary situations. 
Minor aberrations, if any, and other situations of 
dissent on the part of the States should be resolved 
through an appropriate institutional arrangement 
which will· afford opportunities for debate, discus
sion and consultation. 

In our State provisions under Article 356 have 
been invoked only twice during the last 35 years. 
While we feel that the exercise of this extraordinary 
remedial power has been generally appropriate, the 
actual episodes were not free from contrL versy. 
We, therefore, feel that necessary safeguards may 
be built into Article 356 to prevent recurrence of 
any distortion. 

Disputing opinions have been expressed regard
ing location and use of Central force in the aid of 
civil power in any State. We have held the view 
that although the State should be allowed to play 
its legitimate role in the area of law and order 
which is a State subject, the Centre, however, can· 
not be disabled from acting in situations of grave 
emergency and threat to the integrity of the 
country. Ordinarily however, no cent~al force 
should be deployed in any state unless requisi
tioned. Similarly, while brcadcasting and telecasting 
are included in the Union List, we feel that the 
State should have a say in regard to their adminis
tration and programming, in view of their vital role 
as communication media. Further, we would 



su&,<>est that an arrangement should be provided 
under which States are allowed specified period of 
TV and Radio programmes for their own broad
cast subject to central guidelines and direction. 

We do not consider that it is necessary to set up 
an Inter-State Council to iron out Inter-State 
and Union-State differences as envisaged under 
Article 263. Besides, such a Council, if constituted, 
will be too large and unwieldy a body to go into 
these differences. We feel, it will, not be appropriate 
to discuss and review the disputes arising out 
of Constitutional obligations devolving either on 
the Centre or States in a Council. Instead, we would 
suggest that inter-State and Union-State differences 
should be resolved in a forum comprising of repre
sentatives from the concerned States and concerned 
central ministries. Any dispute which cannot be 
settled through such arrangement may be addressed 
to judicial or semi-judicial forums. 

In the area of financial relations we hold the view 
that subject to certain modifications suggested by 
us in our replies to the question in Part V of the 
questionnaire, the scheme for devolution envisaged 
by the Constitution-makers has by and large worked 
well so far as meeting the financial needs of the 
State Government for providing the basic adminis
trative services is concerned. Similarly the arrange
ment for closing the gap between the State's needs 
and their resources through sharing of Central taxes, 
and making available the grants-in-aid, on the 
basis of the recommendations of the Finance 
Commission, has commanded confidence of all. 
However, in order to stretch these arrangements 
to their logical conclusion a strong convention 
has to be established that the recommendations of 
the Finance Commission will also be accepted by 
Government of India in its entirety. 

So far as the question of meeting the growing 
needs of the State for financing different develop
mental activities is concerned, we feel that the pre
sent system of resource transfer through the Plann
ing Commission needs to be substantially improved 
upon. There is need, in our opinion, to lay down 
strict objective criteria for determining the quantum 
of Central assistance to States and for its suitable 
distribution. There is need in view of our avowed 
commitment to eliminate regional disparities and 
imbalance for a more progressive policy of resource 
allocation by the Central Government than has 
been the case hitherto. In this connection our 
specific suggestion in reply to questions 5.5 and 6.8 
of the questionnaire may be referred to. 

The fact that inter-regional disparities continue 
to prevail and even seem to be on the increase after 
35 years of planning itself goes to show that the 
scheme of transfer of resources has not been effec
tive and calls for urgent action to redress the situa
tion. We believe that a strong Centre is necessary 
to promote the weaker States of the Union for 
equitable economic development and reduction 
of regional disparities. We do not, therefore, 
favour any large scale transfer in power of taxation 
from the Centre to the States as this will weaken 
even t~e present mechanism for flow of resources 
from ncher to the poorer regions, Nor would we 
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recommend more taxation powers to be transferred 
to the Centre as this will reduce the State to a 
position of economic dependence. However, we 
will strongly plead for greater devolution of 
resources from the Centre to the State through 
Finance Commission and Planning Commission. 
For this we feel that Centre should raise more 
resources within the present framework whenever 
feasible. 

While our detailed suggestions in regard to the 
transfer of resources have been given in response 
to Part-V of the questionnaire, we will draw the 
attention of the Commission to the very heavy bur
den of indebtedness devolving upon the State 
Government on account of loan received by them 
as part of the Central assistance, leading to huge 
burden of repayment liabilities and interest. we· 
feel that periodical review of indebtedness and re
scheduling of repayment as has been attempted by 
referred the matter to Finance Commission will 
not provide a permanent solution, and calls for a 
more radical remedy. We feel that the grant 
of loan ratio in the plan assistance should be 
reserved and 70% of this should be given as grant 
and 30% as loans particularly to States whose 
per capita income is below the national average. 

Besides, we would recommend that the expendi
ture on repair, restoration etc. necessitated by 
natural calamities such as floods and cyclone should 
be entirely borne by the Centre and expenditure 
on droughts should also be covered fully by Central 
grants instead of being treated as advance plan 
assistance as at present. 

Payment of DA and ADA which is a function of 
the price situation and imposes a heavy burden on 
the States, should be taken into consideration, when 
deciding about transfer of resources to the States. 

Our response to the question of economic and 
social planning is based on the premise that in its for
mulation the Centre may play an advisory role 

· and should not un-necessarily better the State's 
option in the matter. 

We do not advocate any major structural change 
in the process of Plan formulation. There is neither 
any particular advantage in giving the National 
Development Council a statutory basis nor in making 
the Planning Commission on autonomous, and 
purely advisO!Y body. The National Developm~nt 
Council should, however, evolve a clear workmg 
procedure which may be incorporated in a set of 
Rules of Business, while Planning Commission 
should have a more decisive role to play in investment 
planning. 

On the issue of channelising Central assistance, 
we have observed that while the resources of the 
Central Plan are increased progressively duirng 
a Plan period to offset the impact of inflation, there 
is no corresponding relief available to the State 
Plans. We will, therefore, plead for a mechanism 
to be evolved to stop this erosion in the State's 
resources as also for determination of overall quantum 
of Central assistance to the States. 



While the norms for transfer of Plan resources 
should be made more progressive, it may also be 
realised that since Central sector schemes are in
tended mainly to achieve the National objectives, 
it is proper that they are fully funded by the Centre, 
leaving aside the slender resources of the State for 
other opportune use. Any factor such as matching 
contribution of the State Government which 
operates as a fetter on States whose per capita income 
is below the national level should be done away 
with. 

The sine qua non of our Constitutional system is 
to preserve the unity and integrity of the Nation 
and to secure for its people in different regions the 
fruits of rapid and balanced development. Centre
State relations within our federal polity should be 
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designed to subserve this goal. The larger role 
assigned to the Centre in different spheres of Na· 
tiona! life should be maintained. 

In short we maintain that a strong Centre is 
essential for a just and fair growth of our nation, 
for removal of regional disparities and for benefiting 
large backward populations living in different parts 
of the country. The original concept of the fathers 
of the Constitution about a strong Centre should 
not be diluted in any way. At the same time there 
should not be any inroad into the well defined auto
nomy of the States and whatever aberrations have 
grown in the past should be removed. The unity and 
integrity of the nation should be held above every
thing else. The States should play an unfettered 
role to uphold the ideals of the Constitution so 
zealously held by our Constitution Makers. 



GOVERNMENT OF RAJASTHAN 
(a) Replies to the Questionnaire 

(b) Viewpoint presented by the Chief Minister before the 
Commission. 



Rajasthan 

REPLIES TO THE QUESTIONNAIRE 

INTRODUCTORY 

1.1 Our Constitution makers adopted what is 
known as the cooperative system of federation. The 
Chief characteristics of this system are inter-dependence 
and administrative cooperation between the Union 
and the State Government and the partial financial 
dependence of the latter on the former. Dr. Ambed
kar in the course of his speech in the Constituent 
Assembly observe that "the Drafting Committee 
wanted to make it clear that though India was to be 
a federation, the federation was not the result of an 
agreement by the States to join in a federa ion and 
that the federation not being the result of an agree
ment, no State has the right to succeed from it". Both 
the Union and the States enjoy supremacy within 
their spheres, subject to the limits and conditions 
imposed by the Constitution. Residuary powers 
vest with the Union. One distinguishing feature is 
that during normal times the cooperative federal 
character of the Constitution prevails but in time of 
grave emergency it may convert itself into a unitary 
system. 

1.2 Broadly there does not appear to be any ne
cessity to change the provisions of Articles referred 
to in the question. However, it may be appropriate, if 
more items so to enable the States to increase their 
resources are also added in the State list of the Cons
titution. 

1.3 We agree. Involvement of States be increased 
in activities and programmes which are of particular 
significance to States such as expansion of post and 
telegraph facilities, internal Communication, pro
gramming of radio broadcast and television trans
mission, licencing of industries upto a certain extent, 
expansion programme of railways etc. 

1.4 The system as mentioned above does not 
exist. 

1.5 In our view the Constitution is basically sound 
and flexible enough to meet the challenges of the 
changing times. 

1.6 Independence, unity and integrity of the country 
are matters of paramount importance which should 
override all other considerations. Articles 249, 256, 
257 and emergency provisions contained in Articles 
352 to 356 and 360 as also Article 365 have been in
corporated in the Constitution to achieve these objec
tives. Historically a weak Centre has given rise to 
fissiparous tendencies, on the other hand a strong 
Centre has held the Country together. Now that 
centrifugal forces and such tendencies in form of lin
guism, regionalism,. religiC?us separatism a~e rearing 
their heads, prov1s10ns wh1ch promote centnpetal for
ces should not only be retained in the Constitution, 
but be further strengthened. 

1.7 We do not propose any change. 

t.S Article 3 does not require any amendment. 
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PART II 

LEGISLATIVE RELATlONS 

2.1 There is nothing basically wrong in the scheme 
of distribution of legislative powers between the 
Union and States. 

2.2 Views have been given while giving replies to 
the specific questions later. 

2.3 Yes. The State Government should be consul
ted on any legislation undertaken by the Central 
Government on items contained in the concurrent list 
or amendment of Seventh Schedule of the Constitu
tion. 

2.4 Generally legislation made by Parliament on 
items within the exclusive jurisdiction of State should 
be for a prescribed period subject to review after that 
period is over but certain subjects should be decla· 
red of national importance and no time limit be fircc 
for them. The Parliament has inherent power to rereal 
any law at any time. For example entry No. 56 in 
Schedule VII List I Union List may be amended to 
read as under : 

"Regulation and development of water and power 
between States where such control regulation and 
development under the control of the Union is 
declared by Parliament to be expedient in public 
interest". As a corollary to this amendment Article 
262 will have to be amended so as to read as 
below: 

"Article 262-Adjudication of disputes relating to 
water of inter-State rivers or river valleys or 
basins and regarding power : 

(I) Parliament may by law provide for adjc
dication of any dispute or complaint with 
respect to the use, distribution or control of 
waters of, or in, any inter-State river; 1 iver 
valley or if the State or any area thereof 
falls in the basin of such river; and of any 
disputes between State regarding power." 

The State is of the opinion that recent amendment 
in Inter-State Water Disputes Act authorising the 
Central Government to constitute Ravi Beas Water 
Tribunal is for a particular dispute only and does 
not cover all disputes. 

In case the Commission is also examining the 
Anandpur Sahib Resolution (as there are no ques· 
tions on this issue in the questionnaire), the State 
Government offers its comments as below :-

(a) Resolution No. I demands "the recast of Cons
titutional structure of the country on real and 
meaningful federal principles". The stand wh:ch 
the State Government has decided to take is 
that the Centre should be made stronger in the 
interest of national unity. 



(b) Re~lution No. 2(b) contains demand for 
"merger" in Punjab of the Punjabi speaking 
areas. The State Government may oppose 
this part as far as it ·may relate to some evil 
designs on the part of the authors of the Re
solution against any area belonging to Rajas
than. 

(c) Resolution No. 2(c) rdating to control of Head 
Works and the demand that such control 
should be vested in Punjab is totally unaccepta
ble and should be opposed. The demand that 
States Re-organisation Act (in respect of the 
present States of Punjab and Haryana) be 
amended is also to be opposed. 

(d) Resolution No. 2(c">) demands revision of the 
Award given by the late Prime Minister Shri
mati Indira Gandhi on the distribution of 
Ravi-Beas waters and accepted by the Chief 
Ministers of Punjab, Haryana ~nd Rajasthan 
without reservation on behalf of their States on 
the ground of its being allegedly "arbitrary and 
unjust" has to be opposed as far as Rajasthan's 
share is concerned. 

2.5 Water and Power should be declared National 
Resources and only Parliament should be competent 
to legislate on them. This would be one of the most 
important steps to eliminate the fissiparious tendencies 
and promote the National unity and integrity; the 
Canals and Power lines should literally keep India 
bonnd together. 

PART III 

ROLE OF THE GOVERNOR 

3.1 (a) The office of the Governor is meant for 
forging an important link between Centre and State. 
He represents Centre in the State. Con~tiL' ~ion ma
kers rightly choo5e Governor as powerful hnk bet
ween State and Centre. 

(b) In our view by and large the Agency of the Gov
ernor has acted to the best of ability according to the 
situation then prevailing in the State. 

3.2 The Governor is required to maintain balance 
between his two capacities viz. a representative of 
the Union Government and as constitutional head of 
the State. He has to maintain this balance with his 
impartial attitude and sound discretion. This is the 
only way for fostering healthy relations between the 
Union and State. Any tilt in the balance in favour of 
either of the two may adversely affect their relations. 

3.3 The Governor is required to act to the best of 
hi5 judgement and by _and lar~e the G<;>vernors have 
acted fairly and unbiasedly m exerc1se of powers 
under Articles 356(1), 164 and 174(2). 

3.4 In our view the powers exercised under Articles 
200 and 201 should continue to be vested with the 
Governor and the President of India. However, a 
reasonable time limit may be prescribed for assent 
or rejection under Article 201 of the Constitution. 

3.5 We agree with the conclusion drawn from the 
case study made under the auspices of Indian Law 
Institute that the Centre does not try to dictate its 
policies to the State in giving Presidential assent and 
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the process of Presidential assent has not acted as 
substantial threat to State autonomy. It appears 
from the study that the States' Bill when sent to the 
President are scrutinised by the Union Government 
with reference to various matters such as compliance 
with central statutory requirement, conformity with 
the policies of the Central Government, ultra vires 
or otherwise with existing central legislation and its 
constitutionality etc. If any delay is caused in the 
process it does not reflect the Presidential assent 
acting as a threat to State autonomy. The cases in 
which assent has been withheld are very few. Till 
now no difficulty has been felt in obtaining Presiden
tial assent. 

3.6 We subscribe to the view that Governor is 
neither an agent of Centre nor mere ornamental head 
of the State but close link between Centre and State. 

3.7 We do not agree. 

3.8 We do not subscribe to this suggestion. 

3.9 It is felt that such a provision may not be 
feasible in India. 

3.10 Constitution does not make any provision for 
guidelines on the manner in which discretionary powers 
should be exercised by Governors. Such provision 
may be incorporated in the Constitution and there
after if any guideline is formulated as recommended 
by the Administrative Reforms Commission, it may 
have some practical utility. It is true that the circums
tances and situations facing the Governors may not 
be identical on every occasion and the Governors 
have to make the choice of their judgement in each 
case, yet some broad guidelines may be formulated 
for guidance of the Governor. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 Articles 256, 257 and 365 which confer power 
on the Union to give directions to the States in the 
exercise of their executive powers are of vital impor
tance to the smooth day to day working of the Cen
tral Government. These articles highlight the effc rts 
of the Constitution makers to create a system of co
operation in the Legislative executive field between 
the Union and the States. In excercise of the above 
powers the Union has issued directions from time to 
time to the States. 

There is no known case where a State was compel
led to carry out the directions issued under Article 
256 and 257 under the threat of invoking of Article 
365. But, it cannot be denied that Article 365 provide 

teeth to the Union for dealing with the situations 
created by flouting the directions given by the Union 
to the States. 

4.2 We subscribe to the second view that Article 
365 should not be deleted and may remain as a reserve 
provision. 

4.3 The recommendations of the ARC is not new. 
It simply points out to the need for restraint which 
the Union should always maintain. This recommenda
tion shows that the State autonomy has to be respec
ted. The experience shows that the Union has issued 



directions only in necessary cases and instances of 
mines of powers conferred under Article 256 and 
257 are wanting. 

4.4 In our view this extraordinary remedial power 
under Article 356 has been excercised properly. 

4.5 No. The limits fixed under clauses (4) and (5) 
of Article 356 are positive measures to check the mis
use of power. The period of six months fixed in clause 
(4) is very just. The total period for which a State 
can remain under President rule can extend to three · 
years under Proviso to clause ( 4). Clause (5) has · 
only placed some riders when the President's Rule 
cannot be continued for more than one year. The pro
visions of Article 356 are sufficient for dealing 
with circumstances envisaged in the question as pre
vailing for example in Assam and Punjab at present. 
A perusal of the durations of the President's Rule 
in more than · 60 cases during 1950-84 show that the 
duration exceeded one year only in 9 cases and "in 
most cases the situation became normal in short 
periods. 

4.6 The existing arrangements for implementation 
of functions like Census and Election are working 
satisfactorily. 

4.7 Central Agencies have played a vital role in per
forming the specific functions assigned to them. How
ever, it is suggested that the States may be nominated 
by rotation in these Corporatio·lS and their role and 
functions should be ·nore explicitly clarified. Where· 
ever such central bodies are required to give clear
ances, a time limit should be prescribed. 

4.8 The All India Services have fulfilled the ex
pectations of the Constitution maker~ to a great extent. 
The All India Services have proved very effective in 
the administration as well as in national integration. 
Some more All India Services i.e. Judicial, Engineer
ing and Medical Services need .to be created. 

At present the control of the Central Government 
on the All India Services is in the matter of recruit
ment and disciplinary action. In the interests of Ser
vice it is necessary that the Central Government 
should have such control so that there may be uniformi
ty at· All India level and the officers belonging to such 
services may work more effectively. If the State Gov
ernments are given greater control over these Services 
the very object of creating All India Services will be 
defeated. Therefore, there appears to be no need to 
give greater control to the State Governments over the 
All India Services. 

4.9 We agree that the Union Government is com
petent by virt••e of Article 355 to locate and use Central 
Reserve Police and other Armed Forces in aid of 
Civil War in any State, even suo moto. 

4.10 Involvement of States be increased in the pro
gramming of broadcasts of All India Radio and Door
darshan transmissions. 

4.11 . The experience of deliberations of the North 
Zone Council and its standing committees are indeed 
servicing a useful purpose o~ collectively purs.uing . 
the Centre-State interests cuttmg across party hnes. 

4.12 Yes. The setting •1,., of such an institutions w? 1ld 
certainly •help in ironing 0ut inter-State ·and Umon
State diffcrenc~s and issues and- ensure better co
operation between them if it appears to the President 

56--288//87 
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that public interest would be served by the establish
ment of such a council. The Council should be entrus
ted with the duties mentioned in Article 263(a) to (c). 
It should be presided over by the Prime Minister and 
have as its members two Union Ministers nominated 
by the Cabinet, Chief Ministers of the concerned States 
or administrators of the Union Territories. The ins
titution may coopt the concerned Union Cabinet 
Minister. when the matter concerning him is being 
taken up. 

PART V 

FINANCIAL RELATIONS 

5.1 The Scheme of devolution envisaged by the 
Constitution makers has not worked well. The me
chanism of periodic changes made by the President 
on the recommendations of the Fina'lce Commission 
has also failed to adequately appreciate the growing 
requirements of States. It may be illustrated by the 
fact that revenue surplus envisaged by the successive 
Finance Commission has almost been wiped out 
due to increasing inflation. The States are, therefore, 
left high and dry not to speak of financing the plan 
outlay out of the anticipated revenue surplus. In 
case of Rajasthan, the Seventh Finance Commssion 
envisaged a revenues surplus of Rs. 220.28 crores 
where as the figures suggest that there would be 
a deficit of Rs. 30 crores on this account. Two factors 
have led to the Five Year period assessment being 
unrealistic. One is the growing rate of inflation which 
upsets the estimates of expenditure and the other is 
the implementation of development plans through 
the mechanism of five year plans. The Planning pro
cess ha.s raised the people's expectations and when 
there is erosion of resources transferred from centre 
to state due to inflation, the development programmes 
suffer but states desire to meet people'< expectations 
at all cost results in huge overdraft. The Sixth Five 
Year Plan, accounts for huge deficit by the states 
only for this reason. 

The expectation that the fiscal needs of the States to 
discharge their growing responsibilities will be co
vered under a scheme of devolution partly by sharing 
with the States, proceeds of certain taxes and duties 
and partly by grants-in-aid from the Union has not 
come out to be true. There are inherent structural 
shortcomings in the mechanism which need to be rec
tified and have been spelt out in reply to subsequent 
questions. This structural imbalance would be clear 
from the fact that Central Government's requirements 
both on revenue account and Capital account are much 
lower than its receipts as would be observed from the 
following:\fable : 

Percentage share 

Cenlre States 

1. Combined revenue receiptc; of 6J 37 
Central & State Govl<. 

2. Co11bined revenue e'<penditure t>f 45 51 
Central & Slale Govls. 

3. Combined Capilal Receipls • ~~ . I? 

4. Co.nbined Capilal E•penditure 55 45 
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It would be apparent from the above table that 
- State's. receipts were much lower than their expendi
ture wtth the result that they had to depend on 
Central Go\'emmcnt for meeting their requirements. 

Fu' ther, the Central Government's unilateral and 
S(Ctional wage policy towards their employees had 
an adverse effect on State's finance since they had 
to concede, in sympathy, higher wages to their 
employees. Since the Constitution makers did not 
emisage such frequent revisions in pay and/or 
allowances, a system of automatic adjustment of the 
States' deficits is sadly lacking. 

Similarly, not. so well concdved policy of loans 
and grants to States imposed considerable burden on 
the States' finances. Financing of relief expenditure 
in drought years through loans is yet another instance 
oft he increasing burden on States finances normally 
not accounted for in the assessment of Finance Com
mission. 

Year 

1980-81 
1981-82 
1982-83 
1983-84 
1984-85 

Non-Plan 
revenue 
expendi
ture 

2 

554 
688 
807 
914 
1033 

The total dependence on Centre is thus obvious. 
Further even the share of Central taxes does not leave 
sufficient surplus to undertake a bolder plan. In this 
context it may be pointed out that there are two types 
of taxes that are shared between Centre and States 
i.e. the sharing of which is compulsory under 

1980-81 
1981-82 
1982-83 
]983-84 

1984-85 . 

Year 

I, 

The share of taxes which may be shared (Union 
Excise Duties) as distinguished from statutorily sha
red (;ncome-tax) being much larger is also indicative 
of the dependence of States on Centre. 

For doing away with the giver-receiver relation
ship structural changes in the system are needed by 
adopting a Combination of the approaches suggested 
above in the question, i.e. trasnfer of elastic resources 

Since the recommendations of Finance Commission 
are not open to review du.-ing the quin-quenium th~ 
obligation of the Centre to meet the deficit by way of 
grants is lost sight otT, resulting in overdrafts and 
consequent slowing down of developmental efforts. 

The State, therefore, would strongly urge for mo
dification of the existing constitutional arrangements 
to provide for a year to year review instead of a 
peric,dic review after five years of resource transfers 
from Centre to States and assessment of States 
finances and making good of the deficit through 
non-plan grant. 

5.2 It is true that the State resources on their own 
have not been enough to meet all non-plan, expendi
ture and there is t;-us heavy and increasing financial 
dependence on the Centre. The following table where
in figures for Rajasthan are given would support this 
contention. 

Receipts from State's resource Revenue from 

State Non-Tax Non-Plan 
taxes items grants Tot:1I 

in aid 

3 4 5 6 

230 198 15 443 
312 176 43 531 
389 233 9 631 
430 280 26 736 
473 254 9 736 

(Rs. in Crore) 

non-
Difference 
between 
plan 
expdr. 
ceipts 
2-6) 

revenue 
& re
(Col. 

1 I 
(-) Ill 
(-) 157 
(-) 176 
(-) 178 
(-) 297 

the Constitution (Income Tax under Article 270), 
and the sharing of w!,ich is left to the discretion of 
Union Government fUnion Excise Duties under Ar
ticle 272). 

The contribution of Central taxes is given in the 
subjoined table : 

(Rs. in Crores) 

Difference Receipts from Central Difference 
between taxes between 
non-Plan Total Column 5 
revenue Income Union and Column 2 
expenditure Tax Excise 
& receipts Duties 

2 3 4 5 6 

(-) Ill 44 130 114 (+) 63 
(-) 157 44 !52 196 (+) 39 
(-) 176 49 164 213 <+> 37 
(-) 178 51 191 242 (+) 64 
(-) 297 53 211 265 (-) 32 

to States in particular Entry 84 relating to Duties 
of excise on tobacco and other goods manufactured 
or produced in India of List I Union, List of Seventh 
Schedule of Constitution. 

In this connection it may re pointed out that there 
is need for providing adequate and elastic sources 
of revenue to States to reduce or completely do away 
with dependence on Centre. For this purpose only 



that tax which has resource potential and can be uni
formaly better administered need to be assignea to 
States in full. 

Union excise is one such tax wi1ich need to be 
transferred to statutorily fully assignable category 
to the States like Income Tax although it may be col
lected by the Centre for the sake of uniformity. 

Corporation Tax and customs duties may remain 
with the Centre. 

With regard to surcharge on income tax which is 
presently wholly appropriated by Union Government 
under Article 271, the observations of Seventh Fin
ance Commission are reproduce d as under: 

"We feel that Article 271 does not in express terms 
lay down that the Union surcharge should be for 
meeting the burdens of the Centre arising from any 
emergent requirements, there is an underlying 
assumption that a surcharge should only be levied 
for meeting the requirements of some unexpected 
events and should only be for the period during 
which it lasts. In this view a surcharge continued 
indefinitely could well be called an additional income 
tax, shareable with the rest of the proceeds of in
come tax. The surcharge levied on income tax has 
been progressively increased and has become a per
manent feature of income tax levy. It is well known 
that maximum yield from any tax is determinate. 
The levy of surcharge reduces the capacity of the 
yield from the basic tax. Therefore, to be fair either 
the surcharge should be merged with the basic 
tax or made shareable with the States." 

5.3 The views that giving more financial powers to 
States will only further tilt the balance in favour 
of richer States probably envisages transfer of taxing 
powers only and not devolution of resources in its to
tality. What the less developed States like Rajasthan 
need are larger resources out of the total kitty through 
statutory transfers in wi1ich the element of buoyancy 
is inbuilt rather than transfers that are discretionary. 
This can be ensured by increasing the list of sharea
ble taxes, share in the surpluses of Central public 
sector undertakings like railways which would mean 
substantial increase of the total divisible pool. At the 
stage of determining the share of tile States ~n1e~-se 
the neec\s of backward States have to be kept m v1ew 
by evolving a necessity oriented formula so that 
regional imbalance can be removed. 

Further, the inv~stment in Central s.:ctor projects 
should be dovetailed in a manner that would narrow 
down regional inequalities. 
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5.4 Deficit financing to the extent it does not gene
rate inflationary pressures and is resorted to for 
financing productive expenditure may be accepted 
in a dev~l0ping economy upto a limit. . 

There is no denying the fact that better control 
over expenditure both at the Central and State levels 
is necessary. In addition more revenue raising re
sourc;s S•tO'Jld also be tapped to the extent they do 
not inhibit inv~stmcnt. 

The State Government is of the view that the sche
me of devolution and transfers suggested above and 

in reply to sub•equent questions coupled with evol
ving of a necessity oriented formula giving weightage 
to poor infrastructural development in ba•kwurd 
States would ensfre ad~quate resources to the States 
and Centre would net be required to undert::kc deficit 
financing for meeting States' requieemrnts. As a 
result, if at all, deficit financing is to be resorted to it 
would be wholly for Union purposes which can be 
contained within manageable limits through control 
over expenditure. 

5.5 The State Government of Rajasthan is of the 
view that for distribution am0ngst the States imer se 
the total share attributable to States' of the tota. recei
pts under shareable taxes-the twin criteria to be used 
sh01i1d be adequacy and progressivity, Revenues 
from all taxes should be distributed on the same prin
ciples and the proliferation of formula as at present 
(the criteria for allocating share of income tax, 
Union excise duties and additional duties of excise 
etc. and the percentage share of various States for 
these taxes widely diller) avoided, since it cannot be 
argued that progressivity should be a feature of inter
State distribution of excise revenue but not of income 
tax. 

With regard to the formula for distribution it may 
be pointed out that the criteria used are collection, 
population, per capita State domestic product and 
poverty proportion. 

With regard to collection it may be pointed out 
that larger tax collection by a comparatively develop
ed States stems from their stronger industrial base 
which is due to historical and natural factors and 
due to the fact that in recent years flow of instituti
onal funds has been~disproportionately favourable 
to these States. Collection criteria is particularly 
unfair because it only perpetuates disparities. The 
State Government is of the view that it should never 
be used as a criteria for devolution of funds. 

The estimates of State domestic product suffer 
from serious limitations in view of the weak data 
base and absence of appropriate norms for estimation 
particularly for tertiary sector. Poverty ratio had 
been under sever~ criticism from various quarters 
due largely to the use of calorific intake. Both these 
criteria are thus not appropriate. 

The State would submit that levels of development 
should be considered while recommending distribution 
of division of divisible proceeds of tax among the 
States inter se. The appropriate formula could be 
(i} 50 percent on the basis of population weighted by 
areas and 50 percent on the basis of inverse of index 
of infrastructure treating all India index to be 100. 
The element of area has been introduced in the scheme 
in view of the fact that vastness of area increases the 
unit cost and constrains the growth of infrastructure 
which is rre-requisite for the development of the eco
nomy. The index of infrastructure would highlight the 
fiscal needs of States to make more investments in 
relations with the availahlc infrastructure in order to 
promote growth. This index of infrastructure is the 
only index which can take care of the future require
ments for developments of infrastructure as well as 
production. 



This formula alone (50 percent on the basis of po
pulation wcight'd by area and 50 percent of infrastruc
ture) appears to be progressive enough to meet the 
requirements of backward States. 

In respect of plan assistance the State Government 
feels that there is need for restructuring the mecha
nism of transfer of Central assistance since the for
mula assistance has not been ft. und to be effective as 
is revealed by the fact that the regional disparities con
tinue to persist. The State Government would suggest 
that assessment of funds for raising the levels in key 
social economic sectors to the . levels of developed 
States be made and the full requirements of funds for 
this need based plan be met by Central Government 
after deducting the States own resources. 

The balance may be distributed on the same basis 
as has been recommended for tax de\ olutions. 

Non-Plan assistance need to be given in full for 
meeting year to year deficits. if any (although with the 
scheme of tJ ansfers suggested above there is little 
likelihood of deficits) and the expenditure incurred to 
mitigate the reg ours of natural calamities and the like. 
This assistance should be in the form of Non-Plan 
grant. 

5.6 The idea of having a special federal fund for 
faster development of unci erdeveloped area relative 
to other L nderdeveloped areas of the country is quite 
laudable. It is true that the recommendations of Com
missions and the devolution of plan funds had 
generally been to the advantage of better off States 
and the regional disparities persist. In the per capita 

· transfers, Rajasthan. State was placed at serial No. 
Six by Second Finance Commisson. It was relegated 
to 19th position in per capita transfers by Seventh 
Finance Commisson .. Similar is the case with plan 
transfers. The State Government may have no objec
tion to the creation of a fund on Yugoslavian pattern 
provided it is ensured that the entire Central invest
ment is routed thrc ugh this fund and the Central 
public sector unde~takings would also be gov~rned 
by this fund. The mvestments out o~ the fund ~n the 
various States should be made m relatiOn to reqUireme
nts of each State. This fund should be administered by 
a statutory body to be defined in the Constitution 
it self where if all the States cannot be represented 
then atleast each state should be included on the 
Governing Council by rotation. A provision for redres
sal of States grievances through judicial process 
should also be introduced. 

5.7 The State would urge for restoration of powers 
to levy additional excise duties in respect of commo
dities liable to sales tax, viz. textiles, sugar & tobacco. 
The logic is quite simple. The total receipts under 
additional excise duties on all these commodities has 
not been commensurate to the increase in total tax 
revenue from other commodities by all the States taken 
together. This proves the point that administration 
of a tax by the States which have a direct involvement 
in revenue is better. It may not be out of place to 
mention that even the commitments made in respect 
of the ratio between basic and additional excise duties 
has not been honoured. The State would prefer the 
existing arrangements with regard to other taxes. It 
would however, like to increase the list of wholly 
:!SSigned taxes as earlier pointed out. 
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5. 8 The State would subscribe to the Central levy 
of taxes like corporation tax, wev lth tax, estate duty 
and customs duty. Income tax and union excise duties 
should be assigned wholly to States, although for 
purposes of uniformity these may be collected by 
Central Government. It also feels that such a body 
may be statutorily established .whose recommenda
tions should be treated to be final. 

The State does not favour Central levy in any term 
in respect of sales tax. 

5.9 The State would suggest for year to year. review 
of the capital and revenue needs of each State. The 
State would prefer one organisation dealing with all. 
financial transfers both plan and non-Plan on an as
sessment of capital and revenue resources. This 
organisation should be statutorily c_onstituted and 
arrange for providing the full reqUirements· based 
on physical plan of action. 

5.10 Public expenditure is conditioned by the re
ceipts. Narrowing down of. disparities in Pu~ic ex
penditure among the States ts, therefore, also directly 
dependent on the availability of funds. Since the re
ports of the successive. Finan.ce . Commissions have 
failed to narrow down-dtspanties m resource transfers 
as much there is no impact of the report on narrowing 
down of dispPrities in public expenditme. The non
Plan grants for up gradation have been so inadequate 
as tc make any visible impact on the levels of public 
expenditure. 

Efficiency and economy in expenditure is not rela
ted to recommendations of finance Commission. 

5.11 The State does not subscribe to the view 
that present mechanism of transfer of resources 
has inbuilt propensities towards financial indiscipline 
and improvidence in terms of exaggerated revenue 
deficit forecasts of adoption of populist measure 
resulting in revenue loss, and incurring expenditure 
unmatched by available resources. The position has 
been other way round. Finance Commissions 
have not been fair in assessing the forecast of revenue 
receipts and expenditure which has resulted in deficit 
and over drafts as would be evident from the fact 
that as against the revenue surplus of Rs. 220 crores 
assessed by the 7th Commission the State would 
be registering a deficit of Rs. 30 crores. No. populist 
measures had been taken up by State Government 
of Rajasthan so far. It is wrong to say that Rajasthan 
State tend to incur expenditure unmatched by 
available resources since every penny saved adds 
to the availability of funds for development since 
the State is always starved of' funds. 'The· stakes of 
the States are very high since they come directly 
into contact with the public and can ill afford to be 
imprudent in spending. 

5.12 The State broadly agrees to the views of 
the Seventh Finance Commission suggesting that 
the bulk of resource transfers should be done through 
tax sharing and the role of. grants-in-aid, under 
Article 275 in the scheme of total revenue transfers 
should as far as possible be supplementary. 

5.13 The principles laid down by the Seyent_h 
Finance Commission with regard to grants-m-aid 
under Article 275 appear to be alright, however, m 



practice lot of shortcomings have been observed in 
its application. In the first place the assessment of 
receipts and expenditure on revenue account to arrive 
at the fiscal gap was quite off the mark. As against 
an estimated revenue surplus of Rs. 220 crores, 
the State had a deficit of Rs. 30 crores from balances 
of current revenues. The grants-in-aid made to 
Rajasthan for narrowing disparities in the availability 
of various administrative and social services between 
the developed and the less developed States have 
not been adequate enough to enable the State to 
come up to the levels of developed States. 

Similarly grossly inadequate grants wer~ given 
to meet special burden on the Finances of the State 
because of the peculiar circumstances due to drought 
and scarcity conditions which are, matters of national 
concern. The total requirements as assessed by the 
State Government and the assistance given by the 
Central Government for relief operations differed 
widely. There had been heavy shortfall and the 
Union Government had failed to give adequate 
grants-in-aid as suggested by the Seventh Finance 
Commission. 

The State Government would urge that adequate 
grants be paid to all States for equalisation of the 
standards of administrative and social services 
including municipal services on the basis of nationally 
accepted programmes and to meet the burdens on 
the State finances on account of special situations 
like financing of relief expenditure. 

5.14 Government of India had been raising subs
tantial resources by revising the administered 
prices of item of mass consumption like petroleum 
products, coal, iron, steel. Since the additional 
receipts on account of increased prices are wholly 
appropriated by Union Government because these 
are outside the excise net, the States are denied a 
share in it. The rates of cesses which are not shareable 
with the States are increased to the detriment of States. 

· Instead of increasing the cess if the basic excise duty 
is increased, the States would have got a share 
in it. 

There is no denying the fact that yield from Special 
Bearer Bonds Scheme and the revenue accuring from 
administered prices of items like petroleum, coal, 
etc. should be brought within the divisible pool of 
the resources. The logic is quite simple. Special 
Bearer Bonds were issued to unearth unaccounted 
wealth or black money which earlier escaped the tax 
net. Had the Income-Tax Department which is adminis
tered and controlled by Union Government been 
vigilant enough this income would have been added 
to the total proceeds and formed part of the divisible 
pool to be shared by the States. It is only a case of 
bringing income to the taxation field and should 
be shareable like other receipts under Income Tax 
Act. The raising of administered prices of item like 
petroleum products and coal etc. is a subtle attempt 
to raise revenues which are kept out of the divisible 
pool although in their very nature and content they 
are identified with the Basic Union excise duties. 
If the Union Government had raised the basic excise 
duties to the level at which it raised the administered 
prices the additional accretion would have gone to 
the divisible pool to the extent recommended by 
the Finance Commission and States would have get 
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a share in it. The entire revenue accruing to the Union 
Government by raising the administered prices should 
be added to the divisible pool and allocated to States 
as per devolution formula for Union excise duties 
recommended by Finance Commission. 

All cesses should be merged with the basic e~cise 
duties. 

5.15 Obviously the savings of the Community 
would be shared by the private and the public sectors. 
The public sector can mop up savings through 
institutional sources to the extent of its capital require
ments and response of the public. The methods 
through which such distribution is effected arc not 
considered to be satisfactory because the share 
of less developed States is highly inadequate for 
undertaking investment expenditure that could 
uplift their economy. Allowing a 10 percent increase 
in market borrowings over the preceding year is per
petuating the backwardness. Further, tying up 
of LIC finance to plan resource does not permit 
undertaking a bolder plan. Even the bank advances 
are tilted in favour of developed States. 

The share of the States should be in proportion 
to the capital expenditure, to be worked out on 
the basis of needs of each State for attaining a parti
cular level in terms of infrastructural development 
and creation of production potential. 

In respect of small savings mobilised in the States 
the entire sum should be allowed to be used as a plan 
resource instead of two-third share as at present. 

The State would also like to suggest for modification 
of the present method by allowing an increase in 
market borrowings over previous years to the extent 
the economy can absorb. LIC funds should be de
linked with plan resource. 

5.16 It is true that the fiscal imbalance of States 
is on the increase manifesting in their mounting 
indebtedness. The obvious reason is that the States 
have been saddled with the responsibilities for 
economic development and provision of social services 
besides their normal regulatory functions. In addition, 
expenditure has to be incurred for relief operations 
when the State is affected by natural calamities like 
drought. Unfortunately the State had witnessed severe 
droughts consecutively for five years begining from 
1979-80. In fact there was not a single district which 
was not affected by drought. 

The State is perilously dependent on the Central 
Government for financing its developmental expen
diture and for meeting the non-plan liabilities mainly 
because of the very limited resource potential because 
all elastic sources of revenue are with the Central 
Government. Further, the assessment of Finance 
Commission for assessing its requirements have 
been unfair and the devolutions inequitable. The 
inroads made into State's spheres through the levy 
of additional excise duty on textile, tobacco and 
sugar, and the restriction on inter-State trade and 
the levy of Central Sales Tax etc. have further 
contributed to erosion of State resources. The 
inflationary trend witnessed in the economy over 
which the States have little control because monetary 
and fiscal policies are determined at the Central 
level tend to increase the cost of providing services 



to the community. It is the liability on account 
of payment of dearness allowance and other payments 
mcludmg pensionary . benefits for which u~ually 
the Umon Government IS the pace setter which further 
adds to the mounting cost. The States have no other 
alternative but to seek accommodation from Govern
ment of India. The mounting debt burden is thus 
not due to imprudent spending but because of mecha
nism of transfer of resources as per the existing scheme 
of the ConstitutiOn and can be reduced by writing 

Year 

1977-78 
1978-79 
1979-80 
1980-81 
1981-82 • 
1982-83 • 
1983-84 
1984-&5 . 

The factors responsible for mounting indebtedness 
have been indicated briefly in reply to question 
5.16. It may be added here that the funding arrange
ments need to be modified for rectification of a situ
ation where reverse transfers to Union Govern
ment exceeds the loan assistance from Central 
Government. 

The ia1minent modification relates to assistance 
for State Plan schemes, externally aided projects 
and financing of relief expenditure. The State Plan 
assistance stipulates a loan grant ratio of 70 : 30. 

This proportion is not based on sound logic and 
· has to be viewed in the background of the end use 

which is largely meant for infrastructural and social 
services where the return to State is negligible. To 
transfer the assistance as loan, therefore, does not 
appear to be appropriate. 

The assistance provided in respect of externally 
aided projects also add to States indebtedness because 
the additionality of resources given to States is 
given in the loan grant ratio of 70:30 like normal 
State Plan Assistance. 

Another contributing factor is the financing 
of expenditure on account of relief in case of natural 
calamities since half of the assistance is in the form 
of loan. The expenditure does not lead to creation 
of durable assets since the basic objective is also 
provision of employment th!lt has to be made availab_le 
in widely dispersed locations. The remedy hes m 
writing of unproductive _loans as ~uggest_ed by 
Seventh Finance Commission. On thts bastS out
standin~ loans be classified into two categories viz. 
productive and un-productive. Productive loans 
may be those which yield return adequate to pay 
principal and interest thereon. Rest of the loans may 
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off all loam; which do not give return adequate 
enough to repay. 

5.17 The most disquieting feature of the Central
State financial relations had been that the reverse 
transfers from State to Central Government in the 
form of repayment of loan and interest therein 
would be larger. Yearwise particulars given below~ 
would reveal that over the years the situations had 
been going from bad to worse. 

Loan received 
from Central Govt. 
(excluding ways 
& means advance) 

2 

75.68 
123.26 
114.54 
140.32 
170.03 
524.88 
188.40 
183.84 

(Rs. in Cores) 

Loans repaid to Central Govt. 
(excluding ways & means 

advance) 
Diffe
rence 
(Column 
2-5) 

Principal 

3 

39.93 
40.20 
32.50 
93.44 
56.26 
92.90 
91.34 

141.36 

Interest 

4 

40.93 
43.17 
49.02 
46.05 
57.30 
61.29 
72.64 

101. 36 

Total 

5 6 

80.32 4.64 
83.37 39.89 
81.52 33.02 

139.49 0. 74 
113. 56 56. 47 
154.19 370.69 
163.96 24.44 
243.72 (-)59. 92 

be treated to be un-productive. The un-productive 
loans may be written off. 

For future also the Central assistance need not 
be provided on the basis of a fixed loan grant-ratio 
but should be on the pattern suggested above i.e. 
total plan assistance should be given as grant except 
that for productive purposes which may be given 
as loan repayable in fifteen instalments as at 
present. 

5 ·18 Any major change in respect of the policy 
of market borrowings is not being suggested. 

However, presently restrictions have been placed on 
State's freedom to borrow which could be relaxed 
atleast in respect of borrowings from financial 
institutions like NABARD and LIC for approved 
plan schemes. 

5.19 For most of the projects aid is made available 
to Government of India at a nominal service charge 
of 0 ·75 to I ·25 percent and is repayable in 40 to 
50 annual instalments. The State Government 
however is expected to repay the additional central 
assistance on account of these projects in 15 annual 
instalments carrying an interest rate of 5.50 to 
6.25 percent per annum applicable to plan assistance 
which is much higher. Charging of higher rate 
does not appear to be justified. The State is strongly 
of the view that loans given as additional plan 
assistance to States undertaking externally aided 
projects should be advanced on the same terms and 
conditions on which the loans are received by the 
Government of India from the external agencies. 

5.20 There does not appear to be any necessity 
of constituting a Council on Australian pattern. 
The Reserve Bank of India should coordinate the 



entire process of market borrowing of the Centre, 
States and the private sector. At present the Reserve 
Bank of India can purchase securities of Central 
Government only but not of the State Governments. 
The Reserve Bank of India should be permitted 
to purchase securities of State Government also. 

5.21 The factors contributing the overdrafts are 
besides inadequate transfers of resources to back
ward and less population density States like Rajasthan, 
unrealistic assessment of forecast of revenue receipts 
and expenditure by the Finance Commissions, 
mounting interest liability on Loans, Compulsive 
expenditure on account of dearness allowances and 
payments to employees for which the Union Govern
ment is the pace setter, expenditure on relief operations 
to mitigate· the rigours natural calamities for which 
the financL .g pattern is unfavourable to States and 
inadequate provision for maintenance of capital 
assets. 

The remedy lies in adequate transfer of funds to 
States through addition of Union excise duties in 
fully assignable category to States, and bringing 
in its fold items of like. Surcharge on Income-tax 
Bearer Bonds, increase on account of raising the 
administered prices of petroleum and Coal etc. In 
addition, a mechanism of annual review of States 
finances would solve the problem since the deficits, 
if any, on account of compulsive needs would be 
made good and the ways and means limits modified 
accordingly. 

5.22 The view that States are not exploiting 
adequately their own sources of revenue cannot be 
generalised for all the States. So far as Rajasthan 
is concerned this view is not correct as would be 
evident from the fact that the target of additional 
resource mobilisation for Sixth Plan was fixed at 
Rs. 750 crores by the Planning Commission which 
has been achieved. 

5.23 It is true that inspite of reaching commanding 
heights as intended the Central Public sector has 
not yielded the expected returns on investment. Of 
the 193 running central/sector public enterprises 
in 1982-83, 110 had made pre-tax profits amounting 
to Rs. 2520 crores, of which Rs. 1628 crores were 
contributed by 12 petroleum companies. The remain
ing enterprises made a loss of Rs. 975 crores. Thus, 
if petro Jeum companies are excluded then the 
operations of public enterprises revealed a loss. 
Data available for the first half of 1983-84 indicate 
that all public enterprises taken together had incurred 
a net loss of Rs. 113 crores. The community expects 
a financial return co mens urate to the sacrifice made 
to the extent of the investment made. The State 
Government does .not have data to comment about 
the substantial leakage in Central taxation. How
ever, certain press reports suggest that efforts are 
being made to plu~ the loop ~oles. Further, t.he 
realisations from the 1ssue of spec1al bearer bonds pomt 
out that there were leakages earlier. The remedy 
lies in close monitoring and effective tight controls 
0 ver the functioning of the enterprises as also over 
tax realisations. 

5.24 The State would prefer prior consultation 
with the State Government before moving a bill 
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to levy or vary the rate structure or abolishing any 
of the duties and taxes enumerated in Articles 
268 and 269. The State would further suggest 
amendment of Article 274 to include 'states' besides 
the President for introducing or moving any Bill 
or amendment in which States are interested. 

5.25 Article 269 of the Constitution could be 
better exploited to augment the resources of the 
State particularly by reimposition of taxes on railway 
fares and freights, levy of terminal taxes on goods 
or passengers carried by railway, sea or air, tax 
on the sale or purchase of news papers and on 
advertisements published therein. 

The State would also like the pooling of entire net 
proceeds from any talC to be allocated to States in 
the ratio prescribed for Union excise duties. 

5.26 The grants in lieu of Railway Passenger 
Fares Tax should be revised enhanced in proportion 
to rise in collection of railway fares. 

5.27 Since the responsibility of entire expenditure 
of Union territories is that of Central Government 
there is no question of giving any share in taJtes to 
Union territories. 

5.~8. The present arr~ngements with regard to 
p~oviSion of Central ass1stance to States for dealing 
With natura.l calam1ty are h1ghly unsatisfactory and the 
9uantum g1ven to States f?r droueht relief is highly 
madequate. The d1scnmmatory treatment in case 
.of natural c~la~ities due to flood and due to drought 
IS also unJUStified. The financial arrangements. 
suggeste.d by the Finance Commission stipulate 
that assistance from Central Government is to he 
made available of which not more than 5 percent 
of the annual plan could be deemed to be a contri
bution froni plan and balance requirement was 
to be made available by the Central Governemcnt 
on the recommendations of the Central Study Te,m. 
The Commission had indicated that if the expenditure 
requirements cannot be adequately met by plan 
contribution the extra expenditure should be taken 
as ~n indicati.on ?f the special severity of the calamity 
wh1ch could JUStify the Central Government assisting 
the State Government to the full extent of the extra 
expenditure to be made half as grant and half as· 
loan. 

It is not appropriate to link the expenditure on 
relief works to plan. The type of relief works that 
become necessary in a drought year cannot be said 
to contribute to durable assets or to be capable of 
providing. any financial ret~rn. The compulsion 
to apport10n a large proportiOn of expenditure for 
wages and to limit the material component to not 
more than 40 per cent makes any durable asset for
mation difficult. Any effort made to link these decentra
lised employment oriented relief work as plan pro
grammes only disport the plan priorities and cast 
a future liability on the plan programmes to make 
investment for completion or improvement in order 
to make some of these works of permanent benefit. 
Even this is not possible in most cases, because the 
type of works that are available in these decentralised 
locations do not lend themselves to development 
in a way that may lead to any future economic 
benefit as visualised in the national or State Plan. 



The Stale Government is, therefore, of the view 
that Central assistance drought relief should not be 
treated as plan expenditure. Further, Central assis
tance in ful.l should. be givl!n as non-plan grant since 
there IS no JUStdkation for treating its any component· 
as .loan as mentwned above. By providing the 
assistance as loan avoidable burden is cast on the 
weakness resources of the State on account of expen
diture :OVhich. In no way, can yield a financial or 
economic return. 

The State would also like to submit that in the 
assessment of the requirements of expenditure by 
the Central Study Teams the representatives of the 
concerned State should invariably be associated. 

5.~9 The Reserve Bank may continue to play the 
overall Coordinating role with regard to financing 
of developmental projects through NABARD and 
IDBI on which the States should be given represen
tation. The Reserve Bank of India should work under 
the directions of the National Development Council · 
which should be Statutory body consisting of all 
Chief Ministers of States. 

5.30 There is no denying the fact that the funds 
are spent prudently and the benefits go back largely 
to the people. The accountability of public money 
is well taken care of under the existing provisions of 
Constitution. 

5.31 We agree with the view that the expenditure 
of the Union should be reviewed every year by the same 
organisation that would be responsible for annual 
review of State finances. 

Rajasthan State has not incurred expenditure on 
any measure of populist nature. Whatever develop
mental expenditure has been incurred has been done 
as part of plan discussed with. the Planning Com
mission and keeping in view the needs of the State 
which has an abysmally low level of social services. 

National expenditure Commission may create 
more confusion and is not favoured. Earlier, a Commit
tee was constituted in 1978 for studying public expen
diture which was disbanded during 1979. apparently 
because it, was not found to be useful. 

5.32 It has been observed that there is delay in 
rendering of accounts by the Accountant General,, 
with the result that State Government finds it diffi
cult to have an effective system of financial control. 
The State Government is of the view that there should 
be separation between audit and accounts. The 
audit part may continue with the Comptroller and 
Auditor General of India and the account part should 
be transferred to the States. 

5.33 Voucher audit cannot be completely dispensed 
with and has to continue. However, the system of 
evaluation audit should be gradually built up to 
make audit more meaningful and purposeful. 

5.34 Gradually the emphasis should be towards' 
evaluation audit. The existing power of the Comp
troller a'ld Auditor General conferred by the Parlia
mentary Legislation in 1971 are adequate to enable 
him to discharge his duties effectively. 
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5.35 The reports of the Comptroller and Auditor 
General are considered to be comprehensive enough 
and reasonably accurate. 

5.36 The existing arrangements by which Public· 
Accounts Committee alongwith the Public Under- · 
takings Committee examines the reports of the Comp
troller & Auditor General are adequte for exer
cising checks to answer the voiced complaint of 
insufficent expenditure control. 

5.37 Yes, the Estimates Committee acts as a watch
dog to give useful legislative and administrative 
advice to the administration. 

5.38 We are not in favour of an Expenditure 
Commission as already indicated in reply to question 
5.31. 

5.39 It is true that clearance of the plan of action· 
by administrative machinery concerned is an irritant 
and a source of considerable delay, The role of the 
Union Ministry should be confined to laying down 
broad policy guidelines and assessing the results · 
once expenditure has been incurred. The existing 
arrangements of audit by the Comptroller & Auditor · 
General can ensure that funds meant for a specific 
purpose are, in fact, utilized for that purpose. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 For seeking the full commitment of States in 
the plan it is necessary that the consultation and 
association of the States is made more meaningful. 
For this it would be necessary to feed the States 
with full details of the various alternatives and the 
models worked out by the Planning Commission 
before arriving at the suggested model to be placed · 
before the National Development Council. These 
models should be discussed first at official level with 
the Planning Secretaries of the States for a meaningful 
dialogue. Besides the models, the details of the 
draft proposals contained in the Plan should also 
be placed before the official level committee consis-
t ing of the Planning Secretaries so that the States 
view could be reflected in the plan proposals to the 
extent possible where a political decision at that stage 
is not considered to be necessary. 

Sub-committees of the National Development 
Council may be formd for detailed deliberations 
on the notes of discussions of the official level 
meetings and finally the NDC may be approached for 
decision on the basis of the recommendations of 
the official level committee and sub-committees 
to be formed as suggested above. 

The client relationship as mentioned in the question 
is due largely to the fact that central ministries tend 
to work in isolation for their respective departments. 
The remedy lies in identifying the needs of various 
States in the light of guidelines or norms prescribed 
by the NDC to ensure that the less developed States 
are provided with adequate funds to come up to the 
level of their better developed counterparts. This 
would automatically do away with the needs t:;e build
ing up client relationship since very little discretion 
would be left with the State or the Union Ministies 



The. Central role in planning should be to the extent 
o.f l~ymg down basic policy framework in close asso
Ciation and consultation with the States and once 
the key targets are finalised it should be left to the 
States to decide the mvdalities of achieving the fixed 
targets. 

6.2 The National Development Council need to be 
given a statutory status. A system should be evolved 
through which regular review is done every year to 
determine the financial needs of the States in the light 
of their compulsive requirements. 

6.3 With the passage of time, the Planning Commis
sion has grown into a Centralised agency for plan
ning, though not a part of the ordinary machi
nery of the Government of India deciding every pro
gramme of work. Both the Central level Ministries 
and State Level departments have come to depend 
on the Commission for advice and support increa
singly. As regards association of State Governments 
in the process of planning, not much consultation is 
made. In fact with the present set up, the Planning 
Commission functions more in a fashion of an autho
rity than an Advisory body. To make the State feel 
that they are also very much part of the planning 
process at the national level, it is imperative that a 
system is evolved to ensm:e active and close coopera
tion of the States at each Important stage. It should 
be enjoined upon the Planning Commission that 
before taking any decision on matters of national/ 
State importance, views of the States are invariably 
obtained and given due weight. In matters that are 
wholly within the State List or even the Concurrent 
List the views of the States should prevail unless 
these are against national policy security or inter
national commitments. Further, there should be 
representation from all the States on each .working 
group constituted by the Plannmg CommiSSIOn and 
Central Ministries. 

Representing all the States on the Planning Commis
sion may make its composition too large, but a 
system need to be devised to have rotation of States 
on the Planning Commission. 

6.4 It should have besides the Prime Minister as 
the Chairman, the Ministers of Finance, Agriculture, 
Industry and c, mmace as regular members. 
Administrators, Economists and Technologists should 
also be represented, besides two or three persons to 
be drawn from States on the basis of recommendations 
of State Chief Ministers by rotation. 

. 6.5 Planning Commission may continue to be a 
department of. Government of India as at present. 

6.6 Since States are the constituent units, .logically 
national priorities need to be reflected m State 
Plans. These national priorities should be one of 
a few broad alternative pla!ls. of dev~lopment worked 
out by the Planning Commission which has been duly 
supported by t~e .qovernment. H?wever, to ensure 
that national pnonttes are reflected m State Plans, ~he 
Planning Commission shoul~ not assume executive 
and decision making powers m respect of State plans 
of development. Instead, it may ad vise States regar
ding the manner in which ::)tate Pl.ans. sho~ld be formu
lated and suggest the targets keepmg m ~1ew the regio
nal disparities and needs of the States, m accordance 

57-288/87 

441 

with the laid objectives, alongwith provision of 
necessary funds, with due association of the States 
at the initial stage. This would leave a comparati
v~ly larger scope for States to plan ther own prio
rities ?n. various State matters and the Planning 
C~mmtsston would be looked upon as an important 
guide, fnend and philosopher. 

6.7 There are following three types of Central 
assistance available to States : 

(i) Block plan assistance for State Plan. 

(ii) Central assistance for externally aided Projects. 

(iii) Central assistance for drought relief. 

The State debt burden is increasing year after 
year largely because of the mechanism of transfer of 
Central assistance for plan, including drought relief. 
fresently the debt burden of the State is the highest 
m the countr~, excepting that of Punjab and HaryanR. 
The transactiOns m loans and advances involve 
revenue transfer to Central Government in the form 
of repayment of principal and interest. The trend 
that has emerged over the last few years in Rajasthan 
left very little amount as net accretion in transfer 
from Government of India. 

Presently, the loan-grant ratio for block plan assis
tance is 70 : 30. This ratio is grossly in favourable 
t? the ~tate, particularly, the less developed States 
hke RaJasthan. In fact the mounting burden of 
outstanding loans to States call for a fresh look 
into the problem. It is indisputable that the Union 
Government also derives a share in the benefit of the 
development efforts made by the States through 
increase in its financial resources in the form of 
taxes etc. The Central Government should, there
fore, also logically bear some responsibility. Besides, 
it is also not justified to treat State investment to 
yield returns sufficient to recoup the investment made. 
Considering all these aspects, the State feels that the 
loan-grant ratio for block plan assistance be revised. 

The mode of transferring the assistance received 
by the Government of India in respect of externally 
aided projects implemented by States also needs to be 
modified. These projects are provided for wholly 
under the State Plan but only 70 per cent of the 
reimbursement received by the Government of India 
is transferred to the States in the form of 70 per 
cent loan and 30 per cent grant. Excepting service 
charges of about 0. 75 per cent the Government of 
India generally has not to pay any interest charges and 
usually the repayment period of loan is 40-50 years. 
The State Government on the other hand, has to repay 
the loan component within a period of I 5 years, on 
a rate of interest of about 5.25 to 6.5 percent. Fur
ther, as the entire project cost of such projects forms 
part of the State Plan ceiling, a sizeable plan outlay 
consequently gets tied up to specific projects. The 
State would, therefore, plead that the entire assistance 
received from the external agencies against specific 
projects should be passed on the State Governments 
on the same soft terms. 

By its geographical location, Rajasthan is most 
vulnerable to drought conditions. The existing 
financial arrangements include provision for margin 
money and, in addition, assistance is made available 



by the Government of India under Plan. However 
it is felt that it is not appropriate to link the experuli~ 
ture on rdief measures to plan because "of very nature, 
these decentralised employment oriented works are 
not capable of providing any financial return. Their 
inclusion under plan only leads to distortion of Plan 
priorities and entail a burden on plan to make further 
investments on these works for their completion. 
These works, as such, have to be viewed from the 
angle of providing only relief and employment to 
effected population. It is also not justifiable to pro
vide the assistance for expenditure as loan. Therefore, 
the assistance for drought relief should be provided 
by Government of India as cent-per -cent non-plan 
grant. 

6.8 & 6. 9 One of the prime objectives of planned 
development is to ensure reduction in the regioaal 
imbalances in development. This basically would 
require concerted efforts and availability of adequate 
finances to meet gaps in development. Available 
resources of the State Governments are grossly in
adequate to meet their responsibilities. To remedy 
this, the Centre provides loans and grants from time 
to time on ad hoc basis. Certain formula evolved 
for transfer of funds from Central Government to 
States also affect backward States adversely. The 
me dified Gad gil formula with. highest weightage to 
population factor gives an undue weightage to high 
density States whereas States with larger area and a 
higher per unit cost for providing services are put to 
great disadvantage. The States with larger area 
have necessarily to spend comparatively larger sum 
of money for social services. The system of deter
mining of a State Plan size within the scope of avai
lability of resources to finance the State Plan, inclu
ding Central assistance, do not take into account the 
relative backwardness of the State, which is mainly 
on account of their low potential of raising financial 
resources. If the backward States with poor resources 
are to plan within the scope of their own financial 
resources such State~ being in a disadvantageous posi
tion find it rather difficult to gear up the pace of deve
lopment and regional imbalances are bound to get 
accentuated, thus defeating one of the basic objectives 
of planning i.e. reduction in regional imbalances 
and dispari ies in development. 

The pattern of assistance for financing the State 
Plans should be determined in relation to physical 
needs of each State, ensuring that each State has 
adequate funds for achieving the fixed targets. The 
State, thaefore, will favour evolving a formula which 
would result in considerable higher share of allocations 
to sparsely populated backward States than that 
based on population alone. Reasonable weightage 
is required to be assigned to area of the State by 
reducing the share of population in the scheme· of 
devolution of Central assistance for plan. 

It is also necessary that the total Central assistance 
is broken into two parts viz., non-formula assistance 
and formula assistance. An assessment of the funds 
required for raising the levels in key socio-economic 
sectors of less-developed States to the levels obtain
ing in more developed States be mad~ and after deduc
ting the States own resources, the entire requirement 
should be provided in fnll as Central assistance 
under the non-formula part. 
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Under formula assistance population has to be 
weighted by area and the factor of infrastructure 
index be introduced for det:rmining the share in 
devolutions to the various States. 

It may be added that poverty has been included 
as a criteria for devolution of resources in certain 
cases. The criteria of poverty based on calorific 
intake is susceptible to totally erroneous estimates 
because of variations in climate, working conditions 
and food nabits. Further it only takes into account 
calorie intake but does not consider the off take requi
red. Poverty criteria should not be used for deter
mining devolution to the States. 

The special area development programmes have 
been initated on the logic that certain geographical 
areas present some very special ecological and social 
economic feature, which unless specifically taken 
into account, do not permit the present planning 
process and the schemes developed within it, to 
make a sizeable impact. Hill areas have already been 
recognised to belong to· this category. The Desert 
areas in Rajasthan also square come in this very 
category and require special attention urgently. 
Development of desert areas requins large investments 
which are beyond the means of the State. It is, 
therefore, absolutely essential that the special deve
lopment programmes are extended to desert areas 
and assistance provided on hill areas pattern. 

6.10 Basically, the centrally sponsored schemes are 
floated by the Union Government with an All-India 
perspective, but for observing a more practical view 
centrally sponsored schemes should take peculiar 
problems of regions and all schemes should not be 
uniformally applicable to all the States. A wide 
scope should, therefore, be provided in such schemes 
for suitable accommodation and some of the centrally 
sponsored schemes should be designed to cater to the 
peculiar needs of specific regions. So long these 
schemes are instrumental in bringing about speedy 
development of backward States and dealing with 
the local problems effectively, the system is most 
welcome. On the basis of past experience, it may 
however, be appropriate not to vest all the powers 
of sanction and review of such schemes in various 
central ministries, and allow a mere flexible approach, 
and the procedure of reimbursement made simpler. 
Also the pattern of assistance alongwith quantum 
of assistance likely to be made available for centrally 
sponsored and central sector schemes may be decided 
before finalisation of the Five Year Plan. The 
pattern of assistance including matching contribution 
should not be changed to the detriment of the States 
during the course of the Five Ye"r Plan, and there 
should be a preferential pattern for sharing expen
diture in the case of backward States. 

· At least, the important schemes having relevance 
to backward areas should be centrally funded in full. 

6.11 A system of concurrent monitoring needs to be 
introduced for major project in close collaboration 
of field officers and economists. 

Use of computers and data proc~~sing equipm~nt 
needs to be introduced for expend1t1ous processmg 
and retrival, 



Close links need be developed between the Central 
and State Government for exchange of information 
having a bearing on programme implementation, 
monitoring and its evaluation. 

6.12 Presently there is not much interaction between 
the Centre and States in matters of Planning. The 
draft State Plans ag prepared by States in accordance 
with the policy guidelines from Planning Commis
sion, are examined and discussed by the working 
groups constituted by the Planning Commission and 
plan size determined keeping in view the availability 
of resources to finance the plan. There is not much 
freedom to the States. 

As has been indicated above elsewhere, there 
is need to have more active involvement of States 
right from the initial stage of plan formulation 
through constitution of some sub-committees of the 
NDC and enjoining upon the Planning Commission 
to involve the States in preparation of plan. Once 
the plan is apl?roved, the States. sh?uld be left ~ree 
to implement 1t. The decentrahsat10n of planm.ng 
process, thus, will no doubt create a sense of active 
participation and cooperative federalism amongst 
the States. Adequate financial support needs to be 
ensured to the States an implementation is to be 
left to the States without any condition in accordance 
with the approved plan and the pattern thereunder. 

With the last more than three decades of planning 
in the country, considerable planning ex~erti~s has 
been 'Created in the States. Plan formulation ts not 
merely an exercise of putting together the demand 
of the States at one place, but it i~ now ra.the~ a ~ell 
conceived and thought out excerctse keepmg m vtew 
the potentialities and t~e regional ~equir~m~nts 
in the areea in consideration of the bastc ObJectives 
and priorities of Plan. In Rajasthan there is a full 
fledged department at th~ State leve~ to take ?f plan 
formulation, implementation and revtew .. The Impor
tant Core Sector Departments have .thetr own se~up 
for plan formulation, implementation and revtew 
of their sectoral programmes. Concurrent and expost 
facto evaluation is also undertaken by the separate 
organisation created in the State for the purpose. 
The State Planning Board is in the process of reor
ganisation. 

Industries 

PART VII 

MISCELLANEOUS 

7 1 It is agreed that the extension of First Schedule 
has· been much beyond the ori~inal scope a~d as a 
result industries have becomo virtually a Um~:JU S';!b· 
j ect. The original idea .was to. exten:d the hcens!ng 
procedures only to core mdustnes whtch were of vttal 
importance and. not . that Schedule should cover 
practically all mdustnes. 

It can be argued that industrial licensing is a tool 
to promote development of backward area~. Ho~
ever, past experience does. no~ show that mdustnal 
licensing has been an effectiVe mstrument of d~velop
ment of backward areas. In fact most hcences 
have gone to the already developed States and that 
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trend continues even today. It has also been estab
lished that incentives oftered by Central and State 
Governments and concessions given by financial 
institutions are more effective instruments of ensuring 
industrial dispersal and diversification of industrial 
units into backward regions. We, therefore, feel 
that the Schedule should be restricted to only core 
industries of vital importance to the econJmy of the 
country. 

Even according to the existing general pattern 
of licensing adopted by the Government of India, the 
large scale industries involving an investment of 
Rs. S crores or more are licensed by the Government 
of India and the medium and small scale industries, 
not covered by the above-mentioned definition of 
large scale industries, are left to be handled by the 
State Governments. But even this general rule is 
often not adhered to; many of the individual Minis
tries have acquired the powers of giving the licenses 
permissions/clearances, even in cases where the 
investments involved are very small. Some of the 
instances are wheat-milling, electronic industries 
and power-looms, which require permission from the 
Central Ministries or departments. This leads to 
avoidable delays as also diminishes the role of the 
States which they should be expected to play. 

7.2 (i) The State Government is not in favour of 
any rigid norms. The term "National Public Interest" 
should concern only with industries of vital importance 
to the eeonomy of country. This test should be 
applied to all legislations which seek to regulate 
industry. 

(ii) Without going into the merits of each entry 
in the Schedule, we reiterate that the general prin
ciple that should govern inclusion of any industry 
in the Schedule is that it should belong to the core 
sector and should be important for the economy of 
the country as a whole. , By applying this test the 
Schedule can be appropriately pruned. 

7.3 As explained earlier, industrial licensing should 
not be a mandatory provision for our industries. 
Our industry is generally _ov~r regulated and. be~ter 
results can be achieved by mdtrect controls by tssumg 
guidelines to public fi~ancial i~stituti_ons and by 
offering suitable concessiOns and mcenuves. Except 
for industries in the core sector anybody shoul~ be 
free to establish any industry without a licence pr~vtded 
the State Government concerned can assure htm of 
necessary , infrastruture fa~ilities. This . w~uld be 
applicable to industries whtch do not reqUir~ tmi?orted 
raw-materials. Central clearanee for capttal ISS~es, 
import of capital goods and foreign collaboratiOn 
should continue to be done as htthertofore as the 
present procedures are quite . satisfactory. 

7.4 In the small scale s~c~or, the !lreatest . defici
ency is in marketing. Indtvtdual umts fin~ It very 
difficult to find their market~ .and . ~xcept m a few 
State support in this _regard IS nommal. Every State 
has to organise marketmg support for small scale and 
Village industries in a much more purpo_siVe manner 
there should also be an apex orgamsat10n for t~1s 

urpose at the national level. As far as raw-matenal ls concerned, the existing arrat;tgements made through 
the Small Industries Corporation appear to be more 
or less adequate. 



by the Government of India under Plan. However 
it is felt that it is not appropriate to link the expendi: 
ture on rt'lief measures to plan because "of very nature, 
these decentrahsed employment oriented works are 
not capable of providing any financial return. Their 
inclusion under plan only leads to distortion of Plan 
priorities and entail a burden on plan to make further 
investments on these works for their completion. 
These works, as such, have to be viewed from the 
angle of providing only relief and employment to 
effected population. It is also not justifiable to pro
vide the assistance for expenditure as loan. Therefore, 
the assistance for drought relief should be provided 
by Government of India as cent-per -cent non-plan 
grant. 

6.8 & 6.9 One of the prime objectives of planned 
development is to ensure reduction in the regioaal 
imbalances in development. This basically would 
require concerted efforts and availability of adequate 
finances to meet gaps in development. Available 
resources of the State Governments are grossly in
adequate to meet their responsibilities. To remedy 
this, the Centre provides loans and grants from time 
to time on ad hoc basis. Certain formula evolved 
for transfer of funds from Central Government to 
States also affect backward States adversely. The 
me dified Gadgil formula with. highest weightage to 
population factor gives an undue weightage to high 
density States whereas States with larger area and a 
higher per unit cost for providing services are put to 
great disadvantage. The States with larger area 
have necessarily to spend comparatively larger sum 
of money for social services. The system of deter
mining of a State Plan size within the scope of avai
lability of resources to finance the State Plan, inclu
ding Central assistance, do not take into account the 
relative backwardness of the State, which is mainly 
on account of their low potential of raising financial 
resources. If the backward States with poor resources 
are to plan within the scope of their own financial 
resources such State~ being in a disadvantageous posi
tion find it rather difficult to gear up the pace of deve
lopment and regional imbalances are bound to get 
accentuated, thus defeating one of the basic objectives 
of planning i.e. reduction in regional imbalances 
and dispari ies in development. 

The pattern of assistance for financing the State 
Plans should be determined in relation to physical 
needs of each State, ensuring that each State has 
adequate funds for achieving the fixed targets. The 
State, thtrefore, will favour evolving a formula which 
would result in considerable higher share of allocations 
to sparsely populated backward States than that 
based on ropulation alone. Reasonable weightage 
is required to be assigned to area of the State by 
reducing the share of population in the scheme· of 
devolution of Central assistance for plan. 

It is also necessary that the total Central assistance 
is broken into two parts viz., non-formula assistance 
and formula assistance. An assessment of the funds 
required for raising the levels in key socio-economic 
sectors of less-developed States to the levels obtain
ing in more developed States be mad-: and after deduc
ting the States own resources, the entire requirement 
should be provided in fnll as Central assistance 
under the non-formula part. 
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Under formula assistance population has to be 
weighted by area and the facto_r ?f infrastructu~e 
index be introduced for det:rmmmg the share m 
devolutions to the various States. 

It may be added that poverty has been included 
as a criteria for devolution of resources in certain 
cases. The criteria of poverty based on calorific 
intake is susceptible to totally erroneous estimates 
because of variations in climate, working conditions 
and food habits. Further it only takes into account 
calorie intake but does not consider the off take requi
red. Poverty criteria should not be used for deter
mining devolution to the States. 

The special area development programmes have 
been initated on the logic that certain geographical 
areas present some very special ecological and social 
economic feature, which unless specifically taken 
into account, do not permit the present planning 
process and the schemes developed within it, to 
make a sizeable impact. Hill areas have already been 
recognised to belong to- this category. The Desert 
areas in Rajasthan also square come in this very 
category and require special attention urgently. 
Development of desert areas requir~:S large investments 
which are beyond the means of the State. It is, 
therefore, absolutely essential that the special deve
lopment programmes are extended to desert areas 
and assistance provided on hill areas pattern. 

6.10 Basically, the centrally sponsored schemes are 
floated by the Union Government with an All-India 
perspective, but for observing a more practical view 
centrally sponsored schemes should take peculiar 
problems of regions and all schemes should not be 
uniformally applicable to all the States. A wide 
scope should, therefore, be provided in such schemes 
for suitable accommodation and some of the centrally 
sponsored schemes should be designed to cater to the 
peculiar needs of specific regions. 5o long these 
schemes are instrumental in bringing about speedy 
development of backward States and dealing with 
the local problems effectively, the system is most 
welcome. On the basis of past experience, it may 
however, be appropriate not to vest all the powers 
of sanction and review of such schemes in various 
central ministries, and allow a mere flexible approach, 
and the procedure of reimbursement made simpler. 
Also the pattern of assistance alongwith quantum 
of assistance likely to be made available for centrally 
sponsored and central sector schemes may be decided 
before finalisation of the Five Year Plan. The 
pattern of assistance including matching contribution 
should not be changed to the detriment of the States 
during the course of the Five Ye"' r Plan, and there 
sho-qld be a preferential pattern for sharing expen
diture in the case of backward States. 

· At least, the important schemes having relevance 
to backward areas should be centrally funded in full. 

6.11 A system of_concur~ent J!IOnitoring needs to. be 
introduced for major project m close collaboration 
of field officers and economists. 

Use of computers and data processing equipment 
needs to be introduced for expenditious processing 
and retrival, 



Close links need be developed between the Central 
and State Government for exchange of information 
having a bearing on programme implementation, 
monitoring and its evaluation. 

6.12 Presently there is not much interaction between 
the Centre and States in matters of Planning. The 
draft State Plans as prepared by States in accordance 
with the policy guidelines from Planning Commis
sion, are examined and discussed by the working 
groups constituted by the Planning Commission and 
plan size determined keeping in view the availability 
of resources to finance the plan. There is not much 
freedom to the States. 

As has been indicated above elsewhere, there 
is need to have more active involvement of States 
right from the initial stage of plan formulation 
through constitution of some sub-committees of the 
NDC and enjoining upon the Planning Commission 
to involve the States in preparation of plan. Once 
the plan is apl?roved, the States. sh<.mld be left ~ree 
to implement tt. The decentralisation of plannmg 
process, thus, will no doubt create a sense of active 
participation and cooperative federalism amongst 
the States. Adequate financial support needs to be 
ensured to the States an implementation is to be 
left to the States without any condition in accordance 
with the approved plan and the pattern thereunder. 

With the last more than three decades of planning 
in the country, considerable planning ex~erti~s has 
been ·created in the States. Plan formulatiOn IS not 
merely an exercise of putting together the demand 
of the States at one place, but it is now rather a well 
conceived and thought out excercise keeping in view 
the potentialities and t~e regional ~equir~m~nts 
in the areea in consideration of the bastc obJeCtives 
and priorities of Plan. In Rajasthan there is a full 
fledged department at th~ State !eve~ to take <;!f plan 
formulation, implementation and revtew .. The Impor
tant Core Sector Departments have their own setup 
for plan formulation, implementation and review 
of their sectoral programmes. Concurrent and expost 
facto evaluation is also undertaken by the separate 
organisation created in the State for the purpose. 
The State Planning Board is in the process of reor
ganisation. 

Industries 

PART VII 

MISCELLANEOUS 

7 1 It is agreed that the extension of First Schedule 
has· been much beyond the ori)linal scope a~d as a 
result industries have becomo VIrtually a Um?n S';Jb
j ect. The original idea .was to. exte~d the hcens!ng 
procedures only to core mdustnes whtch were of vttal 
importance and. not . that Schedule should cover 
practically all mdustnes. 

It can be argued that industrial licensing is a tool 
to promote development of backward area~. Hoy;
ever, past experience does. no~ show that mdustnal 
licensing has been an effective mstrument of develop
ment of backward areas. In fact most hcences 
have gone to the already developed States and that 
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trend continues even today. It has also been estab
lished that incentives otrered by Central and State 
Governments and concessions given by financial 
institutions are more effective instruments of ensuring 
industrial dispersal and diversification of industrial 
units into backward regions. We, therefare, feel 
that the Schedule should be restricted to only core 
industries of vital importance to the ecOD)my of the 
country. 

Even according to the ex1stmg general pattern 
of licensing adopted by the Government of India, the 
large scale industries involving an investment of 
Rs. 5 crores or more are licensed by the Government 
of India and the medium and small scale industries, 
not covered by the above-mentioned definition of 
large scale industries, are left to be handled by the 
State Governments. But even this general rule is 
often not adhered to; many of the individual Minis
tries have acquired the powers of giving the licen~es 
permissions/clearances, even in cases where the 
investments involved are very small. Some of the 
instances are wheat-milling, electronic industries 
and power-looms, which require permission from the 
Central Ministries or departments. This leads to 
avoidable delays as also diminishes the role of the 
States which they should be expected to play. 

7.2 {i) The State Government is not in favour of 
any rigid norms. The term "National Public Interest" 
should concern only with industries of vital importance 
to the eeonomy of country. This test should be 
applied to all legislations which seek to regulate 
industry. 

{ii) Without going into the merits of each entry 
in the Schedule, we reiterate that the general prin
ciple that should govern inclusion of any industry 
in the Schedule is that it should belong to the core 
sector and should be important for the economy of 
the country as a whole. . By applying this test the 
Schedule can be appropriately pruned. 

7.3 As explained earlier, industrial licensing lihould 
not be a mandatory provision for our industries. 
our industry is generally .ov~r regulated and. bet.ter 
results can be achieved by md1rect controls by 1ssumg 
guidelines to public fi~ancial i~stituti_ons and by 
offering suitable concesstons and mcenuves. Except 
for industries in the core sector anybody shoul~ be 
free to establish any industry without a licence pr~v1ded 
the State Government concerned can assure h1m of 
necessary · infrastruture fa~ilities. This . w~uld be 
applicable to industries wh1ch do not requu~ 1ml?orted 
raw-materials. Central clearan~e for cap1tal ISS';Jes, 
import of capital goods and foreign collaboratiOn 
should continue to be done as htthertofore as the 
present procedures are quite . satisfactory. 

7.4 In the small scale s~c~of, the ~rea test . defici
ency is in marketing. Ind1v1dual umts fin~ It very 
difficult to find their market~ .and ~xcept 10 a few 
State support in this regard IS nommal. Every State 
has to organise marketing support fot smal~ scale and 
Village industries in a much more purposive manner 
there should also be an apex orgamsatJon for t~IS 

urpose at the national level. As far as raw-matenal fs concerned, the existing arra~gements made through 
the Small Industries Corporation appear to be more 
or less adequate. 



However, many of the raw materials like iron
steel, other metals, coal, chemicals and some pet
roleum products being scare~ or which are being 
produced under Central sector, are allocated to the 
States by the Government of India. Some of the Sta
tes which for historical reasons ,being late starters in 
the matter of industrialisation, are getting less of 
allocations. The iiystem should be made more equita
able. It sholuld .1lso promote ,the development of 
industries in industrially backward regions by giv
ing them adequate scarce raw materials. 

7.5 The Central fi.nancial_.institutions:are not giving 
loans to State Plans but to individual industries ei
ther directly or through the State finacial institutions. 
The Central financial institutions have, however, been 
channelising a major part of their assistance to more 
developed States from where a majority of the appli
cations emanate. This acts to the disadvantage 
of the backward States. The Central financial insti
tutions have to take a more active interest for the 

development of industrially backward•States and give 
priority to the investment proposals for such areas. 

-They should not merely play the passive role 
awaiting the application~ [rom the States but should 
in fact play more posttlve and pro motwnal role. 
As an analogy it may be mentioned that as a result of 
requests of large number of Stat~s, RBI has persu
aded the banks to play a more active role in bringing 
the deficient States upto the national average. The 
same policy presently does not seem to be visible 
in case of national financial institutions. The Govern
ment of India or the IDBI as the apex financial 
institution, should adopt a similar approach. 

The follwing table would statistically indicate 
the present disparities and high-lights the facts 
that well-to-do States are getting more assistance 
and are further improving their eeonomic position 
whereas deficient States are getting less and are further 
lagging behind; the gulf between the advanced and 
the backward States is widening: 

Assistance Sanctioned during 1984-85 and Cumulative up to End-March, 1985 
(Rupees Crores) 

State/Institution 
Cumulative up to end of March, 1985 

Sl. 
No. I.D.B.I. I.F.C.I. I.C.I.C.I. L.I.C. U.T.I. G.I.C. Total P. C. to 

Total 

2 3 4 5 6 7 8 

1 Andhra Pradesh 1234.85 248.20 236.83 82.25 62.27 34.80 1899.20 8.28 

2 Assam 131.08 25.70 16.56 14.36 1.54 1.15 190.39 0.82 

3 Bihar 392.01 63.46 109.98 75.98 33.45 14.21 689.09 3.00 

4 Gujarat 1904.18 252.30 425.08 158.89 99.55 56.31 2896.31 12.62 

s Haryana 453.53 77.00 82.64 12.64 22.47 21.14 669.42 2.92 

6 Himachal Pradesh 157.08 26.64 18.06 3.47 1.34 2.94 209.53 0.91 

7 Jammu & Kashmir 146.36 13.66 7.65 I. 70 0.50 0.35 170.22 0.74 

8 Karnataka 0 
1052.84 173.06 214.15 67.95 110.63 27.83 1746.46 7.17 

9 Kerala 482.31 81.10 56.21 19.21 8.31 4.97 652.11 2.89 

10 Madhya Pradesh 597.87 98.30 127.95 32.67 57.60 35.24 949.63 4.14 

11 Maharashtra 2029.76 364.79 766.78 357.73 340.37 199.76 4059.19 17.73 

12 Manipur 3.54 3.54 0.01 

13 Meghalaya 16.44 2.74 0,54 1. 74 21.46 0.09 

14 Nagaland 9.41 0.67 0.17 10.25 0.04 

15 Orissa 525.87 87.60 85.65 32.59 21.76 13.89 767.36 3.34 

16 Punjab 464.57 100.12 81.65 19.47 24.13 8.80 698.74 3.04 

17 Rajasthan • 686.29 138.87 127.93 31,21 23.51 14.65 1022.46 4.46 

18 Sikkim 4.94 1.00 1.00 6.94 0.03 

!9 Tamil Nadu 1520.45 201.91 279.44 119.29 78.62 34.85 2234.56 9.74 

20 Tripura 9.93 1.16 0.56 0.36 12.01 0.05 

21 Uttar Pradesh !491. 73 250.55 189.66 98.07 44.67 39.56 2114.24 9.21 

22 West Bengal 776.79 137.06 161.29 134.00 104.59 41.61 1355.34 5.91 

23 Union Territories 477.44 51.63 80.53 34.55 7.97 18.0! 670.13 2.92 

TOTAL 14569.64 2397.52 3070.31 1298.13 1043.28 570.07 22948.95 
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7.6 ~t is tr~e that in the location of Central public It may be observed that in Rajasthan; covering 
sector mdustnes. the States are not always taken into 1/IOth of the country's areas, in last almost two 
confidence .. Also, these decisions are taken apparent- decades, not a single new Central sector project has ly sometmes on other than purely economic 

been set up. The following table would reveal this considerations. The instrument of investment in 
Central public sector should be utilis~d for developing kind of a trend which needs to be corrected and made 
industrially backward states. equitable. 

Percentage share of States In Commu/atlve Investment (Gross Block) In Centra/ Public Und·•rtakln~ (1963·1983) 

STATES 
Year A. p, Assam Bihar Olllarat Haryana H. p, Karnataka Kerala 

1963 0.8 1. 5 15.9 0 Neg. 3.6 0.2 
1964 1.0 1.8 16.9 0.1 Neg. 3.5 1.5 
1965 . 1.5 2.1 17.7 0.1 Neg . 3.0 1.8 
1966 • 2.4 1.5 17.0 1.4 Neg . 2.9 2.0 
1967 3.'0 1.4 17.2 1.4 Neg. 2.9 2.2 
1968 2.9 2.0 17.8 2.9 0.3 Neg. 2.7 2.6 
1969 2.9 2.1 20.8 2.9 0.2 Neg. 2.7 3.4 
1970 2.9 2.2 23.0 2.9 0.2 Neg. 2.7 3.4 
1971 3.0 2.1 24.9 4.2 0.2 Neg. 2.7 3.4 
1972 . 3.1 3.1 25.9 4.3 0.2 Neg. 2.8 3.3 
1973 3.5 3.2 26.9 4.7 0.2 Neg. 2.9 3.2 
1974 3.8 3.0 27.8 4.7 0.2 Neg. 3.0 3.3 
1975 . 4.3 3.2 26.8 4.8 0.3 Neg. 3.0 3.2 
1976 • 4.2 3.6 25.1 5.8 0.7 0.2 2.8 3.3 
1977 • 4.2 3.4 27.2 5.7 1.5 0.4 2.9 3.0 
1978 . 4.4 3.3 25.2 5.6 1.3 0.7 3.7 2.9 
1979 • 4.2 3.0 22.6 5.0 1.7 0.8 4. I 3.0 
1980 . 5.1 3.4 20.7 5.8 1.6 0.8 4.9 2.8 
1981 5.5 3.7 19.7 6.0 1.5 0.8 4.7 2.7 
1982 5.4 5.7 18.0 5.0 1.3 0.7 4.3 2.4 
1983 7.5 5.5 16.6 3.9 1.1 0.6 3.7 2.2 

STATES 

Year M.P. Mahara- Orissa Punjab Rajas- T.N. u. p, w. 8· 
shtra than 

2 3 4 s 6 7 8 

1963 23.7 2.0 21.4 2.8* 0.2 8.3 0.2 19.4 
1964 23.8 2.6 19,2 2.6* 0.2 9.1 0.7 17.4 
1965 23.9 2.7 17.4 2.4* 0.2 9.3 1.8 16.2 
1966 23.3 3.1 15.2 2.0* 0.2 9,1 2.6 27.2 
1967 21.8 3.2 14.3 1.8* 0.3 9.3 3.5 17.7 
1968 19,6 3.5 14,8 1.2 0.7 8.9 4.8 IS.J 
1969 18.2 3.4 14.2 1.1 0.9 8.8 4.6 13.8 
1970 16.5 3.6 13.4 1.0 1.0 9.2 4.6 13.S 
1971 15.5 3.5 12.6 0.9 1.1 8.8 4.3 12.7 
1972 14.8 3.6 II. 7 0.9 1.4 8.4 4.2 12.6 
1973 14.0 3.9 11.0 0.8 1.8 7.5 4.0 12.S 
1974 13.8 3.9 10.1 0.8 2.2 6.9 4,1 12.3 
1975 13.4 4.9 9.3 1.2 2.6 6.2 4.1 12.6 
1976 18.2 s.o 8.3 2.2 2,5 6.7 4.1 7.6 

1977 16.2 6.8 7.0 2.1 2.5 5.1 4.1 8.3 



1978 
1979 
1980 
1981 
1982 
1983 

NoTE : Neg : negligible 
*Punjab '1" Haryana 

-Not available, 

16. I 
14.5 
14.7 
14.6 
14.2 
13.6 

2 

8.1 
7.6 
8.6 

10.0 
13.3 
14.1 

3 4 

5.9 2.0 
5.8 2. 7 
6.2 2.3 
5.8 2.3 
5.7 2.0 
5.4 1.7 

5 6 1 8 

2.5 5. I 4.4 9.5 
2.9 4.9 5.2 8.4 
2.2 5.0 5.3 10.2 
2.0 5.1 5.6 9.7 
2.1 4.8 6.0 8.8 
2.0 4.7 8.9 8.5 

SoVRCE : Bureau of Public Enterprises Annual Report on the workins of Industrial and Commercial Undertakings of the Central 
Government. Government of India, various issues. 

7.7 There is ground for criticism that certain 
States have been neglected in Central public invest
ment. The proportion of Central public sector invest
ment in Rajasthan has been only 2.0 % although it 
is admittedly an industrially backward State. There 
is also a tendency for Central public sector invest
ments to divert towards more affluent States which 
can offer better incentives and concessions. 

This tendency needs to be arrested and a more 
equitable distribution with emphasis on development 
of backward States should be stressed in location of 
central public sector industries. ' 

7.8 The methodology adopted for identification of 
industrially backward areas has become obsolete and 

·requires a careful review. In any case, there has 
been a major change in the level of development of 
areas classified as backward and, therefore, reclassi
fication of backward areas is an urgent necessity. 
The incentives given by Central Government and 
financial institutions in development of backward 
areas have been partially successful particularly, 
where necessary infrastructure facilities were avai
lable. 

In the present methodology the entire district 
is identified as industrially backward. In some 
cases the entire district may not be found industrially 
backward but a certain pocket/area of the district 
may be industrially backward. The present methodo
logy may, therefore, be suitably modified to identify 
and declare industrially backward pockets/areas 
like development block within the district also. 

Trade & Commerce 

8.1 There has not been any serious restriction on 
inter-State commerce and trade nor has there been 
any charge of discrituination between one State and 
the other in this regard. In the present circumstances 
an authority as provided for under Article 307 of the 
Constitution does not appear to be necessary. 

Agriculture : 

9.1 The State is strongly of the view that Central 
attachment in the scope of the assumption of res
ponsibility for substantive activity should not be 
permissible in agriculture and it should continue to 
be treated as a State subjet. 

9.2 The Centrally 'spon~ored schemes are usually 
sponsored with an all lndta perspective in view and 
quite often without appreciating the specific needs 

of the States. Further the committed liability after 
the scheme period is over has got to be -borne by the 
State Governments since the staff cannot be disbanded, 
The All India pattern also created distortions in the 
staffing scale because of the insistence by Union 
Government to provide staff under specific schemes. 

The State, therefore, feels that Centrally sponsored 
schemes should be kept to the minimum in respect 
of items of basic .national importance. These should 
not be tied to State resources. and. should be fully 
financed by Union Oovernment, in case these are 
sponsored during mid-year or mid Five Year Plan 
since State Plan funds are already ties io other pro-
grammes. · · · ' · 

9.3 The required cooperation is lacking. The 
State would welcome the constitption of Jpint Working 
Groups and a continuous dialogue between Central 
and State Working Groups. ·. ·. : : 

9.4 The item relating tl!l fixation· of minimum or 
fair price of agriculture items has been dealt with 
in reply to Question 4. 7. 

With regard to Irrigation, the State would like 
to point out that for inter-State waters it is advan
tageous to retain the need for . approval by Central 
agencies. It may also be added that inter-State 
disputes over sharing river waters are older than 
the Constitution. The founding fathers of the 
Constitution were aware of this problem and, there
fore, in Article 262 authorised the Parliament to 
legislate for inter-State water ·disputes. This was 
done by Parliament by enacting the Inter-State Water 
Disputes Act, 1956. 

Over the years the Central Government has pre
ferred to settle inter-State disputes· by negotiations, 
thereby retaining its ability to ·arbitrate ·between the 
disputant States; Delay 'Occurs on two accounts, 
firstly over reference to the Tribunal and, thereafter 
in the award of the Tribunal constituted for a parti-
cular dispute. · 

The alternatives to the present arrangements 
could be to enact legislation for settlement of the 
disputes by the Supreme Court in the same manner as 
the provision for the settlement of other disputes 
is there in Article 131, or transfer of rights in rivers 
to Centre. In United States of America, Australia 
and West Germany settlement. of inter..State water 
disputes through judicial process is acceptable. 



The State Government would favour tightening · 
of the existing provisions for expeditious disposal 
of the inter-State water disputes including central 
of head works so that participant States do not feel 
aggrieved. 

With regard to Forestry policy and administration 
it may be pointed out that there is too much of centra
lisation after the enactment of f'orest Conservation 
Law. The State Government would suggest for decla· 
ring the Chief Conservator of Forest of the State as 
the authority responsible for administering the Forest 
policy in each State for expediting the matters so 
that reference to Government of India is not necessary 
in all cases. 

9.5 No problem. 

Food Civil Supplies 

10.1 By and large the present arrangements are 
consistent with regard to the States obligations for 
maintaining regular · supplies of foodgrains and 
other essential commodities under the public dis
tribution system. 

Consultations while deciding the allocation of the 
foodgrains and other commodities are not made 
with the State Governments. It is necessary and 
should be made on a quarterly basis so that allocat
tion on a realistic basis could be made. Another 
area where scope of improvement for Centre-State 
liaison appears desirable is particularly in regard to 
movement of foodgrains and sugar. Thus before 
deciding upon despatches to other States, consultation 
by the Central Government with the State Govern· 
ment is considered desirable. The Central Govern· 
ment should also consult the States in the matter of 
movement of levy sugar from factories located outside 
the State to obviate delay in receipt of consignments. 

I 0.2 This appears necessary so that practical di· 
fficulties in the implementation can be sorted out and 
where deemed necessary, requisite comments/substi
tutions/ deletions could be considered. To achieve 
this end yearly meetings should be held at the level 
of the Centra I Government. 

Education 
General 

In universalising primary education in backward 
States and districts there is need for financial role 
for the Centre. This compensating finance for 
the educationally backward districts in any State 
should form part of the total Central assistance. 

The Centre has also the responsibility to bring 
about a technologica I revolution in education and 
to facilitate and finance it, as it has done in agriculture. 
It is true that there is no distinct, visible and immediate 
pay off for the human and financial investment 
in educational technology as in the augmented net 
income per hectare in agriculture. However, the pay 
off will be in helping education regain its vocation 
and in raising the labour force skills of the people. 

The rational and effective division of the financial 
resources of the country meant for education must 
be a function of the size of their, relative responsibi
lities allowing special weight for th~ backward States 
11nd districts, · 

447 

11.1 The States have sufficient initiative and au
thority available for acade-mic growth and develop
ment. Important decisions which are taken at the 
Central level arc arrived at after consultation in All 
India conferences convened by the Ministry of Educa
tion. The Centre's efforts at the standardisation of 
education had been mostly positive and have not 
stood in the way of States adoption of progressive 
policies. The criticism with regard to 'Centralisation' 
and 'Standardisation' appears to be unjustified el\ccpt 
in the case of University Grants Commission. 

11.2 University Grants Commission has failed in 
its role of providing lead to the Universities in 
academic as well as administrative matters by taking 
arbitrary decisions which create complications for 
the States. It has not been able to evolve a policy of-

(i) proper coordination between quantitative 
growth and qualitative el\cellence, 

(ii) determination of optimum size for Univer
sities of different types like unitary, affiliating, 
etc. and 

(iii) laying down proper indices for assessment of 
financial needs of universities in different 
regions. 

The role of UGC in el\tending financial assistance 
had been too faulty and disbursement of grants does 
not follow any set pattern. 

The State Government feels that States should 
invariably be consulted by UGC before it takes im· 
portant decisions. Financial assistance should be 
fairly distributed to all Universities irrespective of the 
fact whether it is a Central University or not. 

11.3 Present institutional arrangements appear to 
be adequate provided the conferences are held every 
year. The role of States in affairs of UGC needs to 
be strengthened. Similarly, the Association of Indian 
Universities needs to be strengthened. 

11.4 No difficulty has been el\perienced. 

11.5 No difficulty has been el\perienced. 

Inter Governmental Coordination 

12.1 A separate commission or council is not 
considered to be necessary. 

1 \
Views of Chief Minister of Rajasthan presented before 

the Commission on 19th March, 1987. 

Justice Sarkaria and Friends, 

I am grateful to you for inviting us to present our 
views in person on the Que_stionnaire of_ the Comm1s· 
sion on Centre-State relatiOnS. The wntten reply to 
the Questionnaire had been ~ent by us t? th~ Commi>· 
sion earlier. Here I would hke to h1ghhght 1mportant 
points which require special emphasis or consideration 
by the Commission. 

2. Our position regarding basic structure of the 
Constitution is crystal clear. We want a strong Centre. 
An effective Centre alone can control hydra-headed, 
fissiparous tendencies like lin~uism, regionali_sm 
and religious separatism etc. wh1ch threaten umty, 
integrity and the common composite culture of the 



Country. The long histrory of the Country-establishes 
this fact beyond doubt. The Country had _stood united 
and thrived only with strong Centre. In view of this 
our views are that-

(a) Article 256, 257, 3 54 and 357 and 365 which 
deal with the administrative and emergency 
powers of the Centre are reasonable and 
necessary. 

(b) The present system of the Union, State and 
concurrent lists in non-tax matters should 
continue though with some change which is 
as follows. Water and power, which, with the 
process of development have become very 
crucial, should be declared national resources 
and only Parliament should be competent 
to legislate on them. The actual control of all 
rivers and power projects should be with the 
Centre. This would be the most important 
step to promote national interest. In a manner 
of speaking, the canals and power lines, like 
ropes, would bind the various States of India 
together. For this, entry 56 of the list of the 
VII Schedule and Article 262 needs suitable 
amendments. There should be a legislation 
for judicial settlement of disputes relating 
to power and water by the Supreme Court. 
Article 131 of the Constitution already 
provides for similar settlement of disputes 
relating to other matter by the Supreme Court. 

In countries like America, Australia, settlement of 
Inter-State disputes by their Supreme Court is ac
cepted. 

In case our more fundamental suggestion given 
earlier is not accepted, the State Government would 
atleast favour tightening of the existing provisions 
for expeditious disposal of the Inter-State water 
disputes including Central control of head-works 
so that participant States do not feel aggrieved. 

3. In case, the Commission is also examining the 
Anandpur Sahib Resolution, we are of the follow
ing views :-

(a) In relation to Resolution No. I, the Centre 
should be made stronger in the interest of natio
nal integrity; 

(h) Regarding the Resolution No. 2(b), we oppose 
any merger of any part of the State of Rajas
than in the State of Punjab. We are totally 
opposed to any such policy of expansionism 
and aggrandisement. 

(c) The Resolution No. 2(c) relating to the 
control of the head-works by Punjab is also 
totally unacceptable to us. We also emphatically 
oppose the Resolution as far as Rajasthan's 
share in water is concerned. 

(d) We are similarly totally against the Resolution 
No. 2(d) which demands revision of the 
Award given by the late Prime Minister Shri
mati Indira Gandhi on the distribution of 
Ravi-Beas waters, accepted by the Chief 
Ministers of Punjab, Haryana and Rajasthan 
without reservation on behalf of their States. 

Even at the expense of repetition I would 
say that we should promote centripetal rather 
than centrifugal forces. · 
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. · 4; The office of the Governor in its pre~ent form 
deserves to be retained· as it constitutes· an Important 
link between the Centre and the State. · 

On the basis of the experience, we ar~ also of the 
the view that Governors have acted fairly and un
biasedly in exercise o~ t~eir . powe~s under vari?us 
provisions of the ConstitutiOn mcludmg those relatmg 
to emergency provisions. 

The power of inviting particular par_ty l~ader for 
forming Government in a disputed situatiOn, has 
by and large been exercised justly and fairly by the 
Governors. However, we would like to make the 
following two points :-

(i) There is no necessity for the Governor to 
check and verify the number of legislators 
in a disputed situation. For this, the appro
priate and democratic forum is the State As
sembly. However in complicated situations the 
Governor should continue to have his usual 
discretion. 

(ii) A reasonable time limit should be prescribed 
for giving assent or reject a Bill under Article 
201 of the Constitution. The same principle 
should apply at the national level. 

5. In financial matters, we would lik·~ to emphasise 
one particular aspect from which many of our points 
would flow. Under the present scheme of the Consti
tution, most of the developmental programmes, direct
ly affecting the common citizens of the Country, are 
to be funded and executed by the State Governments. 
On the other hand, the resources available with the 
States are disproportionate to such developmental 
needs. Unity and integrity of the country and the 
Constitutional set up would be properly maintained 
only if the basic needs of the common citizens of the 
country are satisfied. But most of the taxes available 
to the State Governments are inelastic. Thus, there 
is a need for revamping the fiscal system provided in 
the Constitution. 

It may be added here that, presently, among the 
States also because of the different levels of develop
ment, the availability of resources vary. The result 
is that the people living in different States have access 
to different standards in respe~t of basic needs. Thus, 
in actual terms, the basic requirements of t'J.e people 
are met on the basis of the domicile in a particular 
State rather than common citizenship of the country. 
Our view is that the aspect of common citizenship 
needs to be promoted and the concept of domicile 
derated. This would mean that every citizen of the 
country must have access to basic needs of life 
irrespective of domicile. In this context we would 
like to make the following suggestions fo; giving more 
financial resources and powers to the States :~ 

(i) Under the existing constitutional arrangements 
the gap between the fiscal needs of States and 
the resources has widened. Thus, for financing 
the developmental expenditure, States have 
to depend more and more on the Central 
Government. The periodic assessment of 
~even~e gap, made. b¥ a constitutional agency 
hke Fmance Comm1sston has not been realistic. 
The forecast of the Finance Commission does 
not generally take into account the future 



increases in the cost of goods and services 
On the presumption that these would be fully 
covered by ~he buoyancy in the revenue. With 
tax ra!e bemg almost highest in the country 

· and With the slow pace of development, ·this 
has not tur:ned but to be true. Consequently, 
!he devolution of Central assistance has been 
·~adequate and even the essential and compul
SIVe exp~nditure has to be kept low affecting 
t~e quality of development and administra
tiOn. The _Goyernment is strongly of the view 
that constitutiOnal mechanism for transfer of 
funds should be so revised as to eliminate or 
atleast to minimise the existing gap between 
the resources and fiscal needs of the States 
to be worked out to ensure a minimum level 
of development and facilities for all the citizens 
of the country irrespective of the State to which 
they belong. 

(ii) Following are the three ways of bridging the 
gap between the fiscal needs of the State and 
the resources available with them .-

(a) Share of Taxes 

(b) Plan Assistance 

' (c) Non-Plan Assistance. 

(iii) The present formula of distribution of share-
. able resources among the States based on the 

criteria~ of collectional population per capita 
domestic product and poverty proportion 
deserves to be changed. The collection formula 
favours the developed States with ports and 
m11rketing centres wherein most of the indu
stries are sef up. The estimates of the States 
domestic products also suffer from serious 
li~itation in view to weak data base and aprro
pn~~:te norms for estimation particularly, of 

. tertiary sector. Poverty ratio too has been 
under serious criticism from various quarters 
because of the use of calorific intake. The un
realism of this criterion is palpable from the 
fact that the percentage of persons below pover
ty line in advanced States like Maharashtra 
and Gujarat is more than that of a poor State 
like Rajasthan. As a result of the. present 
formula, the rich States have become richer 
and the poor poorer. In our view, the appropri
ate formula of sharing should be : 

(a) 50% on the basis of population weighed 
by area and 50% on the basis of inverse 
of index of infrastructure (treating All 
India Index to be I 00). 

The element of the area has been proposed 
in view of the fact that vastness of the area in
creases the unit cost and limits the growth of 

. infrastructure which is a pre-requisite and 
indicator of development of economy. 

(iv) The formula for Plan assistance from the 
Government of India needs to be restructured 
particularly because it has lead to greater 
regional disparities. In our view the basic cri
terion for determining the assistance should be 
the need for funds for raising the level in 
key social and economic sectors in all the 
States to the levels of the developed States. 

,8-288/87 
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Funds so assessed should be made available 
in full by the Central Government after de
ducting the State's own resources. The balance 
of the Plan assistance may be distributed on 
the same basis as has been recommended 
earlier for tax devolution. 

(v) Non-Plan assistance needs to be given in 
full for meeting deficit, if any, (although with 
!he. scheme of transfer suggested now, there 
IS httle hkehhood of deficit) and the expendi
ture incurred in mitigating the rigours of 
natural calamity and the like. This assistance 
should be in the form of Non-Plan grant. 

(vi) The State Government welcomes the idea of 
setting up a special "Federal Fund" for ensur
ing development in economically under-deve
loped areas. 

(vii) The State Government would urne for the 
~estoration of power for levying Sales-tax 
m ~espect of ~ommodities presently liable to 
add11Ional exc1se duty, namely, textile, sugar 
and tobacco. The income from such excise 
duties is proportionately less than the income 
to the Central Government from excise duties 
or income to the State Government from 
Sales-tax on other commodities. Had Sales-tax 
continued the State Governments would have 
earned more on these items. 

(viii) Union excise should also be statutorily shared 
like income tax with the States in full. 

(ix) The grants in lieu of the Railway passenger 
fare should be in proportion to the rise in 
collection of railway fare. 

(x) The power to levy royalty on minerals (which 
belong to State) should be given to the States 
to be exercised in accordance with the guide
lines to be given by the Government of India. 
Under the present system, the royalty rates 
cannot be legally incr: ased before four years. 
In actual practice, the Government of India 
does not increase it before six to seven years, 

(xi) The Central investments in industries lead to 
the increased production which in turn mean 
greater tax revenues to the State Governments. 
Presently, this investment is unevenly distribut
ed among the States. A State like Rajasthan 
has hardly 2 per cent of the total Central 
investment. This needs to be increased in 
accordance with the formula which takes into 
account both the area and the population of 
the State. Our logic is simple. All parts of the 
country are entitled to share the prosperity of 
the country in an equitable manner. 

(xii) The Government of India has been raising 
substantial resources by revising the adminis
tered prices of items like petroleum products, 
coal iron, steel etc. The additional revenue 
so ;ccruing are wholly appropriated by the 
Union Government being outside the divisive 
pool. Instead ~f incre.asing the admi~istered 
prices, the exc1se duties should be ra1sed so 
that States are also entitled to get share out 
of the additional revenues. Similarly, the State 
do not get share out of additional revenue 
accruing to the Central Government by 



reviSion of rates of cesses. Instead of in
creasing the cess, if the basic excise duties are 
increased, the States would also get benefit 
from additional revenues accruing to the 
Central Government. 

(xiii) The entire sum mobilised by the State ·Govern
ments as small savings should be allowed to 
be used as a Plan resource instead of 2/3rd 
share as at present. 

(xiv) The maximum community savings are ear
nered by the nationalised banks. It is gathered 
that the present deposits of the banks are over 
one lakh crores of rupees. Apart from some 
market borrowings or funds spent in priority 
sector, underdeveloped States like Rajasthan 
have limited share in such a substantial com
munity saving. A suitable mechanism should 
be worked out so that this saving is equitably 
shared by the States with the Government of 
India and among themselves. 

(xv) Another area in which attention of the Commis
sion is solicited is the existing arrangement in 
regard to financing of relief expenditure by 
the States affected by natural calamities. Under 
the existing arrangement, in case of drought 
if the expenditure on relief operation is in excess 
of the margin money the State Government 
is required to make a contribution from its 
Plan to the extent of 5% of the Annual Plan 
Outlay. This Plan contribution of the Govern
ment is covered by Advance Plan Assistance 
and is adjusted against the ceiling of Central 
Assistance within 5 years following the end 
of the drought. If expenditure requirement 
as assessed by the Central Team and the 
High Level Committee cannot be adequately 
met in a particular case if the State Plan contri
bution is taken into account, the extra expen
diture is taken as an indication of the special 
severity of the calamity which warrants assis
tance from the Central Government to the 
State to the full extent of the extra-expenditure 
half as grant and half as loan. 

It is not appropriate to relate the expenditure on 
relief measures with Plan since by the very nature 
these decentralised employment oriented works are 
not capable of providing any financial return. Their 
inclusion under plan distorts the plan priorities and 
entails a burden on plan to make further investment 
on these works for their completion. 

It will be seen from the above that the financial assis
tance by the Centre to the States in respect of expendi
ture on drought relief is largely as loan. This casts 
a very heavy burden on the States such as Rajasthan 
where drought is a recurr7nt featu.re. Th7 c~rrent 
famine is the third consecuuve and etgth famme m the 
last nine years. From 1st April, 1980 to Se~tember, 
1986 the State Government has had to avail of Ad
vane~ Plan Assistance of the order of Rs. 370 crores 
creating a liability· of Rs. 245 crores on the State 
Government. In addition to this, the State has to 
provide relief by suspension of recovery of loan and 
other dues in the drought affected areas. In case of 
drought; occurring continuously, th~ calamity sho~ld 
be treated as calamity of rare seventy and the enure 
assistance for relief expenditure should be provided 
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as grant. Besides, such calamities s~ould be a national 
concern and should be met by nauonal effort rather 
than by a financial weak State. 

6. Regarding economic and soci.al planning, I 
have to make the following observations: 

(i) Rajasthan is in favour of Planning Commission's 
continuance as a department of ~ove~nment 
of India as at present for performmg Its role 
towards country's economic and social 
planning. It is, however, suggested that the five 
year Plan and Annual Pl~ns shoul~ first be 
discussed at official level wtth planmng Secre
taries of States and thereafter a Sub-Committee 
of the National Development Council may 
be formed for detailed deliberations on the 
notes of discussions of official level meetings 
and finally the National Development Council 
may consider the draft. It is further suggested 
that needs of various States in the light of guide
lines or norms prescribed by the National 
Development Council be identified to ensure 
that the less developed States are provided with 
adequate funds to come-up to the level of their 
developed counter-parts. The Central role 
in planning should be to the extent of laying 
down basic policy framework and the modali
ties of achieving the fixed targets should be 
left with the States. It appears to be imperative 
to evolve a system to ensure full and close 
cooperation of the States at each important 
stage. 

(ii) As already stated there is a need for re-struc
turing the system of channelising Central assis
tance by way of loans and grants through 
the Planning Commission to the States. The 
present system of providing block Central assis
tance in the loan grant ratio of 70:30 is grossly 
unfavourable, particularly for backward 
States like Rajasthan, whose mounting debt 
burden calls for a fresh look into the problem. 
It is undisputed that the Union Government 
also derives a share in the benefit of develop
ment efforts made by the States through in
crease in its financial resources and logically 
the Central Government should bear some 
responsibilities. Further, it is not justified to 
treat the entire investment to yield sufficient 
returns to repay the loan liability incurred for 
making the investment in view of the long gesta
tion period and therefore the State feels that 
the loangrant ratio for block plan assistance 
be reversed to 30:70. 

(iii) For the externally aided projects, the State 
would plead that the funds received from the 
external agencies against the specific project 
should be passed on to the States on the same 
terms and conditions as are available to the 
Government ~f India from these agencies. 
Atleast the entire amount of assistance received 
should be passed on to the States. As per the 
existing pattern only 70% of loan amount 
received from external agency is passed on to 
the State Government as Plan assistance in 
which 70% is loan and 30% is grant. 



(iv) The system of determining the size of the State 
Plan does not take into account the relative 
backwardness of the States which is mainly 
due to their low potential of raising financial 
resources. If the backward States with poor 
resources are to plan within the scope of their 
own financial resources such States being in 
dis-advantageous position would never be able 
to gear-up the pace of development and regional 
imbalances would get accentuated. It is there
fore, suggested that a formula should be 
evolved in which higher allocation be given 
to the sparsely populated backward states by 
giving reasonable weightage to their areas. 

It is also necessary that the total Central assistance 
is broken into two parts viz., non-formula assistance 
and formula assistance. An assessment of the funds 
required for raising the levels in key socio-economic 
sectors of less developed States to the levels obtaining 
in more developed States be made and after deducting 
the States own resources, the entire requirement 
should be provided in full as Central assistance under 
the non-formula part. 

Under formula assistance p pulation has to be 
weighted by area and the factor of infrastructure 
Index be introduced for determining the share in 
devolutions to the vairous States. 
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(v) For the Centrally sponsored schemes, it may 
be pointed out that the pattern of assistance 

, along with quantum of assistance likely to be 
made available may be decided before finali
sation of the five year plans and it should not 
be changed to the disadvantage of the States 
during the course of the plan. The important 
schemes having relevance to backward areas 
should be centrally funded in full. It should also 
be seen that the matching share required from 
a poorer State having per capita state income 
less than the national average, should not be 
more than 25 %. 

To sum up we are firmly of the view that the Union 
should continue to be strong as nothing is more im
portant than the integrity and the unity of the country. 
In the States, the office of the Governor should conti
nue. However, keeping in view the need for equitable 
and faster development of the country, the scheme of 
devolution of the financial resources should be re
vamped. Only than the scheme directly affecting the 
people would be taken up all over the country. Simi
larly, the recurring drought should be a national 
concern to be nationally funded. This suggestion 
would up-set the status-quo and as such might attract 
some resistance. But what is important is the national 
development and unity. All citizens of the country 
must have their minimum needs met and must have 
equal access to the minimum facilities. Only then 
the concept of common and contented citizenshtp 
would be achieved. 
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Sikkim 

REPLIES TO THE QUESTIONNAIRE 

PART I 

INTRODUCTORY 

1.1 The Constitution of India is neither purely 
Federal nor Unitary. It is a combination of both, 
wi~ greater weightage given for a strong Centre. The 
object of the framers of the Constitution has been 
to build a strong central authority which may resist 
external aggression and also to check internal disrup
tive forces that may tend to undermine the nascent 
state. 

1.2 There cannot be two opinions about the need 
to develope more powers and responsibilities to the 
States. However, care has to be taken that these do 
not conflict with the responsibility to maintain na
tional unity and integrity. It is in this context that 
the views of the Rajmannar Committee have to be 
examined. The question of deletion, revision or sub
stantial modification of provision mentioned in the 
aforesaid Articles need to be studied thoroughly and 
in greater detail before coming to hasty conclusion. 

Regarding appeals to the Supreme Court, it is the 
highest Court in the country and it has so far been 
functioning with credit and dignity. Hence its powers 
should not be disturbed. 

1.3 It is true that India is a large and heterogenous 
country. This size of the country and the inherent 
diversities demand devolution of more powers and 
responsibilities to States, so as to enable them to 
develop in all sphere~ of activities within the parameters 
of National Unity. It may be mentioned that the 
Administrative Reforms Commission has also re
commended that powers should be delegated to the 
maximum extent to the States for carrying out pro
jects in which the Centre is directly interested or 
which are carried out by states as agents of the 
Centre. 

1.4 In theory, a Federal Constitution envisages 
that the Central and Regional governments are 
independent in their spheres of activities. But reality 
of the situation has shown that this compartmentali
sation is not there. One can cite the federal constitu
tion of the United States of America, Australia and 
Canada. 

1.5 There is no doubt that the Constitution is 
basically flexible enough to meet the challenge of the 
changing times. One should bear in mind that no 
constitution is perfect and indeed can never be per
fect. Hence there are amendment• to meet new 
challenges and new situations. What is important is 
evolution of healthy conventions and procedures. 
There1s therefore, the need for functional cooperation 
leadmg to harmonious .c.entre-S~ate relationship i~ 
accordance with the spult and 1ntent of the Consti-
tution, 
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1.6 There can be no two opinious on the over
riding importance of protecting the independence and 
ensurmg the Unity and Integrity of the country. This 
was uppermost in the minds of the foundmg fathers 
of the Constitution. Hence there are number of Arti
cles in the Constitution which have made a strong 
Centre to discharge this responsibility. 

I. 7 Obligations of the Union and the States need 
to be carefully reviewed in the light of experience 
gamed in the working of the Articles mentioned in 
your question. It must however be said that much of 
th~- tension in the Centre-State relationship can be 
avoided if there is trust and confidence between them. 

1.8 The Constitution empowers the President to 
establish an inter-State Council if at any time it appears 
to him that the public interests would be served there
by. One of the functions of the council would be to 
investigate and discuss subjects of common interest 
between the Union and the States or between two 
or more states. It would be desirable that such a 
matter as mentioned in your question should be left 
for the examination of all aspects to the inter-state 
council. 

PART II 

LEGISLATIVE RELATIONS 

2.1 The subjects is the State List such as forest, 
education, agriculture have been included in the Con
current List. In our view Entry in the Concurrent 
List should be confined to : 

(a) National security; 

(b) National integrity; and 

(c) freedom of trade. 

Barring the Entry touching upon these entries the 
Concurrent List must be reviewed to give more liberal 
power of legislation to the State. 

2.2 It is in the interest of ensuring better relations 
between the Union and the States that the Central 
Government consults the State Governments before 
hand while undertaking legislation of a subject in the 
Concurrent List. There should be such a provision 
in the Constitution. 

2.3 The Union Government's power to legislate 
on any subjects within the exclusive competence or 
the states in 'national interest' or 'public interest' 
should not be a perpetual nature. A time limit has to 
be fixed. 

2-4 In the legislative sphere the following reference 
may be considered :-

(a) review of the Concurrent List; 



(b) review of articles empowering legislation by the 
Parliament on the State Subjects; 

(c) reviewing the applicability of the proviso to 
article 254; 

(d) the transfer of the Subjects relating to incorpora
tion of association, agriculture, education etc. 
to the State List. 

PART III 

ROLE OF THE GOVERNOR 

3.1 The role of the Governor in the context of 
Centre-State relations needs to be reviewed thoro
ughly. It is true that some governors have acted with 
utmost impartiality but there were also some 
Governors whose actions have not been quite in 
keeping with the apirit of the Constitution. Hence 
there have been instances of the abuse of powers by 
governors. Sikkim had a bitter exJierience of it in 
May, 1984, Such instances are not conducive to the 
existence of better Centre-State relations .. Hence the 
case for review. · · 

3.2 The Governor will be a link between the State 
and the Centre so far the administrative undertaking 
is concerned. The Governor can not. overdo the 
Council of Ministers. 

3.3 These (a), (b) and (c) deal with matters of vital 
importance to the State. While making report to the 
President under Article 356(1) the Governor has to 
be very objective and ha~ to act independently. The 
Governor should appoint only that person as a Chief 
Minister who commands majority on the floor of the 
Assembly in the Legislative Assembly. There should 
be no two opinions about it. In a situation where no 
party commands majority of seats, the Governor 
should ask the leader of that party which has the 
largest number of members to form the Government. 
The State Assembly must be convened within a fort
night of the appointment of the Chief Minister. 

The words, plea~ures of the Governor should mean 
the ministry remaining in office with full confidence 
of the legislative assembly. The pleasure of the 
Governor should not be allowed to be misused so 
as to enable the Governor to act according to his 
1 ikes and dislikes. · 

Regarding Article 174(2) the Governor should be 
guided by the advice of the Chief Minister. . . . 

3.4 These Articles give discretionary powers to the 
Governor .unfortunately some of the Governors 
have not used these powers independently and ob
jectively. There must be a time limit for the Govern
nor and the President to make up their minds under 
Article 200 and Article 201 respectively. Ordinarily 
bills passed by the Legislative Assembly must be given 
· as.sent to by the Governor. 

We wish to add that article 20 I has to be reviewed 
with specific provision as to what are the circumstan
ces under which a bill is to be reserved for the assent 
of the President. 
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3.5 The case study conducted under the ~uspices 
of the Indian Law Institute is really reveahng 1!-nd 
disturbing. This process needs to be checked. A t1me 
limit should be there within which the process of 
consideration of and ass~nt to should be completed. 

3.6 As mentioned earlier some of the Governors 
have not acted impartially and fairly in accordance 
with the spirit of the Constitution. ~or them the 
question of establishing healthy c<?nvent1ons does_ n'!t 
arise. Indeed they have gone agamst the very prmcl
ples of constitutional democracy. Sikkim i_s <?ne of the 
glowing examples of such acts of omiSSI<?D and 
commission on the part of the Governor m May, 
1984. The Governor referred to is Shri Homi J. 
Talyarkhan. 

3. 7 The President should straightway remove the 
Governor as the Governor is appointed by him. 

3.8 We agree. 

3.9 The procedure postulated in the Constitution 
of the Federal Republic of Germany is not suitable 
for us. In a democracy what is important is the 
quality of a person who holds the high office of the 
Governor. 

3.10 Going by the actions of some of the Gover
nors in dealing with such important matters coming 
within his perview one is inclined to accept the recom
mendations of the Administrative Reforms Commis
sion. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 The State Government sees no objection for 
keeping Articles 256 and 257, when powers under 
365 are invoked by the Centre. The State concerned 
must be given an opportunity and powers must be 
pa~sed on facts and not an imagination. 

4.2 State Government is not opposed to retaining 
Article 365. 

· 4.3 State Government agrees with Administrative 
Reforms Commission. 

4.4 While exercising powers under Article 365 
r Centre shall not be guided away by the report of 
,government along or its own assessment of the situa
tion. Extreme care should be taken. The manner in 
which President's Rule was introduced in Sikkim 
jtself js an experience. , _ · . . . . 

4.5 President's rule must be limited to as shorter 
period as possible. . . · 

Clauses 4 and 5. of Art.icle 356 have to be suitably 
~mended so that m no Circumstances President's rule 
m State can be extended for more than one year. 

4.6 The present arrangements may continue as 
they have been working satisfactorily. 

4.7 .The need for review of the working of these 
agenCies ~as been felt as there have been inroads in 
the domam of the state thereby impeding the pace 
of ~evelop"?en~. It has been keenly (elt that some of 
the1r funchomngs should h vested in the state 
governments. 



4.8 By and large the All India Services have ful
filled the expectations of the Constitution makers. 
However, it has to be ensured that officers of theso 
services, while s~rving in the statu, must be under 
the supervision of the concerned State government. 

4.9 As a general policy concurrence of tho 
State Government must be there before the use of 
Central force in the State. Only in cases of extreme 
situation, the Union Government can take suo 
motu decision. 

4.10 One would agree with the vi~w that Broad
casting should continue to remain in the Union 
list but as was suggested the broadcasting and tele
vision facilities should be shared between the Union 
and the States on a fair basis, giving equal impor
tance to the social, economic and cultural ethos of 
the people of each state. The present situation of 
heavily loaded newscast in favour of some states 
must go and equal importance needs to be given 
to news from other regions of the country as well. 

4.11 Eastern Zonal Council has not servedlany 
purpose. 

4.12 As things stand to-day, an Inter-State Council 
should be established as such a body will be 
desirable to iron out inter-state and Union-State 
differences. 

About its functions and composition, it can be 
worked out later after discussions between the 
Union and the States. 

PART V 

FINANCIAL lRELATIONS 

5.1 By and large the scheme of devolution envisa
ged by the Constitution-makers bas worked well 
However, the need for small and backward state 
like Sikkim and other North-eastern states bas to 
be considered in proper perspective. While some 
big states are becoming richer because of their 
resource mobilisation potential, the backward 
States sorely lack that potential. Unless the Centre 
comes to the aid of these States in a big way it will 
be impossible for them to make progress. Hence 
this aspect of the situation has to be borne in mind 
in the process of devolution. 

It w1ll be in the fitness of things that Finance 
Commission must give greater weightage to backward 
States in the distribution of Financial resources. 

5.2 The observation of ARC Study Team on 
Centre-State Relation would continue to bold good 
as dependence. of States on ~he Union c_ontinues 
to increase. It IS necessary to bnng Corporation Tax, 
Custom Duty and Surcharge on Income Tax mto 
the shareable pool but at the same time backw_ard 
states should not be discriminated while shanng. 
The need for fiscal discipline both by· the Centre 
and the States cannot be over-emphasised. 

Certain elastic taxation heads should be brought 
under State so that the State resources increase. 
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5.3 We fully agree with the above observations 
and also with the view that regional balance can be 
reduced by a strong Centre having elastic sources of 
revenue. It must have discretionary powers to use 
the funds available with it for tho development of 
poorer States. Only then the Centre can fulfill its 
obligations and responsibilities as mentioned in the 
Directive Principles of State policy. Otherwise, 
the rich States will become richer and the poor 
States poorer. 

5.4 There is no doubt that richer states have to 
contribute to tho Central pool through subvention. 
There is also no doubt that there is absolute need 
to have better control over expenditure. 

Deficit financing has to be rosorted to when it 
is a must in the interest of developing economy. 

5.5 Whereas the Finance Commission assesses 
the resources and requirement of funds on the non
plan side, thr Planning Commission assesses the 
developmental needs of tho States. Both these bodies 
have to be more object1ve while assessing the needs 
of backward and poor States. The growing expecta
tions of the people of backward states have to be 
given due consideration so that with adequate as
sistance from both these bodies, those States can 
accelerate their pace of development to catch up 
with the rest of the States. It is clear that the pattern 
of devolution of financial resources . has not been 
equitable. -

The criteria laid down should be planned assistance 
and not merely sharing of taxes. 

5.6 State Government is not basically opposed to 
constitution of special federal fund from which the 
weaker states can be given aid. 

5.1 Certain elastic taxable items need to be changed 
so that State Governments have good resource 
mobilisation. 

5.8 Federal Taxes and State Taxes should be sepa
rate. State govornments should bo givon liberty 
to have its own taxes. State Government is in favour 
of having more taxation power. 

5.9 As things stand today, the roles of Planning 
Commission and Finance Commission are comple
mentary. No doubt the suggestion for a Permanent 
Finance Commission to undertake the duel role of 
fiscal transfers deserves consideration It is known 
that some states are not happy with the views of various 
Finance Commissions. Also some States have opined 
that the Planning Commission ha< not been fair 
to them. Under the circumstance~, the constitution 
of one Body has some merit. In the ultimate analysis 
it will be beneficial if these two bodies and the States 
make their assessments objectively and fairly. 

5 10 The State Government totally agrees with 
the "view. Transfers, both statutory and discretionary, 
have narrowed down the disparities in public ex
pendituro. 

5.11 We are in agreement with the view expressed 
in the question. Financial discip!ine is a must.. ~II 
progressive schemes. have to be Implemented w1~hm 
the anilable financ1al resources. At the same t1me, 



it is to be ensured that the pattern of allocation 
between the Centre and the State has to be in such 
a way as to give greater assistance to backward states 
so as to help them to accelerate their pace of develop
ment. Care also should be taken that these States 
do not indulge in financial indiscipline. 

5.12 The State Government is in agreement with 
the 7th Finance Commission. 

5.13 The State Government agrees with the views. 

5.14 There is reasonableness in the suggestions 
that yield from the Special Bearer Bonds Scheme 
and the revenue from 1 aisiug administered prices 
of items should be brought within the divisible pool 
of resources. If these were done, the financial resources 
of the States would have been further augmented to 
enable them to give more thrust to implement some 
pressing progressive schemes. Some States are of 
of the view that all revenues raised by the Centre 
should be shared with the States. Although we would 
not fully subscribe to this view, we would like to say 
that interest of States should be uppermost in th.: 
minds of the Centre in the sphere of resource sharing. 

5.15 There should be equitable and the rational 
criteria in the distribution of savings available in the 
community. The savings belong to the country as 
a whole and as such the share of States in the sharing 
should not be guided only by area, population and 
resource mobilisation potential. Otherwise, small 
states like Sikkim will be in a terrific disadvantage. 

5.16 We are aware of the responsibilities of the 
State and we are equally aware that the responsibili
ties are increasing. The centre should also realise 
that in a democratic socialist Country, the respon-

. sibilities of the State are always on the increase as 
they have to undertake various welfare measures 
for the well being of the society. Hence this 
aspect also needs to be considered. Also in times of 

· certain conditions like inflation or any n:~tural 
calamities it will be difficult for the states to do the 
job within the financial resources. Consequently 
deficits do arise but that should not be advanced 
as an argument for indulging in financial indiscipline 
resulting to large extent in fiscal imbalance. 

5.17 We are in full agreement that a periodical 
review of the problem of growing indebtedness 
of the States is absolutely necessary. Perhaps it 
would be worthwhile to constitute an independent 
body to look into this matter in depth. 

5.18 Sikkim being a small State and its borrow
ing capacity being negligible we can only suggest 
that the State should not exceed the limit of sound 
finance. 

5.19 We are of the opinion that on foreign borrow
ings the Centre should not charge from the state a 
higher rate of interest than what it pays to the foreign 
lender. We are also of the opinion that projectied 
external aid should be passed on to the States. 
Indeed it would be worthwhile to make a review of 
the entire present arrangement. 

5.20 In view of the different approaches of various 
States in this matter it would be desirable to have 
loans council, keeping in view the country's condition. 
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There will be no justification to copy loan coun~il 
as it exists in Australia. The Rose_rve . Bank of. In~•a 
should be given more freedom m Jts fu':'c~·?~mg 
to fully meet its obligations and res pons• bJ!JtJes. 

5.21 Since there is no system of over-draft pre
vailing any more, the State Governmtnt has no com
ments to offer. 

5.22 Tho State of Sikkim has limited areas of re
sources of revenue hence oven if all the areas are ex
ploited it is not possible to find adequate finances. 

5.23 There is tremendous scope for improvement 
in the performance of public sector undertakings 
as the public sector has so far not yielded the expected 
returns on capital-investment. 

About substantial leakage in Central taxation, 
the Central authorities should take adequate pre
cautions to close those leakages. 

5.24 It will definitely be a healthy convention if the 
suggestion is given effect to. 

5.25 We agree with the suggestion that article 
269 should be better exploited to augment the re
sources of the States. 

5.26 No comments. 

5.27 No comments. 

5.28 It is a fact that this is one of the areas in which 
States have been experiencing great difficulties. In 
our Stato of Sikkim every year there are natural 
calamities in the form of landslides and hailstorms. 
Such calamities should be treated as national prob
lem and the Centre must come forward with ade
quate funds to deal with such situations. The formula 
suggested by the Seventh Finance Commission 
seems to be inadequate. It is also necessary that 
Central officials must visit the areas to ensure that 
relief assistance is utilised properly and effectively. 

5.29 We have no objection to the setting up of 
National Loan Corporation, National Credit Council 
and National Economic Council. 

5.30 We fully agree that the funds are spent prudent
ly and that the benefits go back largely to the people. 
At the same time collection of funds and their dis
tribution are also important matters that need con
sideration. 

5.3 I (a) We agree that periodical assessment of 
expenditure of the Union is necessary. Such an 
ex, rcise will satisfy everyone. We are also in full 
agreement with the view that additional resources 
should be found for helping the States, particularly 
the poorer ones. 

(b) What is needed is strict financial discipline. 
Those States which indulge in Financial indiscipline 
despite repeated requests should not be bailed out 
by the Centre. 

(c) We are not in favour of a p~rmanont National 
Expenditure Commission. Wo believe that both the 
Centre and the States have the capacity to discharge 1,1 

their respective responsibilities to the satisfaction 
of the people. 

5.32 The present system should continue. 



5.33 "Evaluation Audit" at this stage cannot be 
accepted unless the system is scientifically based. 
'Voucher Audit' system is in vogue now and is already 
under implementation. 'Evaluation Audit' system 
can be introduced when :-

(I) it is developed as a science of audit. 

(2) the method is developed on the basis of ac
cepted scientific norms. 

5.34 We believe the Parliament has conferred 
sufficient powers and enjoined adequate duties on 
the Comptroller and Auditor General to enable him 
to keep an effective watch on the expenditure of the 
Union and the States. 

5.35 We are satisfied that the reports of the Comp
troller and Auditor General are comprehensive 
and reasonably accurate. At the same time we feel 
that if need be some powers may be given to him to 
enlighten the public on the pattern of and trends 
in public expenditure. 

5.36 We have already expressed our views in 
reply to Question 5.35. 

5.37 The existing arrangements may continue. 

5.38 We are of the view that an expenditure Com
mission is not needed. · 

5.39 We fully agree with the view that there should 
be monitoring of accounts of utilisation after the 
expenditure is made. At the same time in some cases 
there has been considerable delay in the clearance 
of the plans of action formulated by the States from 
the Ministry conc:rned. Such undue delay which 
comes as an irritant must be avoided. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 We agree that in the process of planning, the 
consultation of the State Governments is not adequate 
and the special needs of smaller States is not really 
taken full care of. While this is partially dependent 
on the fact that some of the State Governments 
have not as yet evolved a full fledged planning and 
development machinery, a great deal can be achieved 
by more comprehensive consultation with the State 
Governments. It is also felt that standards evolved 
by the Central Government which are applied uni
versally for all States, have to be suitably moderated 
so that the special requirements of smaller States is 
fully taken care of. 

6.2 We do not see any special advantage in con
verting the National Development Council as a 
Statutory Body. The National Development Council 
as it exists today represents at the highest political 
level of the Central Government and the State Gove
rnment and has been given the authority to finally 
approve development plans for the nation. This 
arrangement can be allowed to continue provided 
much more time is devoted to detail consultation 
with individual State Governments and full conside
ration by NDC itself of the development plans. 
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- 6.3 We are of the view that the composition of the 
Planning Commission should be that of an indepen
dent body and Economists, technologist and mana
gement experts as well as administrators who on the 
basis of a full understanding of the country's economic 
needs submit recommendations both short-term 
and long-term in order to see that the country's 
economic growth takes place at a rapid basis. Such 
a body may no doubt consult all concerned including 
the State Governments so that the plans formulated 
are as realistic as possible. 

6.4 We are of the view that the composition of 
the Planning Commission should be that of an in
dependent body and Economists, technologist and 
management experts as well as administrators who 
on the basis of a full understanding of the country's 
economic needs submit recommendations both short· 
term and long· term in order to see that the country's 
economic growth takes place at a rapid basis. Such 
a body may no doubt consult all concerned includ· 
ing the State Governments so that the plans formulated 
are as realistic as possible. 

6.5 In our view, the Planning Commission should 
be an autonomous body and should be created as 
a statutory institution so that the functions it p!rforms 
have proper legal sanction. At the moment even 
though the Planning Commission functions in a 
manner which impinges on both the Union Govern· 
ment and the State Government, there is no proper 
statutory sanction for such functions. 

6.6 We agree that the National priorities must 
find a place in the State Plans. However, we find 
that in deciding on national priorities the particular 
requirements of the State Governments especially 
those which are small in size are not fully kept in 
mind. For example, irrigation is considered an 
important national priority but to apply national 
standards on a State like Sikkim such a subject 
becomes an exercise which can result in mis-application 
of funds. We would advocate that while applying 
national priorities close consultation should be held 
with the State Governments. · 

6. 7 While we consider that the present system of 
advancing central assistance through the Planning 
Commission to the State is generally satisfactory, 
we find that in case where a particular State execute 
schemes which are of benefit to a number of States, 
the particular State is made to bear a disproportionate 
burden in terms of interest when loans are sanctioned. 
For such schemes we advocate that the assistance 
should be primarily in the form of grants. 

6.8 By and large the system of del !rmining the 
siz~ of the State Plan has been satisfactory except 
that when due to financial constraints the size of 
the Plan is sought to be reduced even though an 
economic consideration the programme defined by 
toe State Government is fully justifiable and so md. 
We would, therefore, suggest that in the case of more 
economically backward States much more considera· 
tion should be given to accommodating their re
quirements in full so that the basic plan objective of 
bringing up the backward States to a level achieved 
by the advanced States is fully catered to. 

6.9 By and large the system of determining the 
size of the State Plan has been satisfactory except 
that when due to financial constraints the size of the 



plan is sought to be reduced even though on econo
mic consideration the programme defined by the 
State Government is fully justifiable and sound. We 
would, therefore, suggest that in the case of more 
economically backward States much more consi
deration should be given to accommodating their 
requirements in full so that the basic plan objective 
of bringing up the backward States to a level achieved 
by the advanced States is fully catered to. 

6. I 0 It is true that large number of Centrally spon
sored schemes have to a certain extent distorted 
plan priorities of States, the situation cannot altoge
ther be changed, we would recommend that before 
deciding on a subject which will be centrally spon
sored close consultation should be held with the State 
Governments and the possibility of accommodat
ing this item as a priority item within the State sector 
explored. 

6.11 While the monitoring and evaluation machi
nery in the Planning Commission has been greatly 
strengthened the m· chinery at state level needs_ to 
~-improved to a very great extent. -

6.12 While decentralised planning is of great 
importance, the trend unfortunately has so far been 
towards more and more centralised planning. This 
is not only because of the fact that Union Govern
ment has an over-whelming share of the resources, 
but also because of the fact at the State levels, the 
Planning machinery has not been established in a 
manner which will enable the State Government 
to produce plans which are technically of a high 
quality and which can stand scrutiny. The required 
expertise consisting of economists and technocrats 
will have to be built up at the State levels. It is only 
a few States that have succe, ded so far in this regard. 
Central assistance in helping States to build up such 
a planning mechanism will go a long way in enabling 
the states producing plans which can find full accep
tability. The States also will have to acquire graduaily 
the capability of finding their plans to a llarger 
extent than at the mom. nt. 

6.13 The question whether the national plans should 
become progressively more indicative plans depends 
not only on the extent which the State Govt. can 
effectively participate in the Planning process but 
also in the areas in which we believe, government 
intervention is essential. After implementing seven 
plans the country has reached a state of industrial 
and agricultural maturity where we need to release 
a larger area for private initiative so that as has 
happened in several other countries we can hope to 
increase the rate of growth of the economy as a 
whole. This will also help in bringing down the bour
geoning government expenditure which is already 
proving to be a burden on the country. This especial
ly seems to be of great importance in the context 
Of the fact that at the moment the Central govern
ment finds it difficult to meet even its current liabili
ties out of current revenue and the establishment 
expenditure has reached a disproportionate share of 
the national budget. 
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PART VII 

MISCELLANEOUS 

Industries 

7.1 We are in agreement that t~e extension. of the 
first schedule to cover a very htgh proporhon of 
industries in terms of value of their output has gone 
against the interests of the States. One. can imagine 
the situation in which States are placed tfthey have to 
run to the centre for a licence to start a soap factory. 
One can understand that in respect of core 
industries related to def nee purposes or where 
massive investment is needed, the Centre's jurisdic
tion to issue licences is quite understandable. Un
fortunate Iy a large number _of consu~er ite~s as 
mentioned in the above questwn are unton subjects. 
Such Industries should be transferred to the States' 
jurisdiction. Consumer Industries should be left 
outside the purview of Industries Development and 
Regulation Act, 1951. 

Despite Sikkim Government's repeated requests, 
Centre failed to issue/renew licences due to mistakes 
in grant of licences. 

7.2 Within the parametres of national public 
interest, defence industries and core industries and 
also such other industries, where investments are 
beyond the financial capability of the State Govern
ment should be included. The Unic n Government at 
the same time should have confidence in the States. 
It is therefore felt that a large m. mber of items in the 
First Schedule to the Industries (Development andl 
Regulation) Act 1951 can be shifted to the States 
jurisdiction. 

I. Metallurgical Industries : 

(i) Iron and Steel Structurals 

(ii) Iron and steel pipes 

(iii) Other products of iron and steel 

(iv) Iron and steel castings and forgings. 

2. Electrical Equipment 

(i) Electrical motors 
(ii) Electrical lamps 

(iii) Electrical fans 
(iv) X-ray equipment 

(v) Electronic equipment 
(vi) Household appliances such as electric iron-s:' 

heaters and like 
(vii) Storage batteries 

(viii) Dry cells. 
'· 

3. Telecommunications 

(i) Radio receivers, including amplifying and public 
address equipment 

(ii) Television sets. 

4 .. Transportation : 

(i) Motor cycles, scooters and the like 
(ii) Bicycles 

(iii) Others such as fork lift trucks and the like. 



5. Agricultural machinery : 

(i) Agricultural implements. 

6. Miscellaneous Mechanical and Engineering Indus-
tries : 

(i) Plastic moulded goods 
(ii) Hand tools, small tools and the like 

tiii) Razor blades 
(iv) Pressure Cookers 
(v) Cutlery 

(vi) Steel furniture. 

7. Commercial, Office and Household Equipment 
(i) Typewriters 

(ii) Calculating machines 
(iii) Vacuum cleaners 
(iv) Sewing and knitting machines 
(v) Hurricane lanterns 

8. Medical and Surgical Appliances : 
(i) Surgical instrumets-sterilisers, incubator 

and the like 
9. Mathematical, Surveying and Drawing Instruments : 

(i) Mathematical, surveying and drawing instru- ~ 
ments. 

I 0. Fertilisers : 
(i) Mixed fertilisers. 

II. Chemicals (other than fertilisers) 
(i) Paints, varnishes and enamels. 

12. Paper and pulp including paper products 
(i) Paper for packaging (corrugated paper, craft 

paper, paper bags, paper containers and the 
like) 

(ii) Pulp-wood pulp mechanical, chemical includ
ing dissolving pulp. 

13. Soaps, Cosmetics and Toilet Preparations 

(i) Soaps 
(ii) Cosmetics 

(iii) Perfumery 
(iv) Toilet preparations. 

14. Robber goods : 
(i) Tyres and tubes 

(ii) Surgical and medical products, including pro
phylactics 

(iii) Footwear. 

15. Leather, Leather Goods and Pickars : 
( i) Leather, Leather Goods and Pickars. 

16. Glass : 
(i) Hollow ware 
(ii) Sheet and plate glass 

(iii) Optical glass 
fiv) Laboratory ware 
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(v) Glass wool 
(vi) Miscellaneous ware. 

17. Timber Products : 
(i) Plywood 

(ii) Hardboard, including firbre-bourd, chip board 
and the like 

(iii) Matches 
(iv) Miscellaneous (furniture components, bobbins, 

shuttles and the like). 

18. Food Processing Industries : 
(i} Canned fruits and fruit products 

(ii) Milk goods 
(iii) Malted foods 
(iv) flour 
(v) Other processed foods. 

7.3 State Government shall be interested with 
the function of licensing subject to overall supervision 
of Central Government. 

7.4 There is need to have appropriate planning 
before hand for the allocation of raw materials. This 
aspect needs to be streamlined. As things stand today 
there is ample scope for improvement by bringing 
out more coordination between various institutions 
and greater financial support. There is also the need 
for decentralising the structure of planning to serve 
the desired objectives. 

7.5 Sikkim is the smallest State in the country and 
its resource generating capacity is insiqnificant. 
State plans are financed from the Centre, Therefore. 
the implementation of the State plans has to be within 
the Centre's, allocation. As there are no public sector 
industries in the State worth mentioning, the question 
of securing loans from Industrial Development 
Bank or Industrial Finance Corporation for other 
Centrally il controlled financial Institutions has not 
arisen. 

7.6 Hardly there are any Public Sector Industries 
in Sikkim. Therefore, the question mentioned above 
has only academic interest so far as this State is 
concerned. The location of public sector industries 
is of crucial interest to the States. However, since 
there are none in this State at the moment, no com
ments can be offered on this issue. 

7. 7 So far as Heavy Industries are concerned, 
Sikkim is out of the picture. As a matter of fact 
Sikkim wishes very much to have Industries, heavy 
or medium in public or private sector in the State 
to exploit its potential. So long such industries are 
not there, the question. is irrclevent. 

No heavy industries have been set up in this State 
so far. As a matter of fact Sikkim wishes very much 
to have such industries established in the State 
but till now no Central schemes have been forth
coming. e 

7.8 It is true-thaf'Sikkim has been identified as 
industrially backward State. But unfortunately the 
Centre has not come forward to set up industries in 



the State to remove its backwardness. The State 
has very limited resources to go in for setting up 
of industries on its own. This can alone be done with 
the Centre's assistance which unfortunately is not 
forthcoming. The result is there are hardly any indus
trial units worth mentioning. What is more important 
is development of infrastructure to attract entre
preneurs from outside. Unless there is investment, 
either from the public or private it will be very diffi
cult for Sikkim to go in for industrialisation alone. 

In land locked hill State like Sikkim the criteria 
laid down for declaring districts/areas backward 
shall not he only to declare it backward and leave 
it. A lib~ral investment of Central finances in Public 
Undertaking and extension of soft loans must be 
considered. 

Trade and Commerce 

8.1 Yes, State Government is in agreement with 
settmg up of a Inter State Council and implement 
the clauses (a), (b) and (c). 

Agriculture 

9.1 The present status of agriculture as far as its 
placement in the list is concerned it is desirable to 
maintain status quo. The Centre should have equal 
say in the formulation of Plans and programmes 
for the development of agriculture in the country. 
The agriculture development should take place as 
per the priority fixed jointly by the state and the centre. 
However, in the recent past the Centre has been 
playing dominating role in deciding agriculture 
schemes to be implemented by the State Government. 
This is not desirable as it is not possible for such a 
big country to prepare developmental schemes in 
agriculture in the centralised pattern. The suitability 
of crops in different regions of the country vary greatly 
and this holds true even within narrow range making 
it necessary to formulate schemes on a regional basis. 
The Centre's role should be confined to formulating 
strategies, priorities and guidelines. The State 
Government must be empowered to execute inde
pendently within the policies and guidelines of the 
Centre. 

9.2 We have large number of centres and centrally 
sponsored schemes in operation in the state. Such 
schemes have been in the increase year after 
year. The schemes controlled 100% by the Centre 
are not to be handed ever to the State Government 
as such schemes have been given to the State based 
on needs and requirements. The Centre would be 
in a much better position to operate such schemes 
directly. In case of other centrally sponsored 
schemes, it would be more desirable to transfer the 
same to the State Government. The centraly sponsored 
schemes, most of the time do not meet the needs 
of the State. Such schemes have less flexibility resulting 
into improper implementation by the State Govern
ment. Considering the size of the country variation 
in agro-climatic conditions, tremendous differences 
in topography etc., we could never have uniform cen
tral sponsored schemes for the whole country. Only 
those centrally sponsored schemes could be retained 
by the Centre that could be implemented uniformly 
throughout the country. However, there should be 
proper assessment of the programme on a regular 
manner by the centre. 
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The State Government has bee~ constantly. facing 
administrative constraints in the u~plementat_JOn of 
Centrally sponsored schem~s particularly wtth the 
timely release of funds. m~mtenan~ of accounts, 
volume of work involved m preparmg reports for 
submissions to the concerned Dir~cto~ate. State 
sectors should be as minimum as posstble m reference 
to centre sponsored schemes. 

9.3 (I) In the formulation of Centrally sponsored 
schemes the State should be associated, while 
preparing the schemes because the states. a~e the 
ultimate beneficiaries of such schemes. If thts IS not 
done than such schemes may not prove suitable 
for the States and this may result into unproductive 
expenditure. 

(2) We agree with the suggestion that there should 
be a continuous dialogue between the Centre and 
the State Working groups for the purpose. The 
Cooperation between the centre and the state, has 
considerably improved in the formulation of Plans 
and prc-gra mmes for the development in agriculture. 
The Centre has been organising regular meetings, 
conferences etc. not only for increasing crop produc
tion but also for arranging and distributing agricul
tural inputs, besides regular review of progress made 
by the State. For the north e'lstern state including 
Sikkim, such meetings, conferences, etc., should 
be organised in the state itself on a rotation basis 
because these states have similar agro-climatic situation 
topography, backwardness, concentration of tribal 
population etc. and also these states being at a 
great distance from Delhi. With minimum number 
of subject matter species, available in these states 
it becomes rather very difficult to depute officials 
to participate in all the meetings organised by the 
Centre. These States need to be treated on a different 
footing on account of the reasons already stated 
above. 

9.4 (a) The cost of production of various agric!Jltural 
commodities vary from states to states, from regions to 
regions and from blocks to blocks because of which 
we could never conceive of a uniform price structure 
for the whole country. The prices for different com
modities should be arrived at taking into accounts 
the production cost and should be based on average 
but on actual basis for different regions. The agricultural 
price commission fixes prices only for selected commo
dities because of which the benefits flow to the farmers 
of certain state only. The farmers growing commercial 
or ~sh crops like ginger, potato, cardamom, oranges, 
frutts an~ vegetable et<:. should also be brought under 
the purvtew of the agncultup I price Commission. The 
ce~tre sh.ould arrange procurement and marketing 
of Items m the same manner as has been done in other 
commodities. 

~) The states having water resources should 
recetve adequate revenue from the benefiting states 
for sharing the water resources. 

(c) The centre has been playing decisive role in 
supply and managing the vital inputs including credit. 
Hence the centre's activity in such inputs greatly 
affect the developmental activities of the state. Here 
efforts of the centre is very important in timely 
arrangement of inputs for developmental programmes. 



9.5 The central research Institutions and financial 
Institutions have been discharging their responsibilities 
satisfactorily. It is, however upto the state govern
ment, to take full advantage of such organisations. 
The functioning of the ICAR Research O~ganisation, 
could be improved upon considerably if these are 
provided with adequate incentives and physical faci
lities including mobility. There is need for having 
better cooperation and coordination between the 
State and the Central Research Institutions. 

Food and Civil Supplies 

I 0.1 There is greater scope for improving Centre
State liaison in the areas of procurement, pricing, 
storage movement and distribution of foodgrains 
as well as other essential commodities. There must 
be prior consultation with State Governments while 
formulating the policies regarding these matters. 

10.2 Periodical review is a must as it is very useful. 
The present arrangement of prior approval of the 
Central Government under the Essential Commodi
ties Act needs to be thoroughly reviewed. 

Section 5 of the Essential Commodities Act must 
be amended in such a manner that it is not a case of 
delegation but it must be a case of either State or 
Centre. 

Education 

11.1 We feel that to say there is unnecessary 
centralisation and standardisation in the field of 
education amounts to making a sweeping statement 
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which could have been avoided. At least our State 
has had no experience of Centre interference in the 
initiative and authority of the State Governments. 
The proposal to bring Education back to the State 
list calls for a thorough review. 

11.2 The State Government has no comments. 

11.3 The State Government has no comments. 

11.4 In view of the new National Education Policy, 
the applications of Articl<'s 29 and 30 require to be 
reviewed. 

11.5 So far a> Sil,kim is concerned, we are not 
aware of any instances of connict:. on issues between 
the Centre and the States so far as education is 
concerned also because of the National Education 
policy. 

Inter-Governmental Co-ordination 

12.1 The time has come when there should be a body 
or a machinery like the inter-state council to deal 
with irritations and problems which might arise with 
regard to Centre-State relations. The recommen
dations of such a body or an institution would be 
of great help in improving inter-governmental relations 
and coordination. The need for setting up such a 
institution cannot be over-emphasised. Centre-State 
relations must be constantly monitored. This work 
is being done to some extent by the zonal councils 
set up under the State Reorganisation Act, !956. 
The setting up of Commissions like Sarkaria Com
mission at regular intervals is suggested. 
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TAMIL NADU- REPLIES 

PART I 

PRELIMINARY 

Dr. C. N. Annadurai former Chief Minister 
of Tamil Nadu, in his speech in the Legislative 
Assemblt and elsewhere has emphasised the need 
for a review and reappraisal of the Constitution 
of India so as to remove the serious imbalance 
in the distribution of resources and to ensure larger 
powers to the States in the legislative, financial 
and other spheres and with a view to achieve true 
federalism. The present Chief Minister Dr. M. G. 
Ramachandran has also pointed out the essential 
need for review of the Constitution in regard to 
the Centre-State relations and in particular for 
giving more powers to the States in the legislative, 
administrative and financial spheres. The Govern
ment of Tamil Nadu therefore welcome the con
stitution of · a Commission by the Government 
of India in June 1983 on Centre-State Relations 
headed by Justice Sarkaria. 

2. According to K. C. Wheare, the federal 
principle means the method of dividing powers 
so that the general and regional governments are 
each, within a sphere, co-ordinate and independent. 
(Federal Government-Fourth Edition-by K. C. 
Wheare). 

3. In the United States, the States retain their 
Constitutions, and the powers of the State are 
limited only to the extent that certain powers 
are denied to the States, or have been surrendered 
to the Federal Government, which is a govern
ment enumerated powers. The position of 
Australia is the same, that is to any the residuary 
power vests with th~ States both in the .Un!ted 
States and in Austraha. In the Sw1ss Const1tut1on, 
the powers of the Government have been divided 
between the national and the · Cantonal Govern
ments on the American pattern. The Federal 
Government has been vested with powers of national 
importance and the residuary powers have been 
left to the Cantons. The Cantons, however, enjoy 
supremacy in their own sphere, though some re
strictions have been imposed upon them; (a) they 
must have Republican Constitutions ; (b) their 
Constitutions must not be contrary to the federal 
Constitution; (c) they must be subject to .re
vision or amendment by popular vote. The spmt 
of I ocal autonomy still prevades ~n Switzerland. 
The Cantons still possess the res1duary powers. 

4. In the Objective Resolution which was 
moved by Pandit Jawaharlal Nehru on 13th D.e
cember 1946 in the Constituent Assembly of Ind1a, 
it was ~entioned that the provinces should possess 
and retain the status of autonomous Umts, together 
with residuary powers and exercis.: ~II powers 
and functions of Government and adm1mstrat10n, 

467 

save and except such powers and functions as are 
vested in or assigned to the Union, or as are in
herent or implied in the Union or resulting there
from. The following is the text of the Objective 
Resolution moved by Pandit Jawaharlal Nehru : 

I beg to move :-

"(1) This Constituent Assembly declares its 
firm desire and solemnly resolve to proclaim India 
as an independent Sovereign Republic and to 
draw up for her future governance of Con
stitution; 

(2) WHEREIN the territories that now com
prise British India, the territories that now form 
the Indian States, and such other parts of India 
as are outside British India and the States as 
well as such other territories as are willing to 
be constituted into the Independent Sovereign 
India, shall be a Union of them all; and 

(3) WHEREIN the said territories, whether with 
their present boundaries or with such others 
as may be determined by the Constituent Assembly 
and thereafter according to the law of the Con
stitution, shall possess and retain the status of 
autonomous Units, together with residu~ry powers, 
and exercise all powers and functions of govern
ment and ad ninistration, nve and except such 
powers and functions as are ve.sted in or 
assigned to the Union, or as are mherent or 
implied in the Union or resulting therefrom: 
and 

(4) WHEREIN all power and authority of the 
Sovereign Independent India, its constituent parts 
and organs of government, are derived from 
the people ; and 

(5) WHEREIN shall be guaranteed ~nd 
secured to all the people of India justice, soc1al, 
economic and political; equality of status, of 
opportunity, and before the law; freedom of 
thought, expression, belief, faith,. worship, voca
tion, association and action, subject to law and 
public morality; and 

(6) WHEREIN adequate safeguards shall be 
provided for minorities, backward and tribal 
areas and depressed and other backward classes; 
and 

(7) WHEREBY . shall be maintained the i!l
tegrity of the terntory of the Repubh~ and Its 
sovereign rights on land, sea, . and a1r a:cor
ding to justice and the law of CIVIlised nations, 
and 

(8) this ancient land attains its rightful and 
honoured place in the world and make 1ts full 
and willing contributions to the promot!?n of 
world peace and the welfare of mankmd. 



5. Thiru L. Krishnaswamy Bharathi (Madras : 
General) in his speech in the Constituent Assembly 
on 9th November 1948 has criticised that the 
Indian Constitution has over burdened the Centre 
that there is a tendency towards over-centralisa
tion. The following portion of his speech is rele
ve nt in this context : 

"The Draft Constitution, .Dr. Ambedkar said, 
is the federal in composition. A careful reader 
of the whole Constitution would find that it is 
more unitary than federal. If I am to express 
my idea in terms of percen:tage, I am inclined 
to thmk it is 75 percent unitary and 25 percent 
federal. Many Honourable Members spoke strongly 
on the need for a strong Centre. I do 
not think there was any need for this kind of 
over-emphasis, for it is an obvious think that 
the Centre ought to be strong, particularly, 
in the peculiar context of the circu~stances 
prevailing in the country, but I am afratd they 
are overdoing it. I feel a strong Centre does_ not 
and need not, necessarily mean a weak provmce. 
:A.n attempt seems to be made and I find there 
is a tendency over-burden the Centre and there 
is a tendency towards over-centralisation. I am 
glad Dr. Ambedkar has given a kind of warning. 
I am inclined to think that in actual working 
of the Constitution this course of taking more 
powers over to the Centre will be a fruitful 
source of friction. After all let it be remembered 
the strength of the chain is in its weakest link 
and the provinc.;s should not be considered as a 
rival Governmental organization. The Centre 
is trying to chew more than it can digest. I 
find the transitory provision there is an attempt 
for the first five years to take over even the pro
vincial subjects." 

Professor N. G. Ranga (Madras : General), 
in his speech in the Constituent Assembly on 9th 
November 1948 has pointed out that he was not 
in favour of the so called slogan of a strong Centre 
and that it is superfluous, indeed dangerous, to 
proceed with this initial effort to make the Centre 
sp.ecially stron~ and thll;t in the Objectives ~eso
lution, they wanted provmces to have the restdual 
powers. The following is the relevant portion of 
his. speech : 

"Mahatma Gandhi has pleaded over a period 
of thirty years for decentralisation. We as 
Congressmen are committed to decentralisation. 
Indeed all the world is today in favour of decen
tralisation; If we want on the other hand cen
tralisation, I wish to warn this House that that 
would only lead to Sovietisation and totalita
rianism and not democracy. Therefore Sir, I 
am not in favour of the so-called slogan of a 
strong Centre. The Centre is bound to be 
strong, is bound, to grow more and more strong 
also on the lines of modern industrial develop
ment and economic conditions. Theref01e, it 
is superfluous, indeed dangerous to proceed 
with this initial effort to make the Centre specially 
strong. In the Objective Resolution that we 
passed in the beginning we wanted provinces 
to have the residual powers, but within ~ short 
period of two years public opinion rather has 
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been interpreted by those drafters to have _sw~ng 
to the other extreme to co~plete centrahsation 
at the Centre. and strengthenmg the Centre over
much. 

I am certainly not in favol:lr of having so many 
subjects as concurrent subjects. As Mr. San
thanam has rightly put it the other _day, what 
you consider to be a concurrent subject to~ay 
is likely to become an entirely federal subject 
in another five or ten years. Therefore, although 
I am quite ready to leave the reSI~ual powers 
to the Central Government, I certamly . do not 
want the provinces to be weakened as thts Draft · 
ConstitLtion seeks to do. 

Sir, one of the most important conseq~ences 
of over-centralisation and the strengthenmg. of 
the Central Government would be handhng 
over power not to the Central Government, · 
but to the Central Secretariat. From the c~a
prassi or the duffadar, at the Central Secretartat 
to the Secretary there, each one of !hem will 
consider himself to be a much more Important 
person than the Premier of a . Province and 
the Prime Ministers of the provmces would be 
obliged to go about from office to office at ~he 
Centre in order to get any sort of attention 
at all from the Centre. We know in parliamen
tary life how difficult it is for ministers to have 
complete control over all that is being d?ne 
by these various Secretaries at the Secretartat. 
Under these circumstances, it is highly dangerous 
Indeed to enslave these Provincial Govern
ments and place them at the mercy of the Central 
Secretariat and the Central bureaucracy." 

Thiru M. Thirumala Rao (Madras : General), 
in his speech in the Constituent Assembly on the 
9th November 1948, has stated that a strong Centre 
should not mean weak provinces and that the 
provinces also should be equally strong to enable 
them to ptrform their multifarious duties and to 
develop schemes and that they should be left with 
sufficien~ financial resources to. discharge their 
duties and contribute to the strength of the Centre. 
The following portion from his speech is relevant : 

"We require no doubt a strong Centre, but 
a strong Centre should not mean weak provinces. 
The provinces also should be equally strong to 
enable them to perform their multifarious duties 
and to develop schemes. They should be 
left with sufficient financial resources to dis
charge their duties and contribute to the strength 
of the Centre." 

Thiru Mahaboob Ali Baig Sahib Bahadur 
(Madras : Muslim), has pointed out in his speech 
in the Constituent Assembly on 9th November, 
1948· that the provisions in the draft Constitution 
clearly show that the federal system can easily be 
converted into unitary system. The following 
is the relevant portion of his speech : 

"Now, Sir, with regard to the form of Con
stitution, I am unable to agree with the Consti
tution that is ~mbodied in the Draft Constitution. 
People seem to think that the Centre must be 
strong and that unless the Centre is very strona; 



_the provinces will always be an impediment 
tn the way of the Centre becoming strong. That 
IS a wrong view. If provinces are made auto
nomous, that does not necessarily mean that 
the Centre will be rendered weak. What do 
we find here ? My view is that the provinces 
will be nothing but glorified District Boards
Look at Article 275 where in an emergency all 
powers can be usurped by the Centre. Look 
at articles 226, 227 and 229. The Centre can 
legislate for the provinces in all matters; and 
again look at the long Union List and the Con
current List. All these clearly show that in the 
hands of a Central Government which wants 
to override and convert this federal system into 
a unitary system, it can be easily done. Now 
there is a danger of this sort of Government 
becoming totalitarian. This is the danger in 
the form of the Constitution that is embodied 
in the draft Constitution." 

Thiru K. Santhanam (Madras : General) has 
pointed out in his speech on 6th November 1948 
that they should reflect whether the Concurrent 
list was desirable or in alternative they should 
have to see that the Concurrent List is restricted 
to the minimum or they should define the scope 
of the Central and Provincial jurisdiction in regard 
to the matters mentioned in the Concurrent List. 
The following portion from his speech will be 
relevant : 

"Sir, Dr. Ambedkar spoke of the dual polity. 
Now we have got three Lists-the Federal List, 
the Provincial List and the Concurrent List. 
The Drafting Committee has expanded the scope 
of the Concurrent List. We have had expe
rience of the Concurrent List. It tends to blur 
the distinction between the Centre and the Provin
ces. In the course of time it is an inevitable political 
tendency of all Federal Constitutions that the 
Federal List grows and the Concurrent List fades 
out, because when once the Central Legislature 
takes jurisdiction over a particular field of legis
lation, the jurisdiction of the provincial legislature 
goes out. Therefore we may take it that in 
ten years or fifteen years' time the entire Con
current List would be transferred automatically 
to the Federal List. We must reflect whether 
this is what we want and whether it is desirable. 
If we do not want it we will have to see that the 
Concurrent List is either restricted to the mini
mum or define the scope of the Central and Pro
vincial Jurisdiction in regard to matters mentioned 
in that List." 

6. Dr. Anna felt in 1963 that the working of the 
federal structure as embodied in the Constitution 
for the past 13 years prior to 1963 had created a 
sense of frustration in the minds of the States and 
that the States were fast becoming dole getting 
corporations. The following po:tions ar~ relevant 
in this context. In his speech m the RaJya Sabha 
in December 1963, Dr. Anna spoke as follows 

"We have a federal structure. That is why 
framers of the Constitution wanted a federal 
structure and not a unitary structure, because 
as many political philosop~ers have pointed ~ut, 
India is so vast-in fact 1t has been descnbed 
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as a sub-continent-the mental health is so 
varied, the traditions so different, tho history so 
varied, that there cannot be steel frame unitary 
structure here. My complaint is-and it has 
been endorsed by the P.S.P. Member Mr. Guru
pada Swamy and others-that the working of the 
federal structure all these thirteen years has 
created a sense of frustration in tho minds of tho 
States. They feel they m&y not be with me. that the 
States are fast becoming dolegetting corporations. 
They feel that they are relegated to the background 
and there is the very natural instinct in them that 
they should be given more power .......... What 
I want to say is that the working of tho federal 
structure is in such a way that the States are 
feeling more and more frustrated, and their de
mand is to make the Union Government think 

· that there should be a review of the Constitution 
a reappraisal of the Constitution. And in that 
I am supported by a very presentable personality, 
a personality who can, when he wants, get out 
and get into Cabinet. I am referring to the Hon. 
Mr. T. T. Krishnamachari, Minister of Economic 
and Defenc.; Co-ordination. On September 8. 
1962, delivering an address in one of tho insti
tutions in New Delhi in memory of a great soul, 
the late lamented Feroze Gandhi, he has stated 
that as framers of tho Constitution they have 
failed to incorporate a provision for a decennial 
review of the Constitution. Not only that, he 
said that public opinion should assort itself for 
that ................ make the Federation be-
come a real Federation." 

"I sympathise with his inability but I would 
like to tell him that I plead for English, I speak 
for English not because I am enamoured of it, 
not because I think English ought to be given a 
higher Place than my own r_nother tongu~ but 
because it is the most convement tool, 1t 1s the 
most convenient· medium which distributes ad
vantages or disadvantages evenly. Very many 
arguments have been advanced to say that India 
has got to have a common language and if that 
base is accepted, one of the Indian Languages 
alone can become the common language. Nobody 
doubts it. If India is a unitary State, this argu
ment is logical. India is a federal State. Indian 
society is plural, our political system is composite 
and in a plural society and composite political 
system to plead for a single common language 
will. I think, create injustice unawares, create 
handicaps unawares to some section of the society. 

"It was stated that Hindi has got the claim 
to beco .. e the official language because it was 
spoken by 42 percent of the population. If this 
42 percent were to be scattered throughout the 
length and breadth of India, ~he argument would 
be logical and it would be eth1cal ;dso but th1s 42 
percent is concentrated in compact and cont1~uous 
areas. It is not spread over. Therefore, 1f 42 
percent is taken into consideration you are con
ferring a permanent, perennial advantage on a 
compact and contiguous area in India and con
versely a permanent disadvantage to other areas. 
And therefore it is that this 42 percent cannot 
be taken into comideration. If Hindi were to be 
spoken throughout India even by 20 percent of the 
people, then we can say that of all the langua~:es 



Hindi is known from Cape Comorin to the Hima
layas. Twenty percent of our population do know 
Hindi and therefore, let Hindi become the official 
language. I can understand it, though I cannot 
support it, I can understand the logic behind 
it. But what is the logic behind presenting this 
42 percent, in a compact area of U.P., Bihar, 
Rajasthan and Madhya Pradesh as an argument. 
It was Mr. T. T. Krishnamachari who once said 
'India, that is Bharat, that is U.P' ........... . 

Well, the Prime Minister stated that English 
would continue. English continues. How ? Not 
as an associate official language along with Hindi, 
but for some purposes which the Government 
will decide. But the Prime Minister has stated 
that English will remain as an associate official 
language, and if the Prime Minister's assurance 
is to be fully carried out, I would request the 
Home Minister to drop this Bill, gird up his loins, 
take the consequences that may arise out 
of it because they are courageous people, and 
bring forward an amendment of the Constitution 
maintaining the status quo, that is keeping English 
as the official language. Please do not think 
that because it is foreign we should discard it 
......•..... Therefore, I plead before the Home 
Minister for a reappraisal of the language issue, 
pending that reappraisal, for an amendment of the 
Constitution for maintaining the status quo and 
keeping English as the official language." 

In his speach in March 1965, Anna spoke in the 
Rajya Sabha as follows : 

"Therefore, till such time we should not disturb 
the present status quo of keeping English as the 
official language till we arrive at a stage when 
all the fourteen national languages become the 
official languages. Perhaps multi-lingualism is the 
price that we have to pay for keeping India one 
and united. You can have India disunited through 
Hindi. But if you want, to have conte1<'ed India, 
if you want to have an India which does not feel 
that one region will dominate over another, if 
you do not want genuine apprehension to get 
into the minds and hearts of millions of people, 
if you want an India about which everyone of us 
could be proud, you will have to take into con
sideration the problem of multi-lingualism." 

7. In 1965, there was a popular upsurge among 
the people of Tamil Nadu against the imposition 
of Hindi on the non-Hindi speaking people in 
general and on the Tamil speaking people in 
particular. Several lives were lost in Tamil Nadu 
in the agitation and thousands of persons were 
sent to prison in connection with the agitation. 
There was turmoil in the whole of Tamil Nadu. 
The imposition of Hindi in 1965 did have an adverse 
effect ori national integration. As a consequence, 
the Official Languages Act, 1963 was amended in 
1968. In the Statement of Objects and Reasons 
to the Amending Bill, it was specifically stated by 
the Central Government that it was considered 
necessary to give statutory recognition to assurances 
of the late Prime Minister regarding the continued 
use of English language as long as the non-Hindi 
speaking people did not desire a change and that 
it was also proposed to provide for obligatory use 
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of English language in addition to Hindi in certain 
cases. It is to be noted here . that what. was de
manded by the Non-Hindi speakm!l people. m general 
and the people of Tamil Nadu •!! I?arttcular v:as 
an amendment of the Constttutto~ to gtve 
effect to the assurance given by late Pandtt _Jawaharlal 
Nehru that English Language shall con~mue to be 
used as the official language of the. Umon as .long 
as the non-Hindi speaking people dtd not destre a 
change. But this Constitution amendment was not 
given effect to. Instead, a stat~tory ~mendment 
of the Official Languages Act, Vtx. Sectto~ 3 was 
undertaken which can be amended or nulhfied by 
a simple majority of those present and voting in the 
Parliament. Even in that amendment, the 1:1se 
of the word "may" in the expression "The Enghsh 
Language may, as from the appointed day, c<?ntinue 
to be used, in addition to Hindi" led to dtfferent 
interpretations viz., whether it is obligatory or merely 
discretionary. 

8. In the Governor's speech, when Dr. Anna was 
the Chief Minister in 1968, it was mentioned as 
follows : 

"5. The language problem is in a sense part 
of, the bigger problem of evolving a truly coopera
tive federal polity, in which the States representing 
different cultures and ways of life. are assured 
of their rightful place. The serious imbalance 
in distribution of resources, in relation to res
ponsibilities as between Centre and the States, 
has distorted the healthy relationship which should 
exist between the Centre and the constituent 
units in a large federation. True federalism means 
that the Centre as well as the units should have 
adequate resources for the discharge · of their 
respective responsibilities, and that discretionary 
loans and grants from the Centre in respect of 
matters falling constitutionally within the compe
tence of the State should play only a peripheral 
role ............ It is the firm view of my Govern-
ment that in the light of the experience of the last 
fifteen years, a high level review of the provisions 
of the Constitution dealing with the delimitation 
of resources and powers as between the C,·ntre 
and the State is essential. Such a review will 
obviously take a little time and the scope of the 
review will have to be defined with care in con
sultation with all concerned." 

9. Speaking on this subject in the Legislative 
Assembly, Arignar · Anna spoke as follows : 

"In the Governor's address he has specifically 
placed the views that the- relations between the 
Centre and the States should be reorganised. 
Inasmuch as it has been indicated in a good manner 
in the Governor's address, the conveying of grati
tude by the members of our party is proper." 

If it is argued that integrity would be spoiled 
if that (Centre-State relations) is spoken, then I 
expressly state that integrity would be spoiled only 
if it is screened secretly. Unless there arises an 
open view in matters such as living together in such 
and such ways, the ditribution of powers in such 
and such ways, the screening of it would be as much 
difficult as the difficulty in residing with a snake 
put in a vessel, as occuring in Thirukkural. With
out rectifying the relationship in regard to the powers 



among ourselves after discussing about them it 
would not be. good to talk about integration and it 
~ould not g1ve any benefit. When a resolution 
m regard to language question based on that was 
brou~ht, Thiru Ma. Po. Si. has explained that this 
questiOn would be solved only if there is a decen
tralisation of all the powers accumulated at the 
Central Government. The Governor in his address 
has pointed out that the relationship between the 
State · Government and the Central Government 
should be reorganised and for that even the Con
stitutional law should be examined. This is the 
very policy of this Government. In the Kerala 
St1;1t~, wher~ Thiru. Namboodripad was the Chief 
Mm1ster, this demand has been growing very rapidly. 
During the Chief Ministers' Conference held two 
months ago, Thiru. Namboodripad released a book 
on decentralising powers in such and such ways 
in eco_nomic field and he placed the l:>ook for scru
tiny in the Chief Ministers' Conference. Likewise, 
that concept had spread over in many other places 
and in many other States. As far as I know I 
certai_nly feel t~at in the next ten years, it wo~ld 
~e this 1s~ue wh1ch would be prevalent predominently 
m the mmds of all people. In view of the fact that 
I feel it in such a way, I am very much happy as 
one who expresses the feeling in front of others. 
In order to strengthen the decentralisation as men
tioned in the Governor's address, this Government 
have rejected the view expressed that Hindi language 
should be the official language. That is also men
tioned in the Governor's address. A false notion 
-but followed by many with force. To express in 
English, it is "the inevitability of Hindi". There
fore Hindi must come in any way, we have been 
ourselves cultivating the idea that Hindi is inevitable. 

The Government have not accepted the alarm 
about "Inevitability of Hindi-Hindi must come". 
If it is contented that a common language is a neces
sity then it should also be explained as for whom 
the Common language ? and for what purpose the 
common language ? If my mother-tongue is Tamil 
and my friend Hande's mother-tongue is Canarese 
and my friend Vinayakam's mother-tongue is Telgu, 
then, a language for all the three persons cannot 
be either Canarese or Tamil or Telgu". 

(29th February 1968). "Under the Constitution, 
the expanding revenue opportunities have been 
assigned to tho Central Government and on the 
contrary, expenditures like education and public 
health and vast responsibilities of an expanding 
nature have been assigned to State. 

(6th March 1968) When it is said that "1", 
"Ours", "Ourselves" I request you to kindly forget 
the political parties and to co-operate in a united 
manner for pleading with Central Government and 
not even for fighting in so far as the financial issue 
is concerned. 

(8th March 1968) "He has indicated that what
ever be the relief for whatever, . issue, there should 
not be any danger to national integrity and Indian 
unity, I welcome that very much. I support that. 
It should not be thought that secession is asked 
for whenever any grievances are spoken. I had 
spoken on several occasions that the occurance 
of such an idea should be avoided. I still say further. 
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I have been examining several issues having regard 
to and on the basis of national unity and national 
strength. This is not stated with a view that national 
strength should be reduced or unity should be des
troyed." 

10. It may be mentioned that the system of 
Government enshrined in the Indian Constitution 
is a democratic form of Government with adult 
franchise. The members of the Legislative Assembly 
are elected by the people on the basis of adult su
ffrage. The person who enjoys the confidence of 
the Legislative Assembly has to be appointed as the 
Chief Minister by the Governor. In other words, 
the Chief Minister represents the people of the State 
and he is the executive head of the State. So long 
as the Chief Minister enjoys the confidence of the 
Legislative Assembly, he is entitled to continue in 
office. 

II. But the unfortunate experience in the past 
several years has shown that the power conferred 
under Article 356 to impose President's rule 
after dismissing the Ministry in office has been 
exce_rcised indiscriminately and is often politically 
motivated. The Central Government havo invoked 
the power under Article 356 about eightyseven 
times against the States in the country. The ins
tances wherein President's rule has been imposed 
under Article 356 after dismissing the popularly 
elected Government are illustrative of the point 
made t~at ~rti~le 356 has been indiscriminately 
and arb1tranly mvoked by the Centre. Such ins
tances have been specified under Part IV Adminis
trative Relations. 

The imposition of President's rule in Punjab 
after dismissing tho Ministry led to vory unex peeled 
consequences which would have been avoided 
if the popular Ministry was allowed to continue in 
office. The dismissal of the N.T. Rama Rao Ministry 
by the then Governor Thiru Ram La! in Andhra 
Pradesh was a destruction of democracy. 

12. Though it is stated that Indian Constitution 
is quasi-federal or that India is combination of 
federal structure with unitary features, tho unitary 
feature has assumed predominance over the past 
35 years and the States have been reduced to the 
status of mere dole getting corporations or municipal 
authorities which was not envisaged by the founding 
fathers of the Constitution. India is a country 
with people having different cultures, having 
plural societies predominantly casteridd~n. with 
different religions and different languages. India 
is a country c-f multi-lingualism and one language 
of a region, even if that region consists of two or 
more States, cannot and should not be given a 
dominance over the other languages of the country. 
Prior to independence, English was the official 
language and after the Constitution of India came 
into force, Hindi has been made the official language. 
Though English has also been permitted to be used 
statutorily under the Official Languages Act, for 
certain purposes specified in that Act, the Consti
tution as such does not recognise English as tho offi
cial language. Nor does English find a place in the 
Eighth Schedule. It is the view of the Government 
of Tamil Nadu that English should find a place 
in the Eighth Schedule and all the languages in 
the Eighth .Schedule should be made as the official 



languages of the country. Till then, the assurance 
of Nehru that English shall be continued as the 
official language so .long as the non-Hindi speaking 
peopl~ dt_d not destre a change should be given a 
C~nslltuttonal __ guarantee and for this purpose, a 
suttable provtston should be· incorporated in the 
Constitution itself by way of an amendment. 

13. The Government of Tamil Nadu is headed 
by Dr. M. G. Ramachandran, foundor-leader of 
the All India Anna Dravida Munnetra Kazhagam 
Party which adopts as its basis policy the policies 
of late Dr. Anna as given expression to in the spe
eches mentioned at pages 3-6 ante. Consistent with 
this policy, the Tamil Nadu Government is of the 
firm opinion that the Constitution should be amen
ded making the States and the Union co-ordinate 
and true f -d~ration should come into existence 
both Constitutionally and administratively. While 
asking for more power for the States, both in the 
legislative and financial spheres, the Government 
of Tamil Nadu does not want in any way that the 
unity and integrity of the nation should be impaired. 
Whatever suggestions are made by the Government 
of Tamil Nadu, they aro made of the fundamental 
and basic principle that India is one nation and 
that under all circumstances, the unity and integrity 
of the nation should be kept intact and wherever 
danger arises for the unity and integrity of the nation, 
the Tamil Nadu Government_.will fight the danger 
with all its strength. · 

14. Tho Supreme Court in .,atpal V. State of 
Punjab ( 1982 I SCC 12) has held "Ours is a Con
stitution where there is a combination of federal 
structure with unitary features". The Government 
of Tamil Nadu are of the view that these unitary 
features found in the Constitution have been made 
use of by th! party in pow£r in the Centre to de
stabilise State Governments in which a party dif
ferent from the ruling party at the Centre is in power. 

15. The Government of Tamil Nadu are of the 
firm view that India should be made a true federation 
wherein the Central Government and the State 
Governmt"nt will be equal and independent partners 
and where the residuary legislative powers including 
the residuary taxing power will vest in tho State 
:Government and tho Centro should have only limited 
powers like foreign relations, defence, customs, 
currency, U.P.S.C. and citizenship. A division of 
powers should be so made that the general and 
regional Government should, within their own 
sphere, be co-ordinate and independent according 
to the true foderal principle enunciated by Prof. 
K. C. Wheare. But it will take some years in the 
present circumstances prevailing in India to achieve 
the true goal of federalism as in the United States 
of America. Till that goal is achieved, the exis
ting Constitutional set up should be modified so 
as to ensure decentralisation of the powers which 
are now in the hands of the Centre and the States 
should be made more autonomous both in the le
gislative as well as in the financial and administrative 
spheres. 

16. The Government of Tamil Nadu are of the view 
that in respect of legislative sphere, the residuary 
powers including the residuary taxing power should 
be vested in • the State Government. 
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No Bill falling within the scope of Article 31-A 
or Article 31-C need be reserved for the consideration 
of the President, The first proviso to Article 31-A, 
the proviso to Article 31-C, the two provisos to 
Article 200 and the proviso to Article 201 should be 
omitted. The provision relating to the with holding 
of the assent by the President under Article 201 
also should be .omitted. 

The proviso to Article 304(b) (which requires 
sanction of the President in the case of certain Bills) 
should also be omitted. 

Article 249 (which empowers Parliament to 
legislate with respect to a matter in the State List 
in the national interest) should be omitted. 

Article 252 (which empowers Parliament to 
legislate for two or more States by consent and 
adoption of such legislation by any other State) 
should be omitted. Alternatively, the provisions 
of Article 252(2) should be so amended so as to 
make the power as between the Centre and the State 
mutual and not exclusive. 

It is also suggested that Articles 154(2)(b) and 
258(2) should be so amended that if the Union 
were to exercise the power as contemplated in 
both these Articles, consent, of the State should 
be obtained. 

The legislative entries in the Concurrent List 
should be brought to the absolute minimum and the 
subjects which now find a place in the Concurrent 
List should be transferred to the State List as enu
nciat,d in the answa to the questionnaire under 
the legislative relations. • 

In regard to the administrative relations, th;;' 
Government of Tamil Nadu suggest that Article 
256 (obligation of States and the Union), Article 
257 (control of the Union over States in certain 
cases), Article 356 (Provisions in case of failure of 
Constitutional machinery in States), Article 357 
(exercise of legislative powers under proclamation 
issued under Article 356) Article 360 (provisions as 
to financial emergency) and Article 365 (effect 
of failure to comply with, or to give effect to, direc
tions given by the Union) should be deleted. 

Article 263 (provisions with respect to an Inter
State Council) should be deleted. 

Article 339(2) must be deleted because the welfare 
of the Scheduled Tribes in any State is as much 
the concern of the State Government as that of 
the Union Government. So, there need be 
no direction to any State as to how the welfare of 
the Scheduled Tribes should be promoted. 

Article 344(6) must be deleted because the 
directions issued by the President on such sensitive 
issues like use of Hindi language, reduction of 
English language, etc., will offend the dignity and 
individuality of the State. 

In Article 350-A (facilities for instruction in 
mother tongue at primary stage) the provisions 
relating to the President's direction to any State 
must be deleted because it is the duty of the State 
to provide adequate facilities for instructions in the 



mother tongue at primary stage of education to 
children belonging to linguistiC minority groups 
and the State can be relied on to di.;char"e this 
duty faithfully without any instruction or di~ection 
from the President. 

So f~r ao financial relation.; are concerned, the 
State should be made more financially autonomous 
and the taxing base of the State should be increased 
and the State should not continue to be a m, re dole 
getting corporation. The Government of Tamil 
Nadu would suggest that Corporation tax as well 
as surcharges on income-tax should be divisible and 
ear-marked for the concerned St~te as in the case 
of income tax. The power to levy the duties under 
Article 268 may be given to the States. The Union 
Government must give a substantial amount to the 
States in lieu of the non-levy of certain taxes men
tioned in Article 269 of the Constitution. 

The increase in administered prices actually reduce 
the revenue and to the extent widen the gap between 
the resources and commitment and therefore logi
cally speaking, this should be compensated by in
creasing the devc.lution in taxes. 

So far as Planning Commission is concerned, 
the present Planning Commission should be re
placed by a Central and State Planning Commissions 
which should be constituted on a statutory basis 
as in the case of Finance Commission. The present 
Planning Commission does not fit in within the 
Constitutional scheme and is an extra consitutional 
authority and therefore it has to go. 

The Constitution will require a review after a 
period of 10 years to make the States again more 
independent. For this purpose, a new constituent 
Assembly consisting of an equal number of repre
sentatives for each State will have to be constituted. 

17. In the light of the above position, the Govern
ment of Tamil Nadu offer theviews as in the Anne
xure cf the questionnllire issued by the Sarkaria 
Commission. 

ANNEXURE 

PART I 

INTRODUCTORY 

1.1 to 1.8 This Government prefer to answer the 
Questions in Part I taking the real purpose of the 
questionnaire instead of attempting to answer the 
questions seriatim. 

!l.Even though it is declared that the soundest frame 
work for our Constitution is a federation with 
a strong centre, yet, such an expressive purpose 
has not been exhibited in the working of our 
Constitution, which our Supreme Court in State 
of West Bengal v. Union of India (AIR 1963 SC 
1241) has rightly characterised as not !rely federal 
in character. We respectfully adopt the formula 
enunciated by Justic~ Subba Rao, who said in 
the said case. "the real test to ascertain whether 
a particular Constitution has accepted the federal 
principle or not is whether the said . Constitution 
provides for the division of powers In such a way 
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that the general and the regional Governments 
are each within its shpere substantially independent 
of the other''. Experience has shown that the people 
of lndm placed, as they are, in different parts of the 
country, in dilferent environments. have con,ciously 
felt the departure from the true principles of 
federalism due to consistent creative ellort te 
project a strong Centre making almost incipient 
and subservient, the States. which are its limbs. 
On aceount of such uncertain and visible deviations 
in the working of the federation in India, Sir Ivor 
Jennings has described the Indian Constitution as 
a federation with strong centralised tendency. 
The essence of federalism lies in the distribution 
of Governmental powers in their respective spheres 
between the Centre and the States. Dicey ex
plains that "Federalism constitutes a complex 
Governmental mechanism for the governance of a 
country. . . . . . . . Federalism seeks to reconcile 
unity with multiplicity, centralisation with decen
tralisation and nationalism with localism. The 
regionality of the federal system which lies in that 
power is, at one and the same time. concentrated as 
well as divided". 

Though the basic strut:ture in our Constitution is 
said to be federal in nature certain provisions 
which are not found in other Constitutions, do 
make our Constitution to a certain extent unitary 
and not federal. Provisions such as Articles 256, 
257, 356, 365, 200 and 201, 31-C, 31-A(I); 
254(2) and 304(b) proviso, lend support to the 
perpetual comment by the people and by jurist' 
that our Constitution is not truly federal. A federal 
State should be a political contrivance intended to 
reconcile national unity and power with the main
tenance of State's rights. It was this essential 
ingredient in federalism which prompted the lOth 
Amendment in the Constitution of the United 
States which enacted that powers not delegated to 
the United States by the Constitution, nor prohibited 
by it to the States are reserved to the States respec
tively or to the people. National unity can be 
reconciled with State's independence by divisioa 
of powers under a common Constitution between 
the nation on the one hand and the individu:1 I 
States on the other. From this notion flow th~ 
three leading characteristics of completely deve
loped federalism, namely the supremacy of the Cons
titution; the distribution among bodies with limited 
and co-ordinate authority of the different powers of 
Government: the authority of the Courts to act as 
interpreters of the Constitution. A bare expectancy 
to respect the principle of 'each for all and all for 
each' is not by itself sufficient. It should be worked 
in practice and not maintained only in lprecept. 

This Government have in their report,'l considered 
in detail how the autonomy of the States has been 
eroded by the invocation of certain unpalatable 
Articles in the Constitution introduced by the 
Founding Fathers nearly 35 years ago. It is there
fore clear that our Constitution cannot be called 
strictly federal and the presence of the rigid provi
sions in our Constitution and the convenient invoca
tion of those unhealthy Articles which are conspi
cuously absent in other federations leads us to the 
conclusion that the absence of the unique features 
present in other Constitutions is slowly disrupting 



the foundation of the federal principle in our Cons
titution. This Government have elaborately dealt 
with the s•Jbject 're-distribution of legislative powers' 
either contained in the Articles or Entries in the three 
Lists while dealing with Part II 'Legislative Rela
tions' and Part IV 'Administrative Relations'. As 
regards the allotment of more tax revenues in List 
II of the States we have given our expert comments 
while dealing with Part V, 'Financial Relations'. 
The impact of the Centre over matters which are 
essentially State subjects and within their com
petence to deal therewith, is being felt. Thiru 
Setal wad has pointed out that under the stress of 
changing circumstances, the theoretical barriers 
erected by Federalism have broken down and the 
Central and Regional powers have been ftowin& 
one into the other. 

The Government are of the view that the diffi
eulties issues, tensions, and problems that have 
arisen in Union-States relationship are due to 
substantial defects in the schematic plan and the 
fundamental fabric as envisaged at present in our 
Constitution. State's autonomy cannot be made to 
rest on the good-will of the Centre. · A declara
tion flowing from pious intentions on the part of the 
States to believe in their so-called autonomy on the 
basis of the doctrine of true spirit and intent of 
the Constitution is extremely slippery as it is incap
able of enforcement. In our discussion in the chap
ters to follow, we have suggested that it would be 
salutary to evolve healthy conventions and proce
dures and time has not come for removing the ten
sions and frictions between the Centre and the Statea 
by suitably amending the provisions of the Constitu
tion wherever necessary and restore the amity and 
harmony between the Centre and th State to achieve 
a geometrical progression concerning the pros
perity and development of our country. We have 
also expressed in the views given infra that the 
eonsultative body which has to be formed under 
Article 263 would be ineffective as the very creation 
of that council is again wrought with irritant con
troversies. We have touched upon this aspect 
while dealing with the Chapter on 'Administrative 
Relations'. 

Under Article 3 of the Constituion, Parliament 
is empowered to form a new State by separation of 
territory from any State or by uniting two or more 
States or parts of States or by uniting the territory 
to a part of any State or to increase the area of 
any State or to diminish the area of any State, or 
to alter the bundaries of any State or alter the 
name of any State. Where the proposed Bill 
affects the area, boundaries or name of the s·ates, 
the Bill has to be referred to the Legislature of the 
State by the President for expressing its views 
thereon within a specified period. What is now 
required under the Constitution is only to ascertain 
the views of the State Legislature. The present 
scheme under Article 3 militates against the federal 
structure of the Constitution. Unless the States, 
whose area boundaries or name, are affected 
express their consent for the Bill, no Bill should 
be introduced in the Parliament. Article 3 may, 
therefore. be amended so as to require the consent 
of the States concerned, as a condition precedent 
for the introduction of the Bill in the Parliament. 
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As far as the abolition of appeals to Supreme 
Court, except in constitutional matters is concerned, 
it is a fairly good suggestion because such system. 
is found in the American Constitution. If we are 
emulating the provisions of the American Consti
tution in this respect, then we must bring in all the 
provisions relating to American federal courts into 
the Indian Constitution. In that case, we have 
to divide the country into several judicial districta 
and create a district federal court for each such 
district. Thereafter we must create a circuit court 
which will have jurisdiction over specified number 
of judicial districts and finally at the apex, the 
Supreme Court may be installed. Besides, the 
Supreme Court must have a definite Constitutional 
Bench of nine or eleven judges to decide all consti
tutional matters as is done in the United States. 
When such modifications are brought about in the 
Indian Constitution regarding the federal courts, 
the existing High Courts will be able to function aa 
the highest court in each State for all purposes as 
the Supreme Court of every State in the United Statea 
does. So, mere abolition of appeals to the Supreme 
Court, except in constitutional matters is meaninglesa 
unless we bring about drastic changes in the 
structure of the Federal Courts to bring them in con
formity with the structure of the Federal Courts in 
the United States. 

An elderly statesman Thiru K. Santhanam haa 
rightly said that the tendency towards vague un
healthy paternalism whi.:h has come to envelop 
Indian Federalism as a result of the dominance 
of single party during the first two decades of in
dependence is as bad for the Centre as it is unpleasant 
and provocative to the States. 

In the light of our comments and recommendationa 
on the other parts of the questionnaire, this Govern
ment are of the view that the adoption of such 
recommendations would certainly make our Cons
titution truly federal. 

The Governments are of the view that this intro
ductory note answers the purpose of the question
naire in Part I. As already sta ed, the questionil 
are not answered seriatim in view of the comments 
and views expressed in the other parts to the ques
tionnaire. 

PART II 

LEGISLATIVE RELATIONS 

2.1 to 2.5 Inter-relationship between the Union 
and the States contained in Part XI of the Consti
tution and more particularly in Articles 245 to 255 
though laying down a scheme for the demarcation 
of legislative relationship between the Union and 
the States, yet, experience dictates that the Stateil 
have felt in many operational fields difficulties in 
implementing its policies consistent with the need 
and requirements of the people of the concerned 
State. When the ruling party at the Centre and 
the States were the same, then possibly there cannot 
be a friction in the matter of the policy decisions 
and in its implementation. But as matters stand 
~oday, . several States having diff r nt political 
tdeologtes and the springing up of regional parties, 



whether at a regional or of a national level, has 
generated friction and indeed heat in the Centre
State Relations particularly in the legislative field. 

The rdcvant needs of each State in order to 
make it progressive, varies with its situation, the 
people's aspirations, the welfare measures required 
and the socio-economic measures to be thought of. 
In recent times, when urgent legislation was brought 
in the interest of State-welfare, the processual 
mandates under the constitutional law have made 
it both impracticable and sometimes impossible 
for the State Governments to adhere to their objec
tives based on their accredited adopted policiei. 
Instances are not wanting, in which the Central 
Government delayed the mu,~h needed legislation 
of a particular State over a particular subject. 

To cite one instance in respect of the Tamil Nadu 
Land Reforms (Fixation of Ceiling on Land) Second 
Amendment Bill, 1980 which sought to plug the 
loopholes in the matter of benami transactions solely 
to implement agrarian legislation, the assent was 
refused by the Centre. The Industrial Disputes 
(Tamil Nadu Amendment) Bill, 1981 and the Tamil 
Nadu Hindu Religious and Charitable Endowments 
(Amendment) Bill, 1981, which were sent to Go
vernment of India on lOth June 1981 and 23rd 
September 1981 respectively are yet to receive the 
assent of the President. Further, the Tamil Nadu 
Recognition of State Register of Practitioners of 
Indian Medicine Bill, 1983 and the Tamil Nadu 
Patta Pass Book Bill, 1983, sent to Government 
of India on 14th February 1983 and 29th December 
1983 respectively and the Tamil Nadu Building 
and Construction Workers (Conditions of Employ
ment and Miscellaneous Provisions) Bill, 1984 
forwarded to the Government of India on 8th No· 
vember 1984 are still awaiting Presidential assent. 
'fhese are some instances to justify the apprehension 
of the States that the Central Government is attemp
ting to sit in appeal or in judgement over the 
intended legislation, which has the support of both 
the Houses of the State Legislature. The progress 
of Legislations undertaken by the State Legis
lature, which are primarily to obtain certain well. 
Irnown stated and progressive objectives, has been 
stalled by the Centre and it is therefore felt that 
the present role assumed by the Centre in either 
delaying the Bill sent for assent by the President 
er rejecting the same, should not be permitted and 
the Constitution should be specifically amended 
to the effect that where the State Legislature have 
passed a legislative measure and it has secured the 
blessings of both the Houses in the State where both 
the Houses are functioning, the President should 
be advised to give his assent to the Bill without any 
reservation whatsoever. Though in a federal system 
the territorial nexus theory has to be liberally inter
preted, yet, having regard to the past experience and 
particularly for the reason that the States had not 
•njoyed the benefit of having the same ruling party, 
both at the Centre and in the !State, the principle 
of activity within prescribed limit has to be applied 
in the light of experience and in accordance with the 
needs and wishes of the people. 
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It would be convenient at this stage to deal with 
such of these provisions in the Constitution as to 
how the Bill passed by the State Legislature should 
find its level and its course without the present 
"Demode's Sword" of dissent by the President. 
Under Article 201 when a Bill is reserved by the 
Governor for the consideration of the Presid<·nt, 
the President has the option either to give his 
assent or withhold the same. It is, however, un
deniable that the President while acting in U1e 
manner stated, he acts on the advice of his Council 
of Ministers at the Centre. In the absence of any 
conventions or guidelines to be followed by the 
President in refusing to give his assent to the Rill 
or withholding his assent thereto, it is our view that 
in certain contingencies as set out hereinafter, such 
a process need not be adopted. 

It is in this context that the principlc"of prescribed 
limits of jurisdiction or nexus with such prescribed 
jurisdiction looms large. If the legislation falh; 
within the State List as provided for in Schedule VII 
to. the Constitution, then there appears to be no 
necessity to reserve the Bill for the consideration 
of the President. When, however, the subject falls 
in the Concurrent List, our view is that the Governor 
should automatically give his assent to it. As was 
pointed out in the Report of the Joint Parliamentary 
Committee relating to the Concurrent List tin the 
Government of India Act of 1935, "if matters 
were to stand as they are, then the State Legislature 
might feel that they are exposed to dangerous 
encroachment". The Committee went on to say that 
if the subjects themselves are essentially provincial 
in character, and would be administered by the 
Provinces mainly in accordance with the provincial 
policy, then such an affinity of the State Legislation 
to the particular subject ought not to be disturbed. 
In any event our answer to Question 2.3, is in the 
affirmative. 

This Government are of the view that no Jaw 
lihould be enacted by Parliament in respect of 
a matter falling within the Concurrent List except 
with the concurrence of the State Legislature. U 
no such concurrence is obtained, then the law 
made by Parliament in respect of a concurrent 
subject will not be applicable to that State. 

With the above introductory remarks, this Go
vernment instead of answering the questions seria
tim, are dealing ~with the ~rti~les in our Con~titu
tion and the vanous entnes m Schedule VII L1st I, 
List II and List Ill and are making recommendations 
in connection therewith as against the relative article 
or entry. 

Article 31-A, 31-C, 200, 201, 246 and 254(2) 

In our introductory remarks, we have touched 
upon the difficulties faced by the State when the 
assent sought from the President over important 
and essential legislations undertaken by the State 
was either refused or unreasonably delayed. The 
State Legislature being an independent legislative 
body is in no way subordinate to the Central legisla
ture. It is also equally clear that the State Govern
ment is not subordinate to the Central Goven
ment in respect of matters exclusively allotted to 



the State's sphere under the provisions of the Cons
titution and particularly in the Lists enumerated in 
Schedule VII. If the Central Government sits in 
judgement over the policy or the constitutionality 
or _legality of an enactment passed by the State 
Legtslature, that role should not be permitted. 
For thts purpose, the Constitt t ion should hn 
specificall.v amended to say that ~ 

"where the State Legislature have passed legislative 
measure quite within its competence and -consis
tent with and relevant to the local problems of the 
State, in relation to entries in List III the President 
should be advised to give assent to the Bill without 
a demur··. 

At this stage, Articles}200 and 201 of the Cons
titution have to be considered. Article 200 deals 
with the assent to Bills and vests the power with the 
Governor either to give his assent or with hold hi~ 
assent or proclaim that he reserves the Bill for the 
consideration of the President. Article 201 deals 
with a situation where Bills are so reserved for the 
consideration of the President. As both Articles 
200 and 201 are intended to serve a common objec
tive, occasions have arisen when neither the Governor 
at the level of the State or the President at the level 
of the Union are enjoined to follow a written set 
of norms while the Governor refuses to give his 
assent for the Bill and even so the President. The 
Constitution is silent on this point. There is no pro
vision for the reservation of the State legislation 
for the consideration of the national executive 
either in the United States or in Australia. Pro
bably the Canadian Constitution have inspired the 
induction of such provisions in our Constitution. 
It is subversive of the true federal principle in u 
much as it affects the State autonomy in matters 
of legislations undertaken under the State List. 
It is not necessary for the Governor to reserve the 
Bill for the consideration of the President in cases 
where the legislation undertaken by the State 
fall exclusively within the State Legislative field. 

No Bill falling within the scope of Article 31-A 
or Article 31-C need be reserved for the considera
tion of the President. Accordingly, the first proviso 
to Article 31-A, the proviso to Article 31-C, the 
two provis s to Article 200 and the proviso to 
Article 201 should be omitted. The provision 
relating to the withholding of assent by the Presi
dent under Article 201 also should be omitted. 

The Government" suggest that Article 246 should 
read as follows : • 

"246, Subject matter of laws made by Par
liament and by the Legislatures of States.-(!) 
Parliament has exclusive power to make laws 
with respect to any of the matters enumerated 
in List I in the Seventh Sch·:dule (in this Constitu
tion referred to as the "Union List"). 

(2) Parliament and subject to clause (I), the 
Legislature of any State also have pow: r to make 
laws with respect to any of the matters enumera
ted in List III in the Seventh Schedule (in thiii 
Constitution referred to as the "Concurrent List"). 
Provided that no such law shall be made by Par
liament except with the concurrent of the State 
Legislature. 
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(3) The Legislature of any State has exclusive 
power to make laws for such State or any part 
thereof with respect to any of the matters e·.q
merated in List II in the Seventh Schedule (in 
this Constitution rcf~rred to as the "State List"). 

(4\ P~rliament has power to make laws with 
respect to any matter for any part of the territory 
of India not include:! i~ a State notwithstanding 
that such matter is a matter enumerated in the 
"State List". 

Tile Government are of the view that Article 
246 should read as suggested, in order to preserve 
t:1e prerogative of both the Parliament and the 
States in their res!Jective legislative fields. 

In the light of our recommendations as above, 
the Government suggest that the proviso to Article 
254(2) simll r ~ad as under : 

"Pnvided that Parliament shall have no 
power to enact at any time any Ia w with 
respect to the same matter including a law 
adding to, amending, varying or repealing 
the law so macle by Legislature of the 
State". 

Article 246-A-We suggest the inclusion of a 
new Article 246-A reading as under-Vide our com
ments on Entry 45 of the Concurrent List. 

"246-A. Parliament to have no power to order 
a Commission of Inquiry into the conduct of a 
Minister of a State Government-Parliament shall 
not have power to make laws to order a Com
mission of Inquiry in respect of the conduct of 
any or all the Mimsters of the State Government 
while in office or after demitting office". ' 

Article 247-Administration of justice is a matter 
which the State Government can well be depended 
upon for the observan~e of the due process of 
law._ Ever smce the b1rth of the Constitution, the 
Parham~nt has not provided for the establishment 
of acldttJonal courts for the better administration 
of laws made by Parliament. Such exercise of power 
may be contemplated m cases where the national 
mterest_ or emerge!lcy dictates such a provision for 
tnstttutwn of a~d11Jonal courts. This has happened 
recently III Punjab. But Article 247 is so wide 
wluch enable the Parliament to establish additional 
courts ~or the exercise of normal civil and criminal 
J_unsd1ct1on also during pe:tceful times and this is 
tor the purpose of better administration of laws 
made by Parliament. As such observance of due 
process <;f_ law is also the responsibility of a State, 
tlus prov1s1on may be omitted. We su3gest-

However,. a _proviso can be inserted enabling 
the constttutJon. of such courts by the Parliament 
III cases of natwnal emergency or to su bserve 
nat10~~~ mterest provi.?ed, however,. the expres
SIOn natiOnal mterest IS defined m the Consti
tutiOn 1tself. Our primary recommendation is 
that Article 247 as it stands may be omitted. 

Article 24a-This Article deals with residuary 
powers of legtslatwn of Parliament with respect 
to any matter !lot enumerated in the Concurrent 
List or State L1st. Th1s provision has no parallel 



!n other i~portant Federal Constitutions. Even 
m the Amertcan Constitution, the [~deration has 
got only enumera_ted powers while the residuary 
powers are vested ~~ the State. The lOth amend
~ellnt to the Amertcan Constitution provides as 
10 ows: 

"The powers ":ot delegated to the United States 
by the Cmst1tut10n, nor prohibited by it to the 
States are reserved to the States rcs:>ectively". 

Even so in the Au>tralian Constitution, the re!li-
duary power IS vested in the State Legislature. 
Suc)1 a vestl_ng of the r~siduary power in the Unioa. 
Par._1ament 1gnonng the vested rights of the State 
Leg1slatur~s runs contra to the expected notions 
of federalism. C.ms~quently Article 248 of the 
Const1t~t1on w11l have to be substituted vestin: 
the . res1dua~y powers of legislation in the State 
Legislature m matters not enumerated in the C.>n
current L!st or in the Union List. Such power 
~atur~lly mcludes the po":'er of_ making any law 
1mposmg . a tax not mentwned 10 either of those 
~1sts.. It IS therefore necessary to omit Entr; 97 
tn List I also. But a new entry has to be inserted 
in the State List. 

Our recommendations therefore are : 

(a) article 248 should be omitted. 

(b) entry 97 in the Uoion List has to be omitted. 
and 

(c) a J?-eW entry as entry 67 may be included in 
List II State List reading as under : 

"67. Any other matter not e'lum~rated ia 
List ~ or List III including any tax not 
mentiOned in either of those lists." 

. Article 249-This again is an article vesting power 
m the Parliament. This Article again refers to 
national interest which has not been defined. It 
enables the Parliament to legislate with resoect te 
a matter in the State List in national interest: Snell 
Legislation is made conclusive if a r~solution by 
the Council of State is supported by not less than 

··.. two~thirds of the members pres'!nt and voting to 
bring in such legislation in national interest. This 
is the second condition pr~c~dent for the Parlia
ment to legislate as contemplated in Article 249. 
Such assumed legislative competence is b,yond 
the purview of judicial scrutiny as observed by the 
Supreme Court in State of West Bengal v. Union 
of India (AIR 1963 SC 1241). Prominent Indians 
who dissertated on the induction of this Article did 
not fiiVO'H its adoption. Besides, this Article 
is an unprecedented one and no parallel prov1ston 
is found in similar Constitutions in the glo':Je. 
Such a carteblanche power given to the C.:>Uncil 
of States to circumvent State Legislatur~s in the 
name of national interest, which has no definite 
connotation, is certainly to be viewed as an over
riding power over the States which could enact 
laws as envisaged within the frame-work of the Cons
titution itself. The retention of Article 249 will 
result in the perpetuation of the recognition of 
encroachment by the Council of States 10 matte~$ 
exclusively reserved to the State Legislature. This 
would be so when the Council of States enojys the 
support of majority of members belonging to the 
ruling party constituti-lg the Lok Sabha. 
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We, therefore, suggest that Article 2-19 may be 
om1tted. • 

. Artkles 250 and 251-The Goverament ar~ of the 
VIew that Parha~ent should not r~~crve for itself 
!he power to l~g1sl~te with respect to any matter 
~n t_he State. Ltst 1f a procl.mution of emergcncv 
~f m operation. Notwithstanding the proclan1ation 

e
1
mer3ency, the State functions through its 

pop~ ar legislatures. If the P.1rliamcnt r~sorvcs 
for 1tself the. power to legislate with r~snect t~ 
any matter 10 the State List, during . the period 
of emer3ency, notw1thstandmg the av;ula~ility of 
popul_ar leg1~latures in the State, this Govcrament 
feel 1t that IS necessary that such legislation can 
be undertaken, only if a resolution to that clfect is 
passc1 by bot11 the Houses of the St.tte Legislature. 

. In fa;t, the text of Article 251 contemplates and 
'flsuahs, . the pomb1hty of the P .trliament making 
laws dur10g em~r3enc~ or und~r Article 2-19. It 
may ~e mconststent ":1~h the laws mad! by the legis
latur~ of the State. Tms IS, therefore, an inbuilt 
clue to suggest that such laws even during the 
emergency should not be made by throwing over
board the laws of the State which duly reflect the 
w1shes of the people. C.>nsistency in laws is the 
touchstone for its continued observance. 

Ta~r~fore, the GJnr:J.n~nt ;ug!>t t:nt Articles 
250 and 251 also should be omitted. 

Article 252-ln the absence of mutuality as re
aards the power to amend or repeal the Acts 
made either . by Parliament or by the States res
pectively, th1s Government f~el that Article 252(2) 
should be alter~d so as to enable both the Parlia
ment and the Legislature of the State to either 
repeal such a law or alter the same. 

Having regard to the apex po~ition in which the 
Union is placed under the Constitution notwith

. standing the adoption of the f~deral syst~m, it will 
be easy for the Central Government to ask the 
State Legislatures to pHs a resolution to satisfy 
their intention to legislate f.>r two or mor~ States. 
H the Central Government wants that any law 
should be enacted so as to make it uniform for 
two or more States it is op~n to the Central Govern
ment to s~nd a copy of the model Bill to the State 
concerne? for being enacted by the State Legislature 
after g1vmg we1ghtage to the opinion of the people 
and having r egad to the welfar~ of the State 
and also keeping in view many ideologies which 
prevade each St-Jte in a different manner. In this 
context it is not even necessuy to give power to the 
parliament to legislate in the State fidd even if a 
resolution is p1s~ed by the State Legislatures. The 
primary recomme11dation of this Government are to 
omit Article 252. Ti1e alter;Jative su~gcstion is 
that Article 252(2) should be so amended so as to 
make the power as between the Centre and the 
State mutu'll and not exclusive. 

Article 31~-The proviso to Article 304(8) which 
requires sanction of the President in the case of cer
tain Bills should be omitted. Please also see our 
remarks under Q. 8.1. 



473 

Articles 154(2)(b), 258(2) and 164-Legislative 
power has been conferred by the Constitution 
either upon the Union or States. Wherever such 
bi-cameral authorities are vested with the function 
or legislating then that delegated power cannot be 
delegated (Delegata potesta non-potest delegari). 
Thus, the power delegated under the Constitution 
on the Parliament cannot be redelegated. To thi10 
extent Articles 154(2)(b) and 258(2) needs a revision, 

Under Article 154(2)(b), the Parliament can con
fer by law functions on any authority subordinate 
to the Governor. Even so under Article 25E(2), 
the l'arliament by law, can confer powers and 
impo,;e duties upon a State or Officers and authori
ties thereof. This would in fact mean an extra-terri
torial exercise of legislative power by the Parliament. 
When Article 258(1) expressly provides for securing 
the consent of the Government of the State, while 
dealing with the power of the Union to confer power10 
on States, this provision is conspicuously absent 
both in Articles 154(2)(b) and 258(2). 

We suggest therefore an amendment in both the&e 
Articles providing that if the Union were to exer
cise the power as contemplated in both the Articles, 
the consentL of the, State L should be obtained. 

Regarding Article 164, reference· may be made 
to our recommendation in Part Ill "Role of the 
Governor". 

The Government suggest additions, modifica-
tions and deletions of entries in the Union List (List 
n State List (List 11) and Concurrent List (List 
Ill). 

List I-Union List 

Entry 2-A-"Deployment of any armed force 
of the Union or any othe force subject to the con
trol of the Union or any contingent or unit thereof 
in any State in aid of the civil power; powers; 
jurisdiction privilc ges and liabilities of the mem
bers of such forces while on such deployment." 

Entry 2-A'f was actually introdt.ced by the Cons-
titution (Forty-second Amendment) Act, 1976 
in order to confer on the Union· Government power 
to control the armed forces of the Union sv..ch as 
BSF, CRP etc., when they are deployed in any 
State on the request of a State Government in aid 
of the civil power in such State. The State Govern
ment have the right to requisition Central Reserve 
Police Force when they have reason to believe that 
the State Police Forces will require to be adequately 
supplemented to deal with likely situations of serious 
disturbances. It is only the State Government 
1\lho may call for the Central Reserve Police Force 
for the purpose of preserving public order and pro
tecting property and of quelling disturbances. The 
Government suggests that entry 2-A should be 
omitted. 

Entry 7-"Industries 
by law to be necessary 
or for the prosecution 

declared by Parliament 
for the purpose of defence 
of war." 

The' Government• J suggest that Entry 7 may be 
modtfied as follows : "Industries necessary for the 
purpose of armament." 

Entry 24-"Shipping and navigation on inland 
1\laterways, declared by Parliament by law ~o be 
national waterways, as regards mechantcally 
propelled vessels; the rule of the road on such 
waterways." 

This entry is widely worded. This entry may 
take in shipping and navigation on inla~d wate~-
1\lays of rivers which are complete!)' wtthm a. pa~tt
cular State. In other wares, 1t may mclude shtppmg 
and navigation on inland waterways of intra-State 
rivers. Shipping and navigation on inland water 
1\lays intra-State rivers completely belong to 
the States over which the Union Government or 
Union Parliament should not have much power tc 
intervene. Therefore, the language of Entry 24 
ahould be modified. Besides, the phrase "declared 
by Parliament by law to be national waterways" 
must ~ be deleted. 

In the light of what we said here above, we suggest 
the modification thus : "Entry 24. Shipping and 
navigation on inland waterways in inter-State rivers; 
the rule of the road on such waterways." 

Entry 25-"Maritime shipping and navigation, 
including shipping and navigation on tidal waters; 
provision of education and training for the mer
cantile marine and regulation of such education 
and training provided by States and other agen
cies." 

In view of the suggestions made by the Government 
in relation to entry 25 in the Concurrent List, the 
Government suggest that :-

in the above Entry 25, the expression "provision 
of educatic nand training for the mercantile marine 
and regulation of such education and training 
provided by States and other agencies" should be 
deleted. 

Entry' 311- "Carriag~ of passengers and goods 
by railway, sea or air, or by national waterways in 
mechanically propelled vessels". 

Since we suggested changes in Entry 24, consequen
tial change is to be made in Entry 30. So the word 
"national" which is found between the words "by" 
and waterways must be replaced by the words "inter" 
State river". 

After the amendment, the suggestion is that Entry 
30 should read thus : · 

"Carriage ?f passenge~s and goods by railway, 
sea or atr by mter-State nver waterways in mechani
cally propelled vessels.". 

Entry 31-"Posts and telegraphs; telephone6 
1\lireless, broadcasting and other like forms of com: 
munication." 

Please sec our remarks in answer to Question 4.10 
in Part lV-"Administrative Relations". 

Entry 32--"Property of the Union and the revenue 
therefrom, but as regards property situated in a 
State subject to legislation by the State, save in so 
far as Parliament by law otherwise provides". 



The last "phrase "save in so far as Parliament by 
law otherwise provides" ;s unnecessa1y. In fact such 
provision has been made in Article 285 itself. Article 
285 clause (I) reading "The property of the Union 
~hall, save in so far as Parliament may by law other
wise provide, ba exempt from all taxes imposed by 
State or by any authority within a State" can also be 
usefully rtferred to. Independent of this provision, 
the Government recommend that the last phrase "save 
in so far as Parliament by law oth~rwise provides" 
may be deleted. 

Entry 33 : In view of the ambulatory provision 
regarding the concept of acquisition and requisition
ing of property, which were prevailing in the pas• 
and particularly as Article 3 I of the Constitution 
has been omitted, this Government suggest the 
restoration of the Entry as it originally stood 
reading as follows : 

"Acquisition and requisitioning of property 
for the purposes of the Union". 

Entry 40-"Lotteries organised by the Govern
ment of India or the Government of a State. 

Lottories organised by the Government of a State 
is purely a local matter. It does not become national 
in dimension or character. Therefore, there is no rhy
me or reason in retaining "lotteries organised by the 
Government of a State" in the Union List. 

The Government th refore recommend that the ph· 
rase "or the Government of a State" must be deleted 
from Entry 40 and a new entry namely, "Lotteriea 
organised by the Government of a State" may be 
included in the State List. 

Entry 45-"Banking" 

In other federal countries like United States and 
Australia, the States also have established banks. There
fore, banking should not be exclusively given to the 
Union Government. Of course, the Central Banks, 
that is, the key bank which normally lays down rules 
and regulations for other banks, which is normally 
distinguished by the Economists as the Banker'• 
Bank must be in the Union List. So we suggest thaa 
in entry 45, the word "Banking must be replaced by 
words "Central Bank or Reserve Bank". 

The Government suggest that the entry "Banking" 
must be transferred to the Concurrent List. 

Entry 48-"Stock Exchanges and futures 
markets". 

Whatever may be said of 'Stock Exchanges', 
"futL"rc markets" which are essentially intra-Sate in 
character, dealing with lo~al mercan~ile an_d commer· 
cia! subjects, need not be m the U mon Ltst. 

We recommend that this entry is so far as it relates 
to "futures markets" be transferred to the Statcl 
List. 

Entry 51-"Establishment of standards of qua
lity for goods to be exported out of India or trans
ported from one State to another". 
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In Entry 51, the Government recommend the delo
tion of the expre~sion "or transported from o1e State 
to another". This is because each State can indepen
dently judge for itself the quality of the goods it is 
purchasing from the other States and a decision to 
accept such transportation of goods exported by them 
has to be lef' to the discretion of the States concer
ned. 

The Government's view is that entry 51 should 
read as "Establishment of standards of quality for 
goods to be exported out of India." 

Entry 52-"Industries. the control of which 
by the Union is declared by Parliament by law to 
be expedient in the public interest." 

Under entry 52, of List I, 'Industries, the control 
or which by the Union is declared by Parliament by 
law to be expedient in the public interest' come within 
the exclusive legislative competence of the Parliament. 
The Industries (Developement and Regulation) Act, 
1951 has been passed with reference to this entry. But 
Parliament has brought many of the items within the 
scope of the Industries (Development and Regulation) 
Act, 1951 with the result that the legislative power 
under entry 24 of List II, viz., Industries subjects to 
the provisions of entties 7 and 62 of List I, becomes 
actually ineffective because, to the extent Parliamen& 
has included any industry within the scope of the 
Industries (Development and Regulation) Act, 1951 
or any other Act under entry 52 as a controlled in
dustry, the legislative competence of the Stale Legis
lature is deprived of. This certainly ,ff :cls the federal 
structure of the Constitution in the sense that th~ 
State Legislature is mad~ incompetent in respect of 
controlled industries coming undec the Act enacted 
by Parliament under entry 52 of Ust I. 

Further, the expression "in public interest" is so 
wide that any and every industry can be brought within 
the scope of entry 52. The Government of Tamil 
Nadu are therefore of the firm view that the 'core 
industry of crucial importance for national develop
ment, should be specified in the entry itself, Emry 
52 may read as follows : 

"52 Industries specified below 

1. Metallurgical Industries 

A. Ferrous : 

(1) Iron and steel (metal) 

(2) Ferro-alloys 
(3) Iron and steel castings and forgings. 

( 4) Iron and steel structurals. 

(5) Iron and steel pipes. 

(6) Special steels. 
(7) Other products of iron and steel. 

B. Non-ferrous : 
(!) Precious metals, including gold and silver and 

their alloys. 
(2) Other non-ferrous metals and their alloys. 

(3) Semi-manufactures and manufactures. 



2. Fuel> : 
(I) Coal, lignite, coke and their derivatives. 
(2) Mineral oil (crude oil), motor and aviation 

spirit, diesel oil, kerosene oil, fuel oil, diverse 
hydrocarbon oils and their blends includin; 
synthetic fuels, lubricating oils and thfllike. 

(3) Fuel gases -(coal gas, natural gas and the 
like·). 

3. Steam Generating Plants 
Steam generating plants. 

"· Prime movers (other than electrical eenerators) 

(I) Steam engines and turbines 

(2) Internal c.:,mbustion engines. 

5. Telecommunications: 

(I) Telephones. 
(2) Telegraph equipment. 
(3) Wireless communication apparatus. 
( 4) Radio receivers,_ including amplifying and public 

address equipment. 
(5) Television sets. 
(6) Teleprinteres. 

6. Transportation : 
(I) Aircraft. 

(2) Ships and other vessels drawn by power. 

(3) Railway locomotives. 

(4) Railway 1 oiling stock. 

7. Fertilisers : 

(I) Inorganic fertilisers. 

(2) Organic fertilisers. 

(3) Mixed fertilisers. 

8. Chemicals (other than fertilisers): 
(I) Coal tar distillation products IikCl napthalene 

anthracene and the like. 

(2) Explosives including gun powder and safClty 
fuses. 

9. Paper and pulp including paper products : 

(I) Paper-Writing, printing and wrapping. 

(2) Newsprint. 

(3) Pulp-Wood pulp, mechanical, chemical, inclu
ding dissolving pulp. 

10. Sugar. 
Sugar 

11. Defence Industries 
Arms and Ammunition. 

Even these specifications should be restricted to 
industries of crucial importance for nat10nal devleop
ment or the core industries. Consequently, entry 24 
of List II will read as follows : 

"Industries other than industries specified in 
entries 7 and 72 of List I." 
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Entries 53, 54 and 55 :-

Entry 53 :-"Regulation and development of 
oil fields and mineral oil resources : petroleum 
and petroleum products; other liquids and sub
stances declared by Parliament by Ia w to be 
dangerously jnfiammable." 

Entry 54 :- "Regulation of mines and mineral 
development to the extent to which such regulation 
and development under the cc.ntrol of the Union 
is declared by Parliament by law to be expedient 
in the public interest," 

Entry 55;:-" Regulation of labour and safety in 
mines and oil fields." 

It is appropriate that these entries are transferred 
to the Concurrent list. 

Entry 56 :-"Regulation and develooment of 
inter-State rivers and river valleys to the extent 
to which such regulation and development under 
the control of the Union is declared by Parliament 
by law to be expedient in the public interest." 

This Government have already submitted its views 
touching this entry. This Government recommend 
that Entry 56 should read as follows :-

"56. Regulation and development of inter-State 
rivers and river valleys, diversion of the waters of 
inter-State rivers to any part of the territory of India 
and apportionment among the States (but not 
including the use within the States) of the waters 
of inter-State rivers, to the extent to which such 
regulations, development diversion and apportion
ment under the control of the Union is declared 
by Parliament by law to be expedient in the public 
interest." 

Entry 58 :-"Manufacture, supply and distri
bution of salt by Union agencies; regulation and 
control of manufacture, supply and distribution of 
salt by other agencies." 

In this entry, "regulation and control of manufac
ture, supply and distribution of salt by other agencies" 
are purely local activities. Inclusion ·of this item in 
Entry 58 does not conform to the basic principle of 
distribution of powers. So, this phrase must be 
deleted from Entry 58. 

The Government recommend that Entry 58 will 
read as follows : "Manufacture supply and distribu
tion of salt by union agencies". 

Entry 60 :-"Sanctioning of cinematograph 
films for exhibition". 

This entry should appropriately be in List II 
enabling the State Legislature to legislate on aU 
intricacies connected with it. The current system of 
censoring by Board of Censors nominated by the 
Union which might or might not adequately provide 
for representation from each of the States, is a feature 
which has to be borne in mind while considering 
the real purport of this Entry. India has got now a 
linguistically based foundation with certain traditions, 
cultures, practices and habits peculiar to each State. 
Even the faith are some time radically different. 



Cin~~nat~graph exhibition has now attained a peculiar 
posttton m the field of communication and informa
tion. Having regard to the different tastes, varied 
~ulture, mosaic habits of the people in each State 
m our count~Y·. ~he power to sanction cinematograph 
films for exhtbttton should be under the supervision 
and control of the States and should not be the 
subject matter of Legislation by Parliament. 

The Government su~gest that this entry, viewed 
in the light of independent developmental conscience 
of States, has to be transferred to the State List. 

Entry 62 :-"The institutions known at the 
commencement of this constitution as the National 
Library, the Indian Museum, the Imperial War 
Museum, the Victoria Memorial and the Indian 
War Memorial, and any other like institution financ
ed by the Government of India wholly or in part 
and declared by pnrlinment by law to be an 
institution of national importance." 

Keeping in view of our comments made earlier, 
the Government recommend 

the deletion from Entry 62, the last phrase "or 
in part and declared by Parliament by law to be~an 
institution of national importance." 

Entry 63 :-"The institutions known at the com
mencement of this Constitution as the Banaras 
Hindu University, the Alij!arh Muslim University 
and the Delhi University the University establish
ed in pursuance of article 371 E; any other institu
tion declared by Parliament by Law to be an insti
tution of National importace." 

In Entry 63, the Government recommend the dele
tion of last phrase "any other institution declared by 
Parliament by law to be an institution of national 
importance." 

Entry 64 :-"Institutions for scientific or techni
cal education financed by the Government of India 
wholly or in part and declared by Parliament by 
law to be institutions of national importance." 

In Entry 64, the Government recommend that 
the last phrase "or in part and declared by Parliament 
by law to be institutions of national importance" 
must be deleted. 

Entry 66 :-"Co-ordination and determination 
of standards in institutions for higher education 
or research and scientific and Technical institu
tions." 

Entry 67 :-"Ancient and historical monuments 
and records, and archaeological sites and remains, 
declared by or under law made by Parliament to 
be of national importance." 

The Government are of the view that these two 
entries should be transferred to the State List. 

Entry 16 :-"Audit of the accounts of the Union 
and of the States." 

Audit of the accounts of the States must be put 
in the State List. The Government therefore recom
ment that : 

In Entry 75 ,the words "and of the States, must 
be deleted. 
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Entry 84 :-"Duties of excise on tobacco and 
other goods manufactured or produced in India 
except 

(a) alcoholic liquors for human consumption; 

(b) opium, Indian hemp and other narcotic drugs 
and narcotics, 

but including medicinal and toilet preparations 
containing alcohol or any substance included in 
sub-paragraphs (b) of this entry." 

The power to levy excise duty on medicinal and 
,oilet preparations containing alcohol or any sub
stance including alcohol should approrriately be 
under the control of the State Legislature. It may be 
noted that under entry 51 of the State List, the power 
to levy excise duty on alcoholic liquor f,,r human 
consumption and opium, Indian hemp and other 
narcotic drugs and narcotics is exclusively vested 
in the State Legislature. But that entry excludes 
medicinal and toilet preparations containin!! alcohol 
or any substance included in opium, Indian hemp 
and other narcotic drugs and narcotics. The exclusion 
is not necessary. Consequently, the Government 
recommend that : 

the exclusion in entry 51 of the State List 
should be omitted and the inclusion in entry 84 of 
the Union List should be omitted. 

Entry 85 :-"Corporation tax." 

For this entry our sug~estions in Part V
'Financial Relations, may be refetred to. 

Enfly 90 :-"Taxes other than stamp duties 
on transactions in stock exchanges and futures 
markers." 

In view of our comments on entry 48, the expression 
"and futures markets" sl,ould be omitted and "taxes 
on future markets" should be transferred to the 
State List. 

Entry 97 :-"Any other matter not enumerated 
in List II or List III including any tax not mentioned 
in either of those Lists." 

This entry appears to be a corollary to Article 248. 
We have suggested while dealing with Article 248, 
that both Article 248 and Entreis 97 should be omitted 
and a new entry 67 has to be included in the State 
List-Vide our suggestion under Article 248. In the 
light of the recommendations and suggestions made 
while dealing with Article 243, the Government re
iterate that both this entry 97 and Article 248 should 
be omitted. 

List 11-State List 

Entry 1 :-"Public order (but not including the 
use of any naval, military or air force or any other 
armed force of the Union or of any oth 'r force 
subject to the control of the Union or of any con
tinrent or unit thereof in aid of the civil power." 

In Entry I, the entire phrase "or any other armed 
force of the Union or of any other force subject to 
the control of the Union" must be deleted. In fact, 



much of this provision was introduced by the Consti
tution (Forty Second Amendment) Act, 1976. After 
deletion of this phrase, Entry I will read thus : 

"Public order (but not including the use of any 
naval, military or air force or of any contingent 
or unit thereof in aid of the civil power)". 

Entry 2 -"Police (including railway and village 
police) subject to the provisions of entry 2A of 
List I." 

In Entry 2, the phrase "subject to the provisions 
of Entry 2A of List I" must be deleted. After the 
deletion of this phrase, Entry 2 will read thus : 

"Police (including railway and village Police)" 

Entry 12 -"Libraries, museums and other 
similar institutions controlled or financed by the 
State; ancient and historical monuments and re
cords other than those declared by or under law 
made by Parliament to be of national importance." 

In Entry 12 "the phrase declared by or under law 
made by Parliament to be of national importance" 
should be deleted. Consequent on the recommenda
tion of this Government to transfer entry 67 from the 
Union List to the State List, entry 12 will read 
thus: ~ 

"Libraries, museumes and other similar institu
tions controlled or financed by the State; ancient 
and historical monuments and records and archaeo
logical sites and remains." 

New Entry 12-A-Consequent ou the recommen
dation of this Government to transfer 
Entry 66 from the Union List to the State List, 
the following entry has to be inserted after Entry 
12 : 

"12-A. Co-ordination and determination 
of standards in institutions for higher education 
or research and scientific and technical instit
tutions". 

Entry 13-"Communications, that is to say, 
roads, bridges, ferries and other means of com
munication not specified in List I. municipal 
tramways; ropeways; inland waterways and traffic 
thereon subject to the provisions of List I and 
List III with regard to such waterways; vehicles 
other than mechanically propelled vehicles." 

In Entry 13, the phrase "subject to the provisions 
of List I and List III with regard to such waterways" 
must be deleted. 

Then Entry 13 must be reworded thus: 

"Communications, that is to say, roads, bridf!es, 
ferries and other means of communication not 
specified in List I; municipal tramways; rope
ways; inland waterways; intra-states rivers and 
traffic thereon, vehicles including mechanically 
propelled vehicles." 

Entry 24-Please see our remarks under Entry 52 
of List I. 

Entry 26-"Trade and commerce within the 
State subjec_t to the provisions of entry 33 of List 
III," 
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As regards Entry .26, the Government decided 
to bring Entry 33 of Concurrent List to State List 
and that-

Entry 26 must be reworded thus: 

"Trade and commerce within the State including 
trade and commerce in-

(a) the products of any industry and imported 
goods of the same kind as such products; 

(b) foodstuffs, including edible oilseeds and 
oils; 

(c) cattle fodder, including oil-checks and other 
concentrates; 

(d) raw cotton, whether ginned or un-ginned, 
and cotton seed; and 

(e) raw jute." 

Entry 27-"Production, supply and distribution 
of goods subject to the provisions of Entry 33 of 
List III." 

In Entry 27 also, it was decided by the Government 
to bring in the provisions of Entry 33 of List III 
and it was decided to recast Entry 27 as follows :-

"Production, supply and distribution of goods ·. 
including the production, supply and .. distribu
tion of-

(a} the products of any industry and imported 
goods of the same kinds as such products; 

(b) foodstuffs, including edible oilseeds and· 
oils; 

(c) cattle fodder, including oilcakes and other 
concentrates; 

(d) raw cotton, whether ginned or unginned, and 
cotton seed; and 

(e) raw jute." 

Entry 33-"Theatres and dramatic performaces 
cinemas subject to the provisions of entry 60 
of List I; sports, entertainments and amuse
ments." 

In Entry 33, the phrase "subject to the provisions 
of Entry 60 of List I", must be deleted. After the 
deletion of this phrase Entry 33 will read as follows :-

"Theaters and dramatic performances; cinemas; 
sports; entertainments and amusements". 

Entry 33-A-In view of our remarks under 
Entry 60 of the Union List this Government suggest, 
a new Entry 33-A reading : "Sanctioning of cine
matograph films for exhibition." 

Entry 33-B-In view of our remarks under Q. 
4 ·10 this Government suggest a new entry 33-B 
reading "Broadcasting and Television". 

Entry 36-This Government suggest the restoration 
of original Entry 36, excepting or the omission of 
the clause "subject to the provision of Entry 42 of 
List Ill", 



Entry 36 will read as follows : 

"Acquisition or requisitioning of property 
except for the purposes of the Union". ' 

Entry 51-"Duties of excise on the following 
goods manufactured or produced in the State and 
coun_tez:vailing duties at the same or lower rates 
on sim!lar ~oods manufactuted or produced else
where m India-

(a) alcoholic liquors for human consumption; 

(b) opium, Indian hemp and other narcotic drugs 
and narcotics; 

but not. including medicinal and toilet preparation 
contammg alcohol or any substance included in 
sub-paragraph (d) of this entry." 

In view of our recommendation regarding Entry 
84 in List I, Entry 51 should read as follows: 

"Duties of excise on the following goods manu
factured or produced in the State and counter
vailing duties at the ume or lower rates on 
similar goods manufactured or produced elsewhere 
in India-

(a) alcoholic liquors for human consumption; 
(b) opium, Indian hemp other narcotic drugs and 

narcotics." 

Entry 57-"Taxes on vehicles, whether mechani
cally propelled or not, suitable for use on roads, 
including tramcars subject to the provision of 
entry 35 of List III." 

The expression "subject to the provisions of Entry 
35 of List III" may be omitted. 

After the above omission, Entry,_ 57 will read as 
follows: 

"Taxes on vehicles, whether mechanically pro
pelled or not, suitable for use on roads, including 
tramcars." 

The Government also suggest to add a new entry 
as follows: 

"Entry 57-A-Taxes on mechanically propelled 
vehicles including the principles on which taxes 
on such vehicles are to be levied." 

List III-Concurrent List 
The Government are of the view that the Con

current List, the object of which is to secure uniformity 
of Legislation and otherwise should be restricted to 
matters which are of All-India importance and 
interest to the country as a whole and should be reduc
ed to the minimum and the other entries should be 
transferred to the State List. 

Entry 3- "Preventive detention for reasons 
connected with the security of a State, the main
tenance of public order, or the maintenance of 
supplies and services essential to the community; 
persons subjected to such detention." 

The Government are of the view that except for 
the paranthesis "or the maintenance of supplies 
and services essential to the community" the rest 
of the entry may be transferred to List II. In the 
State List 
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a new entry will be added as Entry 1-A, which will 
read as follows : 

"Entry 1-A-Preventive detention , (List II) 
for reasons conuected With the security of a State 
or the mamtenance of public order; persons subjected 
to such detentiOn." 

_After the above modification, the existing Entry 3 
Will read thus : 

. "Preventive. detention for reasons connected 
With the mamtenance of supplies and services 
essential to the community; persons subjected to 
such detention." 

Entry 4-"Removal from one State to another 
State of prisoner, accused persons and persons 
subjected . to preventive detention for reasons 
specified m En try 3 of this List." 

_This entr~ may be transferred to the State List 
With a coo .utiOn that transfer of prisoners from one 
State to another State should be made with the consent 
of the other State. 

_Entry 5-"Marriage and divorce; infants and 
~mnors adoption; wills,_ intestacy and succession; 
JOmt family and. p~rtttiOn; all matters in respect 
of whtch parttes m JUdtctal proceedings were imme
diately before the commencement of this Consti• 
tution subject to their personal law", 

This ~ntry may be ~ransferred in its entirety to the 
State List as the subject-matter concerning the entry 
has a positive impact on the personal law of the 
subjects of the State which undoubtedly varies from 
State to State. 

Entry 8-"Actionable wrongs." 

The Government suggest that this entry may bo 
transferred to the State List for the purpose of greater 
administrative efficiency. 

Entry 10-"Trust and Trustees" and Entry 11-
"Administrators-General and Official trustees." 

The Government suggest that these entries may 
be transferred to the State List for the purpose of 
greater administrative efficiency. 

Entry ll·A-"Administration of justice, consti• 
tution and organisation of all courts, except the 
Supreme Court and the High Courts." 

This entry was inserted by the Constitution 
Fourty-Second (Amendment) Act, 1976, with effect 
from 3rd January 1977. This entry should be restored 
to the State List as Entry 3 as originally found before 
3rd January 1977. There is no justification at all for 
bringing this entry in the Concurrent List. This was 
done during the Emergency period and it is no longer 
desirable to have this entry in the Concurrent List. 
This entry may be transferred to State List and number
ed as Entry 3-A. 

Entry IS-This entry may be transferred to State 
List (Entry 9-A). 

Entry 16.- "Lunacy and mental deficiency, 
including places for the reception or treatment or 
lunatics and mental deficients." 



This entry contains subject-matters which are 
purely local in character. So, Entry 16 can be 
transferred to State List and numbered as Entry 9-B. 

Eutcy 17-"Prevention of cruelty to animals." 

This entry deals with "Prevention of cruelty to 
animals", which is also a local subject-matter. 
Therefore this entry can be transferred to State List 
and numbered as Entry 15-A. 

Entry 17-A-"Forests". 

"Forests" which was inserted in the Concurrent 
List by the constitution (Forty-second Amendment) 
Act 1976 with effect from 3rd January 1977 should 
also be restored to the State List. There is no justi
fication whatsoever for having this entry in the 
Concurrent List. The position obtaining until 3rd 
January 1977 was that 'forests' was the subject of 
State Legislation. The Government therefore recom
mend that Entry 19 of the State List may be restored 
therein. 

Entry 17-B-"Protection of wild animals and 
birds." 

This entry was inserted by the Constitution 
(Fourty-Second Amendment) Act, 1976 with effect 
from 3rd January 1977. Till 3rd January 1977, 
this subject-matter was exclusively within the 
competence of the State Legislature with reference 
to the original Entry 20 of the State List. The 
Government therefore recommend that Entry 17-B 
may therefore be restored as Entry 20 of the State 
List. 

Entry 19-"Drugs and poisons, subject to the 
provisions of entry 59 of List I with respect to opium". 

We have already expressed while dealing with 
Entry 52 of List I that even alcohol which is the 
base for intoxicating liquor should be the State sub
ject. The inclusion of this entry in the State List can 
also be justified by the fact that the State Government 
will be in a better position to appreciate the needs 
in respect of matters covered by this entry. 

We therefore recommended that this entry may 
be transferred to the State List and numbered as 

· Entry 8-A of the State List. 

Entcy 22-"Trade unions; industrial and labour 
disputes." 

Entry 23-"Social security and social insurance; 
employment and unemployment." 

Entcy 24-"Welfare of labour including conditions 
of work, provident funds, employers' liability, 
workmen's compensation, invalidity and old age 
pensions and maternity benefits." 

The subject-matters of these entries should ap
propriately be the subject-matter of the State Legis
lature. As the State Government will be in a better 
position to appreciate the needs in respect of matters 
covered by these entries, these entries should be 
tra!Uferred to the State List and numbered as entries 
lOA, JOB and IOC rt:;pectively. 
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Entry 25-"Education, including technical educa
tion, medical education and universities subject 
to the provisions of Entries 63, 64 and 65 of List I; 
vocational and technical training of labour." 

This entry should be transferred to State List as 
Entry II. 

The Government further recommend that a new 
Entry as Entry II-A should bJ inserted in the State 
List ·reading as : 

"Entry 11-A-Provision of education and training 
for the mercantile marine and regulation of such 
education and training provided by States and other 
agencies." 

Entry 27-"Relief and rehabilitation of persons 
displaced from their original place of residence by 
reason of the setting up of the Dominions of India 
and Pakistan." 

The Government recommend that-the expression 
"by r~ason of the setting up of the Dominions of 
India and Pakistan" may be omitted. 

Entry 28-"Charities and charitable institutions, 
charitable and religious endowments and religious 
institutions." 

In the State of Tamil Nadu in particular various 
beneficial legislations are being undertaken and 
policies laid down in connection with better admi
nistration of charitable and religious endowments 
and religious institutions. Even before the introduc
tion of our Constitution such subjects were within 
the exclusive sphere of the constituent units. This 
entry may therefore be appropriately transferred to 
the State List and numbered as Entry 34-A in that 
List. 

Entry 30-"Vi tal statistics including registration 
of births and deaths." 

There were independent Acts in Tamil Nadu in 
connection with the registration of births and deaths. 
The Centre repealed the local Act to achieve no 
purpose other than that intended by the earlier Act 
which was prevalent in the State. 

Even before the Constitution this was being legislated 
upon exclusively by the provinces. The Govern
ment _therefore suggest that this entry should be ap
propnately the subJect-matter of State legislation. 
!he Government recommend that this entry may be 
mserted as entry 6-A in the State List. 

Entry 31-"Ports other than those declared by 
or under Ia w made by Parliament or existing Ia w to 
be major ports." 

Apparmtly this entry refers to minor ports. The 
Government suggest that-

. Minor ports which were prior to the Constitution 
in the Provincial Lir,t may be transferred to the State 
L1st and numbered as Entry 13B. 

Entry 32-"Shippiog and navigation on inland 
waterways as r;gards mechanically propelled vessels, 
and the rule ot the road on such waterways, and 



the carriage of passengers and goods 
waterways subject to the provisions of 
respect to national water-ways". 

on inland 
List I with 

This Government recommend that-this entry may 
by transferred to State List as Entry 13-A. 

Entry 33-Please see our remarks under Entries 
26 and 27 of State List. 

Entry 33-A-"Weights and Measures except 
establishment of standards". 

Tills entry was inserted by the Constitution (Forty 
second Amendment) Act, 1976 with e:fect from 3rd 
January 1977. This entry was originally found in the 
State List as Entry 29. The Government therefore 
recommend that-this entry may be restored to the 
State List as Entry 29. 

Entry 34-Please see our remarks under Part VII 
Miscellaneous. 

Entry 35-"Mechanically propelled vehicles includ
ing the principles on which taxes on such vehicles 
are to be levied". 

While making our comment on the language of 
Entry 57 of the State List, which is made subject 
To Entry 35 of the Concurrent List, we recommended 
Entry 57 may be appropriately amended. Further 
mechanically propelled vehicles are virtually under 
the control of the State Government and it is the 
State administration which is responsible for its 
licensing, taxes, etc. The Government therefore 
recommend that this entry may be transferred to the 
State List and numbered as Entry 57-A. 

Entry 36-"Factories". 

Entry 37-"Boilers" 

These two entries have an impact on the develop
mental activities of the State including setting up of 
industries, etc. The Government therefore reco
mmend that these entries should be transferred to 
the State List as Entries 25-A and 25-B respectively. 

Entry 39-"Newspapers, books and printing pres
ses.'' 

Whether it is in the name of public order or from 
the point of view of educational progress or the general 
benefit derived by communication and publicity, 
this entry has to remain in the State List. The ad" 
ministrative machinery for the enforcement of the 
laws connected with the subject-matter of the entry 
is with the States. The Government therefore re
commend that this entry may be transferred as Entry 
25C in the State List. 

Entry 40-Please see our remarks under entry 67 
of List I. 

Entry 42-"Acquisition and requisitioning of pro
perty." 

In view of our suggestion for re-introduction of 
Entry 33 in List I and Entry 36 in List II and also 
in view of the fact that Article 31 is omitted by the 
Constitution (Forty-fourth Amendment) Act, 1978, 
the Government recommend that this entry may be 
omitted. 
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Entry 45--"Inquiries and stattsttcs for the pur
poses of any of the matters specilied in List 11 or 
List Ill." 

This entry has been interpreted by the courts so as 
to enable Parliament to order a commission of in
quiry in respect of matters exclusively falling within 
the State legislative tleld. In fact, the validity of the 
Commissions of Inquiry Act, 195:!; (Central Act 60 
of 1952) has been justilied with reference to this entry. 
The power under the Commissions of Inquiry Act 
to order a Commission of Inquiry in respect of the 
conduct of the Ministers of a State Government even 
while in Otlice has been resorted to by the Central 
Government purporting to, exercise the powers under 
the Commissions of Inquiry Act, 1952. In a Federal 
set up, it is inconceivable that the Central Govern
ment should have the power to order a Commission 
of Inquiry in respect of the conduct of State's Minis
ters while in Ollice or in respect of the past conduct 
of the Ministers. It is therefore necessary that Parlia
ment should have no power to order an inquiry in 
respect of the conduct of Ministers of State Govern
ment. This aspect assumes very great importance 
in the context of different ruling parties at the Centre 
and at the State level. Almost in all cases, the Cen
tral Government has resorted to order a Commission 
of Inquiry into the conduct of Ministers of the State 
Government when the State Government is headed 
by a Chief Minister belonging to a party different 
from the ruling party at the Centre. This subject 
'Inquiries and statistics", should exclusively vest in 
the State Legislature and it is therefore necessary that 
this entry should be transferred to the State List. 
The Government primarily suggest that 

Entry 45 is omitted from the Concurrent List. 

However, if it is proposed to retain this entry in the 
Concurrent List, the Government su"gest that the 
entry should be recast as follows : 

"Inquiries and statistics for the purpose of any 
of the matters specified in List II or List III but not 
including inquiries in respect of the conduct of any 
Minister of a State Government while in ollice or after 
demitting office." 

In other words, Parliament should have no power 
to order a Commission of Inquiry in respect of the 
conduct of the Ministers of the State Government, 
while in otfice or after demitting otlice. But it shall 
be open to the State Government to appoint a Com
mission of Inquiry to enquire into the conduct of the 
State Minister either while in oflice or after demitting 
otfice. To make this position clear, the Government 
suggest that a substantive amendment may be made 
in the Constitution in Chapter I of Part XI as fol
lows:-

"246-A Parliament to have no power to order a 
Commission of Inquiry into the conduct of a Minister 
of a State Govcrnment-Parliammt shall not have 
power to make law to order a Commission of 
Inquiry in respect of the conduct of any or aU th;, 
Mmisters of the State uovernment, while in office 
or after demitting office." 



PART III 

ROLE OF THE GOVERNOR 

So far as the role of the Governor is concerned, 
the view of the Tamil Nadu Government is that the 
post of the Governor should be abolished. as the 
Governor appointed by the President is a legacy of 
the past. It is an anachronism, owing its existance 
to the British Colonial system. Further, the recent 
instances have clearly shown that the Governors do 
not hesitate to misuse their powers and dismiss the 
Council of Ministers, notwithstanding the fact that 
the Council of Ministers enjoy the absolute con
fidence of the Legislature. In order to avoid repe
tition of such misuse of power, the post of the Govern
or may be abolished. The Governors have been 
acting more as agents of the Centre than excercising 
the powers strictly in conformity with the provisions 
of the Constitution. This will also save the huge 
expenditure incurred from the State Exchequer on the 
office of the Governor and its attached establish
ments. There is no need to have an ornamental 
figure head in the State. In this view, the Tamil 
Nadu Government are of the firm view that the insti
tution of the GovernM shuuld be abolished. For 
this puroose, Articles !53 to 162 may be omitted and 
necessa;y amendments to Articles 153, 164, 166, 167 
and other provisions of the Constitution may be car
ried out. 

All the powers now excercised by the Governor 
shall be exercised by the Chief Minister and any 
information which the Central Government seeks to 
obtain from the State shall be obtained from the 
Chief Minister himself and not through any other 
agency. However, if the post of the Governor is 
decided to be continued, then the following remarks 
are called for : 

The Governor may be selected from a panel of 
four names submitted to the President by the Chief 
Minister enjoying the confidence of the Legislative 
Assembly in such a case, if the Legislative Assembly 
decides that the continuaGce of the Governor in any 
stage will not be in the interests of the State, then 
on a resolution passed to that effect by the Legis
lative Assembly, the President should remove the 
Governor on receipt of a copy of the said resolution 
by the President. 

3.1(a) Under the Constitution of India the Governor 
of a State has to play five roles. First and foremost 
the Governor is the head of the State and repository 
of the executive power of the State. This is evident 
from the provisions of Article 153 and 154 of the 
Constitution. The extent of the State's executive 
power is indicated in Article 162 of the Constitution. 
Since the Parliamentary system of Government has 
been adopted by the Constitution, the Governor is 
obliged to excercise his functions on the aid and ad
vice of the Council of Ministers who shall be collec
tively responsible to the legislative assembly of the 
State. In consonance with the traditional concept 
of maintaining the dignity of the high office of the head 
of the State, a number of important powers have 
been given to the Governor. which are expected to be 
exercised on the advice of the Council or Ministers. 
The business of Government of the State is carried on 
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. in the name of the Governor (Article 166) and in rela
tion to Council of Ministers, he exercises his tra
ditional rights, namely, the right to be informed, the 
right to warn and the right to advice (Article I67). 

Secondly, he is an inalienable part of the State Legis
lature (Article 168) and he is empowered to exercise 
such important functions as : 

(I) the power to summon and prorogue each House 
of the State Legislature and to dissolve the State 
Legislative Assembly (Article 174); 

(2) the right to address or send messages to the 
House or Houses of State Legislature (Article 
175); 

(3) the right to address the State Legislature at the 
commencement of the First Session of each year 
(Article 176); 

(4) the right to assent to or withhold assent from, 
the Bill passed by the State Legislative Assembly 
or, in case of bicameral legislature, passed by 
both Houses (Article 200); and 

(5) the power to promulgate ordinances during re
cess of Legislature; etc. 

Thirdly, in the chain of constitutional activities the 
Governor has certain reciprocal obligations to per
form so as to be an effective link between the State 
and the Union. The Governor performs certain 
duties on behalf of the Union Government towards 
the States. This is evident from the provisions of 
Article 355 read with the provisions of Article 356. 
These provisions also give an idea that the Governor 
is expected to play his role so fairly as to enable the 
Union Government to discharge its constitutional duty 
towards the States. 

Fourthly, the Governor is an effective link between the 
State and the Union in the matters relating to-

(1) reservation of State Bills for President's consi
deration under Articles 200 and 201; 

(2) reservation of State Bills under Article 254(2) 
and Article 288(2); 

(3) procurement of sanction of the President under 
Article 304(b); 

( 4) getting the assent of the President to the State 
Act as required under Article 255; 

(5) State compliance with the provisions of Articles 
256 and 257 and directions issued under Articles 
256, 257 and 339(2). 

In these matters, the Governor plays a very crucia I 
role. 

Finally, the Constitution envisages certain situations 
in which he has to function as an agent of the Presi
dent. For instance, Article 239(2) provides that if · 
a Governor of the State is also appointed as the ad
ministrator of the adjoining Union territory, he is 
expected to excercise his functions as such adminis
trator independently of his Council of Ministers 
Articles 371 and 371-A, which place special respon
sibilities on the Governor of Maharashtra, Gujarat 
and Nagaland for certain specific purpose may also 
be reckoned under this category. Besides, after 
issue of Presidential proclamation and assumption 
of all or any of the functions of the Government of a 



State by the President under Article 356, the Governor 
functions as an agent of the President for the period 
when proclamation is in operation. 

(b) Differences seem to have arisen between the 
Governor and the Cabinet occasionally in the matter 
of appointment of Vice-Chancellors in Kerala, West 
Bengal and Andhra Pradesh. Governors in these 
States seem to think that as Chancellors of the Uni
versity they had discretionary power to choose 
the Vice Chancellors. But the cabinet is opposed 
to the excercise of discretionary power by the Go
vernor. Since the Governor functions here as the 
head of the. State, he appears to have exceeded his 
functional limit when he appointed Vice-Chancellors 
against the advice tender'\.d by the State Cabinet. 

The Governor, in the excercise of his functions, 
either under the Constitution or under any Act, passed 
by the State Legislature or by the Parliament has to 
act on and accept the advice tendered by the Council 
of Ministers. In the matter of appointment of Vice 
Chancellors, the Governor has to act only in accor
dance with the advice tendered by the Council of 
Ministers. 

Another important function of the Governor as 
the Head of the State relates to the appointment of 
Chief Ministers. Of course, when a single party 
gets a clear mandate from the people, difficulty does 
not arise. The whole problem arises when there is 
no single political party with clear mandate from the 
people to form the Government. The question 
is how he has to discharge his function in appointing 
the Chief Minister in such a situation. A number of 
such situations arose during the last 34 years. During 
such situations the Governors excercised their dis
cretionary power to call upon persons, who in their 
view could command majority in the House. to form 
Ministry. 

In the recent past, when similar circumstances arose 
in States like Kerala, Haryana, Karnataka, etc. 
the Governors adopted novel methods to satisfy 
themselves about the majority support to aspirants 
for Chief Minister's post. Those novel methods are, 
physical verification of all the members of the State 
Legislative Assembly, parading the members of 
the State Legislative Assembly by various leaders, 
signature verification, etc. These are .very unh.ealthy 
practices and tell adversely on the high position of 
the Governor. Such a method has never been used 
in Britain during similar circumstances. We, there
fore, state that when any political party fails to secure 
clear mandate from the people, to form the Govern
ment or in case when a ministry is voted out as a re
sult of a no confidence motion and on such or similar 
occasions we have suggested amendment to Article 
164 of the Constitution hereinafter set out. When 
no political party enjoys the majority support, the 
State head should of his own motion summon the 
Assembly for electing a person to be the Chief Minis
ter and the person so elected shall he appointed by the 
Governor as the Chief Minister. 

As part of the Legislature, the Governor ~as _to 
discharge certain functions. One such functiOn IS, 
as stated earlier, reservation of State Bills for Presi
dent's consideration and his assent under Article 254(2) 
and 288(2). Under these Articles, reservation of 
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State Bills for President's consideration and getting 
the President's assent are essentially in relation to 
State's legislation to over-ride the pre-existing Central 
legislation made with respect to concurrent subJ.ect 
matter under Article 254(2) and to overcome the Im
munity provisions of Article 2~S( I). For fuller dis
cussion our comments under Part 11-LegislatiV~ 
Relations may be referred to. 

Another important function which the Governor 
performs as part of the State Legislature IS summon111g 
and proroguing the House or Houses of the_ State 
Legislature and dissolving the State Legislative 
Assembly. The function of summoning and . proro
guing the House or Houses of State Le~nslature IS done 
on the advice of the State Cab111et. But 111 the last 
34 years, on a few occasions a few Governors exce~
cised this power against the advice of the State Cabi
net. This happened mainly after the fourth general 
election in State like West-Bengal, Uttar Pradesh, 
etc. These are no doubt some of the excesses com
mitted by the Governors. 

Thus it is clear that in the last 34 years in playing 
the roie envisaged in the Constitution, the Gov~~nor 
to a great extent, tried' to ~omply with the l'rovi~Ions 
and norms of the Constitution but 111 a few Situations, 
the Governors deviated from such Constitutional 
norms and acted beyond their functional ambit. 

There cannot be any objection to appointing party
members as Governors provided they are competent 
and command respect and act impartially. If a poli
tician is appointed as Gover~?r he should by c~nven
tion be above party and political affiliatiOns as 111 the 
case of the Speaker of the Lok Sabha. The same 
convention which governs Speaker of the Lok Sabha 
ought to have been evolved in the case of politician 
Governor. But unfortunately no such conventio~ 
developed and the politician Governor adopted parti
san approach and consequently tension developed 
between the Centre and the States. In a quasi-federal 
set up like the Indian Constitutional set up, the Centr~l 
Government must give up partisan approach parti· 
cularly against Governments of the States who do ~ot 
belong to the ruling party at the Centre. It_ IS ~~
possible to have smooth Centre-State relatiOnship 
if the ruling party at the centre does not adopt f~tr 
approach to all the State Governments, 1rrespect1~e 
of political affiliatiOns. The Ce!1tral Government s 
attitude opposition Governm_ents 111 the States sho~ld 
not be influenced by the partisan pnonty of the ruling 
party at the Centre. No healthy_convention ofthe 
Central Government adopting a umform n?n-part1san 
approach towards the State Governments Irrespective 
of their political affiliatiOn s10ce the advent of the 
CoMtitution has been evolved.. The p~rty 10 J?Ower 
at the Centre seeks to advance Its party Interest 10 the 
States and Governors are some tim_es made to too the 
line of Centre with a view to dismissing the State 
Governments who do not belong to the party 10 power 
at the Centre. The dismissal of the AIADMK ~o
vernment and others in the past and the diSmissal 
of Sikkim Government are cases 10 POl nt. _The 
Governor has some times acted co.ntrary to Bnt1sh 
Constitutional conventiOns a~d practices and has acted 
in a high handed manner Without g1v10g a chance to 
the Chief Minister in Office to convene the Assemble 



for testing whether he has lost his majority or not, 
Sir Ivor Jennings in his 'Cabinet Government' has 
pointed out : 

"If the King believes that the Government has 
lost is majority, and if it is any concern of his, his 
obvious step is to ascertain whether his assumption 
is correct and to insist upon a disolution. lf Mi
nisters refused to 'advice' the dissolution in Council 
they would resign, and if they did not resign, he could 
dismiss them. 

But is it his duty to make such an assumption ? 
Is he sufficiently in touch with public opinion to be 
able to form a judgement ? It is suggested that the 
answer to the second question is in the negative. 
Though his 'splended isolation' makes him more 
impartial than most, it also keeps him away from 
the movement of opinion. He can judge only from 
newspapers, from by-elections, and from his own 
entourage. Of the first, it is enough to say that 
even the unanimous opposition of London news
papers would be no criterion. Of the second it can 
be said that by-elections (as Mr. Disreli discovered) 
are apt to prove deceptive, especially to one far 
removed from them. Of the third it must be asserted 
that it is always more biased and less well-informed 
than the King himself." 

He has further pointed out : 

"Democratic Government involves competing 
policies and thus the rivalry of parties. The policy 
to be forwarded is that which secures the approval 
of the House of Commons, subject to the power 
of the Government to appeal to the electors. If 
therefore, the Government is defeated in the House 
of Commons and does not appeal to the people 
or if, having appealed to the people, it is defeated, 
a new Government has to be formed. The Queen's 
task is only to secure a Government, not to try to 
form a Government which is likely to forward a 
policy of which she approves. To do so would be 
to engage in party politics. It is, moreover, essen
tial to the belief in the monarch's impartiallity not 
only that she should in fact act impartially but that· 
she should appear to act impartially. The only 
method by which this can be demonstrated clearly 
is to send at once for the leader of the Opposition." 

The Governor task is only to secure a Government, 
not to form a Government. It is because Constitu
tional conventions and practices have not been follow
ed in respect of the excercise of powers by the Governor 
under Article 164(1) of the Constitution, there is 
friction and clash between the State and the Centre. 
It is the duty of the Centre to appoint persons of 
eminence, calibre and ability as Governors. If Centre 
appoints persons who will be pliant and willing to do 
the Centre's bidding there is bound to be friction and 
clash and tension between the Centre and the States 
which will result in confrontation between the Centre 
and the States. 

3.2 B. G. Kher, former Chief Minister of Bombay 
has expressed the view, 
. • A Governor can do a great deal of good if he is 

good Governor and he can do a great deal of mis
chief, if he is bad Governor, in spite of the very 
little power given to him under the Constitution we 
are framing." --CADJ:VIII _P. 434. 
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Tn order to foster healthy Union-State relations th1 
Governor should discharge his role by correct!~ 
interpreting the scope and limits of his various roles 
In other words there must be a correct assessmen· 
of the scope and limits of the four types of the fun
ctions of the Governor and maintenance of c!ea1 
distinction between the four functions. Apart from 
that, such a good relationship between the Centre and 
the States depends very must on the personality of th€ 
Governor. 

This question has to be considered under the fol-
lowing heads : 

(I) the personality of the Gov~rnor, 

(2) the attitude of the Governor, 

(3) the extraordinary circumspection required while 
exercising his discretionary powers ras the 
executive head of the State as also in the exer· 
cise of his power as part of the State Legislature. 

No doubt, personality of the Governor depends on 
the high stature of a person holding the post of Govern
or, which he might have acquired in one or more 
fields of human activity. But it also depends very 
much on the mode of selection or appointment of the 
Governor, for any selection process or appointment 
method, which smacks of partisan politics, has an 
adverse effect on the stature of the person holding 
the post of Governor. Lingering doubt in the minds 
of the people about the fairness of the Governor's 
acts taken under the Constitution, which often arises 
due to the present method of appointment of the 
Governors, is detrimental to the maintenance of good 
and harmonious relations between the Centre and 
States. The latest opinion expressed by a Chief 
Minister is "I am afraid we shall all be exposed to 
constant and unwarranted interference and will of the 
people will continue to be in danger of being stifled 
for political purpose". Now the President appoints 
the Governors after consulting the Chief Ministers. 
The consultation principle has no support of the 
Constitution. So failure or refusal to consult the 
Chief Ministers in the matter of appointment of 
Governors will not render such appointment invalid. 
In fact, in few appointments made recently, the Union 
Government did not consult the concerned Chief 
Ministers. Naturally, therefore, the States often 
view the appointment of Governors as a burden 
imposed on them by the Union Government. Such 
a view is not very conducive to good Centre-State 
relations. So, a new method of appointment or 
selection of Governors has to be devised. 

In the interest of securing harmonious relationship 
between the head of the State and State Cabinet, 
it is necessary that the State Cabinet should always 
be consulted and concurrence of the Chief Minister 
obtained. 

We are of the view that the proviso to Article 153 
enabling the same person as Governor for two or 
more States should be deleted as such a concept 
gives the impression that the States are in effect treated 
as mere corporations or administrative units rather 
than as Constitutive entities of the federation. If the 
proviso to Article 153 is omitted, consequential de
letion, is that clause (3-A) of Article 158 should be 
deleted. 



3.3 (a) This question has been answered in full 
while dealing with Part IV -Administrative Relations. 
(b) Further to our view expressed earlier, regarding 

th~ appoi~tment of Chief Minister, we have already 
satd hat tf a political party obtains absolute majority 
and a clear mandate from the people in the election, 
the Governor has no option but to invite the leader 
of that party. Only in cases of fluid situations where 
no single party has the support of majority. the Go
vernor has to appoint leader of any one of the poli
ti~al groups, who, in his opinion, is capable of for
mmg stable ministry, as Chief Minister. In dis
charging his functions in such difficult situation, he 
is expected to do with great care and intelligence. 
The practice of physical verification of strength of a 
particular party or signature verification, etc., are 
unhealthy practices which will demean the ')ffice of 
the Governor. 

(c) As far as prorogation of the House is concerned, 
it must necessarily be done on the advice of the Chief 
Minister. Problem however arises in case of dis
solution of the legislative assembly. If the Chief 
Minister, who enjoys support of the majority in the 
Legislative Assembly, advises the Governor to dis
solve the House, the Governor has to accept his 
advice for the simple reason that if he rejects such 
advice he cannot nominate somebody else as a Chief 
Minister to run the Government. But if a defeated 
Chief Minister advises the Governor to dissolve the 
Legislative Assembly, the Governor is not duty bound 
to accept such advice, but he is duty bound to follow 
the course suggested by us in the proposed clause 
(lA) of A1 ticle 164. 

3.4 This question has been answered in Part II
Legislative Relations. 

3.5 This question has been answered in Part 11-
Legislative Relations. 

3.6 We do not accept the so called dual role of the 
Governor. The view that the Governor is neither 
an agent of the Centre nor a more ornamental head 
of the State but "a close link" between the Centre and 
the States represents the correct position. As 
explained earlier, he plays four important roles under 
the Constitution. That is the correct position as 
far as Indian Constitution is concerned. As set 
out, in playing these four roles, the Governor by 
and large adhere to the Constitutional provisions. 
But in a few occasions, the Governor deviate there
from. It is for these reasons. we are making some 
recommendations. 

3. 7 The Governor's office is a oolitical office. There
fore, it should not be equated with the position of the 
Judges of the Supreme Court or High Court. The 
Governor is not expected to function under the Con
stitution as an arbitrator between the Centre and the 
States. So guaranteed tenure salary, etc. <lo not 
arise in his case a> ·n~thyh to e'lsure his ind~pend
en.ce. The present provisions of the ·constitution 
are' ··1fficient enough. 

3.8 We do not agree with this view exoepting in a 
situation expressly referred to by us while suggesting 
below an amendment to Article 164. If such a vie" 
is accepted, we will be comnelling the Governor to 
involve him>elf in day-to-day politics of the State. 
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Such a courkwill be derogatory to the high position 
of the Governor. Besides, it will result in usurping 
the functions of the Speaker in this particular matter. 

3.9 Please refer to our reCOJTIItt<•ndations below 
while suggesting amrndm,·nt to Article 164. 

In this connection we would like to state that 
Article 67 clause (I) of the Constitution of the Fed~ral 
Republic of Germany doc' not in any way ofler 
a good solution. Article 67( I) of West German 
Constitution states : 

"The Bundestag can express its lack of confiJencr 
in the Federal Chancellor only by electing 11 suc
~cssor with a majority of its member• and by 
requesting the Federal President to dismiss the 
Federal Chancellor. The Federal President must 
comply with the request and appoint a person 
elected." 

The provisions of the said Article 67(1) arc in 
tended to ensure stability of the Ministry and to 
prevent frivolous no confidence motions. This is 
clear from the word "only" in Article 67 clause (I) 
of the West German Constitution. So, in no other 
way a no confidence motion c:m he brought in West 
Germany. In other words, the opposition party can 
bring a no confidence motion against a ministry in 
Germany only if it can elect a new leader with majo
rity votes. The idea is in suggesting the incorporation 
of a similar provision in the Indian Constitution 
seems to be that if such similar provision is introduced 
into the Indian Constitution, the legislative assembly 
of a State can express its lack of confidence in the 
Chief Minister only by electing a successor and by 
requesting the Governor to dismiss the Chief Mini
ster. The Governor must in such an event comply 
with the request and appoint person so elected as 
Chief Minister. If such provision is introduced in 
the Indian Constitution, the opposition parties of 
State Legislative Assembly will loss the right to bring 
a no confidence motion against a Chief Minister. 
unless they muster majority support to elect the 
new Chief Minister in his place. We do not think 
that political parties in India are prepared to accept 
such a restriction or their freedom to bring no con
fidence motion against the Ministry in order to assalt 
the party of the Government. Apart from that, 
if the provisions of Article 67(1) of the West German 
Constitution are going to be introduced into the 
Indian Constitution, to regulate the rclationshi[l 
between the Governor and the legislature in the 
State, then we must necessarily bring in also Article 
68 of the West German Constituti n which is a natu
ral corollary to Article 67(1 ). Article 6H(I) of the 
West German Constitution states that "if a motion 
of the Federal Chancellor for a vote of confidence 
is not assented to by the majority of the members of 
the Bundestag. the Federal President, may,. upon the 
proposal of the Fe~cral Chance!lor, dissolve the 
Bundestag within 21 days. The nght to dJssolvc 
shall lapse as soon as the Bundestag with the majority 
of its members elects another Federal Chancellor". 
Introduction of these provisions may create more 
problem~ than they seek to solve. 

3.10 We do not subscribe to the view of the Admi
nistrative Reforms Commission. The very idea of 
i~suing guidelines to the Governor, waich may not 
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be exhaustive, as to how he should exoercise his dis· 
cretionary power would mean that the office of the 
Governor has been treated like office of the Commi· 
ssioner or Secretary of a municipal body or corpora· 
tion. The States clamour for autonomy and make 
the Governor's position independent from any 
Central interference. So if we accept the view of the 
Administrative Reforms Commission, regarding the 
issue of guidelines to the Governor in the name of 
the Pre~ident, even after consultation with the Inter· 
State Council which under Article 263 has certain 
stated functions to discharge than the entire attempt 
to make Governor the Constitutional head of the 
State would be rendered meaningless. It is apposite 
to quote Pandit Jawaharlal Nehru. Pandit Nehru 
said "Governor are not political appointees and 
should not be changed with every new regime. It 
would be infinitely better if a Governor was not 
intimately associated with local politics and functions, 
but was a more detached figure acceptable to the 
State no doubt but not known to b~ a part of its 
party machine". The Supreme Court in Hargovind 
Pant vs. Raghulal Tilak and others (AIR 1979 SC 
p. II 09) has laid down that the Governor is not 
amenable to the directions of Government of India 
nor is he accountable for the manner in which he 
c1rries out his functions and duties. His is an indepen· 
d~nt Constitutional Offic~ not subject to the 
control of Government of India. Therefore, we are 
constrained to say that a move to prescribe guide
lines is politically improper and constitutionally 
untenable. It is not proper to degrade the high office 
of the comtitutional functionary like the Governor 
by iss· -.ing such guidelines. We must allow conven· 
lions to develop in this field. This que~tion has also 
been elaborately dealt with in Part IV-Admini· 
strative Relations. 

Recommendations besides the Views 
Already Expressed 

(I) The proviso to Article !53 states that "provided 
that nothing in this article shall prevent the appoint· 
ment of the same person as Governor for two or 
more States". This proviso must be deleted. The 
idea of appointing one person as head of State for 
two or more States creates an impression that 
the States are, in effect , treated as mere corporation 
or administrative units without much standing in 
the Comtitution as comtitutive entities of the Pede· 
ration. In no other Federal Constitution, such a 
provision is found. 

Con~equ~nt to the deletion of the proviso to 
Article 153. clau~e (3-A) of Artic!e 158 must be 
deleted. Clause (3-A) of Article 158 states that 
"Where the same person is appointed as Governor 
of two or more States. the emoluments and allowan
ces p:lVable to the Governor shall be allocated among 
the States in such proportion as the Pres;dent may 
by order determine". 

(2) The Governor shall be aPPointed bv the 
Pre~ident with the concurrence of the Chief Minister. 
Consequently Article 155, which relates to the appoin
ment of Governor will have to be suitably amended 
for this purpose. 

(3) Article 160 savs thllt "the Pre~ident may make 
such provision as he thinks fit for the dischlirge of 
the functions of the Governor of a State in any 

contingency not provided for i~ this _Cha~ter". 
Article 160 is losely worde~ and g1ves a wide d\~cre
tionary power to the Pre~Ident. T~e ~hrase anY, 
contingency and not provided for I_n. this Chapter 
is wide and gives vast scope for political manoevure 
in view of the fact that the President h~s to ac~ on 
the basis of the advice tendered by the_l!mon Ca~met. 
It is possible to think that this provision was mtro· 
duced to enable the President to make rul:s and !ay 
down guidelines for the Governo~ for· dischargmg 
his functions as agent of the Prestdent. In fact, .as 
pointed out earlier in this re~ort, .the Govern?r ~IS· 
h rges certain functions spectfied m the Constttutwn 
~sa an agent of the President. But the language of 
Article is such that it may be stretched . to coyer 
even other functions of the Governor. This Article 
requires modification. 

(4) Article 163(1) ?f. the Constitut!on provi~es 
that the Council of Mtmst~rs hav~ tg aid. and advise 
the Governor in the excerctse. of h1s f1:1nc~wns, ex~ept 
in so far as he by or under hts Constttuuo~ regmr~d 
to exercise his functions or any of them m h1s dts· 
cretion. It may be relevant to compare this A:rticle 
with Article 74(1) which relates to the. Prest dent 
In the said Article 74(1),. the ·:expresst~n _exc pt 
in so far as he is by or under this Constttutton re
quired to exercise his funct'ons or any of them 
in his discretion" does not find a place. The Con· 
stitution envisages a Parliamentary system of Gov
ernment both at the Union and at the State. There
fore, it is necessary to modify Article. 16_3(1) on ~he 
Jines of Article 74(1) of the Const1tutwn. Arttcle 
163(1) , may therefore be recast as follows 

"There shall be a Council of Ministers with the 
Chief Minister at the head to aid and advise the 
Governor who shall in the exercis of his functi
ons act in accordance with such advice : 

Provided that in respect of the functions ex· 
pressly confe1Ted on the Governor under Articles 
239(2), 371 .and ?71-_A t_he G_ov~~nor shall exer· 
cise his functions 10 hts dtscretwn . 

(5) Article 163(2) says that "if any question arises 
whether any matter is or is not a matter as respects 
which the Governor is by or under this Constitution 
required to act in his discretion, the decision of the 
Governor in his discretion shall be final, and the 
validity of anything done by the Governor shall not 
be called in question on the ground that he ought 
0 ,. ,..,.g!.t not to have acted in his <!iscretion". T~is 
provision may not be. very conductve, for effectt!'e 
functioning of the Cabmet system of Government m 
the States. It must therefore be omitted. 

(6) Under Article 164(1) of the Constitution the 
Governor has to appoint the Chief Minister and the 
other Ministers shall be appointed by the Governor 
on the advice of the Chief Mi11ister and the Ministers. 
shall hold office during the pleasure of the Governor. 
Clause (2) provides that the Council of Ministers 
shall be collectively responsible to the Legisla:ive 
Assembly of the State· 

Consistent with the notions of Parliamentary 
democracy, it is de~irable that a _spe~ific provision 
should be inserted m the Constitution as clause 



(I-~) after .clause. (I) in Article 164 of the Consti
tutl~n spec1fymg m detail the manner in which a 
l'vlm1stry. should be formed in a State. Clause (1-A) 
may be mserted on the following lines :-

'(lA)(a) !he Governor should appoint as Chief 
l'vlm1ster the leader of the party commanding 
an absolute majority in the Legislative Assem
bly. 

(b) Where the Governor is not satistied that any 
one. party has an absolute majority in the 
Leg1slat1ve Assembly. he should of his own 
moti?n summon the Legislative Assembly for 
electmg a person to be the Chief Minister and 
the person so elected should be appointed 
by the Governor as the Chief Minister. 

(c) The advice of the Chief Minister to the Gover
nor to dismiss any Minister should be accepted 
by the Governor. 

(d)~ Where it appears to the Governor at any time 
that the Chief Minister has lost the confidence 
of the majority of the Members of the legi
slative Assembly, the Governor should imme
diately and of his own motion summon the 
Legislative Assembly to enable the Chief 
Minister to secure a vote of confidence in the 
House. 

(e) (i) If the Chief Minister fails to seek the ,.-ote 
of confidence, or having sought it, fails to 
secure such vote of confidence the Chief Mi
nister shall resign forthwith. If there is any 
party commanding an absolute m1jority in 
the Legislative Assembly at the time of such 
resignation, the Governor shall, of his own 
motion, arpoint as Chief Minister the Leader 
of such party. 

(ii) Where the Chief Minister fails to resign 
under paragraph (i), or where there is no party 
commanding an absolute majority in the Legi
slative Assembly, then the Governor shall 
immediately of his own motion, summon 
the Legislative Assembly, The Legislative 
Assembly shall elect the person to be the new 
Chief Minister who should be appointed 
by the Governor as the Chief Minister or in 
the alternative, the Legislative Assembly 
may pass a resolution recommending the 
dissolution of the Legislative Assembly which 
shall be binding on the Governor. 

(iii) If the Legislative Assembly fails to elect a 
new Chief Minister or pass a resolution as 
mentioned in paragraph (ii) within a period 
of one month commencing on and from the 
date of seeking the vote of confidence under 
sub-clause (d), the Legislative Assembly 
shall stand dissolved on the expiry of the said 
period on one month. 

(f) When the Legislative Assembly stands dissolved 
under sub-clause (e) and during the period 
on and from the date of commencement of the 
Legislative Assembly and ending with the 
date of election of the new Chief Minister 
hy the new Legislative Assembly, the Chief 
Minister and the other Ministers who are in 
office on the date on . which the Legislative 
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Assembly stands dissolved under sub-clause (e) 
shall. continue in office only as a caretaker 
M1ruster.' 

(7) !he next Article that we have to think of seri
ously IS Arllcle 169, clause (1). This article states 
"Notwithstanding anything in Article 168, Parlia
ment may by law prov1de for the abolition of the 
Legislative Council of a State having such a Council 
or for the creation of such a Council in a State 
having no such Council, if the Legislative Assembly 
of ~he. State passes a resolution to th~1t effect by a 
maJonty of the. total membership of the Assembly 
and by a majonty of not less than two-thirds of the 
members of the Assembly present and voting." In 
this Article, the word "may" after the word "Parlia
ment" must be replaced by the word "shall". It is 
better to modify it in such a way as to state that 
"Parliament shall by law provide for the abolition 
of the Legislative Counc_il of a State having such a 
Council or for the creal!on of such a Council in a 
State having no such Council if the Legislative 
Assembly of the State passes a resolution to that 
effect by a majority of not less than two-thirds mem
bers of the Assembly present and voting." 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 to 4.4 These four questions are to be highlighted 
according to their purpose, function and use. 

Articles 256, 257, 365 and 356 are the four Articles 
in the Constitution, which have both catalytic and 
fatalistic effect on the States, in view of the possible 
unitary exercise of executive power by the Union 
under those Articles. The hypothesis on which the 
executive power could be exercised under Articles 
256 and 257, the material on which the President 
could be subjectively be satisfied that a situation has 
arisen in which the Government of the State cannot 
be carried on in accordance with the provisions of 
the Constitution, the Report of Governor of 
a State which again bristles with unbridled, naked, 
arbitrary power to make a report under Article 356 
and the residuary provision which is not controlled 
by any reasonable or acceptable restrictions under 
Articles 356 and the extreme step which could re
sult by the adoption and implementation of executive 
power of the Union, whether as a preventive mea
sure or as a curative measure have rightly created 
apprehensions in the minds of the States in our coun
try, whether such exercise of executive power is at 
all consistent with and could stand on par with the 
universally accepted notions of federalism. Instance~ 
are not wanting to provoke the States to entertain 
such fears and apprehensions. The extraordinary 
use of executive power and the resultant extreme 
steps taken thereunder affecting the Constitutional 
status of the States as envisaged and enshirined in 
the Constitution can be traced from the year 1951. 

The following are the instances :-

1. Imposition of Presidential Rule in Punjab in 
1951 and Dr. G. C. Bhargara, C. M., resigned. 

2. Gyan Singh Rarewala Ministry dismissed 10 
Pepsu in 1953. 



3. Dismissal of Assembly in Kerala in 1953. 

4. Thiru T. Praka;am Ministry resigned and 
Presidential rule impo;ed in Andhra Pradesh 
in 1954. 

5. In Kerala fall of Thiru P. GovinJa Menon 
Ministry and imposition of Presidential rule 
in 1956. 

6. Thiru E.M.S. Namboodripad Ministry dis-
missed and Presidential rule imposed in 
Kerala in 1959. 

7. Fall of Thiru Mahatab Ministry in Orissa and 
imposition of Presidential Rule in 1961. 

~- In Kerala a no confidence motion was passed 
against Thiru R. Sankar Ministry and conse
quently on lOth September 1964 the President 
took over the administration of the State. 

9. In 1966 C. M. of Punjab Thiru Ram Kishan 
resigned and Presidential rule was declared 
suspending the power of the State Legislature. 

10. The Maharashtrawadi Gommantak party 
Government resigned in Goa in 1966 and 
Presidential rule was declared suspending 
Goa Legislative Assembly. 

II. President took over the administration of the 
State of Kerala in March 1965, since no 
political party was in a position to form the 
Government. 

12. In Rajasthan, Presidential rule was imposed 
in 1967, suspending State Legislature. 

13. On October 25, 1967 the President suspended 
the Manipur Assembly and the Council of 
Ministers. 

14. On November 21, 1967, the President dis
missed the United Front Ministry headed by 
Rao Birendra Singh and dissolved the Haryana 
Assembly. 

15. Presidential Rule was imposed in Uttar Pradesh 
in 1968, suspending the Legislative Assembly 
and the Council of Ministers, headed by 
Thiru Charan Singh. 

16. Resignation_ of Thiru Bhola Paswan Shastr; 
Ministry in Bihar and declaration of Presi
cicntial Rule in 1968. 

17. President dissolved Pondicherry Assembly 
and introduced President Rule in 1968. 

IS. West Bengal State Machinery dissolved and 
Presidential Rule imposed in 1968. 

19. Resignation of Tl1iru Lachman Singh Gill 
Chief Minister of Punjab and imposition of 
President Rule in 1968. 

20. President suspended the Bihar Assembly and 
imposed Presidential Rule and after the fall 
of Thiru Bhola Paswan Shastri Ministry in 
1969. 

21. In Manipur Koireug Singh submitted resig
nation of his Cabinet in 1969 and as a result, 
the Assembly was dissolved and the Presiden· 
tial Rule was imposed. · · - -- - - · 
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22. Imposition of Presidential . R~e in Ut~ar 
Pradesh in 1970 after the dismissal of Thiru 
Char an Singh Ministr). 

23. Thiru R. N. Singh Deo, Chief Minister of 
Orissa resigned Assembly suspended on lith 
January 1971 and Presidential Rule imposed 
in January 1971. 

24. In Orissa, Assembly was dissolved on 23rd 
January 1971, Presidential Rule continued. 

25. Resignation of Thiru Ajoy Mukherj~e as 
Chief Minister of West Bengal, suspension of 
Legislative Assembly and imposition of 
Presidential rule in March 1970. 

26. Dissolution of Legislative Assembly in West 
Bengal on July 30, 1970 and continuance of 
Presidential Rule. 

27. In Kerala Thiru C. Achutta Menon resigned, 
Assembly dissolved, President's rule declared 
in 1970. 

28. In Mysore, Thiru Virendra Patil resigned. 
Suspendir,g the Legislative Assembly, the 
Presidential Rule was imposed in March 
1971. 

29. In Mysore, Assembly was dissolved in April 
1971. 

30. Resignation of Thiru Hitendra Desai, Chief 
Minister of Gujarat, dissolution of Assembly 
and imposition of President Rule in May 
1971. 

31. Dr. D. C. Pavate, Governor dissolved the 
Punjab Assembly and thereafter advised the 
President to take over the administration. 
President's Rule was proclaimed in June 1971. 

32. In West Bengal, the Governor dissolved the 
Assembly on June 25, 1971 and on June 29, 
President took over the administration. 

33. In Bihar, Thiru Bhola P. Shastri Ministry 
resigned and the President took over the 
administration of the State in January 1972. 

34. A Presidential Proclamation dissolving the 
Assembly was issued in March 1973 when the 
Satpathi Ministry lost its majority. 

35. In Manipur, the Alimuddin Ministry resigned 
President dissolved the Assembly imposing 
Presidential rule in March 1973. 

36. In January 1974 Thiru M.D.H. Farook Maricar 
Chief Minister of Pondicherry resigned' 
President's rule was introduced. ' 

37. In M~rch 1974, Thiru Ramaswamy Ministry in 
Pondicherry resigned and President's Rule 
was introduced. 

38. In Tripura, in November 1971, the Sengupta 
Ministry resigned and President's Rule was 
imposed. 

39. Thiru P. V. Narasimha Rao, Chief Minister 
Andhra Pradesh resigned and Presidentiai 

... Rut.::_ suspending the Assembly, was declared 
, _ in. January 1973. 



40. Thiru Kam·ilapati Tripathi, Chief Minister, 
Uttar Pradesh resigned and Presidential Rule 
was imposed in Uttar Pradesh in June, 1973. 

41. In Gujarat, Thiru Chimanbhai Patel, Chief 
Minister. resigned and Presidential Rule was 
imposed in February, 1974, suspending the 
Assembly. 

42. The Gujarat Assembly was dissolved in March 
1974, Presidential Rule continued. 

43. In Uttar Pradesh in November 1976 when 
Thiru H. N. Bahuguna was Chief Minister, 
the Assembly was suspended. 

44. In Orissa, Thirumathi Nandini Satpathy, 
Chief Minister was dismissed in December 
1976. 

45. Thiru Babubhai Patel, Chief Minister, Gujarat 
was defeated on Budgetory demand in March 
1976, Assembly suspended. 

46. In Nagaland, in March 1975, John Bosco 
Jasokie Ministry was not stabilized because 
of political defections, Assembly suspended. 

47. In Nagaland, in May 1975, the Assembly 
was dissolved. 

48. Dismissal of Thiru Karunanidhi's Ministry 
in Tamil Nadu and imposition of President's 
Rule in I 976, 

49. Thiru C. Chunga, Chief Minister of Mizoram 
resigned and Assembly was dissolved in May, 
1977. 

50. In Tripura, in November 1977 Thiru R.R. 
Gupta Ministry resigned and Assembly 
dissolved. 

51. The Government of Thiru D. Devraj Urs in 
Karnataka was dismissed in I 977 by the 
Jantha Government. 

52. In Mizoram when Thiru T. Sailo was Chief 
Minister the Assembly was dissolved in Nov
ember 1978. ~ 

53. The Government of Pondicherry by Thiru 
Ramaswamy was dismissed in' I 978. 

54. In Goa, when Tirumathi S. Kakodkar was 
Chief Minister in April 1979, Assembly was 
dissolved. 

.55. When Thiru Torno Riba in Arunachal Pradesh 
was Chief Minister in November I 979, the 
Assembly was dissolved. 

56. In Kerala when Thiru C. H. Mohd Koya was 
Chief Minister in December 1979, the Assem
bly was dissolved. 

57. to 65. Nine State Governments namely Uttar 
Pradesh, Bihar, West Bengal, Orissa, Madhya 
Pradesh, Punjab, Rajasthan, Haryana and 
Himachal Pradesh were dismissed in I 977 
by the Janatha Government. 

66. lu Manipur, in May 1977, when Thiru R. 
. Dorendra Singh was Chief Minister, the 
Assembly was suspended. 
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67. In December 1979, when Thiru J. N. Hazarika 
was Chief Minister in Assam, the Assembly 
was suspended. 

68. In November 1979 in Manipur when Thiru 
Y. Sahiza was Chief Minister the Assembly 
was dissolved. 

69. In August 1979 in Si kkim when Thiru Dorji 
was Chief Minister the Assembly was dis
solved. 

70. to 78. Nine State Governments, namely. 
Uttar Pradesh, Bihar, Rajasthan, Madhya 
Pradesh, Punjab, Tamil N<>du, Orissa, Gujarat 
and Maharashtra were dismissed in 1980. 

79. In Assam in June 1981, when Thiru Anwara 
Taimur was Chief Minister, the Assembly 
was suspended. 

80. In Manipur, in February 1981, when Thiru 
Rishang Keishing was Chief Minister, the 
Assembly was suspended. 

81. In Kerala, in October, 1981, when Thiru E. K. 
Nayanar was Chief Minister, the Assembly 
was dissolved. 

82. In Kerala in March 1982 when Thiru Karuna
karan was Chief Minister, the Assembly was 
dissolved. 

83. In Assam, in Maroh 1982, the Assembly was 
dissolved when Thiru K. C. Gogoi was Chief 
Minister. 

84. In Pondicherry, in June 1983, when Thiru 
D. Ramachandran was Chief Minister, the 
Assembly was dissolved. 

85. In Punjab, in October, 1983, the Assembly was 
suspended when Thiru Darbara Singh was 
Chief Minister. 

86. Dismissal of Sikkim Ministry in 19~4. 

87. Dismissal of Punjab Ministry in 1984. 

Introspection over the facts and circumstances 
governing the above cases gives the impression that 
extraordinary remedial or alleged curative power 
springing from the letter and spirit of Artici~s 256 
257, 365 and 356 read together was invoked, that 
such a power was not used but improperly used, since 
there had not arisen a situation preventing the Govern
ment of a State from functioning in accordance wit'h 
the provisions of the Constitution. Inter-alia Article 
256 purports to ensure States, compliance with the 
laws made by Parliament and the existing Jaws. There 
is no necessity for such an article because the laws 
made by Parliament and the existing Jaws which apply 
to the State are bound to be followed and complied 
with by the State .. This Article is totally unnecessary. 
When the Admimstrauve Reforms CommiSSIOn felt 
that , before issuing directions to a State under Article 
256 or Article 257, which ordinarily would result in 
an extreme step and which according to the Admini
strative Reforms Commission should be taken after 
exploring the possibilities of settling points of conflict 
by all other available means, the Commission itself 
was fully satisfied about the objectionable nature of 
assumption of executive power under Articles 256 



and 257 read with Articles 365 and 356. These Arti
cles, therefore, by precept and practice has the 
tyranical potential to cause serious i_nroads i~to the 
functioning of the State vested both With executive and 
legislative powers. In spite of the awareness. of the 
untility of a body like Inter-State Council which the 
propounders of the Constitution itself comprehended, 
such a Council has not been established under Article 
263 and no attempt has been made for the past 34 
years to set up such a Council_ with an Expert body 
charged with prescribed duties. The expressiOns 
such as : 

(a) as to ensure compliance with the laws made by 
Parliament and for the issue of directions as 
may he necessary for that purpose (Article 
256); 

(b) as not to impede or prejudice the excercise of 
the executive power of the Union and the 
consequential power to issue directions as may 
be necessary for that purpose (Article 257(1)); 

(c) failure to a c_omply with or I? give .e~ect to the 
directions given by the Umon raismg a pre
sumption that a circumstance ~as aris~n in 
which the State cannot be earned on m ac
cordance with the provisions of the Consti
tution (Art. 365); 

(d) the report of the Governorfor the satisfaction 
otherwise by the President for his assumption 
of all the functions of the governance of the 
State (Article 356); 

comprehend powers reserved by th~ Uni~n under 
the Constitution to have an overndmg mfluence 
over the States bringing down the theory of autonomy 
of States to a catastrophic minimum. This is so 
because, the use of such power during the three decades 
in the past have ex-necessitas demonstrably proves 
that there has been excessive or misuse of such powers 
resulting in extraordinary steps being taken and the 
edifice of State autonomy made to crumble. We 
have already expressed the view that the chain reac
tion between Articles 256 and 257, 365 and 356, which 
is in the nature of catalytic influence is bound to 
result in a fatalistic intrusion into the autonomy of 
the State. Our answers. therefore, to Questions 
4.1 to 4A put together is that Articles 256, 257, 365 
and 356 are to be deleted for the hopes of the States 
in having preserve them as reserve measure have 
become dupes and as the Administrative Reforms 
Commission itself said the assumption of governance 
by the Pr~sident (under Article 356) has not become 
exceptional feature but a normal phenomenon and 
such a drastic medicine prescribed in the Constitution 
is being administered as daily food as a matter of 
course instead of being resorted to as a last resort. 
The Government are also of the view that Articles 
357 and 360 should also be omitted. 

It may be noted that so far as the Central Govern
ment is concerned, there is no provision for President's 
Rule at the Centre. When a President who is elected 
has no power to impose President's Rule at the 
Centre and to act without the aid of the Council of 
Ministers, there is no justification for imposing Pre
sident's Rule in the States .. In the case of a provision 
must be made for the Constitutional breakdown in 

the State, democratic process of holding elections and 
installing a new Government as in the case of the 
Centre. 

4.5 The answer to this question does not arise in 
the light of the answers to Q. 4.1 to Q. 4.4. We have 
no comments to offer. 

4.6 This is an area wherein the concept of decentra
lisation of administrative functions has been given 
effect to every such attempt of dececitralisation must 
be commended. Besides, States will be in a better 
position than the Central Government in carrying 
out the works relating to such subject matters as 
census and elections. 

4. 7 First of all we have to divide all these agencies 
into two categories, namely, (I) agencies relating to 
subjects in the State List and (2) agencies relating 
to subjects in the Conc)lrrent List. . Central agencies 
relating to subjects in the State List have no cons
titutional authority to function and dictate policies 
and guidelines to the States without their consent or 
without transfer or entrustment of functiOns by the 
State to the Union Government in terms of Article 
258A. So any functioning of the Central agency 
relating to the subjects in the State List would ipso 
facto amount to any inroad into the State's autonomy. 

Parliament should not undertake legislation in 
respect of a subject in the Concurrent List except 
with the concurrence of the State Legislature. Where 
the State Legislature has not given its consent for 
such legislation by Parliament then the legislation 
made by Parliament should not apply to that State. 

But Central agencies relating to subjects in the 
Concurrent List may function with respect to con
current subjects, which are not completely occupied 
by the Union Parliament with the State's represent
ativ~s in them. Such functioning may be cons
trued as a proper· role. 

Central agencies relating to Concurrent subject 
matters which are completely occupied by the Union 
Parliament may function without State representa
tives in them because functioning of such agencies 
in the completely occupied fields cannot be construed 
as the violation of the federal principle. 

In answering to this particular question and in the 
light of constant differences and misgivings parti
cularly in the southern States, we are provoked to 
make a suggestion regardinr the reJul~tion of 
Inter-State rivers as envisaged in Entry 56 of list I 
of Schedule VII read with entry 17 of List II of 
Schedule VII to the Constitution. In recent times 
water disputes including regulation and distributio~ 
of water of Inter-State rivers have arisen, particularly 
between the State of Tamil Nadn on the one hand and 
the State of Karnataka on the other. A lot of time 
is taken in exchanging correspondence between one 
southern . State ~nd another in the matter of securing 
a fair distnbutiOn of Inter-State river waters. Not
withstanding the constitution of National Water 
Resources Co~:~ncil and the National Water Develop
ment Agency m the matter of execution of any linking 
schemes, much depends upon the co-operation of the 
concerned State Governments, Several seasonal 
problems ·arise _and_ no State is able to find an accep
table or co-ordinatJve· solution to the satisfaction of 



the problem States. In order to avoid the delay in the 
matter o~ exchange of correspondence, we suggest 
that all d1sputes relatmg to mter State Water Dispute 
sh?uld be referred to a permanent Tribunal Con
Stituted by the Supreme Court. 

. 4.8 .It is not necessary to have All India Services 
mcludmg. lAS and IPS. This Government feel that 
Of_ficers from other States should not be inducted in 
th1s State as they cannot _feel the pulse of the people. 
The~e should be two serv1ces, namely, (I) State Civil 
Serv1ce for the purpose of the State Government and 
(2) Central Service for the purpose of Federal Govern
ment. In th7 Central Service, regarding the personnel 
to b.e recrUited by the Centre, due representation 
be g1ven to the States in the offices of the Central 
Governments located in the States in the interest of 
national integration. 

4.9 The Central Reserve Police Force is raised by 
the Government of India under the provisions of the 
Central Reserve Police Force Act, I 949 (Central 
Act 66 of 1949). Regarding the deployment of CRP 
the Government suggest that deployment should be 
done only with the consent of request of the State. 
The Go~ernment have already suggested that entry 
2-A of L1st I of the Seventh Schedule to the Consti
tution should be suitably modified so that the federal 
structure should not be affected. 

4.10 Broadcasting and Television should be in
cluded in the State List. 

4.1 I In 1956, five Zonal Councils were created. 
They were created as instruments of Inter-Govern
!Denta~ consult~tion and co-operation, particularly 
m so~1ai ~conom1c fields. Consequently., their main 
funct1on IS to make recommendations on matters of 
common interest in the field of economic and social 
planning. Added to that, they have a duty to discuss 
and make recommendations with respect to border 
disputes, linguistic minorities and Inter-State Trans
port. In other words, the functions entrusted to Zonal 
Councils are such that the Councils have been endowed 
with sufficient potentialities, as opined by Durgadas 
Basu to go "a great way towards eleminating friction 
among the units which is inherent in the federal system 
as such". The Government are of the view that 
it is in the interests of all concerned that the Zonal 
Councils are to be activised so as to serve the expec
tations under the State Re-organisation Act, I 956. 
Any decision of the Zonal Council should be imple
mented by the State concerned Government of India 
should be empowered to give directions. 

4.12 It must be said at the outset that any Inter
State Council created under Article 263, as it stands 
today, will have no practical value. It must be 
remembered that Article 263 speaks about two things, 
namely, (I) enouiry into and advice upon Inter-State 
disputes, and (2) investigation, discussion and making 
recommendations uoon subjects of common interest 
between States or Union and the States. The tenor 
and language of Article 263 are such that any advice 
tendered, recommendations made and conclusions 
arrived by a Council established under it are not 
binding on any party. At best, such advices, reco'll
mendations etc., may have persuasive value. On the 
other hand, if the Council is not properly constituted, 
not only its recommendations and advice wnuld fail 
to impress the parties concerned. but it might prove 
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to be a constant irritant in the body politic of the 
country as well. So, we suggest that entire Article 
263 providing for the establishment of an Inter-State 
Council may be deleted. 

Recommendations besides the Views Already 
Expressed 

(I) In the view expressed by us earlier, Articles 
256, 257, 356, 357, 360 and 365 are to be deleted. 

(2) Article 263 should also be deleted. 

(3) Article 339(2) must be deleted because, the 
welfare of the Scheduled Tribes in any State is as 
much the concern of the State Government as that of 
the Union Government. So, there need be no direction 
to any State as to how the welfare of the Scheduled 
Tribes should be p emoted. 

. (4~ Art.icl· 344(6)must be deleted because :· ny 
d1rect10ns ISSued by the Pres1dent on such sensitive 
issues like use of Hindi language, reduction of English 
languages, etc. will offend the dignity and individuality 
of the State. 

(5) In Article 350A, the provisions relating to the 
President's direction to any State must be deleted 
because it is the duty of the State to provide adequat~ 
fa~ilities for instruction~ in the . mother-tongue at 
pnmary stage of education to chtldren belonging to 
linguistic minority groups and the State can be 
relied on to discharge this duty faithfully without 
any instruction or direction from the President. 

PART V 

FINANCIAL RELATIONS 

General Remarks 

When the Constitution was ushered in there was 
no indepth study as to the relative needs between the 
Centre and the States as regards their then present 
or future requirements or the conformity variations 
in financial resources. The same pattern which was 
conceived at the time when the Constitution was born 
was continued though with slillht modifications which 
were always in favour of the Centre. By such constant 
adherence to the financial structure, the Centre has 
acquired more or less a vested interest in themselves 
and in course of time acquired a phenomenal grip 
over the States in the matter of distribution of finances. 
Notwithstanding Article 269, the Centre for no 
sustainable reason has not exploited fully the con
templated resources under the Article and the States 
have thereby suffered by the default of the Centre. 
Though Finance Commission is a statutory body 
1mining its strength under Article 280, the Planning 
Commission which has no such statutory foundation 
but is a creature of the executive is more or less having 
the I ast word on the distribution of finances between 
the Centre and the States. It is high time that the 
confusion and duplication in the financial field between 
these two Commissions are avoided. In the name of 
uniform distribution and in order to assist the States 
to plan their own investments with unaided resources, 
the functions of the Finance Commission and the 
Planning Com'llission should be demarcated and 
harmonised. The Planning Commission excepting 



under emergent circumstances and in the name of 
national tnterest should accept the schemes formulated 
by the States for consideration by the Finance Com
mission. The following suggestion of Thiru K. Subba 
Rao, former Chief Justice of India, needs weighty 
consideration 

"It follows that the time has now come when 
a high power Finance Commission should be 
appointed to recast the financial relations between 
the Union and the State and to reallocate the finan
cial resources between the Centre and the States 
having regard to the requirements of the Union 
and the States and that steps should be taken to 
amend the Constitution on the basis of its recom
mendation." 

To quote President Nixon :-

"Let us put the money where they needs are; 
let us put the power to spend it where the people 
are; let us share out resources; let us share them 
to rescue the States and localities from the brink 
of financial crisis ..... . 

If we put more power in more places we can 
make Government more creative in more places". 

In the ultimate analysis . the Planning Commission 
also should be established under a statute and their 
recommendations should be made purely advisory 
and even so the National Development Council, 
and the Centre and the State should act without 
encroaching on each other's powers. The setting up 
of a Hi!!h Power Financial Commission appears to be 
the need of the hour so that there may be a restruc• 
turing of the financial relations resulting in the devo
lution of funds in accordance with well thought of 
schemes and plans. By way of an illustration the 
disparity in financial relations between the Union and 
the State may be brought out by referring to Article 
289 of th~ Constitution. Under Article 289(2), Parlia
ment is empowered to impose any tax in respect of 
a trade or bmi11ess of any kind carried on by, or on 
behalf of. the Government of a State. or anv operations 
connected therewith. . . . . . Notwithstanding clause 
(3) of Article 289 which again gives the power to the 
Parliament to make law to declare any trade or busi
ness as being incidental to the ordinary functions of 
Government, yet this provisions by itself create dis
crimination. The Union undoubtedly carries on 
trade and business and is concerned with many busi
ness onerations in relation thereto. But no tax is 
contemnlated over the income from such occunational 
hazards of the Union. But the States are discrimi
nated. The imposition of such tax made by a law 
made by Parliament has accented judicial recognition 
in A.I.R. 1964. S.C. 1486 at 1493. n1e course there
fore annears to be to omit Article 289(2) and (3) so 
that hoth the Union and the State can be kent at oar 
in so fa· as their occunations, narticularly in the matters 
of trade and business are concerned. 

There are three kinds of financial relation of the 
State One is through allocation of taxes that they 
coll~t here, the second the grants and the third is 
plan allocation. 

In the <li~trihution of resource~, the Centre has 
retained Custom <1uties, excise duties, other medicine, 
toilet and alcoholic preparation, Corooration tax, 
the sharing oflncome-tax and also the right to impose 

496 

a surcharge for its own purposes on Income-tax and 
thus taxes which, although allocated by the States 
are levied and collected by the UniOn. 

The main sources of revenue of the State~ are 
only Land Revenue, excise on alcoholic preparations, 
sales tax and a share of Income-tax. The relevant 
articles are Articles 268, 269. 270 and 271. A_s re
gards List I entries 82 to 86. As regards L1st II 
entries 45 to 57. 

The scheme of distribution is to give the Union 
more resources of revenue which has created a gap 
between the needs and resources of the States. 

It i, an important problem for Federal Finance 
to bridge this gap between the fi.nancec and resou~ces. 
The Constitution has three pomt scheme to bndge 
this gap --

(1) Firstly the States are entitled to share ta.xes 
viz. taxes on income other than corporate tax, Umon 
exci'se duties on some commodities. 

(2) Secondly, the States ·are assigned the ent.ire 
proceeds of certain taxes lev1ed by the .l!mon, v1.z., 
Estate duty, taxes on Railway fares, add1t1onal exc1se 
duties levied in lieu of sales tax. 

(3) Thirdly, the Constitution provides a system of 
grants in aid of revenue. · 

It is now for us to see how far the gap has been 
bridged. 

The power to impose taxes on the sale or purchase 
of goods where such sale or purchase has taken P.lace 
in the course of the inter-state trade, has been g1ven 
exclusively to Parliament - Article 269(1) (g) and 
entry 92A of List I as inserted by the Constitution 
(Sixth Amendment), Act, 1956. In the exercise of 
this power Parliament has enacted section 3 of Central 
Sales Tax Act of 1956 conferring upon the Parliament 
the power also to lay down the principles for determing 
tax on the sale or purchase of goods where such sale 
or purchase takes place in the course of inter-State 
trade or Commerce so as to be liable to the Union 
Sales Tax imposed under Article 269( I) (g). 

The experience so far in regard to the distribution 
of revenues, delimitation of powers and allocation of 
assistance for plan have been such as to cause bitter
ness. It has become an urgent necessity to eliminate 
this bitterness and evolve ways and means by promot
ing fruitful relation s between the Centre and States. 

The main argument of the State is that the State 
Government should be able to command means of 
supplying"their wants in the same way as the Central 
Government possesses the means in respect of wants 
of the Centre. A Federal Government and the State 
should be empowered with independent sources of 
income free from mutual interference and the balan
cing factors should come in only marginally so as 
to fill the gap. It is felt that the resources for raising 
funds available to the States are comparatively in 
elastic and inadequate. There are excessive denendence 
on the Centre. It is also felt that the constitutional 
division of finance is not fair to the State and in the 
distribution of taxes collected on behalf of the States 
and also in the matter of discretionary grants by the 
Union to the States, there is scope for discretionary· 



treatment The sources of raising funds for the State 
are comparatively inadequate, resulting in States 
having to depend on the Centre for grants and over
drafts. The creation of imbalance of States and the 
resources calls for an amendments of the relevant 
article of the Constitution so as to get more adequate 
resources of finance to match their developmental 
needs and aspirations. The responsibility for deve
lopment and the power of discharging it would then 
b~ m1tter matched and recourse to grant from the 
Centre would be unnecessary thus enabling the Centre 
to reserve their views to a more justifiable cases of 
contingent assistance. 

Having made provisions for federal assistance to 
the States, both as grants-in-aid and as a share of 
specified taxes the Constitution visualised the· neces
sity for a machinery independent of Union Govern
ment to determine the measure of assistance that 
should be afforded and also the principles on which 
this assistance should be made available. This machi
nery was created in the form of Finance Commission 
to be appointed by the President every five years so 
that such periodical adjustments can be made in the 
Union State Financial relationship as are needed in 
the light of the emerging situation. The Finance 
Commission is a unique experiment in the Indian 
Federal System. It has been envisaged by the framers 
of the Indian Constitution as "a quasi arbitral body 
whose function is to do justice between the Centre 
and the States". It is an authority without parallel 
in other federations. The only other body which 
bears some resemblance to it is the Commonwealth 
Grants Commission of Australia. However, there 
are significant differences between the two institutions 
as regards their status and the scope of their com
petence. The Indian Finance Commission is created 
by the Constitution and it is not a State-body. It 
sits only once in five years. On the other hand the 
Commonwealth Grants Commission was set up in 
1933 by the Commonwealth Parliament and it is a 
standing body and recommends fiscal need grants to 
the deficit states of Western Australia and Tasmania 
While in Australia, members are appointed for three 
years, in India they are appointed for nearly a year 
and after the commission has completed its assigned 
task, it becomes functus officio. Thus, there is no 
continuity in the Commission's work in India. Fur
ther, the Indian Finance Commission has larger 
functions to discharge than its Australian counterpart 
in that the former has to recommend tax sharing 
between the Union and the States as well as fiscal 
need grants to States. In addition, other questions 
of inter governmental financial relationship are also 
referred to it from time to time. The provision of 
Finance Commission is intended to ensure the States 
that the scheme of distribution will be made not by 
the Union arbitrarily but will be based on the recom
mendations of an independent Commission, which 
will assess the changing needs of the States in making 
them. 

Article 280 of the Constitution which provides for 
the constitution of the Finance Commission autho
rised Parliament to determine the qualifications 
required for appointment as members of the Com
mission the manner in which they should be selected 
and to 'prescribe the powers of the Commission for 
the performance of their functions. Accordingly, 
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the Fi,,ance Commission (Miscellaneous Provisions) 
Acts. 1951, was enacted by Parliament. Under the 
Acts. Commission is to consist of Chairman and four 
other members. As for qualifications the Chairman 
is required to he a person who has had expcri"nce of 
public affairs and its m!mbers should be persons who 
(a) are or have been, or are qualifi~d to be appointed 
as Judges of a High Court for (b) have special know
ledge of the finances and accounts of the Government 
or (c) have had wide experience in financial matters 
and in administration, or (d) have special knowledge 
of economics. 

Article 280(3) of the Constitution lays down the 
functions of the Finance Commission. The Com
mission is required to make recommendations to 
the President as to (a) the distribution between the 
Union and the States of the net proceeds of taxes 
which are to be or may be divided between them 
and the allocation between the States of the respec
tive shares of such proceeds (b) the principles which 
should govern the grants-in-aid of the revenues of 
the States out of the Consolidated Fund of India, 
and (c) any other matter referred to the Commission 
by the President in the interests of sound finance. 
Under the Constitution. the decisions on the Com
mission's recommendations with respect to income
tax is taken by the President and with respect to 
other taxes, grants-in-aid, etc., by Parliament. 

The Commission is empowered to determine its 
own procedure of business, and has been given the 
powers of a civil court in the matter of summoning 
and enforcing the attendance of witnesses, requiring 
the production of any documents and requisitioning 
any public record from any court or office. The 
Commission is also authorised to require any person 
to furnish information or such points or matters 
as in the opinion of the Commission, may be useful 
for or relevant to in the matter under its considera
tion. 

The Finance Commission can oe regarded as the 
balance wheel of the Indian Federal financial rela
tionship. The basis of transfer of funds from the 
Centre to the States has not been fixed by the Consti
tution. This has been left flexible to be adjusted 
from time to time by the Finance Commission. 
Since the Constitution came into force in 1950, eight 
such Commissions have made recommendations on 
these points. With each Commission, progressively 
the amount of central funds transferred to the States 
has been no doubt increasing. 

A few examples may be cited here of this process • 
On the eve of the appointment of the first Commis
sion, 50 per cent of the central income-tax was trans
ferred to the States. In a bid to increase the resources 
of the States, the first Commission increased the State's 
share in Central income-tax to 55 per cent., the second 
Commission increased the same to 60 per cent the 
third Commission raised this to 66.6 per cent and the 
fourth Commission enhanced it to 75 per cent. The 
fifth Commission kept it at that figure, for, it 
thought that the Central Government, being res
ponsible for the levy and collection of the income
tax should have a signficant interest in it. The eight 
Finance Commission has raised it to 85 per cent. 



The Union excises which under the Constitution 
are only optionally shareable are now shared between 
the Centre and the States. The process was initiated 
on a modest scale by the first Commission, but there
after, with each Commission the process of sharing 
the excise revenue between the Centre and the States 
has been carried further continually. The fourth 
Commission made the entire excise revenue of the 
Centre shareable with the States upto an extent of 
20 per cent. The fifth Commission maintained 
that ratio but increased the revenue flowing to the 
States from the Centre by merging the special excise 
duties in the divisible pool. As per recommenda
tions of eighth Commission, the State share has been 
increased to 45 per cent, out of which 5 per cent is 
earmarked for those States which had revenue de
ficit even after devolution. These special duties had 
hitherto been used exclusively for Central purposes. 
Sharing of central excise duties with the States has 
been quite helpful in augmenting their financial 
res.., urces for the excise duties constitute an expanding 
source of revenue in an economy which is lfast be
coming industrialised. 

It is claimed that in the area of fiscal need grants 
as well, the revenue flowing to the States have been 
increased tremendously over the year~, The first 
Commission has recommended these grants for seven 
States amounting to Rs. 50 ·5 million a year. The 
second Commission recommended these grants to 
II States and increased these to Rs. 395 million a 
year. The fifth Commission suggested fiscal-need 
grants to Andhra Pradesh. Assam, Jammu and 
Kashmir, Kerala, Mysore, Nagaland, Orissa, Rajas
than, Tamil Nadu and West Bengal to the tune of 
Rs. 637 ·85 crores over a five year period. Eighth 
Finance Commission has recommended Rs. 2 ·200 
crores as gap filling grant. 

In fixing the States. share in the divisible pool of' 
the Central funds, each Commission has sought to 
redu:e regional disparities to some extent, so that 
the resources of the poor States are strengthened. 
For example, in fixing the States, share in the divisible 
pool of income-tax revenue, greater weightage is 
given to the population factor and much less weigh
tage is given to the collection factor. The first Com
mission suggested distribution of 80 per cent on the 
basis of population and 20 per cent on the basis of 
collection. The third and fourth Commissions had 
also adopted the same principle but the second 
Commission while holding the view that the principle 
of collection was not on equitable basis for distribu
tion and should be completed abandoned in favour 
of the principle of population, nevertheless gave t<., 
collection 10 per cent weightage as against 90 per 
cent to population. This formula was approved 
by the fifth Commission as well. The Union excise 
duties among the States are divided 80 per cent on 
the basis of population and 20 per cent on variom 
criteria indicating social and economic backwardness. 
According to recommendations of eight:1 Finance 
Commission 25 p~r cent has to be distributed based 
on 1971 population, 25 per cent on inverse of per 
capita income and 50 per cent on distance of per 
c~pita income from the affiuent States. In giving 
fiscJl-need grants under Article 275, broad fiscal
needs of the States are taken into account, the mecha
nism for granting fiscal-need grants is some what 
inadequate and leaves much to be desired. 
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However in all such formulae which were computed 
by the eighth Finance Commission, the population 
as on 1971 was taken into account only in such cases 
where population occur_s as an explicit fac_tor. How
ever, in other cases hke the computation of per 
capita income where population occurs as an implicit 
factor in the denominator, the current population 
alone was taken into account. Such methodology 
militates against the very objective of adopting the 
1971 population, viz, not to penalise the States which 
have done well in the field of family planning. It 
may be emphasised that by adopting the current 
population the States which have done well in the 
field of family planning which is the national objec
tive of the highest priority have been adversely 
affected. The State Government has also been plead
ing in various forums that this trend should be reversed 
and the 1971 population should be taken into ac
count even in those items where the population 
occurs as an implicit factor. 

INo doubt the recommendations of the Finance 
Commission are accepted only by convention. In 
terms of strict law, the Commission's recommenda
tions are not binding on the President. Though 
Dr. Ambedkar was of the view that any action to be 
taken by the President he should be guided by the 
recommendations of the Fiscal Commission and 
should not act arbitrarily, in practice many of the 
recommendations were not accepted by the Union 
Government. It is, therefore, felt that the Finance 
Commission should be a permanent body with its 
own Secretariat. It should be expressly provided 
in the Constitution by an amendment that the re
commendations of the Finance Commission should 
be binding on Centre as well as States. Grants by 
the Centre to the States for plan expenditure, non
plan expenditure should be made only on the re
commendation of an independent and impartial 
body like the Finance Commission or a similar statu
tory body. 

rsesides the fiscal need grants ... the Constitution 
also makes provision for 'specific purp, s~ grants' 
which are given outside the recommendations of the 
Finance Commission, at the discretion of the Centre. 
for such activities as the Centre may want to promote 
to achieve the desired national goals. These grants 
have increased under the impact of Planning and 
have dwarfed the fiscal-need grants. Plan grants 
are made on the advice of the Planning Commission. 
A number of g-ants under Article 282 are given for 
several State activities outside the Plan programmes. 

Although the Constitution devices an elaborate 
and flexible scheme of Centre-State financial rela
tionship, yet the fact remains that there exist several 
problems in its actual working. Demands are raised 
from time to time for greater financial allocations 
by the Centre to the States. · 

Such a demand arises because of two main reasons. 
First, there is imbalance between the functions and 
resources at the State level. The imbalance has 
arisen mainly because of planning. Their tax resources 
are somewhat inelas· ic while the expenditure on the -
nation-building activities incurred by them is very 
large. Inspite of huge central aid being given every 
year by way of grants and loans, they do not find 
themselves in a position of being able to meet their 
commitments. 



Further, there exist wide disparities in various 
social services in the States and adequate steps have 
not been taken to equate them. According to the 
statistical data given in the report of the fifth Com
mission, per capita expenditure on education varied 
from as low as Rs. 4 ·98 in Bihar to as high as 
Rs .. 46 ·08 in Nagaland. The second next was Kerala 
with Rs. 21·11. Similarly, on public health while 
the per capita expenditure in Bihar was Rs. 0 ·23 
the highest was in Nagaland at Rs. 4 ·41 and next 
in Rajasthan at Rs. 4 · 29. Such examples can be 
multiplied. 

The ideas of fiscal-need grant and Finance Commis-
'1sion have been borrowed by India from Australia. 

In Australia, the task of the Commonwealth Grants 
Commission has been to equate the social services 
in the deficit States to a national average of social 
services. In India, the Finance ·Commission does 
not perform a similar task. It takes into considera
tion the present high level of expenditure in some 
States, on social services, but does not seek to equate 
with them other States with low expenditure on these 
social services. 

This approach leads to the anomalous situation 
where the States which have exhibited prudent 
financial management have been put to disadvantage 
and there is a premium on extravagant expenditures. 
Similarly, the approach of gap fiilling adopted by 
the Finance Commission does not take into accoun• 
the good efforts taken by some States in taping of 
all possible avenues of taxation and efficiently gearing 
up the tax collection machinery to ensure better col
lection. It is therefore suggested that Finance Com
mission should adopt a normative approach in 
assessing the tax receipts of all the States as well 
as to assess the revenue expenditure so as to ensure 
a minimum level of service standard for all the States 
and only then arrive at the deficit/surplus from the 
current revenue. It may also be pointed out that 
&uch a normative approach is already being adopted 
by the Finance Commission in respect of return 
from Electricity Boards and other Public Sector 
Undertakings. It may also be emphasised that 
there is a need of subjecting the expenditure and tax 
receipts of the Central Government to a similar 
scrutiny and normative approach. 

The compulsions of planning have cast a shadow 
on the smooth operation of the Centre-State fiscal 
relationship as envisaged in the Constitution. There 
has come to be an overlap of functions between the 
Planning Commission and the Finance Commission. 
The truth is that at present larger funds pass to the 
States under the Planning Commission than under 
the Finance Commission, and the Finance Commis
sion has thus been overshadowed to some extent, 
by the Planning Commission. The States are not 
very satisfied with the arrangement that the plan 
grants be recommended by the Planning Commis
sion. Their argument is that the Planning Com
mission is a body established by the Central Govern
ment through an executive order, and therefore, the 
principles governing the allocation of plan grants 
should be enunciated by a different body created by 
law of Parliament, and the Finance Commission has 
been suggested in this connection. The Administra
tive Reforms Commission in its report on Centre
State Relationships has endorsed this suggestion, 
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The Administrative Reforms Commission has re
commended that in future the Finance Commission 
might be asked to make recommendations on the 
principles which should govern the distribution of 
Plan .grants to the States, but the application of these 
prmc1ples from y~ar to year might be left to the 
Planning Commission and the Central Government. 
In order that the Finance Commission's recommenda
tions might be effectively co-ordinated with the Plans 
the Administrative Reforms Commission hns als~ 
suggested that a member of the Planning Commision 
may be appointed to the Finance Commission. An 
argument has been raised over time whether Article 
282 was designed to be merely a msiduary article or 
was it meant to be used for transfer of such larger 
funds as is being done at present for planning pur
poses. It has thus been argued that funds for planning 
purposes should also be given to the States under 
Article 275 through the Finance Commission and 
not through the Planning Commission. The bi~~est 
snag in this arragement is that the Finance Com
mission meets only once in five years and, therefore, 
the achievements of plan targets by the States can 
only be assessed by the Commission once in fivo 
years. This will leave the States free to spend the 
money as they like and on such schemes as they 
like. The whole of the planning process may thus 
go away. 

A committee of experts may be set up to consider 
the entire issues relating to the indebtedness of the 
States. A Committee may also be set up to consider 
the desirability of constituting an authority of forming 
a Development Bank on the lines of the World Bank 
to deal with cases made to the Centre by the State 
for loan. There should be a fund for each State for 
relief of distress arising out of natural calamities, 
the fuPd also be utilised for marketing measures. 
Revision of taxes, Corporation Tax, custom including 
the export duties and the tax in capital value of the 
assets in the divisible pool should be shared by the 
Centre and the States. 

Excise Duties-All excise duties and cesses, special, 
regulatory or otherwise, which are shareable at the 
option of the Union should all be made compulsorily 
divisible between the Union and the States. 

Additional duties of excise should be continued 
only with the concurrence of the States. 

Even if the additional duties of excise are abolished 
and they are replaced by the levy of sales tax by the 
States, the restrictions now imposed on the levy of 
sales tax by Sections 14 and 15 of the Central Sales 
Tax Act, 1956 (Central Act 74 of 1956) as regards 
the rate of levy and at the stage of levy should be 
totally repealed. 

The power of Parliament under clause 3 of Articlo 
286 should not be exercised except in consultation 
with the States. 

In future, no surcharge should be levied because 
it takes away income which would .otherwise come 
to the State by way of share in excess. 

Grants-Grants by the Centre to the States, both 
for plan and non-plan expenditure should be made 
on the recommendation of an indopcndeut and 
impartial body like the Finance Commission or similar 
statutory body. 



Finance Commission-It should be expressly pro
vided in the Constitution that the recommendations 
of the Finance Commission shall be binding on all 
the parties-Centre as well as the States. 

Loam and indebtedness of States-A Committee 
of experts may be set up to consider the entire issue 
relating to the indebtedness of States. 

Relief Fund-There should be a fund for each State 
for the relief of distress arising out of natural cala
mities. The fund may also be utilised to ameliora
tive measures. 

We however proceed to answer the questions seria
tim. 

5.1-lt is very well known and well established 
fact that the scheme of sharing of Financial resources 
has left the Government of India in a very domina
ting position. This has been the result of the following 
factors :-

(a)~The revenues assigned to t~e Centre are far 
more buoyant and elastic than revenues 
assigned to the States. 

(b) The market borrowings have been centralised 
and as per the provision of the Constitution 
of India, the State Government cannot raise 
any loan without the prior permission of the 
Government of India to whom they are already 
indebted. 
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TABLB I 

Hems 

(I) 

1. Tolal Revenue of Government of India 

n. Total tax Revenue 

III. Transfer to State>-Sbare in Taxes 

(a) Income Tax • 

(b) Estate Duty . 

(c) Union Excise Duly 

IV. Non-Shareable Tax Revenue (ll-lll) 
(a) Corporation Tax 

(b) Customs Duty 

(c) Other Taxes . 

A. ill-;-llxiOO 

V. Non-Tax Revenue (1-m 
VI. Transfer to State Other Transfers . 

vn. Net Non-Shareable Non-Tax Revenue 
(V-VI). 

Vm. Total-Transfer to State (Ill+ VI). 

IX. Net Non-Shareable Revenue Tax+ Non
Tax (IV+ VII) 

1969-70 

(2) 

36,89 

28,23 

6,22 

2,93 

7 

3,22 

22,01 
3,53 

4,23 

14,25 

22.04 

8,66 

5,32 

3,34 

!1,54 

25,35 

(c) In practice one may say that_ the deficit financing 
is the exclusive prerogative of the Centre. 
Such an attempt on- the part o! the ~!ate 
Government will always . result 10 an un
authorised overdraft" with consequent re
primands from the Centre-vide our comment 
on Entry 45 of List I in Legislative Relations. 

It may also be seen tha~ the: scheme _of _transfer 
of resources as envisaged m the ConstitutiOn has 
resulted in a vertical gap inasmuch as the money 
raised by the Government of India is not being 
shared with the State Government adequtaely so as 
to enable them to discharge their constitutional 
obligations. The share of State Government in the 
market borrowings has gone down to 23 per cent 
(estimated) in the _Sixth Five-Year Plan from 62.7 
per cent in the Third Plan. Similarly ~he Gover~
ment of India have mastered the techmques of cir
cumventing the award of various Finance Commis
sions. This is quite prominent in the period of the 
award of seventh Finance Commission, when the 
terms and conditions of the award had necessitated 
a transfer of tax revenue to an extent of 28. 77 per 
cent in 1980-81. However, in the subsequent years 
Government- of India followed a conscious policy 
of increasing the rate of taxation in areas which were 
not shareable with the State Government like addi
tional Income-Tax, additional excise duty ard customs, 
etc., announcing on the other hand concession in 
respect of taxes shareable with the State Govern
ment. This resulted in a situation where the shareable 
taxes came down to 25.05 per cent in 1983-84-
,;de Table I. 

1970-71 1971-72 1972-73 1973-74 1974-75 

(3) (4) (5) (6) (7) 

(RUpEES IN CROREs) 

40,97 49,72 56,45 62,46 77,82 

32,07 38,72 45,10 50,73 63,22 

7,55 9,45 10,66 11,74 12,24 

3,59 4,62 4,92 5,32 5,12 

6 8 8 II 9 

3,90 4,75 5,66 6,31 7,03 

24,52 29,27 34,44 38,99 50,98 
3,71 4,72 5,58 5,83 7,09 
5,24 6,96 8,57 9,96 13,33 

15,57 17,59 20,29 23,20 30,56 

23.55 24.41 23.64 23.15 19.36 
8,90 11,00 11,35 11,73 14,60 
5,66 8,52 9,26 9,37 10,22 

3,24 2,48 2,09 2,36 4,38 
13,22 17,96 19,93 21,11 22,46 

27,75 31,76 36,52 41,35 55,36 
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TABLE 1-contd. 

Items~ 1975-76 1976-77 1977-78 1978-79 

(I) (8) (9) (10) (II) 

I. 97.67 1,10,03 1,15,90 1,31,97 

u. 76,09 82,71 88,58 1,05,25 

Ill. 15,99 16,90 17,98 19,57 
(a) 7,34 6,52 6,75 7,07 

(b) 8 10 10 II 

(c) 8,57 10,28 11,13 12,40 

IV. 60,10 65,81 70,60 85,68 
(a) 8,62 9,84 12,21 12,51 
(b) 14,19 15,54 18,24 24,49 
(c) 37,29 40,43 40,15 48,68 

A. 21,02 20.44 20.30 18,60 

v. 21,58 27,32 27,32 26,72 

VI. 12,18 15,05 18,38 24,73 

vu. 9,40 12,27 8,94 1,99 

VIII. 28,17 31,95 36,36 44,29 

IX. 69,50 78,08 79,54 87,68 

5.2, 5.3, 5.7, 5.8 5.24, 5.25 and 5.26---Fiscal Fede
ralism in a country like India should ideally take into 
account the following factors :-

(1) Adequacy of resources for Centre and State; 

(2) Reducing the regional disparities and imba
lances; 

(3) Guarantee the Freedom of trade as enshrined 
in the Constitution; 

( 4) Ensuring the optimum utilisation of existing 
resources not only of the Government but of 
the society as a whole; and 

( 5) Ensuring the efficiency in tax administration. 

It is very difficult to have a structure of Fiscal Fede
ralism which can equally satisfy all these condi
tions. Even though such a situation would be ideal, 
such an ideal is almost impossible to achieve. In 
any practical situation a trade off has to be made 
between the divergent pulls of each of these 
factors. The circumstances which prevail at the 
time of framing of Constitution might have guided 
the founding fathers of Constitution to _arrive at the 
principles of sharing of resources which are now 
existent. But it definitely does not mean that such 
a system would continue to be the perfect an~ the 
ideal system for all times to <:Orne. Our experience 
in the past has clearly established that system has 
outlived its utility and desparately ~eeds a ~eco.nd 
look. In order to bring out these pomts we w1ll hke 
to examine briefly whether the present system has 
so far served the possible objectives for fiscal federa
lism. 

1979-80 1980-81 1981-82 1982-83 198J-S4 1984-~5 
R~vised Budgn 

Est/mat~ &timat~ 

(12) (13) (14) (IS) (16) (17) 

(RUPEI'S IN CROREs) 

1,47,46 1,66,20 1,98,49 2,27,31 2,62,10 2,94,8:! 

1,19,74 1,31,80 1,58,47 1,76,96 2,09,46 :!,29,92 

34,06 37,92 42,74 46,39 52,46 57,39 

8,65 10,02 10,17 11,32 11,72 12,25 

II 12 17 16 17 17 

25,30 27,77 32,40 J4,91 40,57 44,97 

85,68 93,88 1,15,73 1,30,57 1,57,20 1,72,53 
13,92 13,11 19,70 21,85 25,65 25,88 
29,24 34,09 43,00 51,19 48,79 66,50 
42,52 46,68 53,03 57,53 72,56 80,15 

28.45 28.77 26.93 26.22 25.05 24.96 

27,72 34,40 40,02 50,35 52,54 64,90 

20,83 26,23 27,82 .14,55 42,86 48,19 

6,89 8,17 12,20 15,80 9,78 16,81 

54,89 64,14 70,56 80,94 95,32 1,05,58 

92,57 1,02,06 1,27,93 1,46,37 66,78 1,89,34 

So far as the question of adequacy is concerned 
it is a well accepted fact that the State Governments 
are workmg in close contact with the people and they 
have been cast with the onerous responsibility of 
providing sensitive services like education, health, 
housing, maintenance of law and order, district 
administration, elf. It is an equally acceptable fact 
that the expectatiofl. of the people in these areas of 
administration has been rising much faster than in 
the areas which are the Union subjects. Without 
denying the importance of communication, defence, 
etc., it has to be reiterated that elasticity of demand 
for such services which are State subject is very high. 
In this atmosphere of rising expectation of the people, 
the States have become more and more acutely aware 
of the fact that the resources or revenue available 
to State Governments have very low income elasti
city. Therefore examined on the touch-stone of ade
quacy of resources it will be easily_ seen th~t the States 
which have been overburdened w1th functions havmg 
high income elasticity have been on the whole cons
trained by availability of resources which have v~ry 
low income elasticity. This has over the years m
creased the dependence of the State Government 
on the Centre and this unhealthy trend in the federal 
structure needs to be corrected. 

2. Another important principle for the fiscal 
policy of any f~derati_on would be to ensure the 
reduction, of regiOnal 1mbalances and promotion of 
sustained uniform and equitable growth of the States. 
With reference to our past experience it can be seen 
that the existing system for reasons that will be dealt 
with separately, bas not really served this purpose 
too w, ll. From table I it can be seen ~hat. in the 
period 1974-75 to 1980-81 the per capita mcome 



of the State as percentage of per capita income of 
the whole country remained more or less stagnant 
for a State like Tamil Nadu. On the other hand, 
the same ratio for Punjab rose from 150 per cent to 
nearly 200 per cent and for Haryana from 140 per 
cent to nearly 165 per cent. Even for a backward 
State like Uttar Pradesh ratio increased from about 
70 per cent to about 80 per cent. This is just to illus
trate that the existing system either did not have the 
potential or did not recommend sufficiently strong 
measures to carry out the function of removing the 
regional disparities. The worst sufferer in these 
cases were the middle income States which were 
allowed to languish. The States like Punjab and 
Haryana which had already reached the take off 
stage further enhanced this relative affluence. Pro
bably the system benefited some of the poorer States 
but this benefit can also be shown to be only marginal 
as can be seen in the case of Uttar Pradesh. Quite 
obviously the Finance Commission in the past have 
not taken the radical stand which could have the 
differential devolution progressive enough to cause 
an impact on the existing disparities. 

3. So far as the freedom of trade as enshrined in 
the Constitution is concerned we only have to sub
mit that it is quite possible to devolve the taxing 
powers even for all the taxes to the State Governments 
without affecting this freedom. 

4. It is very often argued that the fiscal federalism 
should not lose sight of the fact that in a vast country 
like India inter-State trade plays an extremely im
portant role in the building of the economy and that 
any fragmentary approach, which will necessarily 
result if the taxing powers in respect of many of the 
existing taxes are given to State, will essentially 
militate against optimum utilisation of resources. 
It is probably felt that in a vast*ountry like India 
where the equation of supply an'!!' demand are cris
crossing the whole length and breadth of the country, 
the optimum utilisation of resources will only be 
possible if the taxes which relate to any inter-regional 
transaction are all brought as Union subjects. We 
feel that this presumption has to be examined with 
great care and a systematic effort should be made 
to clearly specify the taxes which can be brought 
within the purview of the State Governments with
out effecting the optimum utilisation of resources 
considerably. We may also assert here that slight 
dislocation can even be sacrified on the alter of more 
efficient administration of taxes by the State Govern
ments in respect of certain heads which will be exa
mined in details subsequently. But in the meanwhile 
we will like to draw the attention to Articles 268, 
269 and 270 of the Constitution Article 268 deals 
with the duties levied by the Union but collected 
and appropriated by the States. This includes 
items such as stamp duties and duties of excise on 
medicinal and toilet preparations. It is qmte obvious 
that these duties do not form a part of inter-State 
transactions to any I arge extent. It will not be any
body's case that variation of rates, in case of making 
the States competent to levy, collect and appropriate 
this tax in respect of these is likely to effect the 
optimum utilisation of resources in any way. On the 
other hand, it will give more and more freedom to 
the State Governments to raise additional resources 
for developmental work. We do not find any 

justification in including these duties under Article 
268 and they can be straight away delegated to the 
States for levy. 

5. Article 269 deals with the taxes levied and 
collected by the Union and assigned to the States. 
We feel that the duties in respect of succession to 
property other than agricultural . land and estate 
duty in respect of other than agncultural land can 
also be delegated to the States for levy for the reason& 
cited in the preceding paragraph. Termmal taxes 
on goods or passengers carried by railway, sea or 
air, taxes on sales or purchase of newspapers and 
on advetisements published therein; taxes on sale 
or purchase of goods which takes place in the course 
of inter-State trade, etc., can all be brought under the 
purview of Article 268. 

6. So far as the efficiency of tax administration 
and collection is concerned in our view the efficiency 
is highest when the tax is administered and collected 
by the same authority which has the powers to appro
priate it. We also feel that efficiency goes down con
siderably if the tax is administered and collected 
by one authority but has to be appropriated by some 
other authority. Although it may not be easy to give · 
an irrefutable proof for such assertion, there are 
number of indicaticns which are available to point 
towards this. This tendency exhibited in the past by 
the Government of India to give various reliefs in 
respect of Income-Tax which is shared to an extent of 
90 per cent with the State Governments and at the same 
time increase the rates for additional surcharge or 
income-tax which is entirely appropriated by Govern
ment of India is an example that immediately comes 
to mind. Even if one study Table 3 put up below one 
will arrive at a similar conclusion. It may be seen 
that for a period over 1973-74 to 1981-82 the growth 
of sales tax (administered and appropriated by the 
State Government) and the customs duty (adminis
tered and appropriated by Central Government) 
have both shown a growth of over 300 per cent as 
against that excise duty which is collected by Govern
ment of India but shared with the State to an extent 
ranging from 25 per cent to 40 per cent (depending 
upon the award of the particular Finance Commis
sion) has shown a growth of 180 per cent over the 
same period as against above 300 per cent for custom. 
This is to be viewed against the background of in
creasing import substitution on the one hand and 
also the fact that the industrial development should 
have resulted in at least comparable rates of growth 
for these tow taxes. An even more obvious indica
tion is available in respect of income-tax since 
income tax has to be shared at an even higher level 
with the States. It has shown the growth of less than 
I 00 per cent. At the same time additional surcharge 
on income-tax has shown the growth of over 150 per 
cent. In the above comparisons to the extent possi
ble we have tried to compare the taxes which are 
comparables because quite admittedly the elasti
city of different taxes differs. However, taxes which 
relate to industrial production and trade are compa
rable and have therefore been compared and simi
larly the taxes which relate to income are comparable 
and have been compared with each other. From the 
foregoing discussion it may quite easily be seen that 
the efficiency of tax administration is closely related 
with the fact as to which authority is going to appro
priate the proceeds and therefore it will be in the 



interest of tax administration to progressively allow 
the State Governments to levy and administer the 
taxes which have till now been included under Arti
cle 268 and Article 269 of the Constitution. 

An alternative suggestion can possibly be made 
in this situation. Out of the eight taxes mentioned 
in Article 269, only certain taxes are levied and 
others are not levied. As a result of this, the States 
could not realise the revenues from these unlevied 
taxes. It appears that the Finance Commission it
self after making a thorough study of these taxes 
came to the conclusion that some of these taxes 
could not be levied because of administrative incon
venience, · lesser yields and present economic situa
tions. Notwithstanding the view of the Finance Com
mission, it must be admitted tha.t non-levy of some 
of these taxes mentioned in Article 269 would de
prive the States of their revenue. So the Government 
suggest that the Union Government mi'St give a s: ·bs
tantial amount to the States in /iP.U of the non-levy 
of certain taxes mentioned in Article 269. 

• 

We would also add that the Centre should exploit 
to the fullest extent those taxes which have not been 
touched upon for the purpose of better acquisition 
of ·finance and utilisation of such resources. 

While summing up it may be reiterated that even 
if the 5 cardinal principles of fiscal fedrealism are 
kept in mind it can be seen that the existing arrange
ments have not served those purposes very well and 
that there is a need for some restructuring. It can 
also be asserted that the taxes included under Arti
cle 268 can be left to the State Governmont to levy 
and administer. Certain other taxes which h: ve 
been included in Article 269 such as taxes on succes
sion of non-agricultural land and the estate duty 
in respect of non-agricultural land may all be dele
gated to the State Government for levy. These are 
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in any case being appropriated by the State Govern
ment and therefore there will be no net loss for the 
revenue of Government of IndiJ, All other taxes 
now covered under Article 269 can be brought under 
Article 26S with the exception of taxes on stock ex
changes. This will also not affect the resources of 
Government of India. So far as income-tax and addi
tional surcharge on that is concerned that can be 
brought within the purview of Article 269. It will 
also not affect the objective of correcting the regio
nal disparities. As around 85 percent of the resour
ces of Government of India come from Corporation 
taxes, customs duty and union excise duties, it is 
felt that the scheme of division of powers of taxa
tion now suggested will not adversely affect the 
financial position of the Government of India for any 
corrections that it wants in the regional imbalances. 
At the same time it will give the Stat.: Governments 
some more flexibility to raise additional resources 
and will also bring some more sources of revenue 
for the State Governments. But even as an interim 
arrangement the powers now suggested should de
finitely be given to the State Governments so as to 
enable th~m to carry out their constitutional liabi
lities more effectively. So far as sharing of other taxes 
is concerned it may be mentioned that to begin with 
Corporation Tax was also included in Income-Tax. 
The Finance Act of 1959 excluded this and caused 
perceptible shrinkage in the divisible pool to which 
the States were constitutionally entitled. The Cor
poration Tax has now become a significant source 
of Revenue and the State Governments are being 
denied their due share in this. It should, ther< r.,r 
be stressed that Corporation Tax as well as the sur
charge on Income-tax should be specifically made 
shareable with the States. 

Our suggestion is that Corporation Tnt as ll'ell 
as surchar~es on Income-Tax should be dirisihle and 
earmarked for the concerned Slate as in the case 
of Income-tax . 

TARLE l 

Per Capita Net State Domestic Product 

1>74-75 1975-76 1976-77 1977·78 1978-79 1Y79-8ll 1 ~SO·o I 
States ---- -----

(l) (2) (3) (~) (5) (oJ (7) (XI 

Haryana. 1,400 1,514 1,761 1,935 1.9~0 1.9~1 2,)J5 

Maharashtra . 1,435 1,455 1,535 1,677 I ,797 ~.021 2.,'277 

Punjab . 1,585 1.6~8 2,050 3,217 2,3S2 2,611 2,76H 

Tamil Nadu. 964 997 1,066 1,203 1,225 1,274 1,2fl9 

All India 1,006 1,024 1.-82 I, 198 1,250 I ,316 1,537 

Uttar Pradesh • 740 727 819 896 894 9(,2 1,27'2 

Bihar 796 669 716 759 791 795 S70 

Madhya Pradesh S25 790 807 951 927 877 1,177 

Ori"S3 no 834 797 912 1,045 931 1,147 
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TABLE 2 

Statement showing the Tax Receipts of Government of India and Trend of Growth 

Items 
(I) 

I. Income Tax (including Sur
charge) 

Percentage of growth 

2. Surcharge on l1h:orne Tax (Un
ion Special and Additional). 

Percentage of growth . 

). Income Tax (excluding Sur
ch"ge) 
Percentage of growth 

4. Corporation Tax 

Percentage of growth 

5. Customs Duty 

Percentage of growth 

6. Union Excise Duty 

Percentage of growth 

7. State Sales Tax..:. 
Sales Tax 

Percentage of growth 

8. Tamil Nadu's Share of Admti· 
onal Excise-

Duty in lieu of Sates Tax 

Percentage of growth 

(Rupees in Crores) 

1973-74 1974-75 1975-76 1976-77 1977-78 1978-79 1979-80 198D-81 1981-82 
(2) (3) (4) (5) (6) (7) (8) (9) (10) 

7,45.16 8,74.41 12, 14. 36 11,94.38 10,02.02 11,73.39 13,40.31 15,06.39 14,75. 5() 

17.34 38.87 (-)1.64 (-)16.10 17.50 13.83 12.39 (-) 2.05 

41.96 41.65 62.69 63.53 74.77 1,15.92 1,83. 61 1,22.42 1,07. 96 

'--v-.J '- --...,..--J '---v- _ _, '---v"-_.1 '---v---' '---..,---' '----v--J 
31.56 1.33 17.69 55.03 58.39 (-)33.32 (-)11.81 13.56 

7,03.20 
'---y- ....J 

8,26. 76 11,51. 67 I1,30. 85 9,27. 25 10,61. 47 11,56. 70 13,83. 97 13,67. 54 
\, v---' ..._._.,...__, ....___,..--.-~ '----v--1 '--v"'--J ..___.,............-~ '--y----1 

39.29 (-)1.80 (-)18.00 14.47 8.97 19.64 (-)1.18 11.57 

5,82.60 7,09.48 8,61. 70 9,84.23 12,20. 77 12,51.47 13,91.90 13,10. 79 19,69.97 
'----.,.-....J '---v-----l '----v---J '---.r---1 '----y-----1 '---r--J '-----..,..--' "--v---J 

21.77 21.45 14.21 24.03 2.51 11.22 (-)5.82 50.28 

9,96.43 13,32.90 14,19.40 15,53. 70 18,24.10 24,48. 74 29,24.16 24,09.28 43,00.46 
'- --..,--.-J '-.-..,--....J -1 '---...,..--J '--......,---' '--..,..--.-J '--..,-.-' '---.r-J 

33.76 6.48 9.46 17.40 34.24 19.41 16.59 26.13 

26,02. 13 32,30. 52 38,44. 78 42,21. 45 44,47. 51 53,41,95 60,11,09 65,00.02 74,20. 74 
'-----r---1 '----r---1 ~--.,..--' '--v--1 '---...,..--J ...___,..__, """'"'._,..--.-~ "--y--1 

24.14 19.01 9. 79 5.35 20.11 12.52 8.13 14.16 

1,32. 25 
'---yo~ 

42.16 

1,88.00 2,09.00 2,29.00 2,42.00 2,94.00 3,25.00 '4,57.00 5,44.00 
'---.r--1 '--v--' '-----v--' '---...,-J '---v-...J '----..r..J '----y....J 

11.17 9.57 5.68 21.49 10.55 40.62 19.04 

15.00 13.00 18.00 22.00 22.00 26.00 29.00 35.00 
'----v---.J '--v----1 '---.,----1 '- ...,.. _ _, ...__...,..---.._~ '----v----1 '---v---' 
(-)13. 34 38.47 22.23 18.19 II. 54 20.69 

TABLE 3 

Statement showing the Tax Receipts of Govemment of India and Trend of Growth 

Items 
(I) 

Income-tax (including Surcharge) 

Percentage of growth 

Surcharge on Income-tax (Union, 
Special and Additional) 

Percentage of growth 

Income Tax (excluding Surhorge) 

Percentage of growth 

Corporation-tax 

Percentage of growth 

Customs Duty . 

Percentage of growth 

Union Excise Duty • 

Percentage of growth 

(Rupees in Crores) 

1975-76 1976-77 1977-78 1978-79 1979-80 1980-81 1981-82 
oo m w m w oo (I~ 

1973-\'4 1974-75 
(2) (3) 

7,45.16 8,74. 41 12, 14.36 11,94. 38 10,02.02 11,73. 39 13,43. 31 15,06,39 14,75. 50 
'---..,....J '--v--' '----v-..J '----v--' L---.y-_.J '-~_) '---.,-...J ....___,....J 

17.34 38.87 (-)1.64 (-)16.10 17.50 13.83 12.39 (-)2.05 

41.96 47.65 62.69 63.53 74.77 1,15.92 1,83.61 1,22.42 1,07.96 
'----...,..-' '------...,-.-1 '----yo-' '----..,.--' ._~ '-----v--' '--y...J '---yo-1 . 
13.56 31.56 1.33 17.69 55.03 58.39 (-)33.32 {-)11.61 

7,03. 20 8,26. 76 11,51. 67 11,30. 85 9,27. 25 10,61. 47 11,56. 70 13,83.97 13,67. 54 
'--v-.J '--v-.J '--v-.J '--v-.J '--y--J '--v-.J '--v-.J '--v-.J 

17.57 39.29 (-)1.80 (-)18.00 14.47 8.97 19.64 (-)1.18 

5,82.60 8,09.48 8,61. 70 9,48.23 12,20. 77 12,51.47 13,91.90 13,10. 79 19,69.97 
'--y-.J '--v-.J '----v-.J '----v--J '----v--J '----v--J '--v-.J '--v-.J 
21.77 21.45 14.21 24.03 2.51 11.22 (-)5.82 5.28 

9,96. 43 13,32; 90 14,19.40 15,53. 70 18,24.10 24,48. 74 29,24.16 34,09.28 43,00. 36 
'--v-...J .. _J '--v-' '----v""...J '---~ ...____,._, ._~ l ...J 

33.76 6.48 9.46 17.40 34.24 19.41 16.59 26.'13 

26,02. 13 32,30. 52 38,44. 78 42,21. 45 44,47. 51 53,41. 95 60,11. 09 65,00.02 74,20. 74 
'----v--J .....__,_._J '--v-.J '--v-.J .....__,_._J .....__,_._J '--v-.J '----v--J 
24.14 19.01 9.79 5.35 20.ll 12.52 8.13 14.16 



5_.4 It. is an undisputable fact that reducing the 
re~1011_al l!llbala~ces should constitute an important 
?bJeCtlve 1n a d1verse country like India. However 
It Will ha.ve to be pointed out the even the existin~ 
power~ With ~he C:ent!e to raise resources are enough 
to ac~1eve th1s boJecttve. For the purposes of giving 
a F1lhp ~o the development efforts of the backward 
.Sta~e~ 1t IS more important to use the existing resources 
J ud1c1ally rather than that of raising fresh reso
urces . and again distributing it among various 
.State~ tn ~ manner which further aggravates the exist
~ ng d1spanties as ~as already been brought out. Here 
~~ may also be pomted out that after making devolu
tion t~ the State qo':'ernments as recommended by 
t~e Ft~ance Comm1ss1on and the Planning Commis
Sion 1f the Government of India finds itself short 
of fu.nds, deficit financing is hardly and ideal 
solutton to meet this problem. To the extent 
poss1ble, the .Gov~rnment of I~dia can try to 
meet the s1tuat10n by reducmg its outlay on 
Centrally. sponsered schemes. We may also point 
out that 1f the Government of India, does insist 
on resorting to deficit financing, then it should also 
recognise. that the c~nsequent !ncrease in Money 
Supply w1ll also lead tn substantial measure to infla
tio:~ and ~hould come forward to meet substantially 
the commitments of the State Government on increased 
number of instalments of Dearness Allowance and 
C<?St escalations especially for works coming under the 
Five-year Plan or under the upgradation grants of 
Finance Commission. 

In the absence of such an inflation linked scales 
of devolution, it may be asserted that deficit financing 
is an indirect way of diluting the award of Finance 
Commission. 

5.5 While reacting to the roles played by the 
Finance Commission and Planning Commission in 
bridging the gap between the rich and the poor States 
we would like to differentiate between the two bodies, 
Our stand has consistently been that more and more 
resources should be transferred through the Finance 
Commission which is a statutory body. The Com
mission works as a quasi judicial body and in view 
of its very nature it is more likely to raise above 
the political consideration and unhealthy regional 
chauvinism which are hitting at the roots of our 
federal democracy. In consistence with above stand, 
we advocate that the transfer of resources should be 
through the Finance Commission only. 

We would like to bring out the fact that the present 
system of transfer of resources from Centre to States 
has only widened the gap in economic status of the 
various States. The worst affected States belong to 
the middle income group, who are unfortunately 
starved of resources under the mistaken impression 
that they have already reached the stage when they 
can take care of themselves. In fact they had reached 
a stage where one 'big push' would have put them in 
the orbit of self-sustained prosperity as has happe
ned in the case of States like Maharashtra and 

65-288}87 
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Punjab. But, the system of transfer of resources 
has been so unfair to the middle income States that 
in a number of cases such States have started gradual 
descent down the path of deterioration in relation 
with other States. From the Table 'A' it may be 
seen that the per capita resources transfer for Tamil 
Nadu through Union Planning Commission has been 
only Rs. 161 for the period of 1980-85: 

TARLE 'A' 

Per Capita transfers fin-' 1980-84 

States 

{I) 

Andhra Prad•sh 

Assam 

Bihar 

Gujarat 

Haryana 

Kamataka 

Kerala 

Madhya Pradesh 

Maharashtra 

Orissa 

Pur\iab • 
Rajasthan 

Tamil Nadu 

Ullar Pradesh 

West Bengal 

(1979-84) 
Through 

VII 
Finance 

Commis-
sion 

(2) 

340 

355 

393 

• 361 

)07 

343 

361 

383 

340 

4-49 

310 

350 

)65 

375 

360 

(1981).85) 
Through. 

Union 
Plannins 
Conunis-

sion 

(3) 
(Rupees) 

20~ 

223 

225 

234 

184 

202 

243 

174 

301 

221 

24) 

161 

218 

153 

Total 

(4) 

548 

)55 

616 

586 

541 

527 

563 

626 

514 

750 

531 

593 

526 

593 

513 

However, the same per capita transfer for Maha
rashtra, Punjab and Haryana has been Rs. 174, Rs. 
221 and Rs. 234 respectively. It will clearly bring 
out the fact that the Planning Commission has not 
transferred the resources among the States in a manner 
conducive to bridging the gap between the States. 
On the contrary, we find that Finance Commission 
has been more progressive in its approach even though 
that has also not been progressive enough. The net 
result of all these is that the States which were poor 
continue to be so and the richer States are prospering 
perhaps, even at the cost of the poor. In this regard 
we would like to draw the attention to the Table 'B' 
below. It may be seen from this table that the per 
capita net State Domestic product for the country 
as a whole rose by about 50 per cent in the periou 
1974-75 to 1980-81. 
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TABLE 'B' 

Per Capita net State Domestic Product 

1974-75 1975-76 
States ---- ----
(I) (2) (3) 

Haryaoa .. • 1,408 1,514 

Maharashtra 1,435 1,455 

Punjab 1,585 1,688 

Tamil Nadu 964 997 

All-India . 1,006 1,024 

Uttar Pradesh 740 727 

Bihar 706 669 

Madhya Pradesh 825 790 

Orissa 780 834 

But for a prosperious State like Punjab, it rose in 
the same period by over 75 per cent and for Haryana 
by about 65 per cent. At the same time for a middle 
income State like Tamil Nadu it rose by only about 
30 per cent. On the other hand even for low income 
States like Uttar Pradesh and ·Orissa the rate of growth 
has been better and works QUI to abc;>ut 60 per cent 
and 45 per cent respectively. From the foregoing, it 
is quite obvious that the present system of transfer 
of resources has not worked satisfactorily. 

We are outlining below' an ·alternative scheme 
regarding transfer of resources in a more just and 
equitable manner. Broadly speaking we would 
suggest that there should be three different kinds of 
approaches to sharing of resources. There can be 
one formula for devolution of all kinds of taxes 
and there need be no differentiation on the ground 
of the sources of each of the"se taxes. · With one pro
viso that, in case, Central tax is introduced to replace 
some existing taxes, a separate formula. can be evolved 
for the distribution of this Central tax so as to protect 
the revenue which the State would have derived by 
leving the talt directly. Similarly, to meet develop
mental needs of the State Governments, there should 
be one formula and no assitance for developmental 
purposes should be given outside the purview of this 
formula. There can be one separate formula for dis
tribution of market borrowings amoung the States. 
So far as the devolution of tax is concerned it may be 
emphasised that ever zealous efforts to reduce disparities 
between various States has often resulted in a situation 
where incompetence and ineffective management 
of existing resources has been put at a premium. The 
devolution of taxes should effectively try to balance 
quite often conflicting pulls of reducing disparities 
and of encouraging efficient management. We 
suggest that together with the criterion of backward
ness it will be desirable to take into account the eff
orts taken by the State to raise fresh resources and to 
meak it best use despite constraints on natural resour
ces should also be considered. It is felt that the for
mula intended to serve this purpose should be simple 
and effective. And therefore rather than taking 
into accouut too many factors, we would like that the 
formula should be based on limited number of factors 

1976-77 1977-78 1978-79 1979-80 1980-81 

----- ----- ----- ----- ----
(6) (7) (8) (4) (5) 

1,761 1,935 1,990 1,923 2,335 

1,535 1,677 1,797 2,021 2,277 

2,050 3,217 2,382 2,611 2,768 

1,066 1,203 1,225 1,274 1,269 

1,082 1,198 1,250 1,316 1,537 

819 896 894 962 1,272 

716 759 791 795 870 

887 951 927 877 1,177 

797 912 1,046 931 1,147 

which can effectively reflect the two factors of poverty 
and States resources correctly. So far as the plan 
assistance is concerned an equitable formula will 
have to be evolved which gives 50 per cent weightage 
of population on basis that is adjusted with a overall 
growth-rate. The remaining weightage can be for 
tax effort in relation to backwardness and natural 
resources in Governments, indicators of backward
ness, etc. 

5.6 As expressed briefly already, the Planning 
Commission which is a non-statutory body has consi
derably encroached upon the duties of the Constitu
tional Commission contemplated under Article 280. 
The result appears to be that the Planning Commis
sion's recommendations on non-statutory discre
tionary grants are, on more than one occasion, with
out appropnate sanction. The National Develop
ment Council which is again a non-statutory 
body, though created for the .purposes of equitable 
distribution of finances, is unable to achieve its 
real objective. It is in this sense this Government 
recommended a High Power Finance Commission 
as envisaged in Article 280 of the Constitution with 
representatives from the Union and the States to pro
vide for the distribution of finances including taxes 
and grants to the States. In this sense the Government 
are of the view that the present working of the 
Finance and Planning Commissions are not adequate 
for the purpose. 

5.9 In paragraph 13 of Chapter I of the Memoran
dum to the Eighth Finance Commission (Volume I) 
this Government has observed "we feel that the 
Finance Commission need not confine itself to the 
non-plan revenue gap as assessed by it. It is our view 
that the interest of State will be served only if the 
Finance Commission takes an overall intergrated view 
of the whole problem of financial imbalances of the 
States in relation to the total needs. This can be done 
only if the Finance Commission considers the totality 
of the non-plan and the plan requirements." By aD 
extension of this stand it will only be logical to say 
that preferably only one organisation, that is, Finance 
Commission, should deal with all financial transfers 
(plan and non-plan). The role of the plannini 



Commission will then be confined to establishing prio
rities among the various schemes so as to make best 
possible use of the available resources. 

It has been observed that over the years Union 
Planning Comm:ssion's autonomous status has been 
eroding. 1t will not be long before U. P. C. will 
become a mere appendage to Government of India. 
On the other hand, Finance Commission has a cons
titutional origin and it can be expecetd to be more 
unbiased in discharge of its functions as stipulated 
in Constitution, rather than having any other bodies 
like U. P. C., Loan Council, Expenditure Commission, 
etc. It will be desirable to take a stand that Finance 
Commission can itself go into the entire gamut of 
distribution of resources. 

5.10. The methodology adopted by the Finance 
Commission and the short time at its disposal makes 
it very difficult for the Commission to promote 
efficiency and economy in expenditure. Even if a 
standing Finance Commission is appointed it may be 
very difficult to have light monitoring or efficiency 
audit which can help the Finance Commission to mean
ingfully promote efficiency and economy in expendi
ture. Moreover, it will Ill future lead to great inter
ference in the affairs of the State Governments and 
will probably militate against the concept of greater 
autonomy for the States. Even now a half-hearted 
efforts is made by Finance Commission to get over 
this problem by fixing certain normative returns_ for 
State Electricity Boards, Transport Corporations 
and other Public Sector undertakings and also by 
fixing certain norms for maintenance of existing 
assets. But this exercise is not taken to its logical 
conclusion and large chunk of both expenditure and 
receipts of all State Governments is not at all tested 
against any yard stick of desirable norms. For 
this part of receipt and expenditure the Finance 
Commission simply adopts the actuals of the past 
years and projects on this. This will doubtlessly 
promote a tendency forwards reckless financial 
management. It is, therefore, felt that it w1ll be more 
desirable if the Finance Commission could prescribe 
certain norms for all important items of receipts and 
expenditure. Such norms can be_ fixed on cert!lin 
relevant factors like State Domestic Product, availa
bility and exploitation of resour~es, tax . effort, 
population, literacy, etc. If that ts done, tt Will 
probably be possible to provide through the Finance 
Commission for reasonable and uniform level of 
expenditure for all the States and at the same time 
compel them to make reasonable efforts towards 
raising their own resources. 

5.11. It is true that the present mechanism of 
transfer of resources might thave created a propensity 
towards exaggerated revenue deficit forecast. . But 
the Finance Commissions are also adequately eqUtped 
to suitably moderate the forecast and bring it more in 
line with reality. 

As regards the allegation of wasteful expenditure 
it may be reiterated that the. dul¥ elected S~ate Go
vernment in its sphere of act1on ts the best Judge to 
decide what Schemes to implement for the welfare 
of its people. It will not be fair for the Centre or 
the other State Government to criticise some of the 
schemes as populist measure~. 
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At the same time we may accept the need to award 
good fiscal management. It may be emphasised that 
there should be adequate award for good tax ell'orl' 
made by resource constrained States like Tamil Nadu 
by building sufficient weightage to this factor in resou
rce transfer formula. 

5.12 and 5.13 This question has been discw•~ed 
in paragraphs 10, II, and 15 of Chapter I of the Memo
randum to the eighth Finance Commission (Volume 1). 
Broadly speaking our stand was that at least 90 per 
cent of the transfer should be by way of dev,·lution 
and only the remaining by way of grants-in-a1d. 
Another point to be kept in mind is that after devolu
tion the per capita surplus of mid<.lle income State 
should be more or less equal to that for the affiuent 
States as the middle income States will need it to meet 
special problems. 

Our stand was guided by the consideration that 
the grants-in-aid will be primarily discretionary, 
in nature and will probably give too much of latitude 
to the Central Government to favour some States. 
Therefore, this aspect needs to be emphasised again 
and if we want to restrict the grants-in-aid to the low
est possible level we will have to say that the grants
in-aid should be given only in order to fill the fiscal 
gaps if any left after devolution of taxes and duties. 

We suggest that the Revenue gap formula now 
adopted must be replaced by fiscal deficiency formula. 

Even though, it will be a little different from the 
stand which th:s Government have taken before the 
eighth Finance Commission, there is no contradiction 
iri terms. In the Memoranda, we had to take into 
account the fact of existing dichotomy between the 
Planning Commission and Finance Commission which 
precluded the Finance Commission from taking into 
account the plan expenditure while arriving at its 
formula for fiscal devolution. In the scheme of things 
that we are going to suggest, the Finance Commis
sion should be in a position to take into account not 
only the non-plan requirements but also the overall 
plan requirements of the State Governments and 
therefore it should be well within its means to bu1ld 
a formula that will take care of plan, non-plan re
quirements and any other special burden of the State 
Government. This will ensure that the Central 
Government cannot play the game of favouritism to 
any large extent. 

So far as the grants for upgradation of standards 
of administration is concerned, it will have to be done 
away with. Once the Commission is allowed to go 
into the entire gamut of plan and non-plan expend1ture 
of the State Governments, the need for making any 
special provision for , the upgradation will not be 
there. 

5.14 The views of this Government nave oeen 
expressed in paragraphs 26.1 and 27 of Chapter I of 
the Memorandum to the eighth Finance Commission 
(Volume 0 presented by this Government .. However, 
we may reiterate that Government of Indta should 
share the yield from special bearer bonds scheme 
as well as the revenue derived from raising the admi
nistered prices on items like P"troleum, coal, etc. 
We feel that it is justified on the following grounds:-

So far as the special bearer bonds are concerned 
this money in any case ought to have come to the 



Government of India as income-tax which is shareable 
with the State Governments. It is only because the 
Government of India have not been able to collect 
that revenue at the time when it should have normally 
been collected that a scheme like the special bearer 
bonds has to be devised which is nothing but regulari
sation of the black money,on which payment of income
tax was evaded. In principle this should be viewed 
as arrears of income tax and it should be made share
able with the State Governments. We would like to 
amply assert that not only special bearer bonds but 
also other bonds like Rural Reconstruction Bond, 
etc., should be made shareable with the State Govern
ments. 

In so far as the raising of administered prices is 
concerned, similar logic can be applied to that also. 
We may emphasise that there are no justifiable factors 
which prevent the Government of India from raising 
these resources by way of increase in the excise duties. 
In our view the purpose sought to be served by the 
rise in administered prices can be served equally well 
by increasing the excise duties which is subsequently 
shareable with the State Governments. Even if the 
Government of India have a fundamental objection 
to follow such a course of action it should still be 
possible for them to devise a mechanism which can 
compensate for the additional expenditure which is 
incurred by the State Government, because of the 
increase in administered prices. The sectors which 
have been worst hit by such arbitrary increases are 
Electricity Board, Transport Corporations and High
ways Department. We will like to point out that 
when the Finance Commission finalises its award 
it takes into account a certain fixed return on the in
vestments made on Electricity Boards and Transport 
corporations. However, once the cost of inputs is arbi
trarily increased by the Government of India all these 
calculatior:s are totally upset. It is just not possible 
for the State Governments which have a direct con
tact with the people to pass on the increase of the 
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TABLE I 

input cost to the consumers: In fact~in many _cases 
it is not possible to do so tn vtew o, the multtpl.er 
effect which such increase will have on prices in all 
sections of economy. In this regard we will like to 
point out that the additional commitment for the 
past 10 years to Tamil Nadu Electricity Board on 
account of revision of coal prices and furnace oil 
and fre1ght rates in the period of 1974-75 and 1983-84 
worked out to around Rs. 350 crores and we do not 
have to assert that increase of this order if passed on 
to the customer specially the farmers would have 
resulted in inflationary pressure of a high magnitude. 
Thus in the end, the St 1tes have no option but to 
absorb increased burden with their own meagre 
resources. 

Similarly, in the same period the cost of bitumen 
has gone up by 5 to 6 times resulting in additional 
commitment of the order of Rs. 60 crores to the State 
exchequer (vide Tab!~ I). The burden has to be 
borne entirely by the State Governments as the roads 
form back bone of Transport Sector which is so 
crucial to the industrial development. Price hike of 
diesel has also resulted in an additional expenditure 
of Rs. 215 crores -Vide table Il below. 

From the above it is quite obvious that, so far as 
the State Governments are concerned the additional 
burden due to increase in administered prices cannot 
be passed on to consumers and it ultimately erodes 
the meagre resourcers of the State. This, in turn, has 
an effect on the overall economy. The devolution 
of the taxes is decided by the Finance Commission 
taking into account both the tax and non-tax revenue. 
The non-tax revenue includes the contribution of the 
Electricity Board and Transport Corporations also. 
Increase in administererd prices actually reduce this 
revenue and to the extent widen the gap between the 
resources and commitment and therefore logically 
speaking this should be c:>mpensated by increasing 
the devolution in taxes. 

(Rupees in lakhs) 

Length of I. S .. D. rates ofBitumen/M.T, 

Cost of 
bitumen 
consumed 
with,ut 
admitting 
the sudden 
spurt in 

Government ----------- Average 
Year Roads cost 

in K. M. Packed Bulk 

(I) (2) (3) (4) (5) 

1974-75 29,248 615 

1975-76 31,444 1,070 

1976-77 31,906 1,070 

1977-78 32,582 1,070 

1978-79 33,331 1,070 850 960 

Bitumen 
consumejj 

required 
(approx.) 

(6) 

46,200 

48,400 

49,000 

54,00J 

54,000 

Cost of 
bitumen 

C:J:11iumed 
at !.S.D. 

rates 
(average) 

in lakhs 

(7) 

2,84·13 

5,17.88 

4,24.30 

5,35. 00 

5,18.40 

price of 
bitumen 

after 
1978-79 

(8) 

2,84.13 

5,17.88 

5,24. 30 '"' 

5,35. 00 

5,18.40 
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(I) (:!) (3) (~) (5) (61 (11 (~l 

1979-80 33,556 1,622 1,313 1,~8 adopting averJgc rJte ofR~. 960 mt. 

1980-81 33,960 2,450 2,150 2,300 60,000 8,80. 80 5,76. 00 

75,000 17,:!5,00 7.~0.~0 

1981-82 35,607 2,759 2,~2 2,611 9J,OOO 23,49. 90 S,b-1.00 

1982-83 36,264 2,851 2,329 2,590 24,86. 40 9,21. 60 

1983-84 38,607 2,851 2,329 2,590 98,000 25,38. 20 9,40. 80 

---
Total . 1.23,60.00 64,02.11 

l.tkhs (or) lakh< (ur) 
Rs. 114 crorc'i Rs. 64 crorcs 

Consequential additional commitment to State Government 

Rs. 124 crores - Rs. 64 crores = Rs. 60 crores, Say Rs. 60 crorcs over a period of 10 years. 

TABLE II 

Erosion in Resources due to Price Hikes in Dh•sel /or tire past Tcm Years 

Price in rLI;l!! p:r 
Sl. Date of Price hike litre incr~JSej 
No. 

From 

(I) (2) (3) 

I. 01-4-1974. 0.86 

2. 01-8-1975. 1. 02 

3. 01-4-1976. I. 21 

4. 01-4-1979. 1.36 

5. 17-8-1979. I. 48 

6. 08-6-1980. I. 65 

7. 13-1-1981. 2.27 

8. 11-7-1981. 2.69 

9. 15-2-1983. 3.05 
(till 31-3-1984) 

Market borrowings by the State Government: 

5.15, 5.18 and 5.20-Market borrowings have been 
playing an extremely important role in public finance 
for the past several years. However, as may be seen 
from Table I, the importance of this source of finance 
has increased considerably in the recent years. At 
the same time the character of borrowings also has 
undergone a change and the market borrowings are 
now more or less borrowings from a 'captive markets'. 

Strangle hold of the Centre on the mar!cet bnrrowiP"" 
In India wnere capital market IS not yet fully 

developed and the concept of investment banking is in 
its nascent stage the commanding position of centre. is 
too obvious as it controls most of the commercial 
banks and other financial institutions which mobilize 
public savings. In fact the whole operation of market 
borrowings is co-ordinated by Reserve Bank of lndta 

To 

(4) 

1.02 

I. 21 

I. 36 

I. 48 

I. 65 

2.27 

2.69 

3.05 

3.38 

(Rurl\:l!s in Crorc.;.) 

Increased Km. run AJJitio-
in cmt Cumula- inlakhs nal 

C.Ht i:-t p li.i.! P"r per km. tive rill next c~rcndi-
Krn. in.::r~tsej in pai'e i:1crca'le hike lUre 
--------

From To 

(5) (6) (7) (8) (9) (IU) 

25 29 4 4 4.421 1.77 

29 35 5 10 2,S57 2.86 

35 39 4 14 14,309 20.03 

39 42 3 17 2,037 3.46 

42 45 3 20 5,150 10.30 

45 63 18 JS 4,177 15.87 

63 74 II 49 3,753 18.39 

74 84 10 59 13,510 79. 71 

84 93 9 68 9,2~3 62.92 

-----
215.31 

and no market borrowings is possible without the 
permission of Central Government if borrowing 
organisation be it State Government or the financial 
institution is indebted to th! Central Government. 
As all these organisations are indebted to the Central 
Government the Reserve Bank of India floats State 
Government loans only under the direction of Govern
ment of India or the market borrowings have been 
allocated between different States by the Reserve 
Bank of India on the advise of the Planning Commis
sion and the Union Ministry of Fmance. After 
1969, if the nationalised banks subscnbe under the 
direction of Reserve Bank of lndta, the market 
borrowings are just an allocation of the deposits 
of the banks by Reserve Bank of India. It is, there
fore, a matter of little surprise that over the years 
the Government of India has been appropriating more 
and more of the total available market loans. 



Distribution of shares to the State Governments 

So far as the relative share of market bmTowings 
between the Centre and States is concerned, it may be 
seen that dunng the first plan the State share which 
was 76 per cent of the total market borrowings has 
plummetted down to 23.08 per cent as per the Sixth 
Plan estimates. There has been a corresponding 
increase in the Central's borrowings as the percentage 
of total borrowings. Not only this, it may also be 
seen from Table 2 that the total market borrowings 
have increased from Rs. 204 crores in the first plan 
to Rs. 19,500 crores in the Sixth Plan which is an 
increase of 90 times. Even if we restrict overselves 
to a restricted period of 70's the rate of growth works 
out to nearly 29 per cent per annum. As against that 
the Central Government has of late allowed an in
crease of only 10 per cent over the previous years 
permissible limit in the market borrowings of the 
State Government. Obviously, the balance rate of 
growth has been utilised by the Central Government 
for financing its plan and to some extent plan assis
tance to the States. The result of all th:s is that the 
market borrowings which were accounting for 9.15 
per cent of the Centre's plan outlay in the First Plan. 
now account to 30.67 per cent of the Plan outlay. 
As against that in respect of the States Plan outlay, 
the percentage has actually come down from 10.87 
per cent during the First Plan to 9.26 per cent during 
the Sixth Plan. A comparative statement of Plan 
outlay and market borrowing of the Centre and the 
State's may be seen at Table 3. 

Under the circumstances there is a pressing need 
to prescribe certain well established principles based 
on which the market borrowings should be shared 
equitably between the Centre and the States and 
horizontally among the States. 

Sharing between the Centre and the States 

From the foregoing it is quite obvious that the 
need for sharing the market borrowings in a more 
equitable manner can hardly be over emphasised. 
The plea to increase the share of State Governments 
may probably be countered with the argument that if 
it is complied with, it will necessarily result in the 
reduction of Central assistance and the net effect will 
be negligible. However, it may be pointed out that 
the Central assitance as a percentage to State plan 
outlay has decreased from 60.38 per cent durin~ 
Third Plan to 31.58 per cent during the Sixth Plan. 
It has also to be emphasised that in the federal 
structure which we have opted for an equitable 
distribution of market borrowings is only just, since 
the market borrowings have been used by both the 
Centre and the States for the purpose of financing 
plan. It will but be resonable that they are shared 
in proportion to the Plan outlays of the Centre and 
the State's put together. Such a sharing will give 
a similar level of support for financing the Plan to 
both the Centre and the State,. For example, if as 
in the Sixth Plan, the relative share of the Centre 
and the States are 50 per cent each, the market borro
wings may also be allocated in the same ratio. 

Similarly, the distribution amongs the State' 
must also be done on the basis of a just and equi
table principle. 
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Distribution among the States 

In the past the distribution among the States 
of the market borrowings has been done in very 
ad-hoc and arbitrary manner giving increase of 10 per 
cent over the last years level of borrowings. Thus 
the States which were unfortunately at a low level 
continue to be so and there was no attempt for 
arriving at an equitable level. . In ~act if the trend 
of per capita market borrowmgs IS seen for the 
period from 1969-79 (Table 5), 1t m!IY be seen that 
whereas for Tamil Nadu the per cap1ta market bor
rowing recorded an increase of mere 90 percent 
from 1969-79, West Bengal in the same period 
recorded an increase of nearly 600 per cent. It may 
also be seen that there are wide variation among the 
States as in I 978-79, the per capita borrowing' varied 
from Rs. 5. 78 for Uttar Prade>h to Rs. 52.80 for Naga
Iand with highly developed State.; like Haryana an~ 
Gujarat standing at Rs. 15.47 and Rs. 12.10 respecti
vely. It clearly shows that the prese~t sharing . of 
market borrowings among the States IS JUSt followmg 
the policy of aimless drift without any thrust on 
correcting the existing imbalances. The present 
system does not consistently favour the backward 
with higher market borrowings nor does it show an 
inclination on the part of Central Government to 
spare these States from the burden of high debt service 
charges, by reducing the allocation of market bor
rowings and compensating for it by way of grants. 
As observed earlier the state of affairs as on date i> 
one of aimless drift. Therefore the need of the hour 
is to formulate a just and equitable principles of di>
tribution of market borrowings. 

The President of India should liberally invoke 
his power under Article 280 (3) (c) to achieve this 
object. 

It will be worthwhile to point out that the figures 
for market borrowings as given by the Union Plan
ning Commission and ?S given by Reserve Bank of 
India do not agree. The figures given by the Reserve 
Bank of India have been reproduced in Table 6. It 
shows that whereas for Tamil Nadu market borrowings 
showed an increase of about 32 per cent between 
1973-74 to 1982-83 for the same period the increase 
for Uttar Pradesh was over 228 per cent and for 
Andhra Pradesh 276 per cent. This however, once 
again underlines the eminent need to formulate a just 
and equitable principle for distribution by the Finance 
Commission. 

We may, therefore, emphasise that while sharing 
the savings of the public as a whole and by allocating 
the marKet loans, various State Governments, the 
Government of India should go by the award of the 
Finance Commission. The Finance Commission 
in tuiure can be used to suggest an appropriate for
mula for sharing of market borrowings. The actual 
execution can continue to be co-ordinated by the 
Reserve Bank of India. There :;eems to be no need to 
set up a separate loan council for multiplicity of 
agencie~ may create a situation of their working at 
cross purposes. 



First Five-Year Plan 
(1951-56 Actuals) 

Second Five-Year Plan 
(1956-61 Actuals) 

Third Five Year Plan 
(1961-66 Actuals) 

Annual Plans 
(1966-69 Actuals) 

Fourth Five Year Plan 
(1969-74 Latest Estimate) 

Plan period 

Fifth Five Year Plan 
(1974-79 Revised Estimates) 

Annual Plan 1979-80 
(Original Plan Estimates) 

Sixth Five-Year Plan 
(1980-85 Original Estimates) 
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TABLE 

Public 
Sector 

Plan 
outlay 

1,960 

4,672 

8,577 

6,625 

16,168 

39,303 

12,601 

97,500 

TABLE 2 

Market 
borrow-
ings 

204 

756 

R23 

725 

2,788 

5,879 

2,371 

19,500 

Allocation o/ Market Borrowings between Cemre and States 

Plan period 

(l) 

First Plan (1951-56) 

Second Plan (1956-61) 

Third Plan (1961-66) 

Annual Plan (1966-69) 

Fourth Plan (1969-74) Latest Estimates • 

Fifth Plan (1974-79) (Revised Estimates). 

Annual Plan (1979-80) Ori~inal Estimates 

Sixth Plan (1980-85) Original Sixth Plan Estimates • 

Total 
market 
borrow
ings 

(2) 

204 

756 

823 

725 

2,788 

5,879 

2,371 

19,500 

Market 
borrow
ings by 
Centre 

(3) 

49 

400 

307 

384 

1,744 

3,746 

1,850 

15,000 

Centre's 
borrowings 
as percen ... 
tage of 
total mar
ket borrow
ings 

(4) 

24.08 

52.91 

37.30 

52.97 

62.55 

63.72 

78.02 

76.92 

(Ru~x~s in (foros) 

Market 
borrowings 
as per-
centnge of 
public sc..>ctor 
Plan OUIIay 

10.4S 

16.18 

9.b0 

10.94 

17.25 

14.96 

10.81 

20.00 

(Rupees in Crorcs) 

Market 
borrow
ings by 
States 

(5) 

ISS 

356 

516 

341 

1,044 

2,133 

521 

4,500 

Srate 
Market 
borrow 
ings as 
pcrcenragc 
(lf total 
market 
borrow
ings 

(6) 

76.00 

47.09 

62.70 

47.03 

37.44 

36.28 

21. 9ll 

23-08 



TABLE 3 

Plan Outlay and !Ylarket BorroH·ing· Cei/IH! and St(ltes 
(Rupees in Crores) 

Centre States 

Plan P<riod Market Market 
Plan Out- Market borrow
lay borrowings ings a~ 

percent
tage of 
Centre's 
Plan 
Outlay 

Plan Out- Market- borrow~ 

(I) 

First Plan (1951-56 Actuals) 

Second Plan (1956-61 Actuals) 

Third Plan (1961-66 Actuals). 

Annual Plan (1966-69 Actuals) 

Fourth Plan (1969-74 Latest Estimates) 

Fifth Plan (1974-79 Revised Estimates) 

Annual Plans (1979-80 Original Estimates) 

Sixth Plan (1980-85) . 

Plan pedod 

Third Plan (1961-66) 

Annual Plan (1966-69) 

Fourth Plan (1969-74) 

Fifth Plan (1974-78) 

Annual Plan (1978-79) 

Annual Plan (1978-79) 

Sixth Plan (1980-85) 

(2) (3) 

535 49 

2,590 400 

4,412 307 

3,565 384 

8,793 1,744 

20,586 3,746 

6,639 1,850 

48,900 15.000 

TABLE 4 
Celltra/ Assistance 

TABLE 5 

(4) 

9.15 

15.44 

6.96 

10.77 

19.83 

18.19 

20.87 

30.67 

lay b.JrrOW- ings as 
ings percen-

tagc of 
State's Plan 
Outlay 

(5) (6) (7) 

1,425 155 10.87 

2,082 356 17. 10 

4,165 516 12.39 

3,060 341 11.14 

7,367 1,044 14.17 

18,717 2,133 II. 40 

5,962 521 8. 74 

48,600 4,500 9.26 

Central Assistance 
r-- A. --, 

As percentage 
Total to Stat• 

Plan Outlay. 

2,515 60.38 

1,767 57.90 

3,535 47.98 

5,271 41.48 

2,885 48.01 

2,694 45.19 

(Revised 
Estimate) 

15,350 31.58 

Per Capita hfarA.et Borroll'ings of the State Govern matts clur ing 1969-79 

States 1969-70 1970-71 1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 1977-78 1978-79 

(I) (2) (3) (4) (5) (6) (7) (8) (9) (10) (II) 

!. Andhra Pradesh . 2.71 2.61 2.91 4.86 4.83 5.05 4.83 5.31 5.84 6.43 

2. Assam 5.30 4.59 4.77 5.73 7.54 7.57 7.65 9.29 9. 37 10.31 

3. Bihar. I. 50 1.22 I. 36 2.95 4. 36 4. 36 4. 38 4. 80 5.27 5.80 

4. Gujarat 10.28 6.75 7.84 7.52 8.15 9.22 9.08 10.00 11.00 12.10 

5. Haryana 11.02 8.75 8.33 10.49 II. 61 14.70 11.65 12.77 24.66 15.47 

6. Himachal Pradesh 6.06 8.66 8.62 8.65 9.51 10.40 11.43 

7. Jammu and Kashmir 4. 78 14.35 14.36 14.47 15.89 17.48 19.22 

8. Karnataka • 6.94 5.64 5.99 5.88 7. 52 7. 58 7.49 8.26 9.08 9.99 

9. Kerala 2. 37 3.97 5.36 9. 12 9.26 9.06 10.19 10.19 II. 26 12.38 



( 1) 

10. Madhya Pradesh . 

I I. Maharashtra 

12. Manipur 

13. Meghalaya . 

14. Nagaland 

15. Orissa 

16. Punjab 

17. Rajasthan 

18. Sikkim 

19. Tamil Nadu 

20. Tripura 

21. Uttar Pradesh 

22. West Bengal 

• All States (Average) 

(2) 

2.02 

7.08 

2.30 

7. 70 

2.52 

4.49 

I. 54 

I. 78 

(3) 

3.05 

5.50 

3.64 

6.95 

3. 74 

5.19 

I. 52 

4.06 

3.64 

(4) 

2.98 

6. 18 

4.68 

6.67 

3.75 

4.69 

1.98 

4.45 

3.97 
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TABl.B 5 

3.03 

7.28 

10.09 

11.00 

22.20 

3.01 

7.46 

7.98 

4.97 

2.97 

7. 93 

5.35 

(6) 

4.63 

6.30 

12.55 

11.00 

39.60 

5.80 

7.36 

8.80 

6.36 

4.34 

9.26 

6.43 

4.57 

6.3~ 

32.14 

38.80 

115. so 
5.99 

10.39 

8.84 

5.88 

10.37 

4.15 

9.28 

6. 76 

~.6~ 

6. 7! 

12.45 

20.00 

.19, 60 

5. 79 

7, 78 

9,30 

6.41 

8.62 

4,40 

9.30 

6.62 

5 10 

7. Jb 

13.82 

24.10 

43.60 

6.38 

s.~ 

9.68 

7.01 

9.50 

4. 78 

10.19 

7.21 

~iU) 

5.61 

~.10 

15. 18 

26.60 

48.00 

1.02 

8,84 

lU. 65 

7, 71 

10.44 

5.25 

II. 20 

7.94 

Notes.-Average for all States per capita market borrowings has been calculated on the basis of the 1971 population. 

Qns.5.15,5.1R,&5.20 TABLE6 

Statement showing the net m1rkf't Borrowings of the Stale Governmem during 1973·74 to 1982·8). 

(II) 

6.17 

8.90 

16.73 

29,30 

52.80 

7. 72 

9. 72 

II. 71 

8.48 

II. 50 

5. 78 

12.32 

8.73 

(Rupees in Lakhs) 

Name of the State 

(I) 

I. Andhra Pradesh 

2. Assam 

3. Bihar 

4. Gujarat 

5. Haryana 

6. Himachal Pradesh 

1. Jammu & Kashmir 

R. Karnataka 

9. Kerala 

10. Madhya Pradesh 

11. Maharashtra 

12. Manipur • 

t3. Meghalaya. 

14. Nagaland .. 

15. Orissa 

16. Punjab 

17. Rajasthan. 

t8. Sikkim 

19. Tamil Nadu 

20. Tripura 

21. Uttar Pradesh 

22. West Bengal 

66-188/87 

All States (Total) 

1973-74 

(2) 

13,03 

5,54 

11,09 

9,70 

8,04 

1,38 

2,48 

9,12 

4,97 

5,51 

13,03 

1,38 

I, II 

1,99 

6,65 

5,54 

15,55 

13,05 

29,63 

7,76 

166,61 

1974-75 1975-76 

(3) (4) 

21,04 24,41 

5,66 8,58 

14,86 15,22 

13,71 18,29 

12,36 9,39 

1,37 1,38 

2,44 2,49 

19,12 18,01 

5,91 9,14 

5,32 9,99 

15,42 27,11 

3,58 1,38 

3,88 1,10 

5,80 1,93 

7,07 14,72 

9,76 7,51 

15,65 20,76 

14,62 26,30 

1,66 1,38 

27,87 40,52 

7,92 14,93 

215,02 (a) 274,54 

1976-77 

(5) 

13,04 

5,17 

11,03 

12,17 

8,10 

1,69 

2,54 

11,71 

6,23 

4,80 

13,35 

1,66 

1,41 

2,22 

7,50 

5,28 

47,89 

13,24 

1,69 

30,09 

7,84 

178,65 

1977-78 

(6) 

13,01 

5,72 

11,05 

12,41 

9,63 

1,67 

2,48 

11,76 

8,60 

5,07 

13,25 

1,65 

2,48 

6,74 

2,92 

17,74 

13,15 

1,65 

29,28 

7,87 

178,12• 
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TABLE 6 

Statement slwwing the Net Market Borrowings of the State Govermnmt during 1973-U to 1982-83. 
(Rupees in Lakhs) 

Percentage 
of increase 

Name of the State 1978-79 1979-80 1980-81 1981-82 J 982-83 between 
1973-74 

and 
1981-82 

(7) (8) (9) (10) (II) (12) 

1. Andhra Pradesh 13,43 12,89 13,35 41,11 49,64 276.36 

2. Assam 4,53 5,48 6,22 7,76 8,24 48.74 

3. Bihar 11,13 11,21 10,53 22,15 22,83 105.86 

4. Gujarat 12,14 11,99 13,51 15,04 16,49 70.00 

s. Haryana 9,40 7,90 9,21 9,91 10,42 29.60 

6. Himachal Pradesh • 1,66 1,69 1,76 1,93 2,48 79.71 

7. Jammu & Kashmir 2,48 2,48 2,80 3,06 3,58 44.35 

8. Karnataka 13,31 12,15 13,78 14,06 17,02 86 62 

9. Kerala • 11,30 13,78 16,43 19,80 23,05 363.78 

10. Madhya Pradesh 5,63 4,83 s,so 10,12 11,25 101.97 

II. Maharashtra 13,14 13,20 13,16 14,71 16,15 23.94 

12. Manipur 1,93 2,20 2,52 3,05 3,30 139. 13 

13. Meghalaya 1,38 1,51 4,68 321.62 

14. Nagaland 2,76 3,03 3,33 4,16 4,40 121. II 

IS. Orissa 6,74 6,60 7,55 18,96 23,03 246.32 

16. Punjab • 3,49 5,63 6,13 7,02 7,40 33.57 

17. Rajasthan 17,80 17,87 19,13 53,70 38,49 147.52 

18. Sikkim • 

19. Tamil Nadu 13,22 12,91 13,89 16,46 17,19 31.72 

20. Tripura . 1,93 2,20 2,49 3,03 4,69 182.53 

21. Uttar Pradesh 31,07 29,85 30,74 77,93 97,29 228.35 

22. Wtst Bengal • 7,82 7,88 7,51 9,95 17,25 122.29 
----

All States (Total) 184,95• 187,14• 201,07* 333,90• 398,26• 97.62 

@Provisional. •Total will not add up. 
souRcE.-(!) Report on Currency and Finance Voll. II except for the year 1974-75. 

(2) Article on Finance of State Governments, 1976-77 published in R.B.I. Bulletin December 1976 for the year 1974-75. 
Qns. S.IS 5.18 & 5.20. . 

5 16 and 5.17-It may be seen from table below 
that the State Government has been paying back 
approximately 60 per cent of the loans received from 
the Government of India as repayment of loans and 
the interest on the loans from Government of India. 
In fact in certain years like 1973-74 the repayment and 
interest itself was more than the loan received during 
the year. This clearly shows that over the years 
the States have reached such a level of indebted
ness that they have to take more and more loan just 
to pay back the earlier o_nes. Ther~ are number. of 
reasons which have contnbuted to htgh degree of m
debtedness of the State Governments. They are 
reaccounted below :-

(\) The Government of India has always borrowed 
funds on more favourable terms than the terms 
on which they have been passed to the State 
Governments, 

(2) Most of these loans are intended for develop
mental activities which are non-productive in 
nature and on which the State Government 
may not expect any return. They should have 
legitimately been treated as grants and treating 
them as loan has aggravated the indebtedness 
of the State Government. 

We feel that in order to improve the situation 
in future, the loans from foreign agencies should be 
passed on to the State Governments on the terms and 
conditions on which they were obtained. Moreover 
the assistance given to the State Governments should 
be categorised into commercial and non-commercial 
purposes. Any assistance which is non-commercial 
and on which the State Governments cannot expect any 
reasonable return should be given as grant. In res
pecti of productive purposes also it will be 



worthwhile if a distinction could be made between the 
developing and backward States and if the terms of 
repayment and rate of interest were softer.._for the 
developing and the backward States. 

Q.1s. 5.16 and 5.17 TABLE I 

State GJI'ernment's Borrol!'in-ss from the Central Govt. 

(Rupees in Lakhs) 

Repay- Interest Loans a a+b 
Year ment of on received-- X 100 -X100 

loans to loans during c c 
to from the 

G.O.I. G.O.I. year 
(a) (b) (c) 

1973-74- 49,35 20,27 60,25 82 116 
1974-75. 22,21 18,51 53,42 42 77 
1975-76. 50,94 21,61 78,90 65 92 
1976-77. 31,64 23,26 99,32 32 56 
1977-78. 35,28 26,95 1,39,10 26 45 
1978-79. 43,31 32,40 1,65,34 27 46 
1979-80. 34,53 26,18 1,26,28 28 48 
1980-81 • 40,17 55,57 1,54,50 26 62 
1981-82. 47,57 49,78 1,54,62 31 63 
1982-83. 54,85 57,04 1,75,57 32 64 
1983-84. 86,46 65,80 2,08,59 42 73 
(Provisi-
ona1) Revised 
Estimates 

1984-85. 74,85 63,16 1,92,06 39 72 
(Provisi-
onal) Budget 
Estimates 

NoTE- (i) Loan does not include ways and means advances. 
(ii) Interest includes interest on ways and means advances. 

TABLE II 

State Gover;zment's Borrowings from the Central Govt. 

(Rupees in Lukh,) 

Year 

1973-74 

1974-75 

1975-76 

1976-77 

1977-78 

1978-79 

1979-80 

1980-81 

1981-82 

1982-83 

(I) 

1983-84 (Revised 
Estimates) 

1984-85 (Budget 
Estimates) 

Net 
Loan 

(2) 

)0,90 

31,21 

27,96 

67,68 

1,0.1,82 

1,22,03 

91.75 

1,14,41 

1,07,05 

1,20,72 

1,22,13 

1,17,21 

Revenue 
receipt 
of the 
Tamil 
Nadu 

(3) 

4,86,30 

5,20,29 

5,63,36 

6,28,98 

6,82,05 

8,01,48 

9,44,85 

12,79,96 

14,41,55 

16,78,02 

18,92,86 

20,65,43 

Revenue 
surplus; 
of the 
Tamil 

Nadu 

(4) 

13.67 

(-) 8,07 

5,44 

61 

(-) 24,07 

47,97 

95,30 

1,27,71 

81,66 

1,01,94 

24,53 

1,19,05 
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Per capita Per capita Repayment x 100 
net Joan Revenue 

Ro..-c1pts Revenue Revenue 
Receipts Surplus 

(5) (6) (7) (8) 

2.65 118.04 11 361 
7.58 126.29 5 (-)276 
6.79 136.74 9 937 

16.43 152.67 5 5,187 
25.20 165.55 6 (-)147 
29.62 194.54 6 91 
22.27 229.34 4 37 
23.69 265.01 4 32 
22.17 298.46 4 59 
25. 00 347.42 4 54 
25.29 391.90 5 368 
24.27 427.63 4 63 

Population of Tamil Nadu : 1971 Census-412 lakhs. 
1981 Census--483 lakhs. 

5.19 In the recent years Government of India have 
progressively liberalised their policy of availing 
foreign credit. Loans have therefore been secured 
from international agencies as well as other foreign 
Governments to finance developmental expenditure 
of the State Government on specific projects. The 
external debt outstanding in 1984-85 is about Rs. 
17,000 crores excluding I. M. F. loan and about 
Rs. 21,000 crores including J.M.F. loan. However, 
the system of raising foreign credit has been so desi
gned as to work to the detriment of the State Govern
ments l'is-a-••is the Government of India. Although it is 
understandable that the loans raised through foreign 
agencies are all routed through Government of India 
who have to co-ordinate keeping in view the balance 
of payment position. Still there seems to be no 
justification for the Government of India to obtain 
the loan from foreign agencies on soft terms and then 
pass it on to the State Governments on extremely 
stringent conditions of repayment and on relatively 
higher rates of interests. 

It has been shown elsewhere that the debt burden 
of the State Government has already been strangling 
the meagre resources of the State Government and 
there is an imptrative need to provide some relief 
from the excessive debt burden. It has also been 
shown that for Tamil Nadu the repayment of loans 
and interest works out to around 70 per cent of the 
loans received in a particular year. In a situation like 
this, there seems to be a genuine need for Government 
of India to provide even its own loans to the State 
Governments at much softer terms for repayment and 
definitely there would be no justification for the 
Government of India to modify the terms of the loan~ 
received from foreign agencies so as to further worsen 
the financial position of the State Governments al
ready hard pressed for resources. 

In this connection, we would like to draw the 
attention to the Table 'A' below which sets forth 
the position excluding the I. M. F. loan. 



Countries/Institutions 

(I) 

Franoe 
West Germany 
Japan 
Holland 
Britain 
America 
I.D.A. 
World Bank (IBRD) • 
Kuwait 
Saudi Arabia 
United Arab 
Russia 
I.M.F. Trust Fund 
Othets 

TABLE A 

Interest 
on 

External 
debt 

(2) 

16.00 
25.55 
45.82 
II. 57 
3.45 

69.82 
69.97 

1,35.38 
5.63 

14.02 
I. 51 

10.46 
3.06 
5.81 

4,08.05 

(Rupees in Crores) 

Out
standing 

loan 

(3) 

3.31 
15.06 
11.19 
5.81 
5.96 

30.72 
67.26 
9.64 
.93 
.84 
.17 

3.15 
5.75 

1,70 00 

Average 
rate 

of 
interest 

(4) 

4.8 
1.7 
4.2 
1.9 
0;6 
2.2 
1.0 

14.0 
6.0 
.8 

3.3 
0.5 

2.4 
(Approximately) 

It may be seen that the rate of interest for loans 
taken from various external sources varies from 
0.5 per cent to 14 per cent. The average rate of 
interest will work out to only 2.4 percent which 
the Government of India is paying to their external 
creditor. On the other hand, they have been passing 
on this credit to the State Governments on much more 
exacting terms and conditions. Most of this assis
tance is passed on as a part of the State Plan assis
tance on the same terms and conditions, for which 
the State Government have to pay 7 per cent as the 
rate of interest. 

In this connection, we would like to bring out 
the extent to which the Government of India have 
modified the terms and conditions to the detriment of 
the State Governments with reference to a few exam
ples. It may be seen from the table 'B' below that 
for Training and Visits Scheme which was assisted 
by the world Bank for improving the agricultural 
production, the Government of India had obtained 
loan at the rate of 3/4 per cent but the loan was sub
sequently passed on to the State Government at the 
rate of 5-1/2 per cent. · 

TABLE B 

Assistance of External 
Agency 

Project 
Loan Grant" 

(I) (2) (3) 

1. M.H.D.P. 100 
(I.D.A.) Per cent 

2. T.N.N.P. Ltd. 100 
(World Bank per cent 
I.B.R.D.) 

3. Training and 100 
visit System per cent 
(World Bank) 

Average percentage 

Rate of 
Interest 

(4) 

3/4 
Per cent 
10.08 per cent 

(It varies) 

3/4 
per cent (Interest 

charges) 

3.86% 
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Assistance to the 
State Schemes 

La on~ Grant 

(5) (6) 

70 30 
per cent per cent 

100 
per cent 

100 
per cent 

Table B-Contd. 

Rate of 
Interest 

(7) 

5l~l'E 
per cent 

14 
per cent 

5i Ill !1' 
per cent 

8.33% 

Internal 
Burden 

(8) 

4i 
per cent 

3.92 
per cent 

4! 
per cent 

3.86% 

Similarly on the commercial side, for a State Public 
Sector Enterprises, viz., Tamii),Nadu Newsprint Papers 
Limited, the Government of India obtained loan from 
World Bank at the rate of 10.08 per cent on an average, 
but passed it on to the State Government though at 
the rate of interest of 14 per cent. Not only this, 
the Swedish International Agency has given full 
grants to the Government of India for implementing 
Social Forestry Schemes. But the Government of 
India have converted this grant into 70 per cent loan 
and 30 per cent grant while passing it <;>n to the State 
Government and they have charged rate of interest 
of 7 per cent of or this. 

In the light of the above we would like to recom
mend that even though the Government of India can 
continue to co-ordinate the borrowings from the 
external agencies as it is closely linked with the 
foreign exchange availability and the balance of 
payment position, the Government of India will pass 
on the entire loan on the same terms and conditions 
on which they are obtained from the external agency to 
the State Governments after deducting a notional 
amount of 1.0 per cent as Service charges. This, in 
our view, will not only be just but will also go a 
long way towards improving the position of the heavily 
indebted State Governments. 

5.21-It should be emphasised that availing of 
large overdrafts by the State Governments can be 
directly attributed to the weakness in the system of 
devolution that obtains at present. The award of 
Finance Commission did not take into account the 
additional instalments of Dearness Allowance which 
had to be sanctioned to the Government employees. 
Similarly, while working out the resources of the 
State Government, the additional commitment due to 
the enhanced subsidy to Electricity Board and 
Transport Corporations which becomes payable due to 
increase in administered prices imposed by Govern
ment of India during the award period is also not 
taken into account. Similarly while finalising the plan 
outlay and State Plan assistance, sufficient margin 
for cost escalation is not provided. These are the 
factors which are primarily responsible for the 
continued overdrafts of the State Governments. A 
remedy for this has already been suggested in the 
answer to the Question No. 5.14. 

5.22--We may reiterate that the taxes assigned to 
the State Government are not as buoyand elastic 
as the taxes assigned to the Centre. In fact there 



is only one tax(Sales tax) which gives the State Govern
ment some scope for manoeuvring additional resour
ces. Being the only income-alastic source of 
taxation, it has already been exploited to the fullest 
possible extent. It may be relevant to point out 
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TABLE 

that in tbe period from 1973-74 to 1981-82 the in
crease in sales tax (Tamil Nadu) is 311.34 per cent 
as against only 185.18 for excise duty. This may 
amply prove that a gen< ralisation as made in Ques
tion No. 5.22 is neither fair nor appropriate (Tab!.:). 

(Rupees in Crorc.'l 

Items 
(I) 

1973-74 1974-75 1975-76 1976-77 1977-78 19n-79 1979-so 198•'-81 
(2) (J) (4) (5) (6) (7) (8) (9) 

Union Excise Duty 

Percentage of growth 

2,602. 13 3,230. 52 3,844. 78 4,221. 45 4,447. 51 5,341. 95 6,011. 09 6,500. 02 7,420. 74 
"---..,-......J '-___,....J '---.,--J "-.-.r.-J '--v-.....J '---y-1 .._~ '----r..J 

24.14 19.01 9 79 5.35 20.11 12.52 8.13 14.16 

State Sales Tax :

Sales Tax . 132.25 188.00 209.00 229.00 242.00 294.00 325.00 457.00 544.00 
'--v~ '- v.....J '- v.....J '-~ "--v.....J '--v.....J ~ '-~ 

Percentage of growth; . 42.16 11.17 9.57 5.68 21.49 10.55 40.55 19.04 

5.23-The view of the State Government on this 
subject is given in para 25 and 26.1 of Chapter I of 
Volume I in the Memorandum to the eighth Finance 
Commission. We agree that there is a substantial 
leakage of Central taxes and also that the return on 
the capital investment which has been made is meagre. 
The Central Government may probably be in the best 
position to decide the measures to be taken to rectify 
this situation. 

However, it may be emphasised that the Finance 
Commission while working out the resources of the 
Centre should take into account a minimum accep
tables return on capital investment and collection of 
arrears as is done in the resource forecast of the 
State Governments. 

5.26--This is covered in para I, 2.1, 2. 2, 3 and 4 of 
Chapter V of Volume I of the Memorandum to the 
eighth Finance Commission. The table below shows 
that the Collection from Railway fares has become 
more than three fold in a period of eleven years. It is, 
therefore, only reasonable that the State Governments 
should be proportionately compensated by the Finance 
Commission by taking into account the increase in 
passenger fares collections. 

TABLE 

Earnings from Passengers Carried for Indian 
Railways. 

(All India figures) 
(Rupees in Lakhs) 

Non-
Year Suburban Suburban Total 

(!) (2) (3) (4) 

1969-70 28,65 2,50,21 2,78,86 

1970-71 29,94 2,65,55 2,95,49 

1971-72 32,14 2,87,99 3,20,13 

1972-73 35,67 3,08,14 3,20,13 

1973-74 38,73 3,28,42 3,67,15 

1974-75 41,50 3,71,05 4,12,55 

1975-76 50,53 4,63,59 5,14,12 

1976-77 (R.E.) N.A. N.A. 5,72,19 

1977-78 61,92 5,59,73 6,21,65 

T ABLE-COIII :1 

2 .1 4 

1978-79 66,80 6,05,97 6.71,77 
1979-80 78,31 6,60,50 7.3~.82 

1980-81 9J,52 7,.16,95 8,27,47 

1981-82 (B. E.) N.A. N.A. 9,31,75 
1982-83 (B. E.) N.A. N.A. 11,94,19 

N.A.-Denotes "Not Available". 

5.27-We have no to offer remarks on this question 

5.28-The views of this Government have been 
explained in detail in paragraphs 5, 9, 10, II and 13 
of Chapter X of Vol. I of the Memorandum to the 
eight Finance Commission. These recommendations 
are exhaustive and may be retained as such. Only 
one additional point which may probably be high
lighted is that normally the Government of India 
not only fixes on over all ceiling for expenditure on 
relief but even allocates it to various sectors within 
this total ceiling. This allocation is not only unneces
sary but also harmful. In the first place the State 
Governments which are in close touch with the people 
are best judge of making these allocations depending 
upon the actual requirements. Secondly the visit of 
the Central team normally takes place months after 
the outbreak of the calamity and if the State Govern
ment waits for the allocation made by the Central 
team the very purposes of relief will often be de
feated because of the delay. Therefore, we may re
commend that once the Government of India has 
assessed the ceiling of assistance of eligible items it 
may leave the inter-se distribution of this money to 
various sectors with the State Governments. Of 
course, the Government of India can still make sure 
that the expenditure is incurred only on eligible items 
but limits of expenditure on each ehgrble rtems should 
be removed. 

5.29-The State Government may probably lake 
a stand that all the transfers of resources should be 
routed through only one body that is Finance Com
mission, so that the problems can be viewed in the 
over all perspective and an integrated approach is 
evolved. 



5.30 We cannot agree to the suggestion made in 
this question. The State Government has a well 
defined role to play under the_ Constitution and has 
also been assigned well defined resources to , carry 
out these responsibilities. The Centre cannot encroach 
on the sphere of State activity by using the argument 
that all funds flow from the public and have to be 
spent with an intention to benefit them and therefore 
it is immaterial as to who does it. ' 

5.31 The views of this Government have been 
explained in paragraphs 22, 23, 24 of Chapter I of 
Vol. I of the Memorandum to the eighth Finance 
Commission. 

5.32 to 5.38 These buestions deal with the scope 
of the scrutiny that can be exercised by Comptroller 
and Auditor-General, the Public Accounts Committee, 
Estimates Committee, etc. In this regard it may be 
held that the existing procedure adequately empowers 
the Accountant-General to scrutinise the accounts 
of the State Governments and give a comprehensive 
report to be placed before the Legislature. Even points 
which have not been adequately covered by him are 
subsequently probed into much greater detail by 
Public Accounts Committee and Public Undertaking 
Committee. As such the existing procedure is enough 
to ensure that the public money is spent properly 
and according to the overall scope allowed to the 
executive by the representatives of the people. So 
far as the question of appointing an Expenditure 
Commission is concerned it should be generally 
opposed as the propriety of an expenditure is already 
gone into in detail by the Committees of Legislature, 
after taking into consideration. the recommendations 
of Comptroller and Auditor-General. Moreover if 
an Expenditure Commission is appointed for the 
purpose of assessing the propriety of the expenditure 
incurred by the Union and the States it is very likely 
that over the years such a Commission may become 
unduly influenced by the Centre as has happened in 
the case of Planning Commission and the practical 
implementation of this scheme may militate against 
the federal structure of our Constitution. 

5.39 It is our stand that to the extent possible 
the Central Government should try to phase out 
Centrally-Sponsored Schemes and withdraw com
pletely from the areas which had been specifically 
assigned to the States under the Constitution. It 
is an acknowledged fact that the State Governments 
come in much closer contact with the people and 
can be the best judge of their requirements. Therefore, 
even for the existing schemes there seems to be no 
justification for the Government of India, to insist 
upon the advance clearances of the plans of action 
formulated by the States, by the Administrative Minis
try concerned at the Centre. Such stipulation not 
only causes delay but is an avoidable irritant and 
source of friction. The State Government who are 
closer to the people and answerable to them should be 
considered to be capable of formulating their own 
scheme within the broad outlines and implementing 
them. 

PART VI 
ECONOMIC AND SOCIAL PLANNING 

The title "Economic and Social Planning" and the 
inclusion of this subject as Entry 20 in List III Con
current List by itself affords a ready indicia that such 

sis 
economic and social planning is intended to high
light the necessity and the needs of both the Centre 
and the States. As on date, the Planning Commission 
as well as the National Development Council are 
functioning under due resolutions passed by the 
centre. Both the Planning Commission as well as 
the National Development Council are functioning 
as recommendatory bodies without a statutory founda
tion and recognition unlike the Finance Commission 
postulated in Article 280. Though the National Deve
lopment Council by its very nomenclature is bound 
to be national in its character yet, it is seen that 
the National Development Council has become a 
forum for States to press their claims for special 
projects rather than discussion on national issues. 
Its status has been considerably reduced and it is 
acting merely as a council to viceforth its views 
but not to secure its objectives. Statesmen and 
Economists have expressed in uncanny terms that 
both the bodies are functioning as quasi-political 
bodies and Justice Subba Rao has rightly characte
rised them as working as a "super cabinet" integrated 
in all respects with the Central Cabinet. In fact the 
working of the Planning Commission which is at 
the apex has rightly been styled as a single mono
lithic chunk controlled by the Centre although 
operated in respect of concurrent and state subjects 
in the State. In the nature of things, therefore, the 
will of the Centre in the matter of the formulation 
and execution of Plans is demonstrably visible when 
the non-statutory discretionary grants under Article 
282 are taken into computation. On the basis of the 
recommendation of the National Development 
Council and the Planning Commission, the States 
are expected to receive discretionary bounty by way 
of block grants and loans but they are not even 
measured by the depth and weight of the requirements 
of specific schemes postulated and formulated by the 
States. . 

If the Planning Commission is placed on an 
independent footing and as also the contemporaneous 
right to consult both the Union and the States simul
taneously, for social and economic planning, then 
the mttant comment that the States' autonomy 
m the matter of secunng financial resources for 
its advancement is being stemmed, by the Union, 
could be avOided. Such collective and co-operative 
endeavours. not only m the matter of planning for 
State's proJects but also for national projects should 
be thought of and the Planning Commission in con
junction with the N.ational Development Council 
should centnfuge thetr attention in such a way as 
to ensure equitable distribution of the finances of 
the country, both for the Union and the States in 
accordance with the requirements and wishes of the 
people at large. The Centre's interferences is felt 
in. working out major projects. In juxta-position to 
thts, the Centre whtle dealing with similar recom
mendations of the National Development Council 
~s regards Central schemes, the State's views and 
mvolyement m such schemes are at the lowest ebb 
notwtthstandmg the fact that the State concerned is 
the primary architect to implement such schemes in 
their respective States. 

Apart from t~e. imminent necessity to place the 
P!annmg Co':Tlmtsston on a statutory basis, the Plan
mng Commtsston should bear in mind the vast 



~imensions of India with different attitudes, ideologies, 
Intellectual physical and spiritual standards and should, 
reconcile its activities in snch a way that it avoids 
unitary and centralised plans but wooes democratic 
plans which are at once useful to both the Centre 
and the States. As pointed out by Justice Subba Rao, 
the planning should be "democratic planning and 
should not cause the springs of personal initiative 
to dry up as a result of over centralisation and bureau
cratization. Planning should not be understood as 
an exercise for a five year period but it requires a 
continual watch on current or incipient trends" and 
re-orientation of such plans whenever necessary 
even within the five year period should be undertaken 
and adjusted in the light of new requirements and 
new demands. 

Again the Industries (Development and Regulation) 
Act )951 read with Entry 52 of the Union List has 
caused visible misgivings and it is in this perspective we 
have suggested while dealing with Part II (Legislative 
Relations) certain modifications in Entry 52. In the 
background of the above !introductory remarks, 
this Government are answering the questions under 
this part. 

6.1-Entry 20 in the Concurrent List of the Seventh 
Schedule is really an eye-opener to the planners as 
to the modalities to be adopted chartering economic 
and social planning both for Union and State pur
poses. The entry being in the Concurrent List ac
centuates upon the concept that neither Parliament 
may sweep the State Legislative field aside in the 
process of making Jaw with respect to economic and 
social planning nor the State Legislature may try 
to overtake the Union legislative field while making 
Jaw with respect to economic ancl Sf cial plan
ning. It is in this sense that this provision is to be 
accepted as the basis for co-ordinated action between 
the Centre and the State whether they relate to plan
ning, pursuing and implementing economic and social 
programmes in their respective fields of activity. As 
was pointed out in our introductory remarks above, 
the Planning Commission is having a garb of a super 
Cabinet or is viewed as a single monolithic chunk 
controlled by the Centre. Rightly, therefore, the 
Administrative Reforms Commission Study Team 
conducted by experts have noted the three short
comings in planning relationship which are set out 
in the quesHon itself and needs no repetition. The 
poser however is as to what remedial measures and 
procedural changes are necessary to remove or at any 
rate to minimise the shortcomings listed by A.R.C. 
Study Team for the purpose of remedying the existing 
defects we make the following suggestions .-

(I) The Union Parliament must make law with 
respect to Entry 20 of the Concurrent List to 
create a Central Board of Planning. It must 
define its Constitution, Functions, and 
Powers clearly. It also must clearly specify 
that the Central Board of Planning must 
concern itself in assessing the availability of 
the Central resources listing out Central 
schemes relating to Union subject matters, 
territorial and sectoral allocation of the 
schemes, priorities implementing such schemes, 
etc. 
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(2) The State Legislature must pass separate Legis
lation for the purpose of creating a State 
Board of Plannmg. Such State legislation 
must lay down the constitution of the Board, 
its powers and functions. It also must state 
clearly that the State Planning Boards shall 
concern itself with the availability of the State 
resources, State schemes pertaining to the 
State subject matters. the territonal and sec
toral allocation of such schemes. priorities to 
be fixed among them. etc. 

(3) The plans so prepared by the Central Board 
of Planning and the State Boards • ,f Planning 
must be submitted to the National Develop
ment Council for consideration. The National 
Development Council must appoint an Expert 
Advisory Committee, consisting of eminent 
Economists. Scientists. Management Experts, 
Sociologists and Engineers. This Committee 
must give its Expert advice within a stipulated 
period regarding the schemes of plans sug
gested by the Central Board of Planning and 
State Boards of Planning stating clearly the 
priorities in each group sectorwisc nnd terri
torial-wise allocations, resource needs, time 
factor, etc. The Committee also must recom
mend wherever possible the dove-tailing of 
schemes suggested by the Central Board and 
State Boards of Planning. By such induction 
of a Standing Committee as a buffer between 
the National Development Council and the 
Planning Commission. a meaningful economic 
and social planning for the country both 
at the Central level and at the State level 
could be undertaken so that the approach and 
perspective may not only meet the national 
needs but would also ensure the processing of 
State's development programmes and priorities 
and in the ultimate analysis, there should be 
proper adequate allocations of resources bet
ween the Union and the States. 

( 4) The Report of the Advisory Committee must 
be placed before the N.D.C. for its approval. 
Once it is approved, the Central schemes are 
implemented by the Central Government either 
directly or through the State Governments 
by giving block grant or schemelinked grants. 
It also must specify very clearly, which of 
them will be centrally administered schemes 
and which will be hlock grant schemes or 
grant-linked schemes. The State schemes must 
be administered by the States. But, if there is 
any deficit in resources, it must be met by the 
Central grants prescribed by the Finance 
Commission. 

If the above mentioned steps are taken, they 
may go a long way to remedy the existing malady 
in the planning relationship between the Centre and 
the States and minimise the shortcomings listed by 
the A.R.C. Study Team. 

6.2.-In our answer to Question 6.1, we have 
implicitly accepted the continuance of the National 
Development Council but it should he governed by 
law made by Parliament. So, there is no difficulty 
on our part to accept the suggestion that a National 
Development Council consisting of all the Chief 



Ministers of the States presided over by the Prime 
Mtmster and experts of various fields as members 
~hould be set up on a statutory basis. ' 

As far as the second aspect of the question is · 
~oncerned,the non-statutory body, namely the Plann
mg Commtsswn must be dispensed with as by setting 
up the Nattonal Development Council as recom
mended by us, any exercise whatever nature under
taken by the Planning Commission which is the 
child of executive discretion, would ~ot only be un
necessary but tt wtll certamly be a futile exercise. Thus, 
the Planmng Commission should be substituted by 
tw~ concurrent bodies firmly placed on a statutory 

l basts, namely the Central Board of Planning and 
the State Boards of Planning. Before the National 
Development Council approves all the plans either 
at the Central level or at the State level it should in 
turn get the advice of an Expert Ad~isory Com
mittee for an mdepth study into the various details 
connected with such schemes. Such recommendations 
by the Expert Advisory Committee must be discussed 
and finally. their approval should be secured as pro
VIded for m the law constituting such a Council. 
We are of the view that if the plans for the benefit 
of both Centre and States are channelised considered 
and ultimately approved by the Nation~! Develop
ment Council, then such approved plans should be 
implemented independently by the Centre and States 
accordingly. Subject to the constitution of the Natio
nal Development Council as proposed by us and the 
methodology to be adopted by them to give their 
seal and approval to a Central or State plan, we agree' 
wtth the proposal made in the question. 

6.3 Since we are of the opinion that the non
statutory Planning Commission, should be given up 
the questton of continuing it with some changes 
does not arise. In its place, statutory bodies, as 
suggested m our answer to Question 6.1., must be 
~reated. ~uch a change .will be a great step forward 
m creatmg a harmomous planning relationship 
between the Centre and the States. 

6.4 The three suggestions have to be considered 
if we a!lree to the continuance of the present Planning 
Commtsswn. Smce we are not for the continuance 
of the present Planning Commission, there is hardly 
any necesstty to express our views on these three 
su!'gestio.ns. How ever, if the present Planning Com
mtsswn IS contmued, we would say that the second 
suggest.ion re~arding the composition of the Planning 
Commtsston IS m?re reasonable. That is to say, it 
would be better tf the Planning Commission is so 
constituted as to make it a high-grade advisory 
body of economists, technologists and management 
experts. Without being tied to the chariot whed of 
the sponsoring Central Government the Planning 
Commission should make an indepth better results 
and better planning relationship between the Centre 
and the States if such an expert body functions in 
an independent manner without being influenced 'by 
the political upheavals. · 

6.5 If the Planning Commission were to continue 
then we would agree with the suggestion that it 
sho';lld be made an autonomous body under the 
NatiOnal Development Council. In the law, which this 
Government envisage should govern the Constitution 
functioning and powers of the National Deve
lopment Council, a separate chapter can be provided 
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for the creation, functioning and powers of the Plan• 
ning Commission as an autonomous body with ad
visory jurisdiction over the subject matters with 
which it is charged to consider. But it is difficult to 
agree with the view that the Planning Commission 
must be given such functions as over-seeing planning, 
investment and decision-making at the National 
level. It can at best be an advisory body and not a 
supervisory body. Final decision on schemes of 
planning must lie with the National Development 
Council and power to implement the plan schemes 
must vest with the Central and State Governments. 

6.6 Subject to our earlier view on the continuance 
of the Planning Commission and in the alternative 
for a re-orientation of its status, we find it difficult 
to agree with the view that there is a need to consider 
and incorporate national priorities in the State Plans. 
Such measures will give greater scope for Planning 
Commission to interfere with the State autonomy. 
In fact the acceptance of this guideline might even 
result in the Planning Commission as it exists today, 
violently differing from the views of the National 
Development Council. This would again lead to all 
seeing eyes supervision of the Planning Commission 
over the plans envisaged and accepted by the National 
Development Council. It is better separate priorities 
are established in national and State plans. If the 
suggestions made by us in our answers to Q. 6.1. are 
taken into consideration, they will help a great deal 
to remove the present difficulties and stop errosions 
of State autonomy. 

6.7 Since the Planning Commission is a non
statutory body and leans very much on the Central 
Government and their ideologies, the present system 
of channelising Central assistance by way of loans 
and grants through the Planning Commission to the 
States has not worked well. The powers, functions, 
tenure, etc., of the Planning Commission have not 
been specifically .prescribed by a statute. With the 
Prime Minister as its Chairman and a few important 
Ministers of the Central Cabinet as members, the 
Planning Commission has virtually become a mouth
piece of the Central Government. With such status 
and powers it is difficult to expect from the planning 
Commission a fair deal to the States. The grants 
stipulated by Article 282 is a discretionary grant and 
its distribution or dispersal through the Planning 
Commission has not benefited the States. Loans 
have been given to the States for implementing various 
schemes in such a manner that today almost all the 
States have had to utilise the major part of the loans 
for servicing the debts owed to the Central Govern
ment. It is said, and rightly so, that in the context 
of inadequate State Finances and the need for large 
outlays of development schemes, Central aid assumes 
~ crucial role in the implementation of the plans. It 
IS also necessary to note that it is the States that have 
to execute. a large .number of schemes necessary for 
the planmng development. Planning ultimately be
comes transmitation of the desired targets of growth 
into desired outlays in various sectors, namely Central 
Sector, the State Sector and the Private Sector. 
Constitutionally the plan in the Central and State 
~ectors should list out schemes on the related subjects 
m the State List, the Concurrent List and Union List. 
It is also';well known that the Centre's investments 
have been largely towards industrial development 



and development of transport and communications 
~hereas the Stat~ outlays are directed towards irriga: 
t1on, power, agnculture and various social services 
The Central aids are given to two types of schemes' 
namely centrally assisted schemes and centrally 
sponsored schemes. The grant/loan element is usually 
much higher in the centrally sponsored schemes. The 
Centrally sponsored schemes and independent study 
an~ make recommendation at their own initiative. 
It IS gmte possible to expect are, for example, family 
planmng programme, eradication and control of 
communicable diseases, welfare of the Backward 
classes, various agricultural production programmes, 
etc. Bes1des, the planning has created a huge non
development expenditure for the States because of 
the growth of administrative and other services neces
sitated by urbanisation in the agglomerated areas. 
Consequently, the method of granting loans and its 
recovery have created a tremendous hardship to 
~he States und:r the present planning pattern. It 
IS sa1d that the 1m pact of planning and channelisation 
of loans through the Planning Commission on the 
State finance has been unsatisfactory. It is pointed 
out _that for the third plan, the expenditure oil debt 
serv1ces for all the States (including appropriation 
for reduction or avoidance of debt) has been Rs. 934 
crores which is more than Rs. 610 crores of additional 
taxation for the third plan. This is according to the 
Reserve Bank of India Bulletin of May 1966. So, it 
was remarked pertinently by an author that the Cen
tre giving grant from one hand for -plan purposes 
and taking away part of them by way of interest 
charges on debts, illustrates the control which the 
Centre has in the matter of the grants-in-aid. There
fore, it is better to channelise the Central assistance 
whether by way of loans or grants through the Fi
nance Commission as approved by the National 
Development, Council. 

6.8 There is no doubt some substance in the argu. 
ment that the present system of arriving at the State's 
plan size by adding to the assessed resources in
dependently pre-determined quantum of Central 
Plan Assistance is somewhat ad hoc, However, the 
State Government feels that so far as the require
ment of the economically W&aker States are concerned, 
they are taken care of even by the Finance Commis
sion while arriving at the devolution as well as by 
various grants, such as the grants for the fiscal 
deficit. upgradation of standard of administration, 
etc. Therefore while examining the adequacy or the 
needs for changes in the Gadgil formula, judicious 
balance has to be struck between the need for the 
poor and the economically backward States and the 
need to maintain a certain degre·: of equity among 
the various States in the matter of plan assista nee. 
The State Government has been emphasising 
another important point at various for:;ms, that 
is, even while applying· the Gadgil formula in all 
the factors including the factors like per capita 
income, the 1971 population alone should be taken 
into account so that the States which have imple
mented the family planning programme in all 
seriousness are not penalised. It may also be empha
sised that whereas the high income States can 
take care of all the plan needs and low income 
States are being adequately provided for by both 
Finance Commission and the Planning Commission 
it is the middle income States which are given a raw 
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deal in the process. Any modifications to the Gadgil 
formula should rectify this imbalance so that the 
middle income States which are more or less in a 
take off stage can be given one big threat crushed 
for developments in a pre-determined period. 

6.9 We have already set out earlier, how the pre
sent system of allocation of funds for execution of 
centrally sponsored schemes and centrally assisted 
schemes is bound to result in economic hardships to 
the States. One of the main irritants which is 
responsible for the above result is the abnormal 
increase in non-developmental expenditure which 
the States are not in a position to meet them comple
tely. No doubt, the economic activities generated 
by various schemes, whether centrally sponsored or 
centrally assisted, have created some openings 
and scope for increased tax resources. But such 
increased tax resources have not kept pace with the 
enormous growth of non-developmental expenditure, 
which a State has to incur. As an illustration, in the 
case of implementation of major ..:entrally assisted 
projects the execution and implementation of the 
same, is, always at the door-step of the States. It 
should not be overlooked that every centrally-spon
sored scheme or centrally assisted scheme has to be 
geographically put through within the boundaries 
of a particular State. As such, when the scheme 
progresses in its implementation, the State has to 
take upon itself various duties and responsibilities 
including acquisition of sites, variable price structure 
of raw materials, measures of public health, main
tenance of law and order etc. It is because of this 
unavoidable concept in either a centrally-sponsored 
scheme or a centrally assisted scheme, the co-ordi
nation of the States is essential, not only for its 
successful working but also for its speedy working. 
Such close association is necessary even when such 
schemes are thought of and should not be postponed 
until it comes up for execution and indeed should 
be borne in mind till the completion of the concerned 
scheme. Such inter-co-ordinated activity between 
the Centre and the State in working out essential 
details connected with the projects and its completion 
is an important matter which has to be reckoned with 
in achieving th~ real objective, namely national 
progress all-wise. When such exchange of thoughts 
and actions precede the formulation and working of 
plans in general and when the related assistance is 
ensured, then the possibility of imbalances appre
hended in the present system of allocation of Central 
assistance in whatever sector it may be, can be avoid
ed. 

In the State of Tamil Nadu, schemes for deve
TC;pment of urban land were taken up under the 
Tamil Nadu Town Planning Act, 1920 prior to the 
passing of the Tamil Nadu Town and Country Pla!i": 
ning Act, 1971 (Tamil Nadu Act 35 of 1972). Under 
the repealed Act, various matters such as construc
tion of roads and communications, acquisition of 
land, transport facilities, water-supply, lighting. 
drainage, reservation of land for religious and chari
table purposes, hospitals and dispensaries and other 
public purposes and such other matters not incon
sistent with the object therein are some of the matters 



that may be dealt with in a Town Planning Scheme. 
Sect1on 23 of the repealed Act reads as follows : 

"23. Power to levy betterment contribution
Whereby the making of any town-planning scheme 
the _value of any property has increased or is likely 
to _mcrease, the municipal council, if it makes a 
cla•m of the purpose within the time (if any) limited 
by the scheme not being less than three months after 
the date of publication of a notification of the 
Stat_e Government sanctioning a scheme under 
secllon 14, shall be entitled to recover from the 
owner of such property an annual betterment 
cor_ttribution for such term of years and at such 
umform percentage of the increase in value not 
exceeding ten per centum as may be fixed in the 
scheme : 

Provided that the aggregate amount of the contri· 
butions so recovered shall not exceed one-half of 
the maximum increase in value during the aforesaid 
term of years as ascertained under the next following 
section." 

Thus the said Act itself provides for reimbursement 
of State expenditure by calling upon the beneficiary 
of such schemes to pay a betterment contribution to 
the State so that the expenditure incurred by the State 
for the. benefit of the _State and its people could, to 
a certam extent , be reimbursed. Some such provision 
can be thought of in the law which the Parliament 
can m~ke when creating the National Development 
Council so that the benefits can be conferred without 
a deep inroad in the Central or State exchequer. 
Such a mod~s of reimbursement, if adopted, will 
~oot <;JUt the 1mbal~nces as also the criticism against 
meqUitable allocatiOn of Central plan assistance to 
the States. 

6.10 We agree with this view. Most of the central
!~ sponsored schemes are non-productive schemes. 
Smce the States do not have sufficient financial 
resources to take up such non-productive schemes, 
they are eag~r to accept such centrally sponsored 
schemes and m the process, the State Plan priorities 
get distorted. We ther~fore suggest that centrally 
sponsored schemes wh1ch are non-prodcuctive in 
nature must be fully financed by the Central Govern
ment. The State must have a supervisory role. Besides, 
the Centre must be compelled to make provisions 
for developmental expenditure due to implementation 
of such centrally sponsored schemes. 

6.11 It is quite possible to think that the monitoring 
and ev;~.lll;atio~ machinery established in the Planning 
CommiSSIOn 1~ ~ach State have been functioning 
well. But what IS Important from the point of Centre
State relations is creation of a machinery of similar 
nature which will not put irritants into such relation
ship. So, we suggest that the Centre and the States 
must be given sufficient power to constitute separate 
monitoring and valuation machinery to watch the 
implementation of the Central schemes and State 
schemes separately. There is no need for Central 
machinery to watch the investment of State funds 
to see whether they yield the desired results. 

6.12 We fully agree with the view that the de
centralised planning would help a great deal in 
introducing a spirit of "co-operative federalism" 
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in our planning system. In fact, with this view in 
our mind, we suggeted in our answer to Q. 6.1. a 
wholesome decentralised planning system. Our ans
wer to Q. 6.1., has given a full picture for a scheme 
of the decentralised planning. If those suggestions 
are accepted and given effect to, we are sure that they 
will help to ensure proper co-operation between the 
States and the Centre at the stages of plan preparation 
nnd plan implementation. 

6.13 What has been said here may be true. But to 
give a opinion whether national plan should become 
progressively more indicative and less imperative 
as and when State Planning Boards gain experience, 
we must first concede the continuance of the existing 
system. Since we do not suggest the continuance of 
the existing system, we cannot subscribe to the 
suggestion made herein. As suggested earlier by us, 
the planning Boards separately functioning at two 
levels, one of the Central level and the other at the 
State level but working in unison under the aegis 
of National Development Council will contribute 
a great deal to the Economic and Social Planning in 
the country. Such functioning will also bring the 
much needed co-operation and harmonious relations 
between the Centre and the States. 

PART VII 

'\tlSCELLANEOUS 
Industries 

7.1 This Government have already suggested under 
the heading 'Legislative Relations' that Entry 52 
should be substituted by a new entry by which the 
entry itself will specify the industries and accordingly 
entry 52 may be recast as suggested under the heading 
'Legislative Relations'. However, even in respect of 
industries, in respect of which Parliament .will have 
power to legislate, the industrial policy is framed by 
the Government of India from time to time. It is the 
view of the Govermnent of India that industrial 
devel?pment is an inter-disciplinary concept. It 
pertams not only to the manufacturing activity but 
to all related infrastructual development; licensing 
and corporate policies, financial fiscal, trade and pri
cing policies; industrial relations and management· 
scientific and technological development and broad 
socio-economic policies. As such the implementation 
of the industrial policy requires close and effective 
co-ordination and monitoring at various levels at the 
Centre as well as between the Centre and the States. 

Hence, prior consultation with the State Governments 
would be desirable while framing industrial policy by 
the Government of India.-At present there is 
no such prior consultation. The States are given the 
major task of administering the industrial development 
progra~mes. _Hence, they should be involved in major 
mdustnal policy formulation. 

~he e.ntrepre.nell:r wanting to set up an industry 
subm1ts his apphcat10n to the Government of India 
which is referred to the State Government for thei; 
comments to be submitted within three or four weeks. 
There are cases here even before the comments of the 
State Gover_nment are made available, the Govern
ment of lnd1a take their own decision and communi
cate the same. Having given an opportunity to the State 



Government to offer their views it is necessary for the 
Government of India to await the remarks of the State 
Government within the time limit allowed for the 
State Government before deciding on the applica
tiOn of the entrepreneur. 

The other suggestion will be that the applications 
of the entrepreneurs are placed before the Licensing 
Sub-Committee. There is no representation for the 
State Government in the Licensing Sub-Committee. 
l'_he ~tate Government should be represented in the 
bcensmg Sub-Committee so as to enable State Govern
ment to gh·e their views on the application. 

Certain. conc~ssions are given in backward areas to 
ensure Wide dispersal of industries. The backward 
areas have not beeu uniformly defined throughout 
the country. In some States, they refer to blocks or 
taluks or districts. Prior consultation of the State 
Government in regard to definition of backward 
areas will set matters right in this regard. 

In 1979, the G<?vernment of India issued guidelines 
to the effect that 1f an undertaking wishes to shift the 
whole or part of its manufacturing activities from a 
forward area to a backward area or from a notified 
backward area to another notified backward area 
withi!l ~he same State, there in no 1 eed to obtain prior 
pe_rmiSS!on. o~ the Government of India provided the 
pnor permiSSion of the State Government is obtained 
by the industrial undertaking. This power of the State 
Government, has now been taken away by the Govern
ment of India and all cases of change of location will 
now have to be referred to the Government oflndia for 
appr~>Val. There appears to be no reason why this de
legatiOn should not be continued. The industrialists 
\~ill be put to hardships, since they have to get permis
sion from the Government of India in such cases. 
The Government of India should, therefore, issue revised 
instructions, restoring tlze delegation to tlze State Gov
ernment to give permission for tlze change of location 
within the state. 

The State Government have no representation in the 
Central Financial Institution like Industrial Develop
ment Bank of India (IDBl), Industrial Finance Cor
poration of India (IFCI), etc., through the State 
financial Institutions are major borrowers from these 
institutions. A representation for various State Govern
ments on rotational basis should be considered. Regional 
Boards should be established and in the Regional 
Boards, regional representation should be given. 

At present the clearance of Pollution Control Boards 
is stipulated as a pre-requisite only at the time of con
version of letter of intent into industrial licence and in 
many cases the industrial licences are also granted 
without reference to the Board. The Industries ap
proach the Board for the clearance when they are 
almost ready for commissioning. To avoid such a 
contingency it is suggested that the Pollution Control 
Boards may be consulted even at the time of issue of 
letter of intent to industries. 

We agree with the view that as a result of this in
discriminate extension of the First Schedule to cover 
a very high proportion of industries in terms of value 
of their output, the basic constitutional scheme h?.s 
been patently subverted and "Industries" has been 
virtually transformed into a "Union subject". This has 
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~een. dealt with in Part II also under the heading of 
Legislal!ve Relations'. As long as the expression 
)~blic irtcrest' in En1ry 52 has not been defined; 
11 Is. necessary that Entry 52, having regard to the in
~lus!on of several Items as controlled items thus 
1mpmgmg on the State's autonomy, needs a radical 
change. This is because flood-gates are open under 
Entry 52 to. mclude m the schedule any industry which 
!n the opmoon of the C~ntral Government is in public 
mterest • r of national omportance. Even the illustrn
ti<;m given in the question such as St.'aps, paints, match, 
~locks, ~urn, etc. amongst others. gives a reasonable 
•mi?ressto~ that industries which are not really of 
nattonal Importance have been included under the 
In~ustries (Development and Regulation) Act, 1951. 
It IS, therefore, necessary that Entry 52 which is un
defined and practically all pervasive should be amen
ded specifying the industries themselves in Entry 52 
as suggested under the heading 'Legislative Relations'. 

7.2 In the light of the , pinion expressed by this 
Government tn 'nswermg the questions in Part 11 
this Government feel that Entry 52 should be amended 
specifying the industries themselves in Entry 52 as 
suggested under the heading 'Legislative Relations' 
and Article 249 should be deleted. Therefore, no 
suggestions are made in this context. 

Qns. 7.3, 7.4, 7.7 and 7.8 are covered by the 
general note. 

7.5 Proper norms should be laid down for assist
ance by the financial institutions so as to ensure that 
each State should have its reasonable share as there 
have been criticisms about these institutions as showing 
partisan attitude in giving assistance to the States. 

7.6 For locational decision on Central investment 
in Public Sector, the objective criteria to be followed 
shall be on the basis of availability of resources, taking 
into account the infr astructural facilities, etc., and also 
the backwardness of the region_ The prior consultation 
of the State should also be prime criteria in this re
gard. 

Trade and ·'Commerce 

8.1 In the light of the fundamental right of an in
dividual citizen to carry on any occupation, trade or 
business, the subject of trade and commerce h; s to be 
highlighted. A distinction should always be made 
between inter-State trade and intr: -State trade. In 
so far as the inter-State trade is concerned, in the 
light of our recommendations made while dealing 
with the 'Legislative Relations' (in particular transfer 
of Entry 33 from the Concurrent List to the State 
List), it is but proper to maintain Centre-State rela
tions to amend Article 382 so as to omit any reference 
to Intra-State trade and commerce and confine it to 
inter-State trade and commerce. In order to achieve 
the subject for which Justice Sarkaria's Commission 
has been set up to recommend changes and measures 
as may be appropriate to review the working of the 
existing arrangements between the Union and the 
States, this Government arc of the view that the 
Centre and the State should be kept on part so fc•r as 
trade and commerce is concerned, particularly in 
the light of the fundamental right guaranteed under 
Article 19(1) (g) of the Constitution. Apart from the 



recommendation earlier made in the matter of the 
amendment to Article 302, the word "Reasonable" 
may be: inserted before the word ~"restrict~ons". 

This Government have no comments on Article 
303 and the avoidance of discrimination iu taxes con
templated in article 304. But this Government are of 
the view that the proviso to Article 304 should be omit
ted. Article 304 is an enabling provision. The taxes 
to be imposed under the article should not be discri
minatory and the restrictions which the State Legisla
ture may imposed should be reasonable and should 
be in the public interest. So far, Article 304 calls 
for no comments by us. The proviso to the Article 
requires that before any Bill or amendment relating 
to imposition of restrictions on the freedom of trade 
and commerce is introduced or moved in the State 
Legislature, the previous sa net ion of the Pre
sident should be obtained. It will be observed that such 
previous sanction is necessary in respect of restrictions 
to be imposed not only on inter-State trade and com
merce, but it is required even for regulating or restric
ting commercial activities within the borders of a State. 
In dealing with the distribution of Legislative powers, 
we have suggested that all provisions in the Con
stitution relating to reservation of Bills passed by 
State Legislatures for the considerati<-n and assent 
of the President (except Article 288(2)) should ,be 
omitted altogether. Whether the restrictions imposed 
by an Act of a State Legislature on the freedom of 
trade and commerce are reasonable and whether they 
are in the public interest for purposes of Article 304 
(b) are questions to be decided ultimately by the High 
Court or the Supreme Court. If the Court finds that 
the restriction are unreasonable or opposed to the 
public interests previous sanction of the President 
or his subsequent assent cannot cure the infirmity. 
If the legislation is otherwise valid and the restrictions 
are reasonable and in the public interest, this previous 
sanction will be a superfluity. In any case, the require
ment relating to the previous sanction of the President 
directly encroaches on the field assigned to State 
Legislatures. We, therefore, recommend that the 
proviso to Article 304 be omitted. We have no more 
suggestions.regarding the other Articles such as 301 
and 307. 

In answering the specific question 8.1. we are of 
the view that in the interest of securing better Centre
State relationship in trade and commerce it is 
necessary to appoint an authority to-

( a) Survey and bring out periodically a report on 
restrictions imposed , :.._on j inter-state Etrade 
and commerce ; 

(b) recommend measures to rationalise or modify j 
the restrictions imposed with a view to facilitate 
trade and commerce; and 

(c) examining the complaints from Chambers of Com
merce including the apex body like FICCJ. 

Agriculture 

9.1 We agree with the observation of the Admi
nistrative Reforms Commission on Centre-State Re
lations (1967). Agriculture including Horticulture, 
Animal Husbandary, Forestry and Fisheries should 
primarily be treated as a State subjects. It bas been the 
experience that the Government at the Centre have 
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been taking a large number of sectors. in .t~e Agricul
ture field and giving a lot of fu1_1ds. t~ mdlVldual State 
depending upon the pressure mdlYidual States have 
been able to exercise. In certain cases, despite the 
need and importance of ~ssistance in certain fields of 
activity, the Central asststance. h~s not been forth
coming, due to lack of apprectatton _and proper un
derstanding of the local problems, on the part. of the 
Centre. It is, therefore, felt that the flow ~f assistance 
from the Centre has not been on the ments of the in
dividual cases but instead lopsided assistance has been 
going on. This situation calls for corrective steps and 
unless Central attachment in the activity, is restricted, 
the scope for partiality or undue favo1;1rs W<?uld be 
available to a sizeable extent. Therefore, m the mterest 
of equal treatment of the State~ ~nd with a v!ew to 
avoid unbridled substantive actlYity and sanctiOn of 
various schemes involving sizeable financial commit
ment and assistance from the Centre there is need for 
restricting the scope of Entry 33 in the Concurrent 
List. 

Though Agriculture is a State subject, Centre should 
also evince interest for substantive development 
whenever a State suffers from flood havoc or continu
ous drought otherwise there will be heavy burden on 
the State exchequer. 

Thus entries 33 and 34 may be transferred to the 
State List as it is not likely to cause any pr judice to 
national or public interest. The Government also 
suggest that in any event when particular State suffers 
from flood havoc or continuous drought, the Centre 
should evince interest and render assistance not 
only such emergent situations but also to encourage 
various preventive measures for the same. 

9.2 Agriculture should only be treated as a State 
subject and Central assumption of responsibility/con
trol for substantive activity need not be permitted too 
much. There is huge variation between the different 
agroclimate zones as well as the eating habits of 
population of different States wherein broad genera
lisation is not possible in this field. Further, while 
fixing all-India targets for different crops, 
equal yardsticks are not adopted. For example, there 
is no parity between the price of wheat and rice as a 
result of which the production of rice is always pu
shed through to the disadvantage of the farmers, in the 
Southern region compared to a farmer in the Northern 
region. 

In the case of Centrally sponsored schemes also, 
the same is always being launched by Government of 
India with considerable outlay, i.e. Agro-forestry with 
Rs. 188 lakhs for 1983-84. However, when this has to 
be continued by State, such a considerable allotment 
is not easily found under State funds, after meeting 
the existing commitments. Therefore it would be en
ough if ~he States are asked to project is long-term 
perspective plans and necessary financial backing 
alone given b~ the Government of India, Block grants 
may be sanctioned by Government of India and pla
ced at the disposal of State Government for any of 
the agricultural project which it deems fit. In addition, 
there is an unwritten law that the Central funds are 
granted always towards revenue expenditure only 
and to for capital expenditure. This should be relaxed 



to a major extent and Central funds should be allotted 
over a long period of time for the construction of per
manent buildings purchase of equipment, etc. 

The recommendation of the National Commission 
on Agriculture (I 976) that a long term perspective be 
developed in which the Central and centrally-spon
sored schemes being implemented through the State 
Agency, ultimately form part of the State Sector and 
that their number should be kept to a minimum is 
to be agreed to. This is because in the annual imple
mentation of centrally-sponsored schemes, a number 
of bottlenecks occur every year, imp~ding the pro
gress of the different programmes. Therefore, it will be 
in the fitness of things and with a view to run the Ag
riculture programmes on right lines, well within the 
seasonal limits, crop development programmes/sche
mes should be implemented as part of the State Sector. 
Further, the pattern and set up of new schemes have 
to be formulated only on the basis of local conditions 
in individual States and these cannot be generalised 
for a large number of States. A longer period of 
assistance should be planned before the State agency 
takes up the continuation of scheme under State Sec
tor. 

9.3 Even though State and Centre are expected to 
be equal partners in the formulation of centrally 
sponsored schemes, Centre only cannot dictate terms 
and conditions for the implementation of scheme (e.g.) 
Central funds are not made available for the Intensive 
Cotton Development Programme staff since they are 
merged with training and Visit Programme. 

The working groups from both the Centre and the 
State should meet very often to exchange their views 
and the difficulties experienced by the State should be 
accepted by the Centre. Proper guidelines should be 
evolved by the working groups to appreciate the prio
rities of programmes to be implemented for the bene
fit of the people at large. 

The suggestion of the National Commission on 
Agriculture need reiteration, so that the emphasis of 
mutual consultation and implementation of agreed 
programmes may not be lost sight of. 

9.4 With regard to fixation of minimum fair prices 
for agricultural items especially for paddy, the State 
is definitely put at a disadvantageous position. Often, 
this does not take into account the variability in local 
conditions and the price fixed is sometimes totally 
unrelated to the actual cost of production. This is 
because of the conditions in different parts of the 
country are highly variable, even though the same 
crop may be g_r~wn. The_refo~e, in the 11_1atter of en
forcing the Dllmmum fa~r pnce for Agriculture pro
duce the State Government should be intimately 
asso~iated with the decision making. The parity bet
ween the prices of wheat and paddy even though pre
ssed for many a times did not come through. 

This poses not only a problem fo~ economic c~l
tivation of this major staple food of this State but trig· 
gered political reflections also. 

In irrigation, the natural resources o~ water tl~at are 
available should be made use of to Its maXImum. 
Our suggestion made in _this r~gard in Part IV may 
also be taken into consideration. 

5:!5 

The provision of strategic inputs including credits 
is highly insufficient and should be increased as per 
the suggestions made by the State from time to time. 

The State should be given the maximum po\\ er in 
designing the forestry policy and administration for 
the welfare of the States. 

"Foreot" was a State subject ever since the Consti
tution came into force. But after the commencement 
of the Constitution (Forty-Second Amendment) Act, 
1976 with effect from 3rd January 1977, the nbove 
subject has been taken over in the Concurrent List of 
the Constitution, according to which both Centre 
and State can legislate with regard to the above sub
ject. The Government feel that the subject "Forests" 
should be restored to the State List. which was the po
sition obtaining before the commencement of the Con
stitution (Forty-Second Amendment) Act. referred to. 

The Central Government have recently passed- the 
Forest (Conservation) Act, 1980 (Central Act 69 of 
1980) which came into effect from 25th October 1980. 
The Central Act has caused many difficulties to the 
State Government. According to the Forest (Conser
vation) Act referred to above, no forest lands or any 
portion thereof can be used for non-forestry purpose 
without the prior concurrence of the Government of 
India. Under this Act, non-forest purposes means 
b ·caking up or clearing of any forest land or portion 
thereof for any purpose other than re-afTorcstation. 

The State Government also do not have the power 
to dereserve any forest land without the prior approval 
of the Government of India. 

If a road has to be laid in a bit of forest land, or 
if a bit of forest land is to be given in connection 
with the Public Water Supply Scheme, the prior ap
proval of the Government of India, under the Forest 
(Conservation) Act will have to be obtained. 

Even if a farmer has to take a pipeline from a water 
course to his land passing through a spur of forest 
land the matter has to be referred to the Government 
of I~dia and their prior concurrence has to be obtain
ed. 

Again, if a forest land has already been given per
manently long before the coming into force of the 
Forest (Conservation) Act and the nature and charac
ter of the land have totally and invisibly changed, but 
formerly if the land has to be dereserved by a noti
fication now, proposals will have to be sent to the 
Government of India for their approval. 

Further, if any transmission _line has to _be laid ~o 
give power connection to villages, particularly Ill 
tribal areas, proposals will have to go _to the Govern
ment of India. Thus quick and speedy ImplementatJon 
of the developmental activities, pertaining to the tri
bals are greatly affected by this Act. 

The State Government are in direct touch with the 
needs of the public and it is also their statutory duty 
to see how they can be redres,ed. Further, proposals 
are sent by this Government to the Government of 
India after getting appropriate approval. The Govern
ment of India in same cases have turned down the 
requests. When such proposals, which have been given 
great consideration at the highest level are turned 
down, this naturally causes embarrassment to the 



State Government and puts them in a false position 
l'is-a-l'is the people whose urgent needs have to be 
met. The State Government are one with the Govern
ment of India in preserving the forests. But the State 
Government however feel that in the alternative under 
the Forest (Conservation) Act, a certain amount of 
delegation is quite necessary for the State Govern
ment at least in the following and similar cases :-

(I) When transmission lines are to be laid inside 
the forest, proposals need not go to the Govern
ment of India, as great care is always taken to 
see that there is minimum felling of trees. 

(2) Roads are being laid by the Forest Department 
for the Welfare of the Tribals and others. 
When ordinary fair whether roads are laid, 
proposals need not go to the Government of 
India. When pucca motorable roads are laid 
by the Highways and Rural Works Depart
ment with a width of 20 ft. and above, in 
Reserved Forests, such proposals will be sent 
to the Government of India. 

The Government of India have enacted the Inter
State Water Disputes Act, 1956 (Central Act 33 of 
1956) which provides or adjudication of disputes rela
ting to waters of inter-State rivers and river Valleys. 
The Inter-State Water Disputes Act, 1956 should 
continue to govern inter-State disputes regarding en
titlement of water from river, and Tribunals should 
be set up under the provisions of this Act by the Gov
ernment of India immediately when such disputes 
arise so that the problem could be solved without 
delay. Once the entitlement is settled River Basin 
authorities should be set up for equitable dis
tribution of water in the existing system and for 
equitable allocation of waters consistent with entitle
ment of concerned States and the agreement between 
the basin States and the rights acquired through 
usage. The Inter-State Water Disputes Act mu;t te 
suitably amended to provide for the River Basin au
thorities. 

Another point which arises in this context is as to 
how the decision of the Tribunal given under the Act 
is to be implemented. Section 6 of the said Act states 
that the de~ision of th_e Tribunal is final and binding 
on the parties to the dtspute and that it shall be given 
effect to by them. The question still is how is the de
cision to be enforced? It may be pointed out here that 
section 17 of the Arbitration Act 1948 (Central Act 
X of 1948) empowers the Court concerned to pro
nounce judgement according to the award of the 
arbitrator and upon the judgment so pronounced, 
a decree follows. In the absence of a similar provision 
in the Central Act of 1956, it is extremely doubtful 
whether the decision of the tribune( could be effec
tively implemented against a recalcitrant State. 

This Government therefore suggest a modification 
of the Act or the introduction of a new provision 
therein enabling the parties to the dispute to secure 
through a known legal process the relief to enforce the 
awarus given by the tribunal. 

National Water Resources Council and River 
Basin Commissions may be appointed to discharge 
the functions to be specified. The modalities for the 
functioning must be settled through further discus-

on between Centre and States. 
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The Government of India may declare all inter
State Rivers in the country as National Rivers as 
most of the major rivers are inter-State in character. 
It is suggested that it must be compulsory for any 
Tribunal to set up administrative arrangements to 
carry out its judgement and such arrangements must 
be binding on all States. 

However, the amendment suggested to the Inter
State Water Dispute Act, 1956 as stated above, is with
out prejudice to the view expressed in the answer to 
Question 4.7 that all dispt:tes relating to Inter-State 
rivers should be referred to a permanent Tribunal 
constituted by the Supreme Court. If this view is acce
pted then the Inter-State Water Disputes Act, 1956 
will require repeal or modification. 

9.5 In the Indian Council for Agricultural Research 
there is need for more representation on the Gover
ning Body for the Southern States like Tamil Nadu 
where the climatic conditions are quite distinct and 
needs are different from those of the North Indian 
St: tes. This alone could ensure proper flow of funds 
for catering to the needs of the Southern States. 

In the policy making body like Indian Council of 
Agriculture Research, the State Directors of Animal 
Husbandry and. Agriculture should also be co-opted 
as members. 

It is the experience of this State that with respect 
to the role of Research Ins• itutions, the varieties re
leased by Tamil Nadu Agriculture University is more 
beneficial to the ryots than the varieties released by 
Indian Ce;uncil for Agricultural Research-probably 
ICAR is concentrating on more wheat and other 
vark ties which are suited to the locations where these 
research stations are situated. This is the case of agro
nomical practices also. It would only be useful of 
more of these Indian Council on Agricultural Resear
ch stations are located in the agro-climatic zones of the 
State. 

The Indian Council of Agricultural Research may 
be requested to take up post-harvest technology, pac
king, storage and cold storage transit containers for 
developing the vegetable, fruit marketing system in the 
country. 

The preamble of Central Act 61 of 1981 (The Na
tional Bank for Agriculture and Rural Development 
Act, 1981 (Central Act 61 of 1981) indicates that the 
National Bank for Agricultural and Rural Develop
ment (NABARD) is established for providing credit 
for the promotion of agriculture, small-scale indus
tries, cottage and village industries, handicrafts and 
other rural crafts and other allied economic activities 
in rural areas, with a view to promote integrated rural 
development and securing prosperity of rural areas 
and for matters connected therewith or incidental there
to. The first Board of Directors was appointed by 
Government of India on 19th March 1983. The Board 
of Direetors for NABARD comprises two represen
tatives of co-operative banks, one of commercial 
banks, three each of the Reserve Bank of India and 
Government of India, two of the State Governments 
and two experts in rural crafts, village and cottage~ 
industries and small scale industries. It is considered 
that the strength of the Board of Directors has to be 
enlarged to give more representation to the State 
Governments as the subjects dealt with by NABARD 
are mostly matters falling within the State List. 



The NABARD an_d beneficiaries should come very 
near to each other m the matter of financing. The 
present method~ now employed by the NABARD 
make_ the be!lefi~1ary to suffer more by paying incre,1s
ed differential mte_rest as the applications are for
warde_d and scrutlmsed through other agencies, which 
adds mterest for every stage. This increased burden 
of differential rate of interest can be avoided if the 
NABARD invites the applications directly for the 
financial help. 

Food and Civil Supplies 

10.1 The department of Food in each State is res
ponsible for the maintenance and supply of food grains 
and esse~ua1 commodities. This is particularly so 
when th_e mterest of the under privileged and the wea
ker ~ecuons of the community are borne in mind. The 
pubhc and the people of Tamil Nadu are not fully ins
tructed about the dual responsibility of the Centre 
and the State in this regard. The present arragements 
for Centre-State consultation are not consistent with 
the actual responsibility of the State Government. 
('>.s wo~ld be seen herea~ter, there is ample scope for 
1mprovm~ _Centre-St~te l_Iais<:m in the areas of procure
ment_, pncmg and distribution. The position can be 
classified and analysed under the following heads: 

Procurement: 

'For maintaining the Public 'Distribution· 'system 
the State Government will have to necessarily pro
cure the essential commodities. It would not be possi
ble _for the State to procure the entire quantity of food 
gr~ms or other commodities required for being sup
plied through the Public Distribution System of this 
State due to reasons like adverse seasonal conditions, 
paucity of production of particular commodity, etc. 
As far as Tamil Nadu is concerned, it will be just self
sufficient in rice production provided the seasonal 
conditions are normal. Whenever the monsoons fail the 
Tamil Nadu State becomes the deficit State and ~uch 
situation have occurred in the last few years. There
fore, it has become necessary to look upon the allot
ment by the Centre from the Central pool in addition 
to the procurement by the State. Further, the Tamil 
Nadu Governmerrt will have to look upto the Centre 
for permis~ion, whenever it proposes to purchase rice 
or wheat from other States in the open market. Even 
for purchases from other State Government agencies 
by the Tamil Nadu State, the clearance from the Gov
ernment of India is necessary. Apart from this, the 
Reserve Bank of India is charging higher rate of in
terest for such outside the State purchases. While 
private traders are free to purchase from other State, 
subject to the payment of levy there, the State Govern
ments are not so free to purchase rice or wheat 
from other States even if it is levy paid· stock. Getting 
clearance from the Government of India creates em
barrassing situation. In as much as the private traders 
freely purchase from outside, it is not clear why the 
State Governments alone have to get the concurrence 
of the Government of India. No Government wiU 
purchase more than what is necessary for the State. 
The excess control in matters relating to Food which 
is a State subject may not be desirable. 

Even where the Government of India gives concur
r.::nce for the purchases from other States, the Reserve 
B.1nk of India charges higher rate of interest for cash 
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credit assistance given by it. Thus the higher rate of 
inte~est increases the cost of the rice. Any rise in pri
ces IS adversely commented upon by the public and 
the State Government has to answer the public th
ough it has no control over ti1e cost. 

As regarJs the allotment from the Centml pool, the 
Central Government has its own policy for alloting 
the quantity and the State Government is not able to 
get due share. The State Government no doubt con
tributes to the Central pool, whenever there is sur
plus._ At the same time, when there is no surplus in 
Tamil Nadu Stat.•, there is no point in contributing 
to the Central pool and getting it back, as this proce
dure serve no purpose except increasing the prices. 
Therefore, the insistance on contribution to the Cen
tral pool should be only when there is a really 
comfortable surplus. In order to remove such 
difficultie; the following are necessary 

I. The State Govemment or its agencies shouhi be 
permitted to purchase levy p.1dJy and rice from 
the surplus States without interference by 
the Centre. 

2. The Reserve Bank of India should charge normal 
rate of interest in this regard. 

Prices 

Now the procurement price is fixed by the G<'Vern
ment of_India on the recommendation of the Agricul
tural Pnce Commiss:on, which is know11 as support 
prices. Such fixation is also done for wheat etc. 
,While fixing the prices the Goverament of India takes 
mto account the recommendations of the Agricultural 
Price Commission which in turn consults the State 
Government. But the difficulty is that while the cost 
of production is taken into account in respect of 
wheat, the same cannot be applied to rice. 

While purchasing through levy, the prices fixed by 
the Government of India will have to be given and 
no enhanced rate can be offered. Thus, while private 
traders purchase at a higher price, the State Govern
ment is forced to pay only a lower price. Which far
mer will sell paddy to Government if the trader offer> 
a better price? Though section 3 (38) of the Esszntial 
Commodities Act, I 955 empowers the State Govern
ment to fix the procurement prices with the concurren
ce of the Central Government, subject to certain con
ditions, in practice the State Government is not able 
to exercise this power. In this view, the Govern
ment suggest that the expression "previous approval 
of the Central Government" in the matter of fixation 
of procurement price, appearing in section 3(38) of 
the Essential Commodities Act, 1955 be deleted 
and positive co-ordination will only be ensured. 

Distribution of Food Grains and other essential commo
dities through Public Distribution System. 

The Central_ Government have been advocating 
need for orgamsmg and strengthemng the Public Dis· 
tribution System to ensure the availability and distri
bution of essential commodities at fair and reasonabl• 
prices to the public, with particular reference to th; 
weaker sections of the society. Though, the State Gov
ernment has taken great care and intensive effort§ in 
organising a well-knit distribution system through 



the fair-price shops, including at the Village level, the 
State .Governments are not able to get the adequate 
quant1ty of the essential commodities like edible oil 
etc. for supply through ration shops. In other words, 
the supply of quantity allotted by the Government of 
lnJia is inadequate to meet the demand. Therefore,· 
the prices of edible oils could not be controlled at a 
lower price. In the State of Tamil Nadu several 
schemes in the cause of education oblig~ration of 
illiteracy, Nutritious Non-Meal Scheme (feeding 
about 84 lakhs of children and old aged pensioners) 
conceived for the first time in the country by the 
Hon'ble Chief Minister Dr. M.G. Ramachandran, 
schemes for the welfare of the aged and the under 
privilcgcc.l have been undertaken. All such schemes 
need food grains and other commodities. It is there
fore suggested that in so far as the State of Ttrmil Nadu 
is concerned, a subsidised centro/ of prices has to be 
introduced for the coll/inuance of such welfc:re schemes. 

10.2 Product: on. supply and distribution of food 
stuffs, including edible oil seeds and oils is in the 
concurrent list as per Entry 33 in List Ill of Schedule 
VII to the Constitution of India. 

The following are the Central enactments in rdation 
to Food and Civil Supplies : 

(i) The Essential Commodities Act, 1955 as amen
ded by Essential Commoditits (Special Pro
visions) Act, 1981. 

(ii) The Rice Milling Industry (Regulation) Act, 
1958. 

(iii) The Warehousing Corporation Act, 1962. 
(iv) The Industries (Development and Regulation) 

Act, 1951. 
(v) The Prevention of Blackmarketing and Mainte

nance of Supplies of Essential Commodities 
Act, 1980. 

The above Acts are intended to ensure equitable 
distribution and availability of essential commodities 
at reasonable rrices and also to keep the prices under 
~ontrol. These Acts are also· helpful to see that there 
IS no undue profiteering and exploitation by the 
traders. 

The Essential Commodities Act is the mainstay 
of the Food Department of the State. Seclion 3 
of the said Act empowers issue of Control Orders 
by the States on various matters for regulating or 
prohibiting production, supply and distribution there
for. Any Control Order to be issued under this section 
requires the concurrence of the Government of India 
with reference to Section 5 which provides for dele
gation of the powers. The delegation under Section 
5 is not a real c!elegation in as much as the prior 
concurrence of the Government of India has to be 
obtained every time when an order is issued or when 
an amendment is to be issued to tl1e existing 
Co.Jtrol Order. In order to achieve an effective comrol 
<. nd fair distribution of essential commodities, it is 
necessary that such orders are issued by the State 
Government without reference to the Cell/re. 

Government of lndia is maintaining a central pool 
for fooc.l grams to help deficit States. They can also 
import items which are in short supply. In view of this, 
the role of Government of India is very important. 
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The State of Tamil Nadu has been handicapped in 
the day-to-day administration of Food and Civil 
Supplies Departments because the Essential Commo
dities Act is a Central legislation. State amendments 
or notifications need the concurrence of Government 
of India. Going to Government <?f In~ia every now 
and then is cumbersome. Some notifications have been 
challenged on the ground that the concurrence of 
Government of India was not obtained or the commu
nication from Government of India was not specific. 
In a sensitive matter like food, the immediate respon
sibility is that of the State. So, more powers have to 
be delegated to the State Govemments. For example, 
the price to be paid for procurement has to be dectded 
by the State Government with reference to local con
ditions. 

A few other instances of delegation needed are given 
below ! 

Wheat Roller Flour Mills 

Till 28th February 1969 the control functions over 
the Wheat Roller Flour Mills under the Wheat Roller 
Flour Mills (Licensing and Control) Order, 1957 were 
looked after by the Government of India. However, 
as from 1st March 1969, th_se functions were trans
ferred to the State Governments. These control func
tion included issue of new milling licences, renewal 
of milling licences already issued, issuing of direc
tions to the Roller Flour Mills, imposing of penalties 
on Roller Flour Mills for Violation of provisions of 
the said Order, inspection to ensure manufacture of 
quality products by the Roller Flour Mills and en
tertaining of appeals against the orders passed by the 
licensing authority. The Government of India have 
with effect from 6th Febnlary 1982, resumed the 
powers to issue new milling licences, to impose penal
ties on erring mills and to entertain and decide on 
appeals preferred by mills aggrieved by the orders of 
the licensing authority. They have accordingly issued 
notifications amending the Wheat Roller Flour Mills 
(Licensing and Control) Order, 1957 suitably and 
appointing the Deputy Secretary (Development and 
Regulation) Oepartment of Food, Government of 
India as the new licensing authority. The changes 
contemplated by the amendments now issued by the 
Government of India to the Wheat Roller Flour 
Mills (Licensing and Control) Order, 1957 are : 

(i) The powers to issue milling licences vest with 
the Government of India with effect from 6th 
February 1982. The Deputy Secretary (Deve
lopment and Regulation) Department of Food 
has been appointed as the new licensing au
thority. Accordingly, all orders issued by the 
State Government, prior to this date appointing 
licensing authority, would cease to be opera
tive from that date. 

(ii) The State Government are now required to 
issue an order appointing specified authority 
under clause 2(dd) of the said order for re
newal, etc., of the milling licence. 

(iii) While the State Government would continue 
to have the powers to renew licences, renewal 
of milling licences in respect of flour mills 
closed for a period exceeding 12 months or 
where the milling licence has not been renewed 



within 30 days of the expiry of the licence, 
should be referred to the Government of 
India before renewal. 

(iv) The power in respect of suspension or cancel
lation of the milling licence now vests with the 
Central Government which it will exercise on 
the basis of reports received from the concer
ned State Government. 

(v) All appeals against orders issued by the licen
sing authority or the specified authority should 
be submitted to the Union Food Secretary. 

(vi) The powers to issue directions to licence will 
be continued to be exercised by the State Gov
ernment (Specified authority) subject to the 
condition that no direction with regard to the 
source from which and the manner in which 
wheat shall be obtained for the purpose of 
manufacturing wheat products will be issued by 
the State Government without prior approval 
of the Central Government as hitherto. The 
sub-allocation of wheat to mills and fixation 
of extraction percentage will be done by State 
Government. 

The powers and duties of the "specified authority" 
under the said order, are : 

(i) to renew or refuse to renew the milling licence. 
(ii) to issue directions regarding the source from 

which the manner in which wheat shall be ob
tained for the purpose of manufacture of 
wheat products, the production or manufacture 
of different kinds of wheat products and also 
the size of the packing, the method of packing 
of like and the disposal of wheat products. 

(iii) to report to the licensing authority. regarding 
the violations and contraventions of the provi
sion of the said order and of the conditions 
of the milling licence for action under clause 
II of the said order which provides for 
suspension or cancellation of milling licence. 

When the appellate powers were vested with the 
Secretary to the Department of Government dealing 
with Food, the Joint Commissioner of Civil Supplies 
was appointed as the licensing authority. Now, the 
appellate powers as well as licensing powers have 
been taken over by the Government of India. The 
licensing authority now is the Deputy Secretary (D&R) 
Department of Food, Government of India and the 
appellate authority is the Union Food Secretary. As 
per the amended provision of clause 11 of the said 
order, taking of action by the licensing authority to 
suspend or cancel the milling licence is contemplated 
on receipt of a report from the "specified authority". 

Wheat and wheat products are consumed by al
most all the people of Tamil Nadu next to rice. Wheat 
products like maida and sooji are well known for their 
instant and urgent use by housewives besides they 
being nutritious. Effective control over their produc
tion control and distribution can be had only if the 
State Government have control pow~rs over the Roller 
Flour Mills. Decentralisation of power and giving of 
more powers to State Government are desirable for 
efficient administration. But even the powers which 
the State Government have b!en enjoying all along 
have been taken away. In the interest of effective 
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control over the Roller Flour Mills and ensuring 
proper production and distribL•tion of maida and 
s_ooji _to consumers, it is but necessary that the 
hcensmg powers of Roller Flour Mills are again 
vested. with'the State Governments, subject to general 
gu1dehnes from Government of India. 

Pulses 

Tamil Nadu is deficit in pulses. The requirement of 
pulses of our State are met mostly from imports from 
abroad and from Northern States. These importers 
include not only traders on own account but also 
commission agents, who had persuaded the dealers 
outside this State to send goods to our State. Due 
to large scale import of pulses, the prices are kept 
stabilised. 

Of late, the Government are receiving a number 
of representations from the dealers in pulses reques
ting the Government, to exempt them from the 
operation of ceiling of stocks of pulses as fixed 
in the Pulses, Edible Oil Seeds and Edible Oils 
(Storage Control) Order, 1977 and also to address 
the Government of India to enhance the ceiling on 
stocks of pulses. The Government of India who 
were requested to enhance the ceiling limits have not 
agreed to proposals. At present, exemptions for 
individual consignments of pulses imported from 
abroad, from the operation of clause 4 of the Pulses, 
Edible Oil Seeds and Edible Oils (Storage Control) 
Order, 1977, are given by the Government of India 
on specific recommendations of the State Govern
ments. The number of applications from the whole
salers, commission agents in pulses requesting exemp
tion from stocking limits for the consignments or 
pulses imported by them from abroad are too many. 
Considerable time lag is involved in moving the 
Government of India for grant to exemption and 
issue of notification exempting the imported stocks 
from stocking limits. In the meanwhile, it is open 
to the enforcing authorities to take action against the 
uealerslcommission agents keeping stocks in excess 
of the prescribed limits, considering it a violation of 
the provisions of the control order. Due to this, 
the dealers importing pulses are experiencing a lot 
of hardship. While this Government support the 
action taken by the enforcing authorities, it is felt 
that there is a genuine and urgent need for finding a 
remedy to this situation. The Pulses, Edible Oil 
Seeds and Edible Oils (Storage Control) Order, 
1977 is essentially a dehoarding measure and it aims 
at pushing into the market whatever quantity of 
pulses that are being imported by the private trade. 
Clause 7 A of Pulses, Edible Oil Seeds and Edible 
Oils (Storage Control) Order, 1977 provides for 
granting exemption from stocking limits by the 
State Government with the previous approval of 
the Central Government. If the power to grant 
exemption from ceiling on stocks of pulses, in cases 
where the genuineness is satisfied, is vested with the 
State Government without reference to the Govern
ment of India it will do a lot of good to dealers besides 
making pulses available in plenty to the consumers 
at reasonable price. 

Kerosene 
At present, the wholesale dealership in Kerosene is 

awarded by the Government of India through ih 
Oil Companies. Due to the reduction in the Govern
ment of India allotment of Kerosene in the year 1979 



and the consequent Kerosene scarcity, kerosene is 
being distributed on family cards to ensure equitable 
distribution of the available quantity. The retail 
distribution of kerosene in this State has been entrus
ted to the State owned Tamil Nadu Civil Supplies 
Corporation and the Co-operatives. These ins
titutions lift kerosene from private wholesalers for 
distribution to the family card holders. Kerosene 
is an essential commodity needed by the weaker 
sections of the society as fuel for cooking and lighting 
purposes. The State Government is looking after 
the retail distribution of kerosene is this State but 
the State Government has no powers to order the 
location and the establishment of wholesales depot. 
It is in the fitness of things that the powers of appoin
ting new wholesale dealers should be with the State 
administration. The State owned Tamil Nadu 
Civil Supplies Corporation and Co-operatives have 
a net work of retail points (17,926 Fair Price Shops) 
all over the State distributing essential commodities 
to the general public. The Tamil Nadu Civil Sup
plies Corporation and Co-operatives are prepared to • 
undertake wholesale dealership in kerosene whenever 
and wherever offered. Even, if a particular whole
sales point by itself may not be economically viable, 
the Tami Nadu Civil Supplies Corporation is pre
pared to undertake such dealership also in the inte
rest of serving the general public and to ensure umn
terrupted supplies to the retail points. 

In view of our suggestions, the Government of India 
may confine itself to major policies, inter-State transac
tions, imports, etc. Public Distribution System and 
Civil Supplies matters can be made to work better 
if they are entrusted to the State. 

11.1 to ll.5 We would prefer to give a consoli
dated note on the subject of 'Education' instead of 
answering questions 11.1 to 11.5 chronologically. 
In the note which follows, we have discussed the 
constitutional position before and after the Forty
second amendment to the Constitution; the historical 
perspective concerning the subject on "Education" 
before and after 1950, the need for restoring Education 
to the State List, on the language policy adopted by 
the State of Tamil Nadu, the disparity in the devolu
tion of University Grants Commission assistance to 
the State Universities and Colleges and the need for 
redefining the real objective in Articles 23 and 30 
of the Constitution. 

A. The Constitutional Position before and after the 
Constitution ~ 42nd Amendment) Act, 1976. 

It will be useful, at the outset to set down the rele
vant items in the list of devolution of powers given 
in the VII Schedule to the Constitution of India, 
before and after the 42nd amendment. 

Before 42nd Amendment 

Union List. (List l) 

A/t.r 42nd Amendme111 

Union List.(Lisl I) 

63. The institutions known at the com- 63 to 66 :Same as 
mencement of this Constitution as before 42nd Amend
the Benaras Hindu University, the ment. 
Aligarh Muslim University and the 
Delhi University; the University 
established in pursuance of article 
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3715; any other institution declare~ 
by Parliament by law to be an mstt
tution of national importance. 

64. Institutions for scientific or techni
cal education financed by the Go

i vernment of India wholly or in part 
and declared by Parliament by law to 
be institutions of national importance. 

65. Union agencies and institutions for

(a) professional, . vocat.ional or tech
Ill.- nical trammg, mcludmg the 

training of police officers; or 

(b) the r promotion of special [studies 
or research; tor 

(c) scientific or technical assistance 
in the investigation or detection 
of crime. 

66. Co-ordination and determination 
or standards in institutions for higher 
education or research and scientific 
and technical institutions. 

State List (List II) 

I I. Education including Uni
versities subject to the pro
visions of entries 63, 64, 65 
and 66 of List I and entry 
25 of List m. 

Concurrent List (List III) 

25. Vocational and technical 
training of labour. 

State List (List Jl) 

Item II deleted. 

Concurrent List (List Ill) 

25. Education, includmg 
technical education, medi
cal educations and Uni
versities subject to the 
provisions of entries 63, 
64, 65 and 66 of List I; 
vocational and technical 
training oflabour. 

B. A. Historical Perspective 

(I) Till 1950 

Centre-State relations in education over the last 
130 years have presented an extermely variegated 
picture in our country. Prior to 1833, we had a 
period of total decentralisation when all the three 
Presidencies of the British Empire followed their 
own educational policy, subject only to the distant 
and sporadic supervision of the Court of Directors 
in London. The Charter Act of 1833 went to the 
other extreme and created a highly centralised form of 
administration in the country under which Education, 
like any other subject, became a responsibility of the 
Government of India. During this period, for ins
tance, the Directors of Public Instruction in the Pro
vinces used to complain that they could not incur 

·an expenditure of even one rupee without sanction 
of the Imperial Government of Calcutta. This was 
thus a period of extreme centralisation. In 1870, 
a period of decentralisation of authority was initia-

. ted by Lord Mayo. This decentralisation was gra
dually increased till 1918, by which time the Provin

. cial Governments came to possess large authority 
over education, although the Government of India 
did continue to exercise considerable supervisory 
powers iri essential matters. In addition, there was 



the Indian Education Service which was created in 
1897 and whose officers filled the important posts 
in all the Provincial Education Departments. This 
period may, therefore, be regarded as a period of 
large decentralisation combined with limited but essen
tial, Central control. 

The Government of India Act of 1919 made a still 
more radical change. It introduced diarchy in the 
provinces under the control of Indian Ministers res
ponsible to a legislature with a large elected majority. 
As a corollary to this, therefore, the Central control 
over education had to be reduced to the minimum, 
if not eliminated altogether. Consequently, there 
carne about what the Hartog Committee calls a 
'Divorce' between education and the Government 
of India. This situation continued right till 1950 
although, some devious attempts were made, from 
1935 onwards, to bring the Government of India 
back into the picture through such measures, as the 
revival of the Central Advisory Board of Education. 

(11) From 1950 

The adoption of the Constitution in 1950 changed 
the situation to some extent. The Government of 
India now obtained a large authority over education 
than under the Government of India Act of 1919 or 
1935 and the co-ordination and maintenance of ~tan
dards in higher education was made a Central res
ponsibility. This trend towards centralisation 
was indicentally supported by three extraneous factors 
namely : (1) the adoption of Planning as to the 
technique of development with the consequential crea
tion of a Planning Commission and the formulation 
of five year plans covering both Central and Statt" 
developmental activities, (2) the institution of large 
Central grants earmarked for specific education 
schemes and, (3) the political accidents . of the same 
party being in power .at the Centre. and m the States. 
Till 1967 therefore, 1t may be sa1d that education, 
though ~onstitutionally a 'State' subject, could in 
essence b~ administered as a concurrent subject. 

Even before the 42 amendment, the Central Govern
ment had a considerable hold in Education. The 
Supreme Court. had interpre_ted t~e power to co
ordinate under 1tern 66 of Umon L1st as "not merely 
power to evaluate but also t? ~~rrnonies . or secure 
relationship for concerted action . The v1ew of the 
Central Government expressed in the Union Educa
tion Ministry's Administration Report for 1968-69 
was as follows :-

"The Constitution makes Education essentially 
a State subject but also vests consider3;ble res· 
ponsibilities in the Government of Ind1a. The 
Union Government for instance, is directly res
ponsible for Central Universities, for all. institu
tions of national importance, fo~ t~e ennchrnen~, 
promotion and propagation of Hmd1, fo.r co-.ordl· 
nation and maintenance of stand3!ds m h1g~er 
education for scientific and techrucal education 
and resea;ch and for welfare of Indian Students 
abroad and cultural and educational agreemen~ 
with other countries. Social. and Eco.nom.lc 
Planning which includes educational planmng IS 
a concurrent responsibility. The Ce!ltre also 
has special responsibilities for the educat1on of the 
scheduled castes and scheduled tribes". 
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C. Moves to take away education from Stale List 
(Unsuccessful till 42nd Amendment "as made). 

Even at the time the relevant entries in the draft 
Constitution were discussed in the Constituent 
Assembly of India on 2nd September, 1949 thero 
were misconceived and infructuous suggestions to 
take away education from the State List. Their 
arguments were met in the following terms by Thiru 
T.T. Krishnamachari :-"1 would like to repudiate 
at once so far as the Drafting Committee is concer
ned, that there is any idea of either overleading the 
Centre or erring on the side of the provinces. All 
that we have done, to the extent that we are able 
to do, is only to see that the Centre takes only such 
powers as are needed for the purposes of co-ordina
ting the activities of the provinces. My Honourablo 
friends who have moved these amendments either 
to take over the entry "Education" to the concurrcno 
list or to limit the scope of entry 18 to Education up 
to the Secondary standard, if they would please 
peruse the items relating to Education in list I, 
they will see that we have provided and the House 
has accepted those provisions which confer enough 
power on the Centre to co-ordinate the educational 
activities of the States in the field of Higher Educa
tion, in the field of technical education, in the field 
of vocational education and alsc in the field of scien
tific research. That is about so far as it is safe for 
the Central Government to go; it would not be wi•e 
for any Central Government to go beyond that limit: 

I think that is about the best that we can possibly 
do, consistent with the idea of having States with a 
large measure of autonomy for themselves and the 
Centre taking up the question of security, defence 
and general well being of the country, leaving other 
things to t1:1e States". 

Later there were from time to time ill-advised 
suggestions to take away Education from State list 
e.g. Recommendation of the Sapru ,Committee 1965 
to transfer Higher Education from State list to Con
current List· Constitution (Amendment) Bill, 1971 
of S.C. Sarn~nta to transfer Education entirely to 
ConcutTent List. None of these attempts succeeded 
because both the Central Government and the State 
Government were against such an unwise step. But 
with the passing of 42nd Amendment, a paten.tly 
undesirable situation has been created under wh1ch 
Education has been placed under the Concurrent 
List, 

D. Need for restoring education to State List 

Even in such small countries like the U.K. with a 
unitary Constitution. informed. opinion i_s against 
centralised control m fields hke educat1on. The 
following views of C. Northeote Parkinson ("The 
law of Delay"-John Murray, London 1970 See 
the Chapter "Principalities and Powers") will be of 
interest :-

"Problems of health and housing would never be 
discussed in Paris or Rome where there would be 
time therefore to deal with matters which are 
genu'inely n_ationa~ and. i~t.er~ational. Ou~ pre
sent Policy 1s to k11l alllnttlahve on the pertphery 
and leave no time for business at the Centre .••• -" 



"What no one out of bedlam could propose is 
a syste m by which an Educational Policy agreed 
at Ed in burgh has to be debated again in London. 
That way lines madness, as must be obvious to 
anyone of even average intelligence. Out admi
nistration is cumbersome enough as it is. To add 
to it, costly complexity could be tantamount to 
suicide". 

It is all the more unwise to talk of retaining Educa
tion in the Concurrent List in such a vast country 
like India, with a federal Constitution, when the foun
ding fathers of the Constitution of India has orginally 
rightly placed Education under the State List. 

A former Union Education Minister, Dr. V.K.R.V. 
Rao himself had referred in 1970 to complaints in 
past (even when Education was in the State List) 
of non-essential schemes being included in the cen
trally sponsored sector, of Central funds being utilised 
to ride hobby horses of doubtful significance, or over 
domination by Central Officials, of wasteful expendi
ture of needless red-tape and of insistance on confor
mity with standardised regulations. The above 
objections to be centrally sponsored sector apply 
equally to the retention of Education under the 
Concurrent List. 

It will be conducive to the healthy development of 
Education if among other things, the Central Govern
ment curtails the size of the outlay on centrally spon
sored and central sector schemes (but instead distri
butes the funds among the State on equitable basis), 
does not duplicate facilities provided by States (e.g. 
by running Central Schools, etc.); and provides for 
the equitable distribution among the various States 
and Languages groups of the funds for Higher Edu
cation is spends through the U.G.C. etc., and the 
funds for development of all the National languages 
of India, etc, 

Language Question 

Following the mandate of the Tamil Nadu Legis
lative Assembly at its special meeting held on 23rd 
January, 1968, Tamil Nadu has all along been 
following (since January, 1968) the two language 
formula under which the language studied in schools 
in Tamil Nadu are :-

Part A-Regional language (or Mother-tongue 
when it is different from the regional language). 

Part B.-English or any other non-Indian language. 

The Part A language is taught from Standard I 
and the Part B language from Standard III. Examina
tions in the two languages are compulsory. 

Resolution on the language problem passed by the 
Tamil Nadu Legislative Assembly on the 23rd January 
1968 gives expression to the apprehension of the 
people of Tamil Nadu that Hindi which is one 
of the regional languages adopted as the official 
language of India will disturb the unity and integrity 
of India and result in the domination by a region 
of one language over the regions of other languages 
and that Tamil and other national languages should 
be adopted as the official language of the Union and 
that Constitu:ion should be amended accordingly 
and that till such time as this is achieved, English 
alone should continue as the official language. It 
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was also urged that ways and means should be devised 
to see that the people in non-Hindi region. are not 
subjected to any disadvantage; the resolutiOn also 
stated that the House refuses to accept the scheme of 
the Government for the imposition of Hindi. The 
resolution also said, among others, that the three
language formula should be scrapped and_ that 
Hindi words of command should not be used m the 
N.C.C. and similar Corps. 

2. In the Governor's address to the Tamil Nadu 
Legislature on 7th July 1977 it was declared : 

"It will be the firm policy of my Government to 
implement the two language formula which was 
enunciated by our late Chief Minister Anna and 
unanimously approved by this august Assembly. 
This formula fully represents and reflects the wishes 
of the people of Tamil Nadu". 

The suggestion of this Government therefore is 
that English should be included in the Eighth Sche
dule to the Constitution and all the languages in the 
Eighth Schedule should be declared as the official 
languages of the Union. Till such a decision is 
made, English should continue to be used as the 
Official language of the Union both for the Centre 
and State communications as well as communications 
among the States inter-se. 

3. The Union Government should accord equal 
financial assistance for the development of all langua
ges specified in the Eighth Schedule to the Constitu
tion of India. 

4. Tamil is a classical language of equal or even 
greater antiquity than Sanskrit. Tamil is moreover 
spoken even now not only by 5 crores of people 
in India but also by some more millions of persons 
in diverse parts of the globe like Srilanka, Malaysia, 
Mauritius, Fiji Islands, etc. The place of Sanskrit 
vis-a-vis the Indo-Aryan Languages of North India 
is analogous to that of Tamil vis-a-vis the Dravidian 
Languages of South India. Hence the Union Govern
ment should provide assistance for the development 
of Tamil studies in the same manner as for Sanskrit 
studies. 

There is inter-State disparity in the devolution of 
U.G.C. assistance to Universities and Colleges. The 
bulk of the U.G.C. grants are availed of by the Central 
Universities and the share of other Universities is 
meagre. There is no much of an all India character 
about the Central Universities (since generally only 
students of the concerned localities join these Uni
versities). In the circumstances, a more equitable 
formula for the distribution of Central funds for 
Higher Education will have to be devised, a formula 
which does justice to the claims of Universities and 
colleges in the States. 

· The provisions under Article 29 and 30 of the Con
stitution pertaining to the rights of minorities in regard 
to the establishment and management of denomina
tional educational institutions, require to be defined 
more rigorously, restricting them to protect the genuine 
interests of the minorities. The provisions as 
they now stand (and as they are interpreted by the 
Supreme Court and High Courts) are often misued. 



Th;i~ situation has to be remedied by redefining those 
prOVISIOns. 

Role of Governor-Extent of and Limitation of his 
Powers. 

The role of the Governor so far as it relates to 
Education, is in respect of the functions and duties 
h~ performs and the powers he exercises in his capa
City as Chancellor of the Universities in the State. 

2. By convention all the Universities in Tamil 
Nadu have the Governor as Chancellor. The appoint
ment of the Governor under the statutes relating to 
the Universities is not made in his personal capacity, 
but ex officio. He functions as such only as long as 
he holds the office of Governor. It is, therefore, 
clear that only because of his position as Governor 
he functions as Chancellor. There were divergent 
opinions about functions of the Governor as Chancel
lor, whether it should be exercised under the dis
cretion of the Governor or with Ministerial advice 
under Article 163 of the Constitution. The Gover
nor is appointed to such statutory office as per 
provi~ions in the University Acts because he is the 
Head of the State Government, the intention pre
sumbly being that as Head of the State he will reflect 
the views of the elected Government and as such 
appointment cannot possible be made in favour 
of the State Government straight away. If this 
view is correct, the Statutory functions of the Gover
nor must be regarded as one that is included within 
the "business of the Government of the State under 
Article 163 (3) and within the meaning of functions 
under Article 163(1)". 

3. As far as University affairs are concerned the 
Governor's role as Chancellor comes in while appoin
ting the Vice-Chancellor and nominating persons 
to various statutory bodies. 

r It would be a healthy augury I or oemocracy that 
the Governor acts in this regard on the advice of 
Council of Ministers who enjoys the confidence of 
public (so far as they remain Ministers) than on his 
own discretion. This would incidentally help the 
Vice-Chancellor and other members to project the 
views of the Government in the conduct of University 
affairs. The view of the Government in answer 
to Question 3.1 (Part IV-Role of. the Governor) 
may also be perused for further elucidation. 

Inter-Governmental !Co-ordination 

12.1 This Government are of the view that it 
would be useful to set up an institution in our coun
try similar on to the Advisory Commission on Inter
Governmental Relations (ACIR) which should 
promptly deal with many of the irritants and prob
lems which arise with regard to the Centre-State 
relations in India. We have earlier expressed the 
view that notwithstanding the express provision 
in the Constitution in Article 263 for the constitution 
of an Inter-State Council, such an inter-State Council 
has neither been thought of or contemplated eversince 
the birth of the Constitution. In such circumstances, 
and as there is no prospect of Inter State Council 
as contemplated in Article 263 being s~t up and ~ven 
if set up, activised in accordance w1th the w1s~es 
of the people. This Government are of .th~ v1ew 
that the setting up of an Advisory Comnuss10n on 
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Inter-State Governmental Relations may be one of 
the expeditious ways to improve the co-ordination 
and co-operation among the various States and also 
with the Centre. 

Regarding its composition, this Go\ernment sugg~st 
that the Chief Ministers of all States under the Pre
sidentship of Prime Minister may be set up. 

The recommendations of such Advisory Commi
ssion shall be treated on par with the recommenda
tions made by the Finance Commission as provided 
for in Article 281 of the Constitution, with the result 
such recommendations of the Advisory Commission 
together with an explanatory memorandum as to the 
action therein has to be laid before each House of 
Parliament. /11 view of this, a11 inHitlllion similar to 
the one in the United States, which has obviouslr 
stood the test of times, would not 011/y satisfy tlie 
aspirations of tire people of Jndw and ill particular 
tire StateJ of Tamil Nadu,but also would be instrumemal 
for a prompt and expeditious consideration a11d disposal 
of many of the irritants and problenrJ which ma.v 
arise either seasona/11• or otherwise betwtell the 
Centre and the State.' 

Summary of Recommendations 
Preliminary 

Dr. C. N. Annadurai, former Chief Minister of 
Tamil Nadu had emphasised the need for a review 
and reappraisal of the Constitution of India so as to 
remove the serious imbalance in the distribution of 
resources and to ensure larger powers to the States 
in the legislative financial and other spheres and 
with a view to achieve true federalism. The present 
Chief Minister Dr. M.G. Ramachandran has also 
pointed out the essential need for review of the 
Constitution in reprd to the Centre-State relations 
and in particular for giving more powers to the 
States in the legislative, administrative and financial 
spheres. 

The Government of Tamil Nadu are of the firm 
view that India should be made a true federation 
wherein the Central Government and the State 
Government will be equal and independent partners 
and where the residuary legislative powers including 
the residuary taxing power will ve~t in the State 
Government and the Central should have only limited 
powers. The existing Constitutional set up should 
be modified so as to ensure decentralisation of the 
powers which are now in the hands of the Centre 
and the State should be made more autonomous 
both in the legislative as well as in the financial and 
administrative spheres. 

With the above objective in view the Government 
nf Tamil Nadu have answered the questionnaire 
issued by the Sarkaria Commission. The salient 
features of the recommendations are set out below-

PARTii 
:INTRODUCTORY 

Though the basic structure in our Constitution is 
said to be federal in nature certain provisions which 
are not found in other Constitutions, do make our 
Constitution to a certain extent unitary and not fede
ral. Provisions such as Articles 256, 257, 356, 365, 
200 and 201, 31-C, 31-A(I), 254(2) and 304(b) proviso 



lend support to the perpetual comment by the people 
and by jurists that our Constitution is not truly federal. 

The autonomy of the States has been eroded by 
the invocation of certain unpalatable Articles in the 
Constitution introduced by the Founding Fathers 
nearly 35 years ago. The difficulties, issues tensions 
and problems that have arisen in Union-States rela
tionship are due to substantial defects in the schematic 
plan and the fundamental fabric as envisaged at pre
sent in our Constitution. State's autonomy cannot 
be made to rest on the good-will of the Centre. 

It would therefore be salutary to evolve healthy 
conventions and procedures and time has now come 
for removing the tensions and frictions between the 
Centre and the States by suitably amending the 
provisions of the Constitution wherever necessary 
and restore the amity and harmony between the 
Centre and the State. The object is that true federa
lism should come into existence. However, till that 
goal is achieved the amendment suggested in the 
following parts will go a long way in giving more 
powers to the States commensurate with their re
sponsibilities and strengthen the unity of the country. 

PART II 

LEGISLATIVE RELATIONS 

Concurrence of State Legislature before Legislation 
by Parliament.-No law should be enacted by Parlia
ment in respect of a matter falling within the Con
current List except with the concurrence of the State 
Legislature. If no such concurrence is obtained 
then the law made by Parliament in respect of a 
concurrent subject will not be applicable to that 
State. · 

Reservation of State Bills for the consideration of 
the President.-No. Bills falling within the scope of 
Article 31-A or Article 34-C need be reserved for the 
consideration of the President. Accordingly, the 
first proviso to Article 31-A, the proviso to Article 
31-C the two provisos to Article 200 and the proviso 
to Article 201 should be omitted. The provision 
relating to the withholding of assent by the President 
under Article 201 also should be omitted. 

Other Legislative provisions.-Article 246 should be 
so amended to preserve the prerogative of both the 
Parliament and the States in their respective legis
lative fields. 

The proviso to Article 254(2) should be substituted 
to the effect that Parliament shall have no power to 
enact at any time any law with respect to the same 
matter including a law adding to, amending, varying 
or repealing the law so made by the Legislative of the 
State. 

Articles 247, 249, 250, 251 and 252 should be 
omitted. 

As regards Article 252, the alternative suggestion 
is that Article 252(2) should be so amended so as 
to make the power as between the Centre and the 
State mutual and not exclusive. 

Residuary powers.-The residuary power of 
legislation and taxation should be vested in the State 
Legislature. Therefore Article 248 and entry 97 
in the Union List have to be omitted. Consequently, 
a new entry as entry 67 may be included in the State 
List, as under :-
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"67. Any other matter not enume~ated i.n L_ist I 
or List III including any tax not ment10ned ID either 
of these Lists ". 

Articles 154 (2) (b) and 258(2).-The amendment 
to these articles may be made providing that if the 
Union were to exercise the power as contemplated 
in both the articles, the consent of the State should 
be obtained. 

Article 304(b).-The proviso to Article 304(b) should 
be omitted. 

Article 246-A-A new Article 246A has been sug
gested to the effect that Parliament should have no 
power to order an enquiry in respect of the conduct 
of Ministers of the State Government. But it shall 
be open to the State Government to appoint a 
Commission of Inquiry, to inquire into the conduct 
of the State Minister either while in office or after 
demitting office. 

Legislative Entries.-The Government have sugges
ted additions, modifications, deletions of entries under 
the Union List (List I) State List (List II) and 
Concurrent List (List III). The revised Union List, 
the revised State List and the revised Concurrent 
List, with the modification suggested by this Govern
ment will be as follows : 

In the revised Union List out of99 entries, 9 entries 
have been either omitted or transferred either to the 
revised State List or revised Concurrent List. 

In the revised State List 42 entries have been added 
to the existing 61 entries. 

In the revised Concurrent List, 33 entries have been 
transferred to the revised State List. Consequently, 
the revised Concurrent List contains only 23 entries. 

List I Union List 

I. Defence of India and every part thereof including 
preparation for defence and all such acts as may be 
conducive in times of war to its prosecution and after 
its termination to effective demobilisation. 

2. Naval, military and air forces; any other armed 
forces of the Union. 

2-A. Omitted. 

3. Delimitation of cantonment areas, local self
government in such areas, the constitution and powers 
within such areas of cantonment authorities and the 
regulation of house accommodation (including the 
control of rents) in such~areas. 

4. Naval, military and air force works. 

5. Arms, firearms, ammunition and explosives. 

6. Atomic energy and mineral resources necessary 
for its [production. 

7. Industries necessary for the purpose of arma· 
ments. 

8. Central Bureau of Intelligence and Investigation. 
9. Preventive detention for reasons connected with 

Defence, Foreign Affairs, or the Security of India; 
persons subjected to such detention. 

I 0. Foreign affairs : all matters which bring the 
Union into relation with any foreign country. 



' l I. Diplomatic, consular and trade representa
tion. 

12. United Nations Organisation. 

13. Participation in international conferences, 
associations and other bodies and implementing of 
decisions made thereat. 

14. Entering into treaties and agreements with 
foreign countries and implementing of treaties, agree
ments and conventions with foreign countries. 

15. War and peace. 

16. Foreign jurisdiction. 

17. Citizenship, naturalisation and aliens, 

18. Extradition. 

19. Admission into, and emigration and expulsion 
from India; passports and visas. 

20. Pilgrimages to places outside India. 

21. Piracies and crimes committed on the high 
seas or in the air; offences against the law of nations 
committed on land or the high seas or in the air. 

22. Railways. 

23. Highways declared by or under law made by 
Parliament to be national highways. 

24. Shipping and navigation on inland waterways 
in inter-State rivers, the rule of the road on such 
waterways. 

25. Maritime shipping and navigation, including 
shipping and navigation on tidal waters. 

26. Lighthouses, including lightships, beacons and 
other provisions for the safety of shipping and air 
craft. 

27. Ports declared by or under law made by Parlia
ment or existing law to be major ports, including their 
delimitation, and the constitution and powers of 
port authorities therein. 

28. Port quarantine, includin~ hospital~ connected 
therewith; seamen's and manne hospitals. 

29. Airways; aircrafts and air-naviga~io~; provisi<?n 
of aerodromes· regulation and orgamsation of air
traffic and of a~rodromes; provision for aeronautical 
education and training and regulation of such educa
tion and training provided by States and other 
agencies. 

30. Carrisge c.f passengers 2nd goods by_ railway, 
sea or air, or by inter-State river waterways m mecha
nically propelled vessels. 

31. Posts and telegraphs; tei7Ph?nes, wireless and 
other like forms of commumcauon. 

32 Property of the Union and the revenue there
fro~, but as regards property situated in a State 
subject to legislation by the State. 

33. Acquisition and requisitioning of property for 
the purpose of the Union. 

34. Courts of wards for the estates of Rulers of 
Indian States. 
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35. Public debt of the Union. 

36. Currency, coinage and legal tender; foreign 
exchange. 

37. Foreign loans. · 

38. Reserve Bank of India. 

39. Post Office Savings Bank. 

40. Lotteries organised by the Government of 
India. 

41. Trade and commerce with foreign countries; 
import and export across customs frontiers; defini
tion of customs frontiers. 

42. Inlet-State trade and commerce. 

43. Incorporation, regulation and winding up of 
trading corporations, including banking. insurance 
and financial corporations but not including co
operative societies. 

44. Incorporation, regulation and winding up of 
corporations, whether trading or not, with objects 
not confined to one State, but not including Univer
sities. 

45. Omitted. 
46. Bills of exchange, cheques, promissory notes 

and other like instruments. 
47. Insurance. 
48. Stock exchange. 
49. Patents, inventions and designs; copyright; 

trademarks and merchandise marks. 
50. Establishment of standards of weight and mea

sure. 
51. Establishment of standards of quality for 

goods to be exported out of India. 
52. Industries specified below .-

l. Metallurgical Industries :-

A. ·Ferrous ; 
(l) Iron and Steel (Metal) 
(2) Ferro-alloys 
(3) Iron and steel castings and forgings. 
(4) Iron and steel structurals. 

(5) Iron and steel pipes. 
(6) Special steels. 
(7) Other products of iron and steel. 

B. Non-ferrous : 
(I) Precious metals, including gold and silver 

and their alloys. 
(2) Other non-ferrous metals and theiralloys, 

(3) Semi-manufactures and manufactures, 

2. Fuels : 

(l) Coal, lignite, coke and their derivative. 
(2) Mineral Oil (crude oil), m?tor and_ aviation 

spirit, diesel oil, kerosene _011, fuel 01_1, d1ve_rse 
hydro carbon oils an:d t~m _blends mcludmg 
synthetic fue~s, lubncatmg Oils and the hke. 



(3) Fuel gases-( coal gas, natural gas and the like). 

3. Steam Generating Plants J 

Steam generating plants. 

4. Prime Movers (Other than Electrical Generators) 

(l) Steam engines and turbines. 
(2) Internal combustion engines. 

5. Telecommunications : 

(l) Telephones. 
(2) Telegraph equipment. 
(3) Wireless communication apparatus. 
(4) Radio receivers, including amplifying and 

public address equipment. 
(5) Television sets. 
(6) Teleprinters. 

6. Transportation 

(I) Aircraft. 
(2) Ships and other vessels drawn by power. 
(3) Railway locomotives. 
( 4) Railway rolling stock. 

7. Fertilisers : 

(I) Inorganic fertilisen. 
(2) Organic fertilisers. 
(3) Mixed fertilisers. 

8. Chemicals (Other than Fertilisers) 1 

(!) Coal tar distillation products like naphthalene, 
anthracene and the like. 

(2) Explosive including gun powder and safety fuses. 

9. Paper and Pulp including Paper products 1 
(1) Paper-writing, printing and wrapping. 
(2) Newsprint. 
(3) Pulp-wood pulp, mechanical, chemical, inclu

ding dissoliving pulp. 

10. Sugar 

Sugar. 

11. Defence Industries 

Arms and ammunition. 

53. Omitted. 
54. Omitted. 

. 55. Omitted. 

56. Regulation and development of inter-State rivers 
and river valleys, diversion of the waters of inter
State rivers to any part of the territory of India and 
apportionment among the States (but not including 
the use within the States) of the waters of inter-State 
rivers, to the extent to which such regulations, develop
ment, diversion and apportionment under the control 
of the Union is declared by Parliament by law to be 
expedient in the public interest. 
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57. Fishing and fisheries beyond territorial 
waters. 

58. Manufacture, supply and distribution of salt 
by Union agencies. 

59. Cultivation, manufacture and sale for export 
of opium.· 

60. Omitted. 

61. Industrial disputes concerning Union 
employees. 

62. The institutions known at the commencement 
of this Constitution as the National Library, the 
Indian Museum, the Imperial War Museum, the 
Victoria 'Memorial and the Indian War Memorial 
and any other like institution financed by the Govern
ment of India wholly. 

63. The institutions known at the commencement 
of this Constitution as the Banaras Hindu University, 
the Aligarh Muslim University and the Delhi 
University the University established in pursuance 
of article 371-E. 

64. Institutions for scientific of technical education 
financed by the Government of India wholly. 

65. Union agencies and institutions for-

(a) professional, vocational or technical training 
including the training of police officers; or 

(b) the promotion of special studies or research; 
or 

(c) scientific or technical assistance in the inves-
tigation or detection of crime. 

66. Omitted. 

67. Omitted. 

68. The survey of India, the Geological, Botanic;ll, 
Zoological and Anthropoliogical Survey of India 
Meteorological organisations. 

69. Census. 

70. Union public services; All India Services; 
Union. Public Service Commission. 

71. Union pensions, that is to say, pensions payable 
by the Government of India or out of the Consolidated 
Fund of India. 

72. Elections to Parliament, to the Legislatures 
of States and to the offices of President and Vice
President; The Election Commission; 

73. Salaries and allowances of members of Parlia
ment, the Chairman and Deputy Chairman of the 
Council of States and the Speaker and Deputy 
Speaker of the House of the People . 

74. Powers, privileges and immunities of each 
House of Parliament and of the members and the 
Committees of each House; enforcement of attendence 
of persons for giving evidence or producing documents 
before committees of Parliament of commissions 
appointed by Parliament. 

75. Emoluments, allowances, privileges, and rights 
in respect of leave of absence, of the President and 
Governors; salaries and allowances of the Ministers 



for the Union; the salaries, allowances, and rights 
in respect of leave of absence and other conditions 
of services of the Comptroller and Auditor- General. 

76. Audit of the accounts of the Union. 

77. Constitution, organis:ttion. jurisdiction and 
powers of the Supreme Court (including contempt 
of such Court), and the fees taken therein; persons 
entitled to practice before the Supreme Court. 

78. Constitution and organisation (including 
vacations) of the High Courts except provisions as 
to officers and servants of High Courts; persons 
entitled to practice before the High Courts. 

79. Extension of the Jurisdiction of High Court 
to, and exclusion of the jurisdiction of a High Court 
from Union territory. 

80. Extension of the powers and jurisdiction of 
members of a police force belonging to any state 
to any area outside that State, but not so as to enable 
the police of one State to exercise powers and juris
diction in any area outside that State without the 
consent of the Government of the State in which 
such area is situated; extension of the powers and 
jurisdiction of members of a police force belonging 
to any State to railway areas outside that State. 

81. Inter-State migration; inter-State quarantine. 

82. Taxes or income other than 
income. 

agricultural 

83. Duties of customs including export duties. 

84. Duties of excise on tobacco and other goods 
manufactured or produced in India except-

(a) Alcoholic liquors for human consumption. 

(b) Opium, Indian hemp and other narcotic drugs 
and narcotics. 

85. Corporation tax. 

86. Taxes on the capital value of the assets, exclusive 
of agricultural land or individuals and companies; 
taxes on the capital of companies. 

87. Estate duty in respect of property other than 
agricultural land. 

88. Duties in respect of succession to property 
other than agricultural land. 

89. Terminal taxes on goods or passengers, carried 
by railway, sea or air; taxes on railway fares and 
freights. 

90. Taxes other than stamp duties on transactions 
in stock exchanges. 

91. Rates of stamp duty in respect of bills of 
exchange cheques, promissory notes, bills of lading, 
letters of credit, policies of insurance, transfer of 
shares debentures, proxies and receipts. 

92. Taxes on the sale or purchase of news papers 
and on advertisements published therein. 

92-A. Taxes on the sale or purchase of goods other 
than newspaper, where such sale or purchase takes 
place in the course of inter-State trade of commerce. 

69-288/87 
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92-B. 'Faxes on the consignment of goods (whether 
the consignment is to the person making it or to any 
other person); where such consignment takes place 
in the course of inter-State trade of commerce. 

93. Offices against laws with respect to any of the 
matters in this List. 

94. Inquires, surveys and statistics for the purpose 
of any of the matters in this List. 

95. Jurisdiction and powers of all courts, except 
the Supreme Court, with respect to any of the matters 
in this List; admiralty jurisdiction. 

96. Fees in respect of any of the matters in this 
List, but not including fees taken in any Court. 

97. Omitted. 

List-D Stole List 

I. Public order (but not including the use of any 
naval military or air force or of any contingent or 
unit thereof in aid of the civil power). 

1-A. Preventive detention for reasons connected 
with the security of a State or the maintenance of 
public order; persons subjected to such detention. 

1-B. Removal from one State to another State 
of prisoners, accused persons and persons subjected 
to preventive detention for reasons specified in 
Entry 1-A of this List and Entry 3 of List III with 
the consent of the other State. 

2. Police (including railway and village police). 

3. Officers and servants of the High Courts; 
procedure in rent and revenue courts; fees taken 
in all courts except the Supreme Court. 

3-A. Administration of justice; constitution; 
and organisation of all courts, except the Supreme 
Court and the High Courts. 

3-B. Contempt of court, but not including contempt 
of the Supreme Court. 

4. Prisons, reformatories, borstal institutions and 
other institutions of like nature, and persons detained 
therein; arrangements with other States for the use 
of prisons and other institutions. 

5. Local Government, that is to say, the constitution 
and powers of municipal corporations, improvement 
trusts; distirct boards, mining settlement authorities 
and other local authorities for the purpose of local 
self-government or village administration. 

5-A. Trust and Trustees. 

5-B. Administrators-General and Official Trustees. 
6. Public health and sanitation, hospital; and 

dispensaries. 

6-A. Vital statistics including registration of births 
and deaths. 

7. Pilgrimages, other than pilgrimages to places 
outside India. 

7-A. Marriage and divorce; infants and minors; 
adoption; wills, intestacy and succession; joint 
family and partition; all matters in respect of which 



parties in judicial proceedings were immediately 
before the commencement of this Constitution subject 
to their personal law. 

8. Intoxicating liquors, that is to say, the production 
manufacture, possession, transport, purchase and 
sale of intoxicating liquors. 

8-A. Drugs and poisons, subject to the provisions 
of Entry 59 of List I with respect to opium. 

9. Relief of the disabled and unemployable. 

9-A. Vagrancy : nomadic and migratory tribes. 

9-B. Lunacy and mental deficiency, including 
places for the reception or treatment of Lunatics 
and mental deficients. 

10. Burials and burial grounds; cremations and 
cremation grounds. 

10-A. Trade unions; industrial and labour disputes. 

10-B. Social security and social insurance; 
employment and unemployment. 

10-C. Welfare of labour including conditions of 
work provident funds, employees' liability, workmen's 
compensation, invalidity and old age pensions and 
maternity benefits. 

II. Education, including technical education, medi· 
cal education universities, subject to the provisions 
of Entries 63, 64 and 65 of List I; Vocational and 
technical training of labour. 

!I.A. Provision of education and training for the 
mercantile marine and regulation of such education 
and training provided by State and other agencies. 

12. Libraries, museums and other similar insti
tutions controlled or financed by the State; ancient 
and historical monuments and records and archae 
logical sites and remains. 

12-A. Co-ordination and determination of standards 
in institutions for higher education or research and 
scientific and technical institutions. 

13. Communications, that is to say, roads, bridges, 
ferries and other means of communication not speci· 
fied in List I; municipal tramways; ropeways, inland 
waterways, intra-State rivers and traffic thereon; 
vehicles including mechanically propelled vehicles. 

13-A. Shipping and navigation on inland water
ways as regards mechanically propelled vessels, 
and the rules of the road on such waterways, and 
the carriage of passengers and goods on inland 
waterways subject to the provisions of List I with 
respect to national waterways. 

13-B. Ports other than these declared by or under 
law made by Parliament or existing law to be major 
ports. 

14. Agriculture, including agricultural education 
and research, protection against pests and preven
tion of plant diseases. 

1 S. Preservation, protection and improvement 
of stock and prevention of animal diseases; veterinary 
training and practice. 

15-A, Prevention of cruelty to animals,· 
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16. Pounds and the prevention of cattle trespass. 

17. Water, that is to say, water supplies, irrigation 
and canals, drainage and embankments, water storage 
and water power subject to the provisions of Entry 
56 of List I. 

18. Land, that is to say, rights in or over land, 
land tenures including the relation of landlord and 
tenant, and the collection of rents; transfer and 
alienation of agricultural land; and improvement 
and agricultural loans; colonisation. 

19. Forests. 

20. Protection of wild animals and birds. 

21. Fisheries. 

22. Courts of wards subjects to the provisions of 
Entry 34 of List I; numbered and attached estates. 

23. Regulation of mines and mineral development 
subject to the provisions of List I with respect to 
regulation and development under the control of 
the Union. 

24. Industries other than those specified in Entries 
. 7 and 52 of List I. 

24-A. Commercial and indus trial monopolies, 
combines and trusts. 

25. Gas and Gas-Works. 
25-A. Factories. 

25· B. Boilers. 

25-C. Newspapers, books and printing presses. 

26. Trade and commerce within the State including 
trade and commerce in,-

(a) the products of any industry and imported 
goods of the same kind as such products; 

(b) foddstuffs, including edible oil seeds an' 
oil; 

(c) cattle fodder; including oilcakes and other 
concentrates; 

(d) raw cotton, whether ginned or unginned, and 
cotton seeds; and 

(e) raw jute. 

27. Production supply and distribution of goods 
including the production supply and distri· 
bution of,-

(a) the products of any industry and imported 
goods of the same kind as such products; 

(b) foodstuff, including edible oilseeds and 
oil; 

(c) cattle fodder, including oilcakes and other 
concentrates; 

(d) raw cotton, whether ginned or unginned and 
cotton seeds; and 

(e) raw jute. 

28. Markets and fairs. 

28-A. Futures markets. 

28-B. Actionable wrongs. 

29. Weights and measures except est<~blishments 
Qf stand<~rds, 



30. Money lending and money-lenders· relief of 
agricultural indebtedness. ' 

31. Inns and inn-keepers. 

31-A. Adulteration of foodstuffs and other 
goods. 

32. In~orporation, regulation and winding up of 
corporatiOns, other than those specified in List I, 
and universities; unincorporated trading, literary 
scientific, religious and other societies and associ
ations : co-operative societies. 

33. Theaters and dramatic performances : cinemas, 
sports, entertainments and amusements. 

33-A. Sanctioning of cinematograph films for 
exhibition. 

33-B. Broadcasting and Television. 

34. Betting and gambling. 

34-A. Charities and charitables institutions, chari· 
table and religious endowments and religious 
institutions. 

34-B. Lotteries organised by the Government of 
a State. 

35. Works, lands and buildings vested in or in the 
possession of the State. 

36. Acquisition and requisitioning of property 
except for the purpose of the Union, 

37. Elections to the Legislature of the State subject 
to the provisions of any law made by Parliament. 

38. Salaries and allowances of members of the 
Legislature of the State, of the Speaker and Deputy 
Speaker of the Legislative Assembly and, if there 
is a Legislative Council, of the Chairman and 
Deputy Chairman thereof. 

39. Powers, privileges and immumt1es of the 
Legislative Assembly and of the members and the 
committees thereof, and, if there is a Legislative 
Council, of that Council and of the members and the 
committees thereof enforcement of attendance of 
persons for giving evidence or producing documents 
before committees of the Legislature of the States. 

40. Salaries and allowances of Ministers for the 
State. 

41. State public services : State Public Service 
Commission. 

42. State pensions, that is to say, pensions payable 
by the State or out of the Consolidated Fund of the 
State. 

43. Public debt of the State. 

43-A. Audit of the Accounts of the State. 

44. Treasure trove. 

45. Land revenue, including the assessment and 
collection of revenue, the mamtenance of land 
records survey for revenue purposes and records of 
rights, ~nd alienation of revenues. 

45-A. Price control. 

5~9 

46. Taxes on agricultural income. 

47. Duties in respect of succession to agricultural 
land. 

48. Estate duty in respect of agricultural lund. 

49. Taxes on lands and buildings. 

50. Taxes on mineral rights subject to uny limi
tations imposed by Parliament by law relating to 
mineral development. 

51. Duties of excise on the following goods 
manufactured or produced in the State and counter
vailing duties at the same or lower rates on similar 
goods manufactured or produced elsewhere in 
India-

( a) alcoholic liquors for human consumption. 

(b) opium, Indian hemp and other narcotic drugs 
and narcotics. 

52. Taxes on entry of goods into a local area for 
consumption, use or sale therein, 

53. Taxes on the consumption of sale of electricity. 

54. Taxes on the sale or purchase of goods other 
than newspapers, subject to the provisions of Entry 
72-A of List I. 

55. Taxes on advertisements other than advertise
ments published in the newspapers and advertisements 
broadcast by radio or television. 

56. Taxes on goods and passengers carried by roud 
or on inland waterways. 

57. Taxes on vehicles, whether mechanically pro· 
polled or not, suitable for use on roads, including 
tram-cars. 

57-A. Taxes on mechanically propelled vehicles 
including the principles on which taxes on such vehicles 
are to be levied. 

58. Taxes on animals and boats, 

59. Tools. 

60. Taxes on professions, trades, callings and 
employemnts. 

60-A. Legal, medical and other professions. 

61. Capitation taxes. 

61-A. Taxes on futures markets. 

62. Taxes on luxuries. including taxes on enter· 
tainments. amusements, betting, and gambling. 

63. Rates of stamp duty in respect of documents 
other than those specified in the provisions of List 
1 with regard to rates of stamp duty. 

63-A. Inquiries and statisti~s fo~ th~ pu!pose of 
any of the matters specified m thiS Ltst mcludmg 
inquiries in respect of the conduct of any Mm1ster 
of a State Government, while in office or after demitting 
office. 

64. Otfcnces against laws with respect to any of the 
matters in this List. 



65. Jurisdiction and powers of aU courts, except 
the Supreme Court, with respect to any of the matters 
in this List. 

66. Fees in respect of any of the matters in this 
List but not including fees taken in any Court. 

67. Any other matter not enumerated in List 
I or List Ill including any tax not mentioned in either 
of those Lists. 

List-m Concurrent List 

1. Criminal law, including all matters included 
in the Indian Penal Code at the commencement of 
this Constitution but excluding offences against 
laws with respect to any of the matters specified in 
List I or List II and excluding the use of naval, military 
or air forces or any other armed forces of the Union 
in aid of the civil power. 

2. Criminal procedure including all matters included 
in the Code of Criminal Procedure at the commence
ment of this Constitution. 

3. Preventive detention for reasons connected with 
the maintenance of supplies and services essential 
to the community; persons subjected to such 
detension· 

4. Omitted. 

5. Omitted. 

6. Transfer of property other than agricultural 
land; registration of deeds and documents. 

1. Contracts, including partnership, agency, contract 
of carriage, and other special forms of contracts, 
but not including contracts relating to agricultural 
land. 

8. Omitted. 

9. Bankruptcy and insolvency. 

9·A. Banking. 

10. Omitted. 

11. Omitted. 

11-A. Omitted. 

12. Evidence and oaths, recognition of laws, public 
acts and records, and judicial proceedings. 

13. Civil procedure, including all matters included 
in the Code of Civil Prccedure at the Commence
ment of this Constitution, limitation and arbit
ration. 

14. Omitted. 

15. Omitted. 

16. Omitted. 

17. Omitted. 

17-A. Omitted. 

18. Omitted. 

19. Omitted. 

20. Economic and social planning. 
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20-A. Population control and family planning. 

21. Omitted. 

22. Omitted. 
23. Omitted. 

24. Omitted. 
24·A. Regulation and development of oilfield and 

mineral oil resources; petrol and petroleum product; 
other liquids and substances declared by Parliament 
by law to be dangerously inflammable. 

24-B. Regulation of mines and mineral develop
ment to the extent to which such regulation and 
development under the control of the Union is declared 
by Parliament by law to be expedient in the public 
interest. 

24-C. Regulation of labour and safety in mines 
and oilfields. 

25. Omitted. 

26. Omitted. 
27. Relief and rehabilitation of persons displaced 

from their original place of residence. 

28. Omitted. 

129. Prevention of the extension from one State 
to another of infectious or contagious diseases or 
pests affecting man, animals or plants. 

30. Omitted. 

31. Omitted. 

32. Omitted. 

33. Omitted. 

33-A. Omitted. 

34. Omitted. 

35. Omitted. 

36. Omitted 

37. Omitted. 

38. Electricity. 

39. Omitted. 

40.~ Omitted. 

41. Custody, managemen and disposal ofproperty 
(including agricultutal land) declared by law to 
be evacuee property. 

42. Omitted. 

43. Recovery in a State of claims in respect of 
taxes and other public demands, including arrears 
of land revenue and sums recoverable as such arrears, 
arising outside that State. 

44. Stamp duties other than duties or fees collected 
by means of judicial stamps. but not including rates 
of stamp duty. 

45. Inquiries and statistics for the purpose of any 
of the matters specified in List Ill but not including 
inquiries in respect of the conduct of any Minister 
of a State Government while in office or after demitting 
office. 



46. Jurisdiction and power of all courts ~cept 
~he S_upr~me Court, with respect to any of th~ matters 
m thts Ltst. 

_47. Fees in. resp~ct of any of the matters in this 
Ltst, but not mcludmg fees taken in any court. 

PART III 

ROLE OF THE GOVERNOR 

Our Prima~ view is that the post of Governor 
sho~ld be. abolished as a Governor appointed by the 
Pr~stdent IS a legacy of the past. Under the Consti
tutiOn, the <!overnor has to act always on the advice 
of the Council of M!nisters. As it is proposed to be 
made clear statutonly that there is no discretionary 
~eld at all for the Governor, the post of the Governor 
IS r_edundant: In so!lle cases, the Governors do not 
hestta~e to mtsuse t~etr powers and dismiss the Council 
of Mm~sters no~wtthstanding the fact the Council 
of ~tmsters enjoy the absolute confidence of the 
Legislature. In order to avoid repetition of such misuse 
of power, the Post of Governor may be abolished. 
As a result, the Chief Minister may be vested with 
all the executive powers. 

If th~ office of the Governor is to be retained, the 
suggestiOn ts that he may be selected from the panel 
of four names submitted to the President by the 
Ch_ief Minister enjoying the confidence of the Legis
lative Assembly. In such a case, if Legislative 
Assembly decides that the continuance of the Governor 
in any State will not be in the interest of the State 
the~ o~ a resolution passed to that effect by the 
Legislative Assembly, the President should remove 
the Governor on receipt of a copy of the said resolution 
by the President. 

If the post of Governor is decided to be continued 
then the following recommendations are made. ' 

There should be no area in respect of which the 
Governor should have discretion. In respect of all 
mat~ers; the G<?verno~ . should be bound by the 
advtce of the Chtef Mmtster or of the Council of 
Ministers. 

In his role as an inalienable part of the State Legis
lature, the Governor's task is only to secure a 
Government and not to form a Ministry. 

While discharging important functions for summon
ing or proroguing the house or houses of the State 
Legislature, the Governor should do so only on the 
advice of the State Cabinet. 

So also while exercising the power of dissolution 
of the Legislative Assembly, the Governor should 
do so only on the advice of the State Cabinet. 

If the suggestion to appoint a Governor from the 
panel of names submitted by the Chief Minister is 
not accepted, them in the interest of securing a har
monious relationship between the Governor and the 
State Cabinet, it is necessary that the State Cabinet 
should be always be consulted and the concurrence 
of the Chief Minister obtained prior to the appoint
ment of a Governor. It is also not proper to issue 
guidelines as to how the Governor should function 
as this would be derogatory to the high office of the 
Governor. 
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The Governor is neither the Agent of the Centre 
nor mere ornamental head of the State t>ut a clo'e 
hnk between Centre and the State. 

Consistent with the notions of Parliamentarv 
pemocracy, a specific provision should 1:>~ inserted 
m the Constitution after daus: (I) in Article 1M 
of th~ Constitution specifying in detail the manner 
Ill wh1ch a Chief Minister should be appointed. The 
new clause (lA) shall run as follows :-

"~IN (a) The Governor should appoint as Chief 
Mtruster the leader of the party commanding 
an absolute majority in the Legislative Assembly. 

(b) Where the Governor is not satisfied that 
any one party has an absolute majority in the 
Legislative Assembly, he should of his own 
motion summon the Legislative Assembly for 
electmg a person to be the Chief Minister and 
the person so elected should be appointed by the 
Governor as the Chief Minister. 

(c) The advice of the Chief Minister to the Governor 
to dismiss any Minister should be accepted by 
the Governor. 

(d) Where it appears to the Governor at any 
time that the Chief Minister has lost the conlidenc·c 
of the majority of the Members of the Legislative 
Ass~mbly, the Governor should immec.llately and 
ofh1s own mot1on summon theLegislative Assembly 
to eanable the Chief Minister to secure a vote or 
confidence in the House. 

(e) (i) If the Chief Minister fails to seck the vote 
of confidence, or having sought it, fails to secure 
such vote of confidence, the Chief Minister shall 
resign forthwith. If there is any party commanding 
an absolute majority in the Legislative Assemhly 
at the time of such resignation, the Governor 
shall, of his own motion, appoint as Chief Minister 
the Leader of such party. 

(ii) Where the Chief Minister fails to resign under 
paragraph (i), or where there is no party com
manding an absolute majority in the Legislative 
Assembly, then the Governor shall immediately 
of his own motion, summon the Legislative Assem
bly. The Legislative Assembly shall elect the person 
to be the new Chief Minister who should be appoint
ed by the Governor as the Chief Minister or in 
the alternative, the Legislative Ass~mbly may pass 
a resolution recommending the dissolution of the 
Legislative Assembly which shall be binding on 
the Governor. 

(iii) If the Legislative Assembly fails to elect 
a new Chief Minister or pass a resolution as 
mentioned in paragraph (ii) within a period of one 
month commencing on and from the date of seeking 
the vote of confidence under sub-clause (d), the 
Legislative Assembly shall stand dissolved on 
the expiry of the said period of one month. 

(f) When the Legislative As~emhly stands dis
solved under sub-clause (e) and during the period 
on and from the date of Commencement of the 
Legislative Assembly and sending with the 
date of election of the new Chief Minister by the 



new legislative Assembly, the Chief Minister 
and the other Ministers who are in office on the 
date on which the Legislative Assembly stands 
dissolved under sub-clause (8) shall continue in 
office only as a caretaker Ministry." 

No person should be a Governor for more than 
one State/Union Territory at a time. 

The proviso to Article 153 should be omitted. 
Consequent on the omission of the said proviso clause 
(3-A) of Article 158, must be deleted. 

The Governor shall be appointed by the President 
with the concurrence of the Chief Minister. Con
sequently Article 155 should be suitably modified. 

The Governor discharges certain functions specified 
in the Constitution as an agent of the President but 
the language of Article 160 is such that it may be 
stretched to cover even other functions of the Gover
nor. The Article requires modification. 

Article 163 (I) of the constitution which provides 
that the Council of Ministers have to aid and advise 
the Governor in the exercise of his function, except 
in so far as he is by or under this Constitutions, 
required to exercise his functions or any of them in 
his discretion, should be modified on the line of 
Article 74(1) of the Constitution. Article 163(1) 
may be recast as follows :-

"There shall be a Council of Ministers with the 
Chief Minister at the head to aid and advise the 
Governor who shall in the exercise of his functions 
act in accordance with such advice: 

Provided that in respect of the functions expressly 
conferred on the Governor under Articles 239(2), 
371 and 371-A the Governor shall exercise his 
functions in his discretion". 

Article 163(2) may not be conducive for effective 
functioning of the Cabinet System of Government 
in the State. This Article may therefore be omitted. 

PART-IV 

ADMINISTRATIVE RELATIONS 

Issue of Directions to the States by the Union and 
President's rule in States.-Articles 256, 257, 365 
and 356 have both catalytic and fatalistic effect on 
the States in view of the possible unitary exercise of 
executive power by the Union under these Articles. 
These articles may therefore be omitted, because 
the effect of these Articles is that powers reserved 
by the Union have a over-riding influence over the 
States bringing down the theory of autonomy of State 
to a catastrophic minimum. This is so because, the 
use of such power during the three decades in the past 
have ex-necessitars demonstrably, proves that there 
has been excessive or misuse of such powers resulting 
in extra-ordinary steps, being taken and the edifice 
of State autonomy made to crumble. Article 357 
and 360 may also be omitted. 

Central Ag~ncies handling subjects relating to States 
and Concurrent List.-The Central Agencies like the 
Agricultural Prices Commission, Central Water 

Commission, Central Electrciity Authority etc., 
cannot be created with respect to subjects handled 
by State in the State list without the explicit consent 
of the States. 

Inter-State Water Dispute.-All disputes relating 
to inter-State Water disputes should be referred to 
a permanent tribunal constituted by the Supreme 
Court. 

All India Services.--lt is not necessary to have 
All India Services including l.P.S. and I.P.S. There 
should be two services namely (i) State Civil Services 
for the purpose of the State Govt. and (ii) Central 
Service for the purpose of the Federal Govt. In 
the Central Service, due representations should be 
given to the States in the offices of the Central Govt. 
location in the States. 

Central Reserve Police Force.-The deployment of 
the Central Reserve Police Force should be done 
only with the consent or request of the States. 

Zonal Councils.-In the interest of the States con· 
cerned the Zonal Councils set up under the States 
Re-organisation Act, 1956 should be activised so 
as to serve the expectations under the said Act. 

Inter-State Council.-The Inter-State Council 
created under Article 263 will have no practical value 
as the advice tendered, recommendations made and 
conclusion arrived at are not binding on any party. 
Therefore the entire Article 263 providing for the 
establishment of Inter-State Council may be deleted 
altogether. 

Issue of directions under Article 339(2) Article 
344 (6). and Arlticle 350-A.-The said Articles 
should be omitted. 

PART V 

FINANCIAL RELATIONS 

The Finance Commission.-The Finance Commission 
is constituted under Article 280. It should be recons· 
tituted giving representation to the States. The 
recommendations of the Finance Commission shall 
be binding on all parties both Centre and States. 
Amendments to this effect should be made in the 
Constitution. 

The Finance Commission should not confine itself 
to non-plan revenue gap but should take an integrated 
view of the whole problem of financial imbalance. 
States should be categorised into the more afiluent, 
middle income and poor States. Tamil Nadu which 
falls within the middle income criteria should be 
given additional allocation of grants. 

The Finance Commission should also ensure that 
the per capita surpluses of middle income States are 
comparable and more or less equal to the more 
afiluent States. All funds to the States should be 
channelled through the Finance Commission. 

Excise Duties.-All_ excise duties and cesses, special 
regulatory or otherwise, which are shareable at the 
option of the Union should all be made compulsorily 
divisible between the Union and States. 



Additional duties of excise should be continued 
only with the concurrence of the States. 

Levy and collection of duties and taxes.-Article 
268 can be straightaway delegated to the States for 
levy and collection. Duties in respect of succession 
to property other than agricultural land and e<tate 
duty in respect of property other than agricultural 
land under Article 269 could also he delegated to the 
States. Similarly terminal tax on goods or passengers 
carried by railway, sea or air tax on sale or purchase 
of news papers and on advertisement can be brought 
under the purview of Article 268. 

Many of the taxes specified in Article 269 are not 
levied. The Union Government must therefore give 
a substantial amount to the States in lieu of the non
levy of certain taxes. 

Corporation Taxes, as well as surcharge on Income 
Taxes should be divisible and ear-marked for the 
concerned State as in the case of Income-Tax. 

Grants.-Grants by the Centre to the States, 
both for plan and non-plan expenditure should be 
made on the recommendation of an independent 
and impartial body like the Finance Commission 
or similar statutory body. 

Loans and indebtedness of States.-A Committee 
of experts may be set up to consider the entire issue 
relating to the indebtedness of States. 

Relief Fund.-There should be a fund for each State 
for the relief of distress arising out of natural cala
mities. The fund may also be utilised to ameliorative 
measures. 

Market Borrowings.-At present, the distribution 
among the States of the market. borrowings has b:en 
done in a very adhoc and arbitrary manner g1vmg 
increase of I 0 per cent over the last years level of 
borrowings. Therefore, a just and equitable principle 
of distribution of market borrowings should be for
mulated. To achieve the object in view, the President 
should invoke his powers under Article 280 (3) 
(c). 

It is desirable that the Finance Commission should 
suggest an appropriate formula for sharing of market 
borrowings. The State Government and the Govern
ment of India should go by the award of the Finance 
Commission. The actual execution can continue 
to be co-ordinated by the Reserve Bank of India. 
There is no need to set up a separate loan council 
for multiplicity of agencies may create a situation 
of their working at cross purposes. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

Planning Commission and National Development 
Council 

The Planning Commission as well ~s the N~tio~al 
Development Council, the two maJor bod1es m
charge of planning,'!!" are '~"now funct1onmg as o~ly 
recommendary bodies without ~ statutory f oun~at!on 
and recognition unlike the Fmance Comm1ss1on 
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postulated in Article 280. Therefore, the following 
changes in the Constitution of planning bod1cs may 
be made :-

(\) The Union Parliam~nt mu>t ma~e law to ~reate 
a Central Board ot Plan111ng. It must ddme liS 
constitution, functions :1nd powers ckarly. 
The Central Board should ""'" the av:ll
lability of resourc" rdating to Cenlral Sd1cmcs 
only. 

(2) The State Legislature must pass separate Legis
lation for the purpose of creating a State Board 
of Planning. This Board will address 1tself 
to resources and priorities regarding St:llcs 
subject matters. 

(3) The Plan so prepared by the Central BlKird 
and State Board must be suhmiued to the 
National Development Council r,,r consi
deration. 

The National Development Council must nrpoint 
an expert Advisory Committee conSISting of eminent 
Economists, Scientists. Management Experts 
Sociologists and Engineers. This Commillee must 
give its expert advice within a stipulated period of 
time. The Advisory Commillee must also recommend 
wherever possible the dove-tailing of schemes sugge>ted 
by the Central and State Boards. This would ensure 
a meaningful planning exercise without over-looking 
the State Government's priorities. 

However, if the planning Commi~sion were to 
continue, then it should be an autonomous body, 
under the National Development Council. The 
Planning Commission should not be given such 
functions as over-seeing planning at State Level 
and decision making at the National Level. It can 
at best be only an Advisory Body. Final decision 
should rest with the National Development Counc1l 
and with the Central and State Governments. 

PART VII 

MISCELLANEOUS 

Industries 

Under Entry 52 of List I "Industries, the control 
of which by the Union is declared by parliament hy 
Law to be exredient in the public interest" come 
within the exclusive legislative comretence of the 
Parliament. In view of this entry, the Slate Legislature 
is made incompetent in respect of the Industries coming 
under the Act enacted by Parliament under the said 
entry 52. Therefore, entry 52 should be substitu!cd 
by a new entry by which the industnes w1ll be spec1hcd 
in the entry itself. In this connection, plea'e.see entry 
52 of the revised Union List. However. even m respect 
of industries in respect of which Parliament will 
have power to legislate, prior consultation with the 
State Government would be desirable while framing 
industrial policy by the Government of India. 

State Government could he repre~ented in the 
licensing sub-committee so as to enable the State 
Governments to give their views on the applications. 
Final decision should be taken on the basis of the 
recommendations of the Stales. 

As regards the change of location of manufactur
ing activities within the State, the obtammg of 
prior permission of the Government of India should 



l:>e di>pensed with and the Government of India 
ohould issue revised instructions restoring the delega
tion to the State Government to give permission 
for the same. 

A representation for various State Governments 
in the Central Financial Institutions like l.D.B.l., 
I. F.C.l., etc. on 1\'tational basis should be considered. 
Regional Boards should be established and in the said 
Boards. regional representation should be given. 

Trade and Commerce 

In the interest of securing better Centre-State 
relationship in trade and commerce, it is necessary 
to appoint an authority to :-

(a) survey and bring out periodically a report 
on the restrictions imposed on inter-State 
trade and commerce: 

(h) recommend measures to rationalise or modify 
the restrictions imposed with a view to facili
tate trade and commerce; and 

(c) examine the complaints from Chambers of 
Commerce including the appex body like 
the F.I.C.C.I.-

The requirement relating to the previous sanction 
of the President under the proviso to Article 304(b) 
of the Constitution directly encroaches on the field 
assigned to the State Legislature. Hence, the proviso 
to Article 304(b) should be omitted. 

Agriculture 

Agriculture including Horticulture, Animal Hus
bandary, Forestry and Fisheries should primarily 
be treated as a State subject. 

In the matter of enforcing the minimum fair price 
for agriculture produce, the State Government 
should be intimately associated with decision making. 

Inter-State rivers 

The Inter-State rivers should be declared as Nntional 
rivers. 

Food and Civil Supplies 

Procurement.-(!) The State Government or its 
a aencies should be permitted to purchase levy paddy 
a~d rice from the surplus States without interfer
ence by the Centre. 

(2) The Reserve _Bank of India should charge 
concessional rate of mterest 111 th1s regard. 

Prices.-In the matter of fixation of procurement 
price. the previous approval of Central Government 
is not necessary. 

Distribution of food grains and other essential 
commodities through public distribution system.
Several schemes in the cause of education, oblitera
tion of illiteracy, Nutritious Noon Meal Scheme 
(Feeding about 84 lakhs of Childeren and old aged 
pensioners) have been con~eived f?r the_ fi_rst time 
in the country by the Hon ble Clnef M1mster Dr. 
M.G. Ramachandran, A subsidised control of prices 
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for essential commodities has therefore to be intro
duced for the continuance of welfare schemes like 
Chief Minister's Nutritious Noon Meal Schemes. 

Wheat roller Hour mills.-In the interest of effective 
control over the roller flour mills and ensuring proper 
production and distribution of maida and sooji 
to consumers, it is but necessary that the licensi1ig 
powers of roller flour mills are agam vested witl1 
the State Government, subject to general guidelines 
from the Government of India. 

Pulses.-If the power to grant exemption from 
ceiling on stocks of pulses, in cases where the genui
neness is satisfied, is vested with the State Govern
ment without reference to the Government of India, 
it will do a lot good to dealers besides making pulses 
available in plenty to the consumers at reasonable 
price. 

Kerosene.-The powers of appointing new wholesale 
dealers should be with State administrations. 

Education 

With the passing of the Constitution (Forty Second 
Amendment) Act, 1976, 'Education' report has been 
placed under the Concurrent List. When the founding 
fathers of the Constitution of India have originally 
rightly placed 'Education' under the State List it 
is necessary that 'Education' should be restored' to 
the State List. 

Language.-English should be included in the 
Eighth Schedule to the Constitution and all the lan
guages in the Eighth Schedule should be declared 
as the official language of the Union. Till such a 
decision is made, English should continue to be used 
as the official language of the Union. English should 
be used both for the Centre and the State communica
tions as well'as communications among the State . ... 
mter se. 

Inter-Governmental co-ordination 

An institution similar to the Advisory Commission 
on Inter-Governmental Relations in the United 
States which has obviously stood the test of time 
would not only satis~y the aspirations of the peopl~ 
of lnd1a and m partiCular the State of Tamil Nadu 
but also would be instrumental for a prompt and 
expediti_o~s consideration and . disposal of many 
of the 1rntants and problems wh1ch may arise either 
seasonally or otherwise between the Centre and the 
State. 

Supplementary Questionnaire No. 4 

(i) to (iv) 

I. The Government of Tamil Nadu are of the View 
that as already stated in Part Ill-Role of the Gover
nor, the office of Governor itself is unnecessary and 
as such should be abolished, as the Governor appoint
ed by the President is a legacy of the past. The in
stitution of Governor has outlived its utility. Judged 
by the recent instances, in most of the States in India 
the Governor has acted more as an agent of the 
Central Government. However, if the office of the 
Governor is to be retaintd, the following remarks 
are ca!led for in regard to the supplementary ques
t1onna1rs : 



In re-gacl to Question No. I the !·Govern men I of 
Tamil Nadu are of the view that there should be no 
area in respect of which the Governor should have 
discretion in the discharge of his functions and that 
in respect of ali matters, the Governor should be 
bound by the advice of the Chief Minister or the 
Council of Ministers. This Government are also of 
the view that Article 163 (I) should be amended on 
the lines of Article 74(1) of the Constitution as re
commended by this Government under the heading 
"Part III-Role of the Governor". 

Dr. Ambedkar has expressed the view in the Con
stituent Assembly that the Governor is only an 
ornamental head. So also, the Supreme Court, in 
Ram Jawayas case (AIR 1955 SC 549), has held 
that the Govennor is a formal or constituti .. nal 
head of the executive and the real executive powers 
are vested in the Ministers or the Cabinet. In Sham
sher Singh's case, it was explained by Justice A. N. Ray 
who delivered the judgement on behalf of himself 
and Justice Palekar, Mathew, Chandrachud and 
Alagiliswami that Articles where the expression 
'acts in this discretion' is used in relation to the powers 
and functions of the Governor are those which 
speak of special responsibilities of the Governor. 
These Articles are 371-A(I), (B), 371-A(l) (d), 371-
A(2) (b) and 371-A(2) (F). Justice A. N. Ray has 
also referred to the two paragraphs in the Sixth 
Schedule, namely 9 (2) and 18 (3) though paragraph 
18 has now been omitted. No doubt, in Shamsher 
Singh's case, the discretionary powers of the Gover
nor were recognised by the majority under Article 
200 and also under Article 356. But this Government 
are of the view that the Governor should be bound 
always by the advice of the Council of Ministers in 
the discharge of this functions in respect of all matters 
as already referred to and that Article 356 should 
be omitted. 

2. As already stated since the suggestion of tltis 
Government is that the Governor should have no 
discretionary po\\ er at all, the question of laying 
down principles of regulating ~he discretionary 
power of the Governor will not anse. 

3. In Shamsher Singh's case. majority has ex
pressed the view that under Article 200, the Governor 
may act irrespecttive of any adVIce from the Counctl 
of Ministers and that in such matters where the Go
vernor has to exercise his discretion he must discharge 
his duties to the best of his judgment. The Govern· 
ment of Tamil Nadu are of the view that in respect 
of Article 200. which relates to : ssent of Bills by the 
Governor the. Governor should always· act on the 
advice of the Council of Ministers and he should 
be bound by the advice of the Council of Ministers 
and he should have no discretion in any resp~t 
the real executive power vests only m the Council 
of Ministers and the Chief Minister and th~ Governor 
being a Constitutional figure head, th1s Govern
ment are not agreeable to vest in him a discretionary 
power under Article 200. Justice Knshna. Iyer who 
delivered the judgement on behalf of ~·~self and 
Justice P.N. Bhagwati approved de Sm•.th s state
ment regarding royal assent. The followmg portiOn 
will be relevant .-

"We have no doubt that de Smith's statement 
regarding royal assent ho~ds good for the President 
and Government of India. 

?G-288/87 
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'Refusal of the TO).Il assent on the gwund that 
the monarch strongly dis.1pproved of u bill or 
that it was intenselv controversial would 'never
theless be unconstitu-tional. The onlv circumstances 
in which the withholding of the ro):al assent might 
be justitiable would be if the Gov rnment itsdf 
were to advise such a course-a highly improhahle 
contingency-Or possible if it was notorious that 
a bill has been passed in disregard to mandatory 
procedural requirements: but since the Govern
ment in the latter situation would be of the opinion 
that the deviation would not atTc-ct the validity 
of the measure once it had been assented to. prudence 
would sugges.t the giving of assent". 

Consistent with this view. the Government suggest 
that the two provisos to Article 200 should be omitted. 
Similarly, when a Bill is reserved for the asse11t of the 
President. th · Government of India should advice 
the President to give assent to the Bill. The President 
should not have any discretion to withold his assent. 
Accordingly. it is suggested that the proviso to Article 
281 should be omitted. 

As regard Article 254. this Government have 
suggested under the he. 1 ding "Legislative Rei" Lions" 
that the proviso to Article 254 (2) should be substi
tuted as follows :-

"Provided that Parliament sh. II have no power 
to enact at any time any law with respect to the 
same matter including a law adding to, amending. 
varying or repealing the law S•' made by Legishtt·Jre 
of the State". 

4. This Government are of the view that no Bill 
falling within the ·scope of Article 31-A or 31-C 
need be reserved for the consideration of the President. 
The Council of Ministers are responsible to the State 
Legislative Assembly to the State Legislative Assem
bly and consequently, the executive power vest in 
them fully and completely. It should not be open to 
the Governor to reserve a Bill for the consideration 
of the President on the ground that in the Governor's 
opinion, it should be reserv~~ for the_ consider~tion 
of the President even though the Counc1 I of M mJSters 
had advised that such reservation is not necessary. 

Accordingly, the Government of Tamil Nadu 
would suggest that it is ab5olutely necessary . to 
omit the first proviso to Article 31-A and the proviso 
to Article 31-C. 

If these provisos are omitted and in the light of the 
views expressed under Article 

1 
200, it will not be 

open to the Governor to reserve a1_1y B1ll for the 
consider; tion of the President except m cases falling 
under the Concurrent List, attracting the provibions 
of Article 254, wherein the Gov .rnor will be bound 
by the advice of the Council. of Ministers. But even 
in such cases where the Bill IS reserved for the con· 
sideration of the President, it will not be open to the 
President to refuse his assent under any circumstances. 
The Government of Tamil Nadu desires to reiterate 

· that the Union Government cannot sit in judgmet 
over the decision of the State Legislature and the 
Stale Government as regards the Constitutionality 
of a Bill passed by the State Legilature. 

As regards the proviso to Article 304(b) which 
requires pr,vious san~ti~n of the President before 
a Bill or amendment IS mtroduced or moved m the 



· Legislature this Government are of the view 
that the proviso will have to be omitted for the 
reasons stated under the heading •Trade and Com· 
nterce• in Part-VIII-Miscellaneous. It should not 
be open to the Governor to reserve any Bill in the 
exercise of his discretion for the consideration of 
the President on the ground that in his opinion it 
app~ars to infringe the policy of law laid down . by 
Parliament. 

5. It is the State executive which is to decide about 
the Constitutionality of the Bill or whether the Bill 
seeks to endanger the position of the High Court. It 
should not be open to the Governor or t~ the Union 
Government to sit in judgment on this question. 
The Governor has to be bound by the advice of .the 
Council of Ministers. · · 

The Union Government by themselves should 
not advise the President to refer any State Bill to 
the Supreme Court under Article 143. Reference 
to Supreme Court u1der Article 143 should be made 
only in cases where the concerned State Qovernment 
desires it and not otherwise. · 

Since it is for the State Government to suggest 
whether the entire Bill or only a specific provision 
of the Bni should be referred to the Supreme Court 
under Article 13, it should be open to the Supreme 
Court to examine the entire Bill or only such of those 
provisions as are referred to by the President as desired 
by the State Government. 

Supplementary Questionnaire No. 5 

1. As earlier stated, in Part III-Role of the Gov
ernor, the Government are of the view that the office 
of Governor itself is unnecessary and as such should 
be ab~lished, . as the Govern.lr appointed by the 
President is a legacy of the past. The institution of 
Governor has outlived its utility. .Judged by the 
recent instances in most of the States in India, the 
Governor has acted more as m agent of the Central 
Govern:n~nt. However, if the Office of t'":e Governor 
is to b! retabed, th~ following remarks are called 
for in reg:trd to the supplementary questionnaire ~ ·. 

The Government of Tamil. Nadu suggest 'that . 
. if the offbe of th~ Governor is to b~ continued, he 

may be selected from the panel of four names 
submitted to th~ President by the· Chief Minist.:r 
enjoyed the con!i:lence of t!te ·Legislative Assem
bly. 

The choic! of the G~vernor need not be restricted 
either to poiiticians or to retired Civil}Defen::e 
personnel. '!'!1~ view:) expressed by Pandit Jawaharlal 
Nehru are as follows :-

.. He may be sometimes, possibly, a man from 
the p:ovince itself. We do not rule it out. But 
on the whole it probably would be desirable to 
have people from outside-eminent people some
tim~s people who ha.ve not taken too great a part 
in p:>liti:;s. Politicians would probably like a 
more active domain for their activities but there 
m:~.y be an eminent educationist or persons eminent 
in other walks of life; who would naturally while 
co-op~rating fully with the Government and car
rying out the policy of the Government at any rate 
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helping in every way so that policy might be carried 
ollt, he would nevertheless represent before the 
public someone slightly above the party · and 
thereby in fact, help that Government more than 
if he was considered as part of the party machine. 
I do submit that is really a more democratic pro
cedure than-the other procedure in the sense that 
the latter would not make the democratic machine 
work smoothly". (C. A. D. Vol. VIII/p.455) 

r 

But the crucial test is whether a person selected 
is of high calibre, of absolute integrity and free from 
partisan politics. · 

2. The Government of Tamil Nadu are of the view 
that if the Council of Ministers decide that the con
tinuance of any Governor in any State will not be in 
the interest of the State, then on a resolution passed 
by the Legislative Assembly to that effect, the Pre
sident should remove the Governor on receipt of a 
copy of the said Resolution by the President. 

3. ·There should be a fixed tenure .for the Govern
nor. But, however, the tenure may be terminated 
by the President if a Resolution to that effect is passed · 
by the Legislative Assembly in the manner suggested 
above. · 

There shall not be a r !-appointment :or a Governor 
for a fresh term. ~ 

4" Pension ma.y be liberal after the retirement <>f 
a Governor. · · 

· The Governor should be made ineligile to hold 
any office of profit under· the Government of India 
or the Government of a State after his retirement. 
So also, . he should be made inteligible to hold any 
elective office such as Minister at the Centre or in · 
a State, President of India, Vice President of India 
or Member of Parliament or of a State Legislature, 
since these are all allurements which will make jhim 
subordinate to the Central Government. ' · · 

5. This Government do not approve of the current 
practice of the Governor sending a fortnightly re
port to the C!ntre. This report can as well be sent 
by the Chief Minister. However, an express provision 
may be made that the fortnightly report may . be. sent 
to the Centre by the Chief Minister. ' · 

- If the Chief Minister is to report to the Centre he 
will be the judge to decide as to what should be the 
content of the report. Since it is suggested that the 
Governor should not send the report, the answers to 
other questions do not arise. 

6.1 & 6.2 As alr!ady stated, there should be no 
field in which the Governor can have discretionary 
function. 

. I 

'Even in respe::t of exercising powers of Chancello~ 
of University, the Constitution should be specifically 
amended to the effect that he should exercise the 
power in accordance with the advice of the Council 
of Ministers. · 

~"" 
6.3 & 6.4 This question has been answered tinder 

the heading .. Role of the Governor" under Part 
III. Article 164(1-A) proposed by this Government 

· orovides an answer to this question. It should not . 
be open to the Governor to decide wh~ther a Chief 



Minister is ~o~nd indulging in or encouraging anti
natiOnal actiVIties or engaging in corrupt practices. 
The Chief Minister is the real executive and he 
~epresents the people. There is no question of impos
mg President's Rule as this Government are of the 
view that Article 356 itself is to be omitted. 

6.5 It is unnecessary to have a guidelines issued to 
the Governor by the President. Consequently, no 
amendment to the Constitution is necessary for thi, 
purpose. The Governor should ;~ct always on the 
advice of the Council of Ministers. 

Law and Order 
7.1 & 7.2 T~e deployment of the Armed Forces 

in a State whenever there is an internal disturbance 
in the State should be only at the request of the State 
Government concerned. This Government have 
suggested the omission of Entry 2-A of List I. 

7.3 No doubt, it may be open to the Central 
Government to ask for information in regard to the. 
situation of the public order and security within 
the State. But failure to submit the Report should 
not be construed as an·ounting to impeding the 
exercise of the executive power of the Union. This 
Government has already suggested that Article 257 
itself should be omitted. 

7.4 & 7.5 If there is internal disturbance within 
the State, it is open to the Centre to obtain the neces
sary information from the Chief Minister concerned 
and the Chief Minister's suggestion in this regard 
may be implemented by the Central Government. 
But under no circumstances. can the President's 
Rule be imposed on the ground that there is internal 
disturbance in the State or on the ground that there 
is external aggression. 

This Government are of the firm view that Article 
356 itself should be om itt, d. Dr. Ambedkar in refer
ence to this Article in the Constituent Assembly has 
stated as following :-

"In regard to the general debate which has taken 
place in which it has been suggested that these 
articles are liable to be abused, I may say that I 
do not altogether deny that there is a possibility 
of these articles being abused or employed for 
political purposes. But that objection applies 
to every part of the Constitution which gives 
power to the Centre to override the Provinces. 
In f2ct, Ish: re the stntirrents exrrc ss< c r> my 
honourable friend Mr. Gupte yesterday that the 
proper thing we ought to expect is that such articles 
will never be called into operation and that they 
would remain a dead letter. If at all they are 
brought into operation, I hope the _President, who 
is endowed with these powers, will _take proper 
precautions before act~ally suspendmg the ad
ministration of the pn vmces. I hope the fi~st thmg 
he will do would be to issue a ·mere warnmg to a 
province that h; s ~rred, that things were not happen· 
ing in the way, m wh1ch they w_ere ~ntended to 
harpen in the Const1tutwn. If that warnmg fails. 
the second thing for him to do will be_ to order an 
election allowing the people of the provmce to settle 
matters by themselves. It is only when !hese. two 
remedies f; il that he would resc rt to th1s articles. 
It is only in those circumstances he would resort 
to this Article". (C.A.D. Vol. IX. pp. 176-177) 
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But all the instances in which President's Rule has 
been imposed are in direct violation of what Dr. 
Ambedkar has said or contempL ted in his SJX"'."Ch. 
This Government suggest that Artide 356 should 
be omitted :c; it militates a~ainst the fedcrnl structure 
of the Constitution. The ~icws of this Government 
are explained in detail under the heading ·•Admini· 
tr~tive Relations" under Part IV. 

President's Rule 

8.1 & 8.2 The answer to this question does 
arise in view of tl.e suggestion of this Gowrnment 
omit Article 356 itsel(" 

Co-ordination betl\·een States 

9.1 to 9.4 On the question of Inter-State Council 
pleastt refer to this Government's views under the 
heading "Administrc.tive Relations" under Part IV. 

The Zonal Councils may be activiscd, and be made 
more effective. 

Failure to comply \\'ith Centre's Directions 

10. Article 356 has been a much misucd and abu>eJ 
<\rticle by the Central Government. This Govern
ment suggest that Article 356 may be omitted. Answer 
to this question does not arise. Article 365 itself has 
to be omitted. 

Supplementary Questionnaire No. 6 

6. As regards the question relating to Article 
249 of the Constitution of India, this Government 
have alrtady suggested that this Article should be 
totally om itt( d, for the reasons stated in Part li
Legislative Relations. This question therefore does 
not arise. 

Supplementary Questionnaire No. 7 

7. As regards Article 252, this Government are of 
the view that this Article should be omitted. Alterna
tively, Article 252 (2) should be so amended so as 
to make the power vest in the Centre and the State 
mutually and not exclusively. Please sec remarh 
under the heading Part II "Legislative Relations". 

Supplementary Questionnaire No. 8 

1. The Supreme Court in Sat pal v. State of Punjah 
(1982 ISCC 12) has held "Ours is a Constitution 
where there is a combination of federal structure 
with unitary features". The Government of Tamil 
Nadu are of the view that these unitary features found 
in the Constitution have been made use of by the party 
in power at th< Centre to destabilise the State. Govern· 
ments in which a party different from the ruhng party 
at the Centre is in power. 

2. The Government of Tamil Nadu arc of the firm 
view that the unity and integrity of the country sh?uld 
not be impaired in any manner. At lhe same ttme, 
the amendment suggested in the earlier part of tim 
Report under the various headmgs w1ll enable the 
States to get more pc wers so as to serve the people 
of the States with whom the State Government arc 
in direct contact. 

3. These Articles have been dealt with under the 
heading Part IV "Administrative Relations". 

4. The expression "national inte~cst or pL.l>lic 
interest" is vague and has been mace usc of by the 
Central Government and the Union Parliament to 



encroach on~the·field-legislativeland'executive•fields-
exclusively allotted to the State Legislature and the 
State Governments. The criticism that the Union 
Parliament has drained out the content of the linked 
Entries in List II of the Seventh Schedule and thus 
impr~perly encroached upon the Store Legislative 
field IS well founded and the Government of Tamil 
Nadu agrees with this view. 

Th,· question as to how the Constitution can be 
amended so as to ensure greater powers to the 
States at the same time without affecting the strength 
of the Centre have been dealt with under various 
heads in the vp rious parts of the Report. 

5. The question relating to Inter-State Councils 
has been dealt with under the head-Part !\'-"Admi
nistrative Relations". 

6. As regards the basic features of the Constitu
tion, the follo111 ing may be recognised as the basic 
features :-

(1) Unity and Integrity of the Nation. 
(2) Sovereign democratic republican structure. 

(3) Federal structure of the Constitution with the 
modificatioPs suggested in the earlier part of 
this note. 

(4) Supremacy oft he Constitution. 

(5) Parliamentary system of Government. 

(6) Judicial review. 

7. As regards the distribution of Legislative powers 
under the Seventh Schedule, the subject has been 
already dealt with under the heading Part II-"Legis
lative Relations" and this Government has suggested 
a revised Union List, St:;te List and Concurrent List. 

8. For minimising or alleviating f1ictions between 
the Union and th~ States, this Government has sug
gested various amendments under various heads. 
They may be referred to. 

9. As regards Article 370, the Government are of 
the view that it may be omitted. 

10. On the question whether sales tax can be aboli
shed and instead, additional excise d.:ty can be levied 
by the Union in consultation with the States and 
collected by the States themselves, this Government 
are of the firm view that sales tax should not be 
abolished. The sugg.stion to levy additional excise 
duty in the place of sales-tax by the Union in consul
tation with the States and collected by the States 
themselves is not acceptable to the Government 
ol Tamil Nadu. Sales tax should exclusively be the 
subject matter of legislation by the State Legislature. 
Sales tax should be levied by the Stat. and collected 
by the State. 

Tamil Nadu 
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REPLY TO CERTAIN POINTS RAISED BY JUSTICE 
SARKARJA. 

Role of the Governor 

The Chairman has called for replies of t.le ~tate 
Government to the points in regard to the abolition 
of the institution of Governor and on the question of 
deletion of Articles 153, 159, etc. 

The reasons for suggesting the abolition"of the in
stitution of t, :e Governor have been mentioned at 
page 26 of the Report submitted by the State Govern
ment under Part III-Role of the Governor. The 
main reasons are that the institution of Governor 
is an anachronism, owing its existence to the British 
Coloma! System. Further, some of t~e. Governors 
have misus~d their offices agamst the spmt and letter 
of the Constitution in order to further certain party 
interests. The real executive will be the Chief Minister 
of the State who has been elected by the people of 
the State. Whatever powers are exercised by the 
Governor can be exercised by the Chief Minister. 

The State Go\·ernment have suggested that there 
should be no ac · in \\ hich the Governor should act 
in his discretion. As the real executive is the Chief 
Minister, the po;t of the Governor may become 
redundant. Jn this view, it was suggested that the 
institution of Governor should be abolished. 

On this basis, it was suggested that Articles 153 
to 162 may be omitted. Article 153 is the Article which 
provides that there shall be a Governor for each 
St:' te and Article 159 relates to the oath of office 
by the Governor. These articles are all connected 
with the institution of Governor and therefore, if 
the institution of the Governor is to go, then these 
articles will have to be deleted. 

Article 163 : 

As regards Article 163, the question w"s raised in 
a Writ P..tition (W.P.No. 1795/85) before the Madras 
High Court that the appointment of the Chief Mini
ster and swearing in of the Chief Minister alone 
in one day and the appointment and swearing in 
of the other Ministers on subsequent days is not 
Constitutional. This contention was negatived by the 
Madras High Court in R.R. Dalawai v. Government 
of Tamil Nadu. The following portion will be re
levant·:-

"69. A convention seems to have grown that a 
Chief Minister is normally sworn in alone, and 
then he applies his mind to the question as to whom 
he will nominate as his Council of Ministers. 
Now it appears that in 1977. even the Prime Mini
ster of India was alone sworn-in on 24th March 
1977 and the other Ministers were sworn-in only 
on 26th March 1977. There is no express provision 
in the Constitution that the other Ministers must 
also be sworn-in on the same day on which the 
Chief Minister is sworn-in. Taking into considera
tion the manner in which a Parliamentary Democracy 
and Cabinet system of Government normally 
works, and the privilege which the Chief Minister 
cnjoya as Chief Mi'1i<t· r tn decide who shall con
stitute his Council of Ministers, we do not see any 
reasons, especially having regard to the existing 
Rules of Business, to take the view that the Chief 
Minister cannot perform any executive functions 
vf the Government until the other Ministers are -~ 
sworn-in. This is, of course, on the assumption that 
wi.thin such time as may be considered reasonable 
by the Governor the Chief Minister inform the Go
vernor the names of the other Ministers who are to 
be appointed by the Governor under Article 164(1) 
of the Constitution. We are therefore of the considered 
view that the second respondent did not suffer from 



~ny con~titutional disability in taking any decisions 
m _exercise of the executive power of the G"' crnor 
pnor to 14th February 1985". 

The suggestion to make a specific provision in 
thts behalf has been made for the reason that the 
other High Courts and perhaps the Supreme Court 
may take a contrary view and that in order to give 
no room for that, the suggestion to am :nd Article 
163 was made. However, this Government a"recs 
that the Constitution should not be over-loade,!"with 
details. 

The Chairman has also stated that the aeneral 
principle adopted is that the Governor will e"xcrcise 
his power after consulting his Council of Ministers 
and that the Governor is bound to consult the Council 
of Ministers. In Samsher Singh's case (AIR 1974 
SC 2192) which the Chiarman was pleased to refer, 
it was observed by the Supreme Court as follows :-

"55. In making a report under Article 356, the 
Governor will be justified in exercising his dis
cretion even against the aid and advice of his 
Council of Ministers. The reD son is that the failure 
of the Constitutional machinery may be because 
of the conduct of the Council of Ministers. This 
discretionary power is given to the Governor to 
enable him to report to the President, who, however, 
must act on the advice of his Council of Ministers 
in all matters. In this context Article 163 (2) is ex
plicable that the decision of the Governor in his 
discreti. n shall be final and the validity shall not 
be called in question. The action taken by the 
President on such a report is a different matter. 
The President acts on the advice of his Council 
of Ministers. In all other matters where the Govern
nor acts in his discretion he will act in harmony 
with his Council of Ministers. The Constitution 
does not aim at providing a parallel administra
tion within the State by allowing the Governor to 
go against the advice of the Council of Ministers. 

56. Similarly, Article 200 indicates another 
instance where the Governor may act irrespective 
of any advice from the Council of Ministers. In 
such matters where the Governor is to exercise 
his discretion he must discharge his duties to the 
best of his judgement. The Governor is required 
to pursue such courses which are not detrimental 
to the State. 

57. For the foregoing reasons we hold that the 
President or the Governor acts on the aid and advice 
of the Council of Ministers with the Prime Minister 
at the head in the case of the Union and the Chief 
Minister at the head in the case of State in all 
matters which vest in the executive whether those 
functions are executive or legislative in charact:r. 
Neither the President nor the Governor is to ex
ercise the executive functions personally. The 
present appeals concern the appointmen_t of p~rs~ns 
other than District Judges to the Judtctal Service 
of the State which is to be made, by the Go~e~or 
as contemplated in Article 234 of the Constttutt~m 
after consultation with the State Pubhc Servtce 
Commission and the High Court. Appomtment or 
dismissal or removal of persons belongmg to the 
Judicial Service of the State IS not a personal func
tion but is an executive function of t_he Governor 
exercised in accordance with the rules m th~t behalf 
under the Constitution." 
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It will he seen from the above judg~m~nt that a 
majority of five Judges has held th:1t the Governor 
has discretion while sending a rcp<>rt und~r Article 
.'l56. The Rench has gone further and stated that 
>\rticle 200 indicates another instan<'e where the 
Governor may act irrespective of any advice from 
the Council of Ministers. This is not a d~sirahle posi
tion. A Bill which h s been P•hs~d by both Houses 
of the State Legislature should automatically he as
sented to by the Govern<>r. But two Judges of the 
Supreme Court observed as follows : -

"153. We declare the law of this branch of <Htr 
Constitution to he that the President and Govern
nor, custodians of all executive and other powers 
under various Articles shall, hy virtue of these 
provisions, exercise their formal constitutional 
powers only upon and in accordance with the advice 
of their Ministers save in a few well-known excep
tional situations. Without being dogmatic or 
exhaustive, th,·se situations relate to (a) the choice 
of Prime Minister (Chief Minister), restricted 
though this choice is by the paramount considera
tion that he should command a majority in the 
House; (b) the dismis"tl of a Government which 
h :s lost its majority in the House hut refuses to 
quit oflice; (c) the dissolution oft e I louse were an 
appeal to the country is neces>itous, althou)!h in 
this area the Head of St: te should avoid getting 
involved in politics and must be advilied by hts 
Prime Minister (Chief Minister) who will eventually 
take the responsibility for the step. We do not 
examine in detail the Constitutional proprieties 
in these predicaments except to utter the cautton 
t.1. t even here the : ction must be compelled by the 
peril to democracy and the appeal to the House or 
to the country must become blatantly obligatory. 
We hav. no doubt that de: Smith's statement regard
ing royal assent holds good for the President and 
Governor in India." 

'Refusal of the royal assent on the ground that 
the monarch strongly disapproved of a bill or that 
it was intensely controversial would nevertheless 
be unconstitutional. The only circumstances in 
which the withholding of the royal assent might 
be justifiable would be if the Government itself 
were to advise such a course-a highly improbable 
contingency -or possibly if it w. s notorious that 
a Bill had been passed in disregard to mandatory 
procedural requirements; but since the Govern
ment in the latter situation would be of the opinion 

. that the deviation would not affect the validity of 
the measure once it had been · ssented to, prudence 
would suggest the giving of assent'. 

Tnus, tn: majority vi. w is tn: t w11ik 'xercising 
tne pow.:r of ass ·nt to a Bill pass.d by the St;:lt 
Legis! tl<re, L e Gol'crn<>r can act irrc,p<ctivc of tl1e 

advice of the Council of Ministers. This position ought 
;o be avoided and it s·t..uld be made dear that in 
according assent to a Bill the Governor is bound to 
act always on the advice of the Coun :il of Ministers 
and should have no discretionary power in this 
regard. 

Article 356 : 

The State Government has already suggested that 
Article 356 should be omitted in view of the fact thar 
the ruling party at the centre, whatever be the party's 



composition, has exercised the power against the 
State Governments ruled by a different party. The 
State Government reiterates the suggestion that 
Artide 163(1) should be amen~ed as follows :-

"There shall be a Council of Ministers with the 
Chief Minister at the head to aid and advice the 
Governor who shall in the exercise of his functions 
act in accordance with such advice : 

Provided that in respect of the functions express!)' 
conferred on the Governor under Articles 239(2). 
371 and 371-A, the Governor shall exercise his 
functions in his discretion." 

The position that the Governor st10uld act always 
according to the advice of the Council of Ministers is 
the same as set out in Article 74(1) as amended by the 
Constitution (Forty-second Amendment) Act. What 
the President is to the Centre, the Governor is to 
the State Government. This principle has been accepted 
by the Supreme Court in a number of cases such a 
Ram Jawava kapur v State of Punjab (AIR 1955 SC 
549 at p. 556) Sanjeevi Naidu v State of Madras (AIR 
1970 SC 1102 at p. II 06) U. N. R. Rao v Indira 
Gandhi (AIR 1971 SC 1002 at p. 1005) and Shamsher 
Singh's case (AIR 1984 SC p. 2192). 

Proposed Article 164 (1-A) : 

As regards the suggestion made by the State Go
vernment for insertion of Article 164 (1-A) as a 
guiding principle for the appointment Gf the Chief 
Minister, the Chairman he s stated that there may be 
difficulties in regard to the implementation of Article 
164(1-A). But the point the State Gcve,nment would 
like to press is that the Governor should appoint 
the person who commands absolute majority in the 
Legislative Assembly and in case there is no absolute 
majority, the Governor should appoint a person 
who enjoys the confidence of the Legislature. It 
should not be left to tl•e Governor to have his own 
discretion in the matter of appointment of Chief Mini
ster. No doubt, there are conventions. But this Com
mission is well aware of how this convention has 
been violat_ d in several instances and the Governor 
has sought to appoint a person as Chief Minister 
notwithstanding the feet that he does not enjoy the 
confidence of the Legislature. It is this situation 
which has led this Government to make the sugges
tion as proposed in Article 164 (I-A), the basic princi
ple being that the Chief Minister should always be 
a person who enjoys the confidence of the Legislative 
Assembly and if that is not possible, election should 
follow as a democratic method. 

The Chairman has pointed out that what will hap
pen if there is a problem of law and order. It is sub
mitted that this problem will not be peculiar to the 
State. There may be cases also arising at the Centre. 
What is the position? The State Government's sub
mission is that whatever position is obtaining in the 
Centre may obtain in the States also. The provision 
relating to the appointment of the Prime Minister 
oflndia should also be made applicable to the appoint
ment of Chief Ministers in the States. 

Tbe Chairman has made a suggestion to keep the 
Assembly in suspended animation. This will not be 
happy situation for the.n, it will lead to horse trading 
and there will be Ayarams and Gayarams crossing 
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from one p~ rty to the o~her. This will b~ no_twith
standing the Anti-Defection Law embodted m the 
Constitution by the Constitution (Fifty-Second) 
Amendment Act. 

Article 356 : 

As re"ards Article 356, this Government is of the 
firm opi~ion that it should be omitted in its entirety. 
The eighty-seven instances which have been mentioned 
at pp.34-35 of the Report submitted by the State Go
vernment will go to show that this Article has been 
misused and it will be a hope in vain to expect that 
this Article will be used only sparingly in future. 
In fact, Dr. Ambedkar in his Constituent Assembly 
speech has said that this Article will be a dead letter; 
but unfortunately it is not so. It has become a very 
live Article for the Centre to interfere in the affairs 
of the State Government. Article 356 is against the 
basic principle of federalism and therefore it has 
to be deleted. 

The safeguards- that;• have been suggested' by the 
Chairman, namely, the incorporation of clauses 
similar to Article 352(7} and 352(8) will be no safe
guards at all for the reason that it is very unlikely 
that Parliament will disapprove the imposition of 
President"s rule since the ruling party at the Centre will 
always command a majority in the Parliament. 

Article 263 : 

The suggestion of the State Government is to omit 
Article 263 which provides for the constitution of 
Inter-State Councils. As already submitted at P. 40 
of the State Government's Report, any inter-State 
Council under Article 263 will have no practical value. 
The tenor and the language of Article 263 are such 
that any advice tendered, recommendations made 
and conclusions arrived by a Council established 
under it are not binding on any party and that such 
advices, recommendations, etc., may have persuasive 
value only. Further, under Article 263, an Inter-State 
Council has so far not been established after the 
lapse of 35 years since the commencement of the 
Constitution. It is for this reason that the Government 
suggested that the Inter-State Council may be abo
lished. 

Inter-State \Vater Disputes 

As regards the Inter-State Water Disputes Act. 
1956, the Act as it now stands is not of practical im
portance. Under Section 4(1) of the Act, when any 
request is made by the State Government in respect 
of any water dispute and the Central Government is of 
opinion that the water dispute cannot be settled by 
negotiations, the Central Government shall, by noti
fication in the Official Gazette, constitute a Water 
Disputes Tribunal for the adjudication of water 
dispute. Section 6 of the Act .states that the Central 
Government shall publish the decisions of the Tribunal 
in the Official Gazette and the decision shall be final 
and binding on the parties to the dispute and shall be 
given effect to by them. This Section 6 has not been 
amended subsequently. The question here is as to 
how to enforce the award of the Tribunal if any State 
Government does not give effect to the award. The 
1968 Amendment to the Act does not deal with the 
enforceability of the award. It is for this reason this 



Government have suggested at p.S9 of the R:p,>rt 
the modification of the Act for introduction of a 
n~w provision therein enabling the parties t0 the 
d1spute to secure through a known legal process the 
rehef to enforce the awards given by the Tribunal. 
It has also been suggested at p. 89 of the Report that 
the Government of India may declare all Inter-State 
rivers in the country as national rivers as most of the 
major rivers are Inter-State in character. In the same 
page, it has been suggested that all disputes relating to 
Inter-State rivers should be referred to a perm nent 
Tribunal constituted by the Supreme Court and that 
if t~is view is accepted, then the Inter-State Water 
Disputes Act, 1956 would require r~peal or modifi
cation. The State Government is in agreement with 
the view suggested by the Chairman that Article 
262(2) may be deleted and jurisdiction may be given 
to the Supreme Court to decide Inter-State Water 
Disputes and that automatically any decision or 
decree of the Supreme Court will be binding. The 
suggestion made by the Chairman that the matter 
should come to the Inter-State Council first and that 
the difl'erences could be sorted out and settled and 
that if it could not be settled, it is mandatory on the 
part of the Central Government to set up a Tribunal 
will, it is submitted, be a time consuming process 
and that the defects now found in the Inter-State 
River Water Disputes Act, 1956 will again be repea
ted. For the Inter-State Council to meet it will take 
time; for the Inter-State Council to arrive at a deci · 
sion it will take time; and if the Central Government 
is to appoint a Tribunal after being informed that the 
dispute could not be settled by the Inter-State Council, 
further time will be taken. 

Article 254 : 

As regards the suggestion made by the Chairman 
f,:L· fJ.·;ts a~J figu;·~; in r!Jation Ll th.! :re;;rvatiD,l of 
Bills under Article 254, the following are submitted . 

The basic point sought to be made by the State 
Government is that when a Bill is sent to the Central 
Government for obtaining the assent of the President 
on the <>round of repug•pncy to an existing law or to 
an eariTer law made by Parliament with reference to 
Article 254(2), virtually the Central Government sits 
in appeal over the Bill. There are cases where a Bill 
has been passed un'lnimously by both Houses of the 
Le!!islature and when the Governor reserves the Bill 
for"' the consideration of the' President on the advice 
of the Chief Minister, the Bill is referred to 4 or 5 
Ministries by the Home Ministry, which is the Co
ordinatorv Ministry. Each Mi.tistry takes its own 
time to offer its remarks and the Bill is subjected to 
scrutiny from a policy and Constitutional angle. So 
far as policy is concerned, the State Government w1ll 
be the best Judcre as to what is the best policy so far 
as the State is c~ncerned and it is not for the Central 
Government to sit in judgment over a policy decision 
of the State Government and adopted by the State 
Legislature in the form of a Bill. If t_his tlend conti
nues, then virtually the State Legtslature w1ll be 
subordinate to the Central Government wh1ch the 
Constitution does not envisage, at all. It IS therefore 
submitted that the Central Govern_ment should 
never look into the policy angle embod1ed m the B1ll 
unless it be that the Bill is dangerous to the soverelg
nity, integrity and unity of India. 
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Again, it is submitt~d that the Central Government 
SJts in judgment over the Constitutionality of the issue. 
The question whether a particular enactment is Con
stitutional or not can never be ans\1 cr.:d conclusively 
except by the Supreme Court. Even the High Court 
judgement is not final and the Supreme Court may 
reserve or affirm the decision of the Hi~h Court and 
Article 141 of the Constitution Stales -that the law 
declared by the Supreme Court shall he hinding on 
all courts. If the State Government consi,kr that the 
Bill is Constitutional, it should not be open to the 
Central Government to sit in judgment over that dc'Ci
sion for the decision of the Central Government 
cannot itself he said to be final and the Cotl>titutitm 
al;;o does not say so. It is therefore submitted that 
when a Bill is reserved for the a"ent of the President 
bv the Governor on the advice of the Chief Minister, 
the President should autc,m.Jtically a"ent to the 
Bill. 

Instances 

I. Delay in giving assent to Bills 

I. The Industrial Disputes (Tamil Nadu Amend
ment) Bill, 1981 (Legislative Assembly Bill No. 43 of 
1981). This Bill was passed by both Houses of the 
State Legislature and the same was reserved for the 
consideration of the Pre,ident in Letter No. 16S53 
81-1, dated lOth June, 1981. 

Under the Industrial Disputes Act, 1947 (Central 
Act XIV of 1947), a reference by the Government is 
necessary if a dispute is to be adjudicated by a Labour 
Court. It is decided that when one s'ttlement is 
arrived at in the course of any conciliation proceeding 
taken under section 2-A of the said Act, the aggri
eved individual workmen shall be allowed to take the 
industrial dispute arising under Section 2-A of the said 
Act in the prescribed manner to the Labour Court 
direct without any reference by the Government for 
arjudication by such Labou; Court and _the Labour 
Court shall proceed to adjudicat such d1spute as 1f 
such dispute has been referred to it for adjudication 
and all the provisions of the Act relating to adjudica
tion of industrial disputes by Labour Court shall 
apply to such adjudication. Sub-section( 4) of section II 
of the said Act as it stands now docs not empower the 
conciliation officer to summon and examine any person 
for the purposes referred to therein. It is considered 
necessary that apart from calling for uny r~cords 
the conciliation otlicer should also be ve>ted w1th the 
power to enforc~ atte_ndance of Jler~ons and examine 
them on oath or to 1ssue comm1ss1ons for examma
tion in addition to their power to compel the produc
tion of documents. The Bill sought to achieve the 
above :·objects. 

The Bill was reserved on the ground that it was 
rcougnant to the provisions of the Industrial Disputes 
1\ct. 1947 which was an existing law on a concurrent 
subject. 

-On 21st July 1981, a letter was received fro_m. the 
Ministry of Home Affairs stating that the Mmtstry 
of Labour who were consulted in the matter had 
advised that the Central Government were already 
considering amendments to the Industrial. Disputes 
Act, 1947 on the same lines as proposed m the B1ll 
by the State Government and that the State Govern
ment may consider deferring the proposal pendmg 
decision of the Central Government in the matter. 



On 7Lh September 19S I, tbc State Go1ernmcnt 
again expressed its anxiety that the Bill should be 
placed on the Statute Book and the benefits accru
ing therefrom made available to the working class 
a~ early as possible and that it may take sum.: more 
time for the Government of India to bring the lel!.i,la-
tion contemplated by them. ' • 

On 1st February 1983, the Government of India 
informed the State Government t:1at the SecrcLries' 
Committee before '' hich this Bill was placed felt that 
the right sought to be conferred on workm~n should 
nut have general applicability and certain categories 
of industries and services should be insulated from 
the operation of the provisions, •·iz., the essential 
,ervices and vital sectors. The State Government 
was advised to consider modifying the propo,al in 
this regard. 

On 4th October 1983, the Government of lnJia 
were informed that having regard to the provisions 
of section 2-A <'f the Industrial Disputes Act, which 
confined itself to individual disputes relating to the 
discharge. dismissal, retrenchment or termination 
of the services of an individual workmen, the Bill 
did not cover cases of strikes and lock-outs, etc., 
which have wider impact upon industrial sectors. The 
Government of India were informed that as the 
Gov~rnment of Indio h~d ~!reacly given their con
currence to the above Bill and as the Bill had been 
passed by both Houses of the Legislature, the assent 
of the President may be expedited. 

On 6th March 1984. the then Labour Minister 
Tbiru Veerendra Patil informer' the then State 
Labour Minister that the Sanat Mehta Committee 
constituted by the National Labour Conference has 
also made recommendation, more or Jess on similar 
lines and that thev have not so far taken a decision 
in this regard and· that till such time a decision was 
taken, it was not possible for them to communicate 
the Government of India's acceptance to the propo£ed 
amendment. 

In view of the stand taken by the Government of 
India. this Government informed the Government 
of India that this Government have decided to wait 
till such time a decision is taken by the Government 
of India on the report of the Sanat Mehta Commi
ttee. Thus the Bill has been subjected to protracted 
coree spondence. The Bill is still pending with the 
Government of India. 

2. The Tamil Nadu Hindu Religious and Charitable 
Endowments (Amendment) Bill, 1981 (L.A. Bill No. 64 
of 1981).-0n 23rd September 1981, this Bill was 
sent to the Government of India for obtaining the 
assent of the President in Lr. No. 28802/8I-2. The 
Government of Indir were reminded several times, 
viz .. on 24th October 1981, 3rd December 1981, lith 
January 1982, lOth February 1982 and 18th March 
1982. On 17th March 1982, the Government of India 
forwarded the representations of Sri-Ja-Sri Amba
lavana Pandara Sannathi Avl. raising certain objec
tions to the prov:sions of the Bill and asking for the 
comments of the State Government. On 7th Septem
her 1982, the comments of the State Government were 
sent. The legal contentions raised by the Adinathar 
were also sent. lt was also pointed out that the decision 
of the Madras High Court in the writ appeal had no 
application to the Bill in question and that an appeal 
has been preferred to the Supreme Court. 
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Again, on 17th June 1982, th~ Government ~f India: 
),ave sent further representation from Sn-La-Sn 
Ambalavana Pandara Sannathi and asked for the 
comments of the State Government. 

'Agam on 4th January 1983, the Government of 
India asked for the comments of the State Government 
and suggested that it is perhaps advisable either to 
await the judgement of the Supreme Court or to take 
such other steps to have the Madras H tgh Court 
judgment reviewed. 

On 2nd April 1983. this Government 1:eplicd to the 
points raised by the Government of Indta and stated 
th:lt the Bill was Constitutional and that the assent 
may be expedited. Further reminders were sent. 

Again on 8th June 1983, the Government of India 
asked for the comments of this Government with 
reference to Article 26 of the Constitution. On 1st 
December, 1983, this Government replied that the 
Bill does not infringe Article 26 and asked for the 
expedition of President's assent. The Government 
of India were again further reminded. 

On 7th January 1984, the Governm'ent of India 
referred to some judgements of the Gujarat High 
Court and asked for comments. On 5th June 1984, 
it was pointed out that the Gujarat judgement had no 
application and asked for the expedition of President's 
assent. On 9th July 1984, the Government of India 
remarked that the Bill in so far as it relates to removal 
of the trustee for appointing a successor who has 
not the capacity to discharge his functions will in
fringe Article 26 of the Constitution. This Govern
ment again replied by a D.O. Letter from the L8W 
Minister to the then Union Law Minister stating 
that the Bill is Constitutional and requesting for 
President's assent, enclosing a note on the subject. 

The Government of India were again reminded on 
4th July 1985. On 19th August 1985, the Law Secre
tary of the State Government discussed the matter 
with the Union Law Secretary, Legal Affairs and 
explained the Constitutional position. pointing out 
that according to the judgement of the Supreme 
Court in Mahalinga Thambil'an's case (AIR 1984 
SC I99) relied on by the Madras High Court, custom 
could be modified by a Statute and accordingly the 
Bill passed by the State Legislature is constitutionally 
valid. The then Union Law Secretary wanted the 
Advocate General's opinion obtained. On 2nd Septe
mber, 1985, the Advocate-General has been asked to 
give his opinion on this subject and his reply is awai
ted. 

The Government of India's point of view is that 
the Bill, in so far as it relates to the removal of the 
trustee, for nominating a successor not having the 
capacity to perform the duties and functions under 
the Act, is not Constitutional. The Bill contains 
enough safeguards before removing a trustee. A suit 
lies to a civil court with an appeal to the High Court. 
This is a case where assent is being delayed vs, in the 
Government of India's view, the Bill is not constitu
tional. It is submitted that this is for the Supreme 
Court to decide whether the Bill passed by the State 
Legislature is constitutional or not and the Govern
ment of India cannot assume the functions of the 
Supreme Court in deciding the Constitutionality of 
the Bill. 



3. Th~ Tamil Nadu Recognition of State Register 
of Pract10ners of Indian Medicine Bill, 1983 (L.A. Bill 
No. 14 of 1~83).-The Bill was sent to the Govern
ment of Ind1a for obtaining President's assent on 14th 
February 1983. 

The R~gistrar of Indian Medicine as maintained by 
the Tamil Nadu Board of Indian Medicine has no 
~tatutory basis and is based on only executive order 
1ssued by. the State Government from time to time. 
T.he electiOn of ~embers represe!Jting the Ayurveda, 
S1dda and Unam systems of Indian Medicine to the 
C:entral Council constituted under the Indian Medi
cme Central Council Act, 1970 (Central Act 48 of 
1970) is made with reference to the "State Register 
of Ind_ian Medicine" as defined in section 2(1 )(j} of 
the sa1d Central Act. It has been represented to the 
Gov~r~rne.nt !hat unless the State Register of Indian 
Medic1re IS g1ven statutory basis, the Medical Practi
oners. who ar~ Registered as on the I st February 
1983 m the sa1d State Register will be ineligible to 
stand for, or vote at, the aforesaid election. It was 
the~efore proposed to provide necessary statutory 
bas1s to. the sa1d Reg1ster of Indian Medicine by 
undertakmg necessary legislation. The Bill sought 
to achieve the above object. 

On 27th June 1984, the Government of India re
quested the State Government to give an assurance 
that they could make the Necessary amendment in the 
Bill after the assent of the President is accorded to 
the Bill. 

4. The Tamil Nadu Building and Construction 
Workers (Conditions of Employment and Miscella
neous Provisions) Bill, 1984 (L.A. Bill No. 44 of 1983).-
0n 8th November 1984, the Bill was sent to the Go
vernment of India for obtaining President's assent. 

At present there is no separate legislation to safe
guard the interests of the workers engaged in building 
and construction works in regard to their wages, 
health and safety and other working conditions. The 
need to enact a separate legislation in this regard has 
been keenly felt. The Government have, therefore, 
decided to enact a separate legislation to regulate the 
working canditions of the wcrkmen engaged in 
building and construction work in this State. The 
Bill sought to achieve the above objects. 

On 23rd March, 1985, the Government of India 
have asked for some clarifications. 

5. The Tamil Nadu Land Reforms (Fixation of Ceil
ing on Land) Amemdment Bill 1985 (L.A. Bill No. 44 
of 1985}.-0n 3rd July 1985, the Bill was sent to the 
Government of India for obtaining the President's 
assent. 

In terms of the existing provisions of the Tamil 
Nadu Land Reforms (Fixation of Ceiling on Land) 
Act, 1961 (T.N. Act 58/6\), no public trust and educa
tional institution can acquired any land. 

Representations have been received by the Govern
ment that the above prohibition to acquire land 
imposed under the said Act has hampered the growth 
of educational institutions and hospitals. The public 
trusts, educational institutions and hospitals have 
not been able to acquire land even for bonafide 
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purposes. that is. for the establishment or for the 
expansion of educational institutions and hospitals. 
It has_. therefo~e been considered necessary to amend 
the sa1d Act SUitably taking power for the Government 
to grant. permi~sion in favour of public trusts, educa
tiOnal mstitut1ons and hospitals to hold or acquire 
Ian~ for such educa~ional and hospital purposes 
subJect to the c~md1t1ons that may be imposed by 
t!1e Government m the order granting such permis
SIO~. To g1ve effect to the above proposal, it has been 
dec1ded to. amend the said Act suitably. The Bill 
s~ught to giVe effect to the above proposal. The provi
Sions of the Bill as introduced in the Le~islativc 
Assembly and as passed by both Houses of tiie Legi· 
slature were the same. 

o.n 26th November 1985, an interim reply was 
rece1ved from the Government of India. The Govern
ment of India were reminded on 16th December 
1985. 

6. The Tamil Nadu Urban Land (Ceiling and Regu
lation) Amendment Bill, 1985 (L.A. Bill No. 45 of 
1985).-0n 31st July 1985, the Bill was sent to the 
Government of India for obtaining the President's 
assent. 

In terms of the existing provisions of the Tamil 
Nadu Urban Land (Ceiling and Regulation) Act, 
1978 (Tamil Nadu Act 24 of 1978), public 
charitable or religious trusts, educational institutions. 
hospitals and industrial undertakings cannot sell any 
vacant land even for the purpose of promoting the 
objectives of the trust or for the purpose of expanding 
the educational activities of such educational insti
tutions or preserving or maintaining the industrial 
growth of such industrial undertaking. Representa
tions have been received that the prohibition to sell 
the whole or a portion of a vacant land held by such 
public charitable or religious trusts, educational 
institutions, hospitals and industrial undertakings, 
hampers the growth of the said public trusts, educa
tional institutions, hospitals and industrial under
takings. It has, therefore, been considered necessary 
that in the case of public charitable or religious 
trust which is desirous of starting an educational 
institution or a hospital or to carry out the objectives 
of the trust, when they do not have adequate financial 
resources, such trust may be permitted to transfer 
by way of sale, mortgage, lease or otherwise the 
whole or a portion of a vacant land by it to carry 
out the abovesaid objectives. Such permission is to 
be granted by Government on application made to 
the Government. The permission will be subject 
to such conditions. as the Government may impose 
in the order granting the permission, Similarly, in 
the case of educational institutions, hospitals and 
industrial undertakings. it has been considered 
necessary that they may be permitted by Government 
to transfer by way of sale. mortgage, lease or other
wise the whole or a portion of the vacant land held 
by them so that the proceeds of s~ch transfc~ m~y be 
utilised for the purpose of expandmg the actiVIIles of 
educational institutions or hospitals or preserving 
and maintaining the industrial undertakings or pro
moting the activities of the industrial undertakings 
subject to the conditions imposed by Government 
in the order granting the permission in favour of 
such institutions, industrial undertakings and trusts· 
It has, accordingly, been decided to amend the Act 



suitably for the above purpose. The Bill sought to 
achieve the above object. The provisions of the Bill 
as introduced in the Legislative Assembly and as 
passed by both Houses of the Legislature were the 
same. 

On 26th August 1985, the Government of India 
offered some remarks. The Bill is pending witl1 the 
Government of India. 

11. Withholding of assent : 
The Tamil Nadu Land Reforms (Fixation of Ceiling 

on Land) Second Amendment Bill, 1980 (L.A. Bill No. 
26 of 1980).-0n'30th August 1980, this Bill sent to 
the Government oflndia for President's assent. 

Clause 5 of the Bill seeks to insert a new chapter 
as Chapter III-A in the principal Act. The said new 
Chapter III-A contains new section 23-A to 23-G. 
Sub-section (I) of the new sec. 23-A invalidates 
all transfers effected on or after 1st January 1959 
and before 6th April 1960 by any person including 
a trust who held land in excess of the ceiling area 
on 6th April 1960 or any person including a trust who 
would have held land in excess of the ceiling area 
on that date but for the transfers referred t0 above. 
Sub-sect. (2) of the said sec. 23-A seeks to exempt 
any transfers made to any person (other than a trust) 
not exceeding one unit of land which is defined as 
five ordinary acres of dry land or two and a half ordi
nary acres of wet land, subject to the conditions pro
vided therein. Sub-section (4) of the said section 
23-A provides for the publication of a notification 
by land Commissioner to the effect that the surplus 
land is required for a public purpose and on the 
publication of such notification, the land specified 
therein shall be deemed to have been acquired for 
a public purpose and vested in the Government free 
from all encumbrances. The new sec. 23-C inter-alia 
provides for the application of the provisions contain
ed in the principal Act including the provisions re
lating to the amount payable in respect of lands 
acquired under that Act. The new section 23-E pro
vides for the constitution of a Committee consisting 
of the persons ref, rred to therein, for the purpose 
of gathering information and particulars relating to 
transfers referred to in sec. 23-A (I), etc. 

On 13th March 1981, the Government of India 
sent a letter containing the representation from the 
Thanjavur District Agriculturists Association and 
also stated as follows :-

"The examination of the Bill in various Depart
ments of the Union Government has brought out 
the following points :-
(i) The Tamil Nadu Bill seeks to invalidate cer

tain transfers made on or after 1st January 
1958 and before 6th April 1960 when the 
the Tamil Nadu Land Reforms (Fixation of 
Ceiling on Land) Act, 1961, came into force. 
The proposed invalidation will be both in
expedient as a public policy and highly dis
criminatory in its operation. Unless there are 

. exceptional reasons. settled rights in land should 
not be disturbed and it is as much an obligation 
of the State to prevent uncertainty in the 
property rights of citizens as to ensure that 
these rights do not operate in a manner dP.
trimental to public good. These rights, it is 
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obvious, should be subject to modification 
if such modification serves an important public 
purpose. In the present case, there is no 
information as to the public good that will 
be served with the proposed invalidation of 
the transfer under refaence. The State Go
vernment have no doubt said that some big 
land holders are delieved to have transferred 
parts of their holdings soon after the then 
Revenue Minister of the State referred to the 
prospect of a ceiling legislation in the Legis
lative Assembly some time in March 1958 
but there is no information as to the scale of 
such transfers. The principal Act was published 
in the Fort St. George Gazette, on 2nd May 
1962 but was given effect to from 6th April 
1960, when the Bill was published in the 
Gazette. Transfers made after the latter date 
with a view to defeating the provisions of 
the Act were invalidated. It would thus appear 
that, when the principal Act was enacted, 
the State Government had thought that the 
larger number of malafide transfers can be 
invalidated if the Act was given retrospective 
effect from a date about 2 years earlier. During 
all these years, the State Government have 
not had any occasion to review this policy. 
To re-open, at this stage, transfers made 
nearly two decades ago would appear to be 
warranted by the amount public good likely 
to be served by such an extraordinary step. 
It is not unlikely that such a measure would 
only promote unsettled conditions in land 
rights without resulting in any tangible or 
substantial benefit. 

(ii) As regards the discriminatory character of · 
the Bill, a reference may be made to the ex
planation to sub-clause (I) of the proposed 
clause 23-A according to which "transfer" 
does not include partition . If the th~n Re
venue Minister's announcement in March 
1958 is presumed to have occasioned large 
scale malafide transfers, it would be reasonable 
to presume that a large number of such trans
fers would have been through partition. If 
partition is not disregarded, transfers which 
are no more than a legal fiction (since the 
land is retained with the fami1y) are validated 
while transfers which may really convey the 
interest to another person would become void. 
It is natural that the larger number of malafide 
•.ransfers should have taken place through the 
levice of partition and, by its refusal to inter
·ere with partition the Bill will in effect dis
criminate .'lgainst bonafide transfers while 
protecting malafide and collusive transfers. 

(iii) As regards the legal position, the proposed 
amendment would fall foul of the second 
proviso to Article 31-A of the Constitution. 
As per the said proviso. it has been laid down 
that where any law makes any provision for 
the acquisition by the State of any estate and 
where any land comprised therein is held by 
a person under his personal cultivation, it 
shall not be lawful for the State to acquire 
any portion of such land as is within the cei1ing 
limit applicable to him under any law for the 



time being in force or any building or structure 
standing thereon or appurtenant thereto, 
unless the law relating to the acquisition ol 
such land, building or structure provides for 
payment of compensation at a rate which 
shall not be less than the market value thereof. 

(iv) The proposed legislation in so far as it omits 
to make provision for payment of compensa
tion at the market value of any estate referred 
to in the said proviso. ln view thereof, the Bill 
to the aforesaid extent would be unconstitu
tional. The mere fact of inclusion of the parent 
Act in the Ninth Schedule (item 46) would not 
save amendment proposed to be made. 

ln view of the consideration referred to above 
it may not possible to recommend to the President 
to grant his assent for the Tamil Nadu Bill referred to 
above. 
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On 4th May 19lH, a reply was sent to the Govern
ment of India pointing out that the Bill seeks to plug 
out the loopholes in the Land Ceiling legislatiOn 
and to achieve real purpose of ceiling Ia w and also 
pointing out that the Government ol Tamil Nadu 
have already stated that the Bill would have to be 
included in the Ninth Schedule to the Constitution 
so that the law cannot be challenged as violative of 
the second proviso to clause (1) of Article 31-A of 
the Constitution. On 4th May 1981, the Chief Minister 
sent a letter to the Prime Minister. On 12th October 
1981, the Deputy Secretary to the Government of 
India in Lr. No. 17j68j80-Judl. addressed to the 
Secretary to the Government of Tamil Nadu, Law 
Department, has stated that the President's assent 
was withheld. It was stated in that letter as follows :-

"With reference to your letter No. 21045/80-1, 
dated 30th August 1980 on the subject noted above, 
I am directed to return herewith two authentic co
pies of the Bill withholding President's assent from 
the Bill under Article 201 of the Constitution of 
India. Their receipt may kindly be acknowledged". 
l he Government of India in the letter, dated 
<2nd January 1982 stated the reason as follows:-

"1 am directed to refer to your letter No. 
21045/80-9, dated 5th January 1982, on the subject 
cited above and to say that the matter was con
sidered at length and the Government of India 
was of the view that the transactions sought to 
be set aside by the Bill were made nearly two 
decades ago. During the intervening period the 
land involved may have changed hands several 
times and the present owner in all likelyhood, 
would not have been a party to the malafide 
transaction. If small landholders and genuine 
cultivators are exempted, and if transactions 
made through partitions were exempted the 
residual cases will be few and will not justify the 
extraordinary measure the Bill contemplates. 
The State Government had pointed out that the 
scheme of partition exists in the principal Act 
which was enacted with the assent of the Prestdent. 
While this is not denied, the Government 
of India have from time to time, urged the 
State Govern~ent to reconsider these provi
sions which have resulted in quite some land 
remaining outside the ceiling Jaw and note should 
be taken of these suggestions. In brief, the 

exemption of transactions made through partie 
!!ODS was d.tscriminatory and repugnant to 
the avowed purpose of the Bill. Further, more, 
the Government of India was not m favour of 
disturbing settled and long standing rights in 
tand unless there were compellmg reasons and 
the reasons do not seem to exist in this case. 

The legislation in so far as it omtts to make pro
vtsion for payment of compensation at the market 
value of any estate rei~ rred to in the second provision 
to Article 31-A of the Constitution infracts tho 
the guarantee alforded by the said proviso. ln view 
thereof, the Bill to the aforesaid extent would bo 
unconstitulional and that the mere fact of inclusion 
of the parent Act in the Nmth Schedule (Item 46) 
would not save th~ amendment proposed to bo 
made." 

Thus, it will be seen that the Government of 
India was not in favour of disturbing settled and 
long standing rights. ~t may be pomted out that 
tltis is a Bill which wa. passed unanimously by both 
Houses of the State Legislature. 

Articles 256, 257 and 258 : 

As stated in page 34 of the report submitted by 
the Slate Government under the heading "'Adminis· 
trative Relations". Articles 256, 257, 365 and 356 
are the four Articles in the Constitution which have 
both catalytic and fatalistic etiect on the States, 
in view of the possible unitary exercise of executive 
power by the Union under those Articles. As stated 
at page 37 of the Report, the expressions such a1 
(a} as to ensure ct mplt~nce , With laws made by 
Parliament and for the issue of directions as may 
be necessary for that purpose (Article 256). 

~b) as not to impede or prejudice the exercise of 
the executive power of the Union and the consequential 
power to issue directions as may be necessary for tha& 
purpose (Article 257ll)). 

(c) failure to comply with or to give effect to tho 
directions given by the Union raising a presumption 
that a circumstance has arisen in wltich the Stato 
cannot be carried ou in accordance with the provisioDI 
of the Constitution (Article 365). 

(d) the report of the Governor or the satisfaction 
otherwise by the President for his assumption of 
all the functions of the governance of the Stato 
(Article 356) comprehend powers reserved by tho 
Union under the Comtitution to have an over-riding 
inlluence, over the States bringing down the theory 
of autonomy of States to a catastrophic minimum. 
Ihis is so because the use of such power during the 
three decades in the past have ex-necessities d~mon• 
strably proves that there has been excessive or misuse 
of such powers resulting in extra-ordinary steps 
being taken and the edifice of State ~utonomy made 
to crumble. We have already expressed the view that 
the chain reaction between Articles 256 and 257, 
365 and 356, which is in the nature of catalytic in· 
fiuence is bound to result in a fatalistic instrusion 
into the autonomy of the State. Articles 256, 257, 365 
and 356 are therefore to be deleted; For the hopes of 
the States in having preserve them as reserve measure 
have become dupes and as the Administrative Reforms 
Commission itself said the assumption of governanl» 



by the President (under Article 356) has not become 
exceptional feature but a normal phenomenon and 
such a drastic medicine prescribed in the Consti
tution is being administered a daily food as a matter 
of course instead of being resorted to as a last resort. 
The Government are also of the vi.;w that Articles 
357 and 360 should also be omitted. 

Planning : 

As regards the suggestion made by the Chairman 
the local bodies can be entrusted with planning 
and some functions can be processed by the State 
Government, it is submitted that the various laws 
governing local bodies ; provide for this and in 
particular, the Tamil Nadu Town and Country 
Planning Act, 1971 (Tamil Nadu Act 35 of 1972) 
contains provisions regarding the regulation of plann
ing, including planning for the Metropolitan City 
of Madras. 

Entry 52 of the Union List : 

As stated at pages 17-18 of the Report submitted 
by the State Government, the Industries (Develop
ment and Regulation) Act, 1951, has been passed 
with reference to this entry and Parliament has 
brought many items within the scope of this Act with 
the result that the Legislative power under entry 
24 of List II, viz., "Industries subject to the provisions 
of entries 7 and 52 of List I" becomes actually inef
fective because, to the extent Parliament has included 
any industry within the scope of the Industries 
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(Development and Regulation) Act, 1951 or any other 
Act under entry 52 as a controlled industry, the legis
lative competence of the State Legislature is deprived 
of. This certainly affects the federal structure of the 
Constitution in the sense that the State Legislative 
is made incompetent in respect of the controlled 
industries coming under the Acts enacted by Parlia
ment under entry 52 of List I. 

Further, the expression "in public interest" is so 
wide that any and every industry can be brought 
within the scope of entry 52. It was for this reason 
that the Government of Tamil Nadu suggested that 
the core industry of crucial importance for national 
development should be specified in the entry itself 

. and this Government has recast entry 52 as at page 
18 of the Report submitted by the State Government. 
The request of the State Government is that the 
Commission should make an exercise on this subject 
and suggest specifically as to what entry should be 
specified in entry 52 itself. The Chairman's sugges
tion that if the Commission goes into details, it 
will be risky, requires reconsideration and the Com
mission may accept the suggestion of this Govern
ment that the entry 52 itself should specify the 
industries without giving any room for the Parliament 
or the Central Government to encroach on the 
Legislative powers given to the State Legislature 
under entry 24 of List II and on the co-extensive 
executive power of the State Government. 



GOVERNMENT OF TRIPURA 

Memorandum 
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Tripura 

MEMORANDUM 

Commission has sent questionnaire contammg 
several parts. We do not feel it necessary to give 
answer to each question separately. We propose 
to give a compact statement as follows before the 
Commission. 

We do not agree with the view that our Constitution 
is basically sound and flexible enough to meet the 
challenge of the changing times. We have already 
amended our Constitution of 45th times during the 
period of 34 years. People of India will remain gra
teful if the Commission can find out any other Cons
titution of any worthy democratic country which has 
undergone so many changes within a span of 34 
years. 

The difficulties, issues, tensions and problems 
which have arisen in Union-State relationships are 
mainly due to substantial defects in the scheme and 
•undamental fabric of our Constitution. It is also 
true that over the years these relationships have not 
been worked out in conformity with the minimum 
guarantee laid down in the Constitution to protect 
the interest of the States. 

These difficulties, problems and issues cannot 
be resolved without major constitutional amendments. 
The particulars of the distortions have not been 
mentioned in the questionnaire and, therefore, no 
definite answer can be given. Change of executive 
procedure, practice are absolutely necessary. These 
are creating hindrances in respect of Union-State 
relationships. But only change of executive procedures 
and practices will not so h·e the problem unless the 
Constitution itself is suitably amended. Advisory 
body, according to experience gained by us during 
these years, have no value and it is the common 
feeling that the positive recommendations of the 
Advisory bodies are not acted upon if it adversely 
affects the vested interest. 

Yes, we do agree that the protection of the indepen
dence and insurance of the unity and integrity of the 
country is of paramount importance. But we are 
sorry to say that there is no effective provision in the 
Constitution in this regard. Rather our experience 
is that for temporary political gain and in the interest 
of capitalist and imperialist countries divisive forces 
have been giwn opportunities to be active in our 
country. 

Constitutional provisions regarding the obligations 
of the Centre and the State in respect of the country as 
a whole and to one another are not reasonable. The 
provision require further considerations so that 
fullest autonomy are given to State in respect of the 
matters with which only States are concerned. 

According to the provisions our Constitution, India 
i.e. Bharat is a Union of States. Under Article 3 of the 

Constitution power has been given to the parliament 
to (a) fom1 a new State, (b) alter areas, boundaries and 
name of the existing States, after observing certain 
procedures. Whatever might be the power given to 
the parliament, concept of 'State' as contemplated 
in our Constitution cannot witheraway not to speak 
of its complete abolition. From the scheme of our 
Constitution it is apparent that our Constitution is 
neo-federal in character. Distribution of different 
powers-executive, legislative and judiciary between 
the Centre and the States amply sugg~t that India is 
a federal country, though the peculiar orthodox 
characteristics like agreement between the States, 
separate Constitution of the States etc. are not 
present. 

559 

We think that Parliament shall have the right to 
convert union Territories into State, but must not have 
other powers any right as given to it under Article 3 
of the Constitution. If such powers arc given to the Par
liament divisive forces shall always try to put pressure 
upon the Central Government to pass necessary enact
ment in exercise of its power under Article 3 of the 
Constitution and in fact this power of the Parliament 
has created so many problems in our country. 

We must not overlook that by much controversial 
42nd amendment in the preamble we have included 
the word 'Socialist' and it is expected that such inser
tion was not without any meaning. In the present 
political system we can find two types of federalism : 
(I) Socialist Federalism and (2) Capitalist Federalism. 
If we look at the Constitution of USSR we shall see 
a model of socialist federalism. Of course, Soviet 
Constitution, 1977 has been possible only after a long 
period of socialist rule in that country. But even for 
socialist rule in the countrv. Constitution must have 
some provisions through ·which socialist (Conomy 
can be established in the country and thereby socialist 
federalism can be achieved. 

It is too late in the day to argue that only by in
serting the term 'Socialist' in the preamble of the Cons
titution, a country can be changed into a socialist 
country. 

To make federalism and democracy as contemplated 
in our Constitution meaningful we have to amend 
our Constitution. The Constitution as it stand to
day, in many fields has spent its force, and in oth~r 
fields it has been used to throttle democracy and 1t 
is being used to oppress weaker section of the people. 
Sonorous words used in the preamble of the Cons
titution displaying left ideals do not melt icc any 
more. In reality social justice and dignity of human 
beings have ruthlessly been ravished during this 
entire post constitutional period. Poor citizens have 
been exploited ruthlessly and capital has b, en accu
mulated in few hands. All these were/are poss1ble 
because provision~ of our Constitution do permit such 



situation to exist and continue. Basic fabric of our 
Constitution encourages growth of capitalism and 
exploitation of majority of people. Keeping this basic 
fabric intact, introduction of the word 'Socialist' in 
the preamble of the Constitution does not make our 
country a Socialist country. Socialism, by this time, 
has been well established in many countries and it 
has an internationally accepted meaning and system 
of administration. Inclusion of the word 'Socialist' 
in our Constitution does justify that the provisions 
of the Constitution should be so amended so that 
socialist economy can be established to make way 
for socialist federalism. Our Constitution must have 
provisions through which socialist economy and socia
list rule can be established to make the introduction 
of the word 'Socialist' in the preamble of the Cons
titution meaningful. Our entire Constitution should 
be amended so that the socialist federalism, socialist 
economy, socialist society can be achieved and esta
blished and justice in socialist way can be adminis
tered, because under the present capitalist system no 
body can expect those in our country. 

While the basic nature of the Constitution framed in 
1960 was declared tn be federal in principle, its con
tent was excessive centralisation. Furthermore, in its 
actual working it became still more centralised. The 
fact that the same pnlitical party was in the saddle at 
the Centre and in all the States for nearly three deca
des facilitated this process. 

The States were made to surrender 'Voluntarily' 
the rights that they had in the original provisions of the 
Constitution. Many of the amendments made to 
the Constitution during the last 37 years deprived the 
States of whatever element of autonomy they originally 
had. 

That is why, the moment other parties started head
ing the administration at the State level, the question of 
Centre-State relations became the subject of hot debate. 
Once the non-Congress State Governments started 
agitating for greater powers and resources, the Con
gress-led State too started joining the demand. The 
memorandum submitted by the State Governments to 
the successive Finance Commissions will show that 
there is hudly any difference between some of the 
Congress-led and other State Governments in pro
testing against the inroads made into the State resour
ces-a process that has been uninterruptedly going on 
during this entire period. 

The entire question of the relations between the 
Union and the States, therefore, requires thorough 
re-examination. In the very framing of the Cons-· 
titution the federal principles and State autonomy 
were to a large extent violated. We do not agree 
with the propositions that there is nothing wrong 
with the Constitution as it was framed and that what 
is wrong is only its working. At the same time, we 
hold that in its actual working the Constitution came 
to be distorted, ever the limited extent of autonomy 
that found a place in the Constitution has been eroded. 
We, therefore, suggest a thnrough re-examination of 
the basic provisions of the Constitution. Before pro
ceeding to spell out how this should be done, let us 
explain our general position with regard to Centre
State relations. 
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We stand for the unity of the country and fight all 
forces of disintegration, we definitely stand _for an 
effective and efficient Centre capable of defendmg the 
country, organising and consolidating its e~onomic 
life and adequately armed with powers to discharge 
its other jobs like foreign policy, communications, 
foreign trade etc. 

Unfortunately, this urge for unity among the people. 
their desire that India should be protected agamst 
external aggression has been exploited by the ruling 
party to appropriate dictatorial powers to the C~ntre, 
abrogeting and eroding the powers of the constlt~ent 
States. The ruling party's idea of a strong centre IS a 
dictatorial Centre carrying out its behests. The fact 
that the notorious 42nd amendment of the Emergency 
days reduced the States to the position of a subordi
nate dependent of the Government of I ndi~, sh_owed 
that an attack on their powers was the mev1table 
requirement of authoritarian rule. The question of 
Centre-State relations therefore, not only relates, to 
the question of defending Indian Unity, it has bec.ome 
an issue in the struggle between the forces of dicta
torship and democracy. 

This is not accidental. The Constitution that was 
framed after independence reflected the needs of the 
capitalist path of development which required India 
as unified, single, homogenous market. It reflected 
the needs of the big capitalists allied with landlords, 
she considered the demand of democracy, state auto
nomy or equality of languages, as obstacles to their 
economic domination and political power. 

We state that it is but natural that in such a situa
tion the contradiction between the Central Govern
ment and the States should have grown. Underlying 
these contradictions often lies the deeper contradic
tion between the big bourgeisie of this or that State 
on the other. This deeper contradiction gets cons
tantly aggrevated due to the accentuation of the un
evenness of development under capitalism. 

The pre-vested interest policies of the Centre, its 
compromise with feudal forces and imperialist agen
cies, the economic crisis, the improverishment of the 
masses resulted in attacks on democratic rights and the 
rights of the States. 

This process was accompanied by abject economic 
dependence of the States on the Centre. The Centre 
decides the amounts of public borrowing to be done by 
the States, it monopolises credit made available by the 
banking sector and makes the States dependent on 
adhoc grants sanctioned by it. All these together 
with the method of determining the size of the State 
plan reduced planning in the States to a mockery and 
makes it an adiunct of the Central plan, to be cur
tailed or expanded according to the convenience and 
needs of big business which dominates the thinking 
is Central plans. Backwardness and perpetuation 
of unevenness result from this. Planning in States is 
not geared to the needs of the people of the States or 
to the genuine need of all India development. 

Over the years this concentration of the political 
and economic power at the Centre has been making 
inroads into whatever federal elements there were 
in the Constitution. The Emergency with its Consti
tutional Amendment Acts, enabled the sending of the 



Central Reserve Police to the States without the prior 
cons~~t of the State Governments, with the further 
proVISIOns that these forces when deployed in the 
States would take their orders only from the Central 
Government. The unilateral powers of the Centre 
to declare some areas of the entire State as 'Disturbed 
Area' to send Army, is one more instance of its auto
cracy. These optimised the process of extremts 
centralisation. 

The Centre was armed by the Constitution with 
sufficient powers to intervene and deal with any pro
blems arising in any part of the country. Added to 
thos are the powers which the Centre assumed for 
itself during the thirty-year-long central rule of one 
party, with most of the State being ruled by the same 
party. These enormous powers were often used 
against opposition parties duly elect,od in State elec
tions. lly misusing the Governor's power, minority 
ministries of the ruling party were installed and the 
verdict of the electorate was nullified. 

Similarly by withholding presidential assent to 
bills passed by the State legislatures, the Centre has 
succeeded in sabotaging progressive legislation passed 
in the interests of the people. The process of agrarian 
and educational reform started by the 1957-59 
Government of Kerala were blocked by the Centre. 
Recently the agrarian legislation passed by the left 
Front Government of West Bengal was sent but has 
not received President's assent, though months have 
passed since the Legislature voted it. The measure 
to grant recognition to trade Union on the 
basic of secret ballot passed by an earlier Left 
Front Ministry was killed using the same device of 
withholding assent. The Andhra Bill to abolish the 
Upper chamber in the State has also been now blocked. 

The defence of the unity of India, the preserva
tion of democracy, the coordination of planned eco
nomic development and other basic tasks require 
full and real coordination of the activities of the Cen
tral and State Government. That is why we propose 
autonomy for the States. Without this, India unity 
will not be durable, the feeling of being one people 
and one country will be weakened. Against the 
attack of divisive forces what is required is a strong 
sense and urge for unity, State autonomy will go a 
long way in fulfilling this need. The State Legislatures 
and Governments must have sufficient freedom and 
powers to fulfil the desires and mandates of the people 
electing them. Denial of this freedom to the elected 
legislatures and Government of States, as if the man
date received by the ruling party at the Centre is 
all that matters, reduces the constituent federal units 
to the status of dependencies, and lops off one arm of 
Indian democracy. 

We do not believe that a correct solution of the 
question will ipso-facto solve the problems of the 
Indian people. Their solution relates to changing the 
basic structure of society .. But arming the States with 
autonomous powers, relating the dectatorial grip of 
the Centre and the ruling party will help people to 
fight the grip of the vested interests on the States and 
the Central Government. 

Article 263 of the Constitution of India should 
be amended and reformulated to ensure that the pro-
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VISions relating to inter-State Council are made 
mandatory so as to make it incumbent under the 
provisions of the Constitution to form an inter
State Council. The Council should be constituted 
as follows :-

(i) The Prime Minister shoulc be its Chairman. 

(ii) The Council should also have a Vice Chairman 
and this post of Vice Chairman should be filled 
up by annual rotation by the State Chief Minis
ters. 

(iii) Only the Prime Minister and all the Chief 
Ministers of different States should be the mem
ber of the Council. The Council should meet 
at least four times during the year and the 
agenda of the meeting should be decided upon 
by the Prime Minister in consultation with the 
Vice Chairman. There should be provisions 
for emergency meetings to discuss particular 
situations when the invocation of Article 356 
or Article 365 are under contemplation. The 
Council should have a permanent secretariat to 
be financed jointly by the Union and States. 

The aforesaid Inter-State Council should have 
amoug others, the following functions:-

(a) to give its view on any proposals for inter
reference with the boundaries of a State, or other 
matters covered by Article 3 of the Constitution; 

(b) to offer its view in case a bill passed by a State 
Legislature has been referred to the President 
for his consideration; 

(c) to consider proposals for removing a serving 
Governor; 

(d) to decide whether directives are to be issued 
under Articles 256 and 257 and to reach decisions 
under Article 365 where such situations are 
expected to arise; 

(e) to decide whether President's rule should be 
imposed in a State under Article 356; 

(f) to formulate guidelines to be followed by the 
Governor of a State; and 

(g) to lay down the functions and responsibilities 
of the permanent agency to supervise and 
monitor the distribution of r~sources between 
the Union and the States. 

(h) The National Development Council be supple· 
mented by a properly constituted Inter-State 
Council in terms of Article 263 as suggested 
hereinabove with weightage given to the repre
sentation of the State Governmenls. The 
Planning Commission should be converted 
into a Secretariat of the inter-State Council 
and its proposals must be decided upon by_ the 
Council, again with appropriate weightage given 
to the points of view of the State Governments. 
The Union Ministries must not be allowed to 
impose their ideas on the Planning Commission 
and the role of centrally sponsored schemes must 
be drastically reduced. National Develop
ment Council as stated hereinabove should be 
substituted by the inter-State Council to be set 
up in terms of duly amended Article 263 a~ 
suggested hereinabove. 



Article 247 to 254 of the Constitution should 
be so amended so that the Parliament's powers to 
legislate on items belonging to the State List do not 
exceed beyond the period of six months and each of 
such proposed legislation must first be approved by 
the inter-State Council, and any proposal to renew 
any such proposal must have the prior approval of the 
inter-Statr Council. Constitution should be amended 
so that Concurrent List is totally abolished and the 
items mentioned in the Concurrent List are 'enblock' 
included in the State List i.e. List-11. The r~siduary 
powers mentioned in List I should, instead of keeping 
them in the hands of Central Government, be given 
within. the jurisdiction of the State Government. 

All India Services may be retained. But pro
visions must be there so that the officers belonging 
to All India Services while serving in a particular 
State should be, for all purpose, within the disciplinary 
jurisdiction of that State Government and not under 
the Central Government. 

~Unity in diversity is the pl1ilosophy which we 
pursue. Each State has its own peculiarities, tradition, 
culture, language etc. Therefore, only State can, 
by way of proper scheme of education, maintain and 
flourish th,,se traditions, cultures, peculiarities et~. 
Advancement and also preservation of those cultures, 
traditions, languages etc. are eminently necessary 
for the meaningful integration and unity of our 
nation. · 

Education should be given exclusively within the 
domain of State so that each State can make best 
endeavour, without intervention from the Centre, to 
flourish and advance the cultures, traditions, languages, 
etc. of the State. 

While enlarging the scope of the State sphere, 
we must also try to preserve and strengthen the 
Union authority in subjects that could be carried out 
only by the Central authority and not by any single 
State, suci1 as Defence, Foreign Afntirs including 
Foreign Trade, Currency and Communication and 
Economic Coordination. 

Heavy industries, electric power, oil and coal or 
irrigation schemes which concern more than one 
States have to be kept in the Union List, so that there 
can be a common policy. In matters concerning 
industrial licensing, etc. major modifications in 
regard to allocation of powers between the Centr ,• 
and the States are called for. The list in the Seventh 
Schedule should be reformulated so that the States 
may be given exclusive powers in respect of most of 
the industries. 

The right of Ce.1tral Reserve Police or other Police 
forces the Union Government may raise to operate in 
the States, should be withdrawn. The subject of law 
and order and the Police should be fully in the States 
sphere and the Centre should not interfere with its 
own specially created forces. 

Role of the Governor 

This is another provision taken over from the provi
sions British made Constitution and written into the 
1950 Constitution. The Governor under the Con
stit·;tion was the appointee of the British Government 

562 

and was responsible to it through the Governor 
General. The only change made in the new 
Constitution (·ffree India is that the Governor is an 
'· ppointee of the Central Government which means 
th; agent of the ruling party at the Centre. The Office 
has in fact been used by the ruling party at the Centre 
to deny the people of States to have Governments of 
their choice and impose on them unwanted Govern
ment, etc. The office has also been used to provide 
for th; leader of some faction in the ruling party who 
has become inconvenient to its 'high Command'. 
It is, therefore, ridiculous for any body to attribute 
the quality of 'impartiality' to the Governor. 

The post should be abolished and, if this is not 
possible for any reason, the post should be filled by a 
somebody who enjoys the confidence of the State 
Legislature, no Governor to continue when there 
is a change in the elected legislature. The present 
provision leads to conflict between the elected exe
cutive, namely, the Council of Ministers and the for
mal head of State who is responsible not to the elec
ted legislature but to the eXecutive at the Centre. 

The Office of the Governor is an 'opicentrum' of our 
Constitution. This office was created by the British 
imperialist to protect their interest and now it has been 
followed by the ruling class to protect their vested 
interest. In a democratic society the office of a Gover
nor who is an appointee of the Central Government to 
keep a watch over the peoples' representative runs 
counter to the concept of democracy. Therefore, 
the post should be abolished and, if this is not possible 
for any reason, then it must be filled up by a person 
as stated hereinabove and the function of this post 
should be subject to the provisions of Article 263 as 
proposed. 

Administrative relations 

Apart from the office of the Governor, there are 
several other provisions which enable the Centre indi
rectly or directly to interfere in the administration of 
States. The most important of them are the powers 
vested in the Central Government to dismiss the State 
Governments, dissolve State legislature etc. These 
have been used in a notoriously partisan way. 

All India Services have a special feature in our Con
stitution and thereby it can be said that the admini
stration in our country is a peculiar fusion of Cabinet 
from the Government and bureaucratic Government. 
We cannot simply deny the dominant role of bureau
cracy in the administration in the set up of our present 
Constitution. This position must be changed. 

All India Services like the lAS, the IPS etc., whose 
Officers are posted to the States, but remain under 
the supervision and disciplinary control of the Central 
Government this system must be abolished. There 
should be only Union Services and State Services 
and recruitment to them should be made respectively 
by the Union Government and the State Government 
concerned. Personnel of the Union Services should 
be under the disciplinary control of the Union Govern
ment and thc,se of the State Services under the disci
plinary control of the respective State Government. 
Tn·! Central Gowrnm·~nt should have no jurisdiction 
over the personnel of the State Services. Appropriate 



provi~ionsmust be made so that persons belonging 
to All India Services while serving under a State 
Government should remain under the disciplinary 
control of that State and not under the Central 
Govern men,_ 

Financial relations 

No other part of the Constitution has been subjected 
to such universal criticism from State Governments 
including those headed by the party ruling the Centre 
as its financial provisions. The Memorandum sub
mitted by the State Governments to successive Finance 
Commission would show now willc is th,- gulfbetwe. n 
th~ Centre and th~ States on the question of financial 
powers and resources. A complete overhauling of the 
entire field of financial relations is thus in order. 
While almost every department of administration 
involving heavy expenses (, xcept defence and foreign 
affairs) falls within the purview of the State Govern
ment, almost all the revenue earning items are with 
the Centre. 

The Articles regarding the Finance Commission and 
distribution of revenues should be amended to provide 
for 75 % of the total revenues raised by the Central 
from all sources for allocation to different States by 
the Finance Commission. This is necessary to end 
the mendicant status c.f the States. In what propor
tion and on what principle this 75% of the total reali
sation should be divided between the States should be 
decided by tbe Finance Commission to decide on the 
proportion of revenues to be distributed between 
the Centre and the States. Its task should be only to 
keep the proportion that each State should get from 
the total financial realisation by the Centre 75% of 
which is to be allotted to the States. 

Article 280, Clause 3, Sub-Clause (a) which provides 
for "the distribution between the Union and the States 
of the net proceeds of the taxes which are to be or may 
be divided between the Union and the States" should 
be omitted and the entire clause be redrafted 
so as to make it clear that it is the duty of the Commi
ssion to make recommendations to the President as 
to the allocation between the State of their respective 
shares of the proceeds. The State must also be 
accorded more powers for impcsing taxes on their own, 
and to determine the limit of public borrowing in 
their respective cases. To achieve these objectives 
the Seventh Schedule Union, States and Concurrent 
List should b;, suitably amended. However, the 
subject covered under this head shall be subject to the 
provisions of Article 263 as proposed hereinabove. 

Economic and Social Planning 

We have explained above that the planning and 
co-ordination of economic development should be the 
responsibility of the Centre which however should be 
carried out in a democratic way through Inter-State 
Committee in which the States should have equal 
representation along with the Centre and whose exe
cutive organ NDC and Planning Commission should 
be. The process of planning however is unfortu
nately being used by the Central Government and the 
party that controls it as it likes. Added to this arc 
such policies of planning pursued by the ruling party 
as have proved their bankruptcy, national economy 
is as a consequence in shambles. 
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The real solution for the crisis emerging out of this 
is a total reversal of planning polic1es. This d,,es 
not perhaps fall into the purview of the legal-cons
titutional changes which are under considcmtion by 
this Commission. We, however, would urge tbat this 
Commission should not accept either the drive towards 
centralisation of the work of all economic activity 
in the States in the name of Central Planning (which 
is demanded by the ruling party) or the abandonment 
of the centralised planning as is suggested by som~ 
other parties. The solution is centmlised planning 
"ith the active involvement of the States in the for· 
mulation and the implementation of policies, or Stat~ 
autonomy under centralised but democratic guid
anc-e and high decentralisation at lower level. How
ever, the subject covered under this head shall be sub· 
ject to the provisions of Article 263 as proposed h~re· 
inabove, 

Miscellaneous 

We would in the end touch upon four aspects of 
Union-States relations which are relevant in this con
text. They are the language of administration, the 
elector:• I system, the special status of Kashmir within 
the Indian Union and special features of North Eas· 
tern Region. 

Our view is that in the course of the growing 
economic, social and intellectual intercourse the people 
of different States of India will develop in practice 
the language of inter-communication most suitable 
to their needs. This natural process requires thut 
no single language is sought to be imposed on the 
other linguistic groups. While we are all for encoura
gement to the learning of Hindi by non-Hindi spea
king peoples, we are of the view that the equality of 
all Indian language should be recognised. All Acts, 
Government orders rnd resolutions of the Centre 
should be made available in all Indian langu·•gc~. 
The use of English in the field of Administration, 
Legislation, Judiciary and as the medium of instru
ction in education should be discarded, replacing 
it with the people's language of the State concerned. 
Right of the people to receive instruction in their 
mother tongue in educational institutions as well as 
its use as the medium of education in the State 
upto the highest otandard should be recognised. The 
Urdue language and its script should be protectcll. 
The Eigi"th Schedule should be amendell to includ~ 
language like Nepali. 

The present electoral system enables a party with 
minority of votes to secure a majority of scats in Par
liament or Legislatures. The disastrous consequences 
of this were seen during the Emergency when the Con
gress Government elected on a minority of votes intro
duced measures which made inreads into the civil 
liberties and democratic rights of the people. re<; uced 
the Parliament and State legislature to rubber stamps 
of a single party-all in the name of asserting the "Su
premacy of Parliament". Whatever remained of 
State autonomy also came under the axe. 

It is. therefore, necessary to introduce the system 
of proportional representation and provide for right 
to recall. The present spec1al status of Kashmir 
within the Indian Union should be retained. 



The entire North Eastern Region has been negle
cted for long years. Some special provisions should 
be made in the Constitution for the entire region 
including the State of Tripura for its socio-economic 
development so that they can be at part with other 
State ''Regional Autonomy in Tribal Compact 
Areas should be introduced after amending the Con
stitution for the proper protection of the interests of 
Schedu kd Tribt'S 

There must be a separate High Court for each of the 
State including the State of Tripura, otherwise it is 
not possi :>le for the poor persons of the State to seek 
redress of their grievances from the highest Court 
of the State. More than 80% (Eighty percent) of 
the total popcll;,tion Jive below the proverty line. In 
the State of Tripura we do not have Bench of High 
Court on all the working days of High Court. At 
present, State of Tripura is under the jurisdiction of 
Gauhati High Court having it' principle seat at Gau
hati. The geographical position of the State is such 
that it is not only ~xpensive but also takes a long time 
to reach Gauhati on road. Only moneyed people 
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can go to Gauhati by air and move the principal seat. 
Under these circumstances the poor people of the 
State cannot have the benefit of administration of 
Justice by the high :st Court of the State on all working 
days of the Court. To the poor people of the State, Arti
cle 226, Article 227 Sections relating to bail to be gran
ted by High Court, urgent inter-locutery orders both 
Civil and Criminal which can only be issued by High 
Court have become illusory. Under these circum
stances there is a need for a separate High Court for 
the State of Tripura. Administration of justice and 
independence of judiciary both are basic features of 
our Constitution. Therefore it is necessary that each 
State should have a High Court having its principal 
seat at that State so that poor people of the State 
can move the highest Court of the State without 
incurring unnecessary heavy expenditure. A common 
High Court for five States in North Eastern Region 
is in effect is denial of administration of justice to the 
people living in the region. Article 231 should be 
wiped out from the Constitution. Each State in 
North Eastern Region should have a separate 
High Court. 
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lJuar Pradtsh 

REPLIES TO THE QUESTIONNAIRE 

PART I 

INTRODUCTORY 

1.1 A Federal Constitution establishes a uual 
polity comprising of two levels of Government 
one at Centre having jurisdiction over the entire 
country and the ot.1er at Regional level each ex
ercising jurisdiction in its own sphere. The citizens 
of federal country become subject to the juris
diction of the laws of the two Government, Central 
as well as Regional. The two levels of Governments 
divide and share the governmental functions bet
ween themselves, each having to function within 
the field assigned to it by the Constitution. Both 
these basic requirements of a federal structure are 
satisfied in regard to our country. 

2. There are no doubt several unique features 
of our Constitution which distinguish it from the 
Constitution of other federal countries. These fea
tures are :-

(a) 

(b) 

(c) 

(d) 

(e) 

The Indian Co:1stitution provides for a good 
deal of centralisation. The Centre has wide 
powers and plays a more dominant role as 
compared to the States. 

The emergency provisions provide a sim pie 
way of transforming the system into an 
almost unitary system so as to meet the 
national emergencies effectively. 

In certain circumstances Parliament become 
competent to legislate even in the exclusive 
State field. 

The process of amendment of the Constitution 
is not very rigid. 

India is a dual polity but has a single citi
zenship. 

3. Despite these features, essential elements of 
federalism are present in the Indian Constitution. 
The Centre is, no doubt, strong yet the States are 
not agents of the Centre. They exist under the 
Constitution and not at the sufference of the Centre. 
Their powers are derived from tile Constitution and 
not from Central laws. Federal provisions of 
the Constitution can be amended not unilaterally 
by the Centre but only with the Co-operation of the 
Centre and the States. Thus, the essential elements 
of federalism are clearly present in the Indian Con
stitution. 

1.2 The Constitution has made a well-balanced 
distribution of powers between the Centre and 
the States. In a country like ours with vast area, 
large population, various diversities and J?Uiti
dimentional problems, it appear~ not only des•~able 
but necessary to give the Un10n the supervisory 
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role over the States. The objective of the unity 
and integirity of the Nation n1ust over-rille every 
other consideration. 

1.3 The division of power is quite apt and elu
borate for normal- times and is also a,!cquatc to 
meet the situations arising in time of emergency. 
There appears no need for further decentralilation 
of powers and functions in favour of the Statt·s. 

1.4 Perhaps, there docs not exis.t a feucration 
of the traditional type as C'llvisaged in its abstract 
theory anywhere in the world. !n any case, the 
Federal form of Government in its rigid ahstruct 
form cannot suit a country like ours. 

1.5 Our Constitution is basically s.ound and 
llexible enough to meet the demands of the changing 
times. Whatever else may be the reasons undcrlv
ing the difficulties which have arisen in the Union
State relationship the same are not due to any dcli:ct 
in the fabric of Constitution ·1nd such dillicultics. 
may be overcome within the framework of the 
Constitution without C? 1ling for any_£.substantial 
amendments in the Constitution. 

~I.6 & 1.7 This State Government fully shares. 
the view that the protection of the inc.Jepcndcnce 
and insurance of the unity and integrity of the 
country is of paramount importance. The Con
stitution of India env; ;ages a strong Centre and 
contains various provi~1ons to achieve this objec
tive. The apportionment of the legislative fun<.:tion 
and powers has been done in su<.:h a way that the 
matters of national importance needing uniform 
laws for the entire country are placed in the Union 
List. The Concurrent Lis.t contains such matters 
on which the Parliament may not feel it necessary 
or expedient to initiate legislation in the first ins
tance but if at some stage a matter assumes national 
importance and requires to be dealt with on a uni
form all India basis then the Centre can step in to 
enact necessary legi>lation. The 1 esiduary power 
has been left with the Centre as per Entry No. 97 
of List No. I of the Constitution of India. Article 
249 reserves the power with the Parliament to 
legislate with respect to a matter in the State List 
in the national interest. There are then the emer
gent provisions of the Constitution. Durin~ the 
period in which a proclamatwn of Emergency '''"ed 
under Article 352 is in operation, Parliament shall 
have the power to make laws for the whole or any 
part of the country with respect to any matter con
tained in the State List. The provisions of Articles 
354 to 357 also help to safeguard the unity and 
integrity of the Nation. During the period in which 
the Proclamation of Emergency is in operation, 
1 h·· Presidential Order can be issued under Article 
354 to suitably modify the distribution of revenue 



b:tween the Union and the States as per the pro
visions of Articles 268 to 279. A duty has been 
enjoined on the Union under Article 355 to protect 
every State against external aggression and internal 
disturbances and to ensure that the Government 
of every State is carried on in accordance with 
the provision of the Constitutoin on the report of 
the G0vernor of the State, all on any of the functions 
and powers of the St~te and its authorities can be 
a~sumed by the President in situation where the 
President is s~tisfied that the Government of the 
State cannot be carried on in accordance with the 
provision of the Constitution. The Union has 
a is:> the pow~r to issue directions to a State Govern
ment with a view to ensuring that the executive 
power of every State is so exercised as not to 
impede or prejudice the exercise of the executive 
power of the Union. The Union shall also have 
the power to issue directions to any State to ensure 
compliance with the Central Laws (Articles 256 
and 257). Failure to comply with such directions 
makes it lawful for the President to hold that a 
situation has arisen in which the Government of the 
State cannot be carried on in accordance with the 
provisions of the Constitution. These powers are 
meant to be exercised in extraordinary situations in 
order to preserve the unity and integrity of the 
country and are, thus, reasonable and justified. 

!.8 The Parliament has no doubt been empowered 
to form a new State by separation of territory from 
any State or parts of such States as also to alter 
the area or name of any State but no such enact
ment can be made unless the views of the State 
or States concerned have been obtained. It would 
appear that no question of alterations of the area 
or the name of any State would arise unless neces
sitated by some extraordinary circumstances. 
In our opinion, therefore, no modification cf this 
provision is required. 

PART II 

LEGISLATIVE RELATIONS 

2.1 Article 249 provides for enactment of law 
by the Parliament on a State subject if it is necessary 
to do so in the national interest. There is built-in 
double safeguard in the article itself against the 
poss-ibility of its abuse. The condition precedent 
for exercise of such power by the Parliament is a 
resolution to that effect by the Rajya Sabha. Ex
cept for a few nominated members, the Rajya Sabha 
is constituted of the members elected from the State 
legislatures who are not exp~cted to override the 
rights of State unless the proposed enactment is 
considered really necessary in the national interest. 
Secondly, the resolution cannot be taken as passed 
unless it is supported by two-thirds majority. Thus, 
the chances of abuse of this provision or encroach
ment by the Centre on the State's legislative field 
are negligible. So far as the State of Uttar Pradesh 
is concerned there has been no instance of encroa
chment by the Union or State legislative field 
under the cover of national or public interest. 

2.2 There is an elaborate distribution of legisla
tive power between the Centre and the State. A 
Unique feature of the division of power is the 
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existence of a long concurrent list of subjects for the 
Centre and the State and it provides sufficient leve
rage to meet the needs of both c~ntral and State
legislation in regard to any of the subject-matter 
contained ther-.:;n. Keeping in view the local situa
tions a State may legislate with respect to any matter 
in the Concurrent List. However, if any matter 
assumes national importance and requires to be 
dealt with on uniform all-India basis, the Centre 
can step in to enact necessary legislation. There 
might have been some aberration here and 
there but the elaborate distribution of legislative 
power has stood the test of time for over 35 years. 
As such there is no need for any change in the 
distribution of the legislative powers. 

2.3 It would definitely be desirable for the Govern
ment of India to consult the State Government 
before undertaking a legislation on a matter in
cluded in the Concurrent List. However, no sta
tutory provision appears necessary for this purpose 
and it should only be by way of convention. It 
may also be provided as a working arrangement 
that in case a State Government fails to give its 
views within a specified time, it would be presumed 
that it has no objection to the proposed legislation. 

2.4 The resolution under Article 249 remains 
in force for a particular period. This is in con
sonance with the purpose of the article. It may 
be a matter of national interest to enact a law by 
the Parliament on a State subject for a short period. 
The situation giving rise to such resolution may 
come to an end after some time. The law so made 
should, therefore, cease to operate accordingly and 
the right of the State Legislature restored. If it is 
ever considered necessary that Parliament should 
make permanent law in relation to a State subject, 
that matter may be transferred from the State 
List to the Union List but the exceptional power 
in Article 249 should only be for a particular dura
tion and not on permanent basis. 

2.5 The present distribution of legislative powers 
between Centre and States is quite reasonable and 
does not call for a change. 

PART III 

ROLE OF THE GOVERNOR 

3.1 The framers of our Constitution had visua
lised the need for a strong Centre. That is why 
the States in India were not given the same status 
as the federal units of U.S.A. Although States 
have been vested with a share of Governmental 
power yet the States are to operate under the overall 
control and direction of the Centre. The Centre 
discharges its supervisory functions through the 
Office of the Governor, who is appointed by the 
President. The Constitution thus envisages dua I 
responsibilities for the Governor, named the res
ponsibility towards the Centre as also towards 
the State executive of which he is the head. 

By and large, the Governors have been dischar
ging their responsibilities as visualised by the 
Constitution as also up to the expectations of the 
people. There was no difficulty so long as the 



party in power in the States and at the Centre was 
the same. Some difficulties did arise when this 
position changed. However, no such difficulty has 
been experienced in this State so far. 

3.2 The Governor can act in the best interest 
of healthy State-Centre relationship only if he 
discharges his constitutional duties fairly and 
impartially as also keeping in view the public interest. 

3.3 The Governor is not a mere ornamental 
head of the State. He has important constitutional 
duties to perform. It is he who appoints the Chief 
Minister, dissolves the house or invokes the pro
visions of Article 356 if constitutional machinery 
fails in the State. He is not a party man. He ia 
under an oath of allegiance to the Constitution. 
He has, therefore, to perform his functions fairly, 
impartially and with the best interest of the people 
of the State in mind in accordance with the Consti
tutional provisions. 

(a) 

(b) 

In making report to the President for action 
under Article 356 he should not act to serve 
the interest of any political party. He should 
explore all possibilities of an alternative 
stable Government. Only if he has arrived 
at the conclusion after an objective assess
ment that there is no such possibility, re
course may be taken to make a report under 

-Article 356(1). 

In the appointment of the Chief Minister 
he ought to act impartially and objectively. 
There is no difficulty where a political party 
is in absolute majority and is able to elect 
its leader. Difficulty arises only when no 
party achieves absolute majority. In such 
cases the Governor has to make his assess
ment as to the party which may be able 
to form a stable Government in the State. 
The party having the largest number of seats 
should be given a chance to form the Govern
ment. 

(c) Prorogation of the house has to be done 
on the advice of the Council of Ministers. 
The business before the house may have 
exhausted for the time being or an important 
Ordinance may have to be repromulgated 
in the interest of continuity and there may 
be no chance of replacing Bill being passed 
within time. In such circumstances it is 
for the Government to advise for proro
gation and for the Governor to act accor
dingly. 

However, in case of dissolution of the House, 
occasions may arise calling for his independent 
action. Where the term of the house is coming 
to a new house has to be elected, the Governor 
may accept the advice of the Cabinet for dissolution 
of the house a little earlier than expiry of its full
term. But where a Government has lost majority 
in the house, the recommendation of the defeated 
Cabinet for dissolution of the house should not 
carry much weight. ~issolutio~ is a se~ious matter 
calling for an expens1ve exerc1se of m1d·term poll 
and it should not be resorted to without adequate 
grounds. 
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3.4 The Governor is an integral part of the State 
legislature. His association with a bill at somo 
stage is, therefore, inevitable. It is possible that 
a Bill may be passed with such alterations as was 
not originally envisaged by the Government. Even 
after a bill has been passed, Government may decido 
to reconsider the matter because of strong public 
reaction. The requirement of assent proville' a 
final opportunity to the Government to have a second 
look on the various aspects as well as eiT~I of the 
proposed law, the Government having the right 
to send back the Bill for reconsideration by the 
legislature. 

Reservation of the Bill for considcrati<>u of the 
President is chiefly required in matters on concurren~ 
list where the State law cannot override tbc central 
law unless assented to· by the President. liven 
otherwise, situations may be conceived where the 
Governor may think it prudent to bring the matter 
to the notice of the Central Government in view 
of its national importance. In Uttar Pradesh, there 
has not arisen any occasion when the Governor 
reserved any Bill for Presidential consideration or 
refused assent, against the advice of th• Council 
of Ministers or against the intent, spirit or purpose 
of the provisions of the Constitution. 

3.5 It is not correct to say that the process of 
Presidential assent has acted as a substantial threat 
to the autonomy of the State. During the period 
of last 35 years, there has been only one case in the 
year I973 when the Presidential assent was with· 
held in regard to a Bill passed by the State Legis
lature whereby certain amendments were propos :d 
to be made in the Code of Criminal Procedure. 
The reason given for withholding assent was that 
the new Cr. P.C. had been recently enacted by 
the Parliament. The Government of Ind,a was 
of the view that the proposals contained in the State 
legislation would be duly considered by them and 
the necessary amendment would be incorporated 
through a Cential legislation. Subsequently, the 
matter was re-considered by the State Government 
and only a few important provisions were enacted 
in respect of which assent was duly given. This 
instance cannot be construed as a threat to the State 
autonomy. It bas been the experience of this 
State Government and whenever a doubt arose 
in Government of India with respect to a particular 
provision of a new act, an informal discussion was 
held between the officers of the Central Government 
and the State and the issue was clarified and the 
enactment was cleared by the Centre. As such, 
there has been no complaint in regard to the process 
of Presidential assent to the Bills passed by the State 
legislature. 

3.6 The Governor is certainly not a mere orna
mental head of the State. He has useful purpose 
to serve and has to act in his discretion in certain 
eventualities. On the other hand, considering that 
he is the head of the State he cannot be called an 
agent of the Centre either, although as a part of 
his duty he has to maintain close link with the Centre. 
In our view, the Governors have generally acted 
fairly in accordance with the Constitution and 
healthy conventions and in the best interest of the 
people. 



3. 7 It will not be appropriate to provide for the 
procedure of removal of a Governor on the lines 
of provisions for removal of a Judge of the supreme 
Court/High Court. There should be no question 
of impeachment of Governor as he holds office 
during the pleasure of the President as is provided 
in Article 156 of the Constitution. As against 
this, the Judges of the Supreme Court/High Court 
are appointed to hold office upto a certain age pre
scribed under the Constitution and not during the 
pleasure of the President. There is a vital func
tional difference in the office of the Governor 
and that of a Judge. This State Government does 
not share the suggestion that appointment of a 
Governor should be guaranteed for a full-five years 
term. The existing provision about the appointment 
of the Governor during the pleasure of the President 
seems to be appropriate in view of the duties and 
functions of the office. A Governor is to act on 
the aid and advice of the Council of Ministers and 
a difference of temperament or some other exigencies 
of situation may warrant shifting of a Governor 
to another State. 

3.8 and 3.9 There have been complaints (not 
in this State) on some occasions in the past that 
the Governor has not acted fairly in making his 
choice of the Chief Minister in unstable party posi
tion after a Ministry in the State has resigned or 
after polls were held in the States. The complaints 
so raised have, by an large, been unfounded. 

3.10 The State Government is not in favour 
of instructions or guidelines being issued to the 
Governor. There would be no sanction behind 
such instructions and no institution to oversee its 
implementation. It would not be advisable to make 
it justiciable nor would it be appropriate to ask the 
Centre to oversee it since it would mean intervention 
in the affairs of the State. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 to 4.3 The Indian Federal system stands 
on the pillars of a strong Centre and flexible and 
co-operative federalism. The strength of the 
Centre lies in its wide legislative and financial powers 
and in its emergency powers. The flexibility of the 
Indian federalism lies in the flexible provisions of 
the Constitution relating to the allocation of ad
ministrative responsibility between the Centre and 
the State. The scheme is so designed as to permit 
different kinds of administrative arrangements bet
ween the two levels of Government. The executive 
power of the Centre extends to the whole of India 
in respect of matters in List I. The Centre is, 
however, not obliged to administer by itself all 
matters in its exclusive dom• in. If it so desires it 
can entrust administrative responsibility in any 
matter to the States. The State's executive power 
extends to its territory in respect of matters in 
List II. In matters of Lists II and III the executive 
power ordinarily vests with the State except where 
either the Constitution or a law of Parliament ex
pressly confers it on the Centre. 

If Union Laws are to be enforced in each State 
the proper working of the federal Government 
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requires that the executive powers of the State 
Government must be so exercised as to ensure com
plianc: with the Central laws which apply in that 
State. Logically these executive powers of the 
Union would extend to giving such directions to a 
State as may appear to the Government of India 
to be necessary for that purpose. This has been 
provided in Article 256. Article 257 provides for 
the Control of the Union over the States in certain 
matters. Just as in the case of conflict between 
valid States law and a valid Union law the Union 
law would prevail, so also when a question arises 
as to the conflict between the exercise of executive 
power by the Union and the States, Article 257 
provides, and logically so, that the executive power 
of every State shall be so exercised as not to impede 
or prejudice the exercise of the executive power 
of the Union article 257 provides that the power 
of the Union shall extend to giving of such directions 
to a State as may appear to the Govt. of India to be 
necessary for the purpose. 

The provisions of Article 256 and 257 are essential 
in the interest of harmonious exercise of executive 
power by the Union and the State and also to ef
fectuate provisions of our Constitution that the 
executive power of the Union is coextensive with 
its legislative power. As is provided in Articles 
257(2) and (3), it is essential for securing means of 
communication between the States and for protec
ting railways which run through the States that 
the Union Government should have the power 
to require the State Government to maintain and 
protect such communication and such railways. 
It is difficult to share the view that Article 365 should 
be deleted. As is obvious, there must be some 
sanction at the back of the power of the Union 
to give direction to States without which the power 
to issue directions would be futile. As such this 
is purely a consequential enabling clause. 

The exercise of power under Article 365 is no doubt 
an extreme step and should be taken only in cases 
of absolute necessity. In fact this power has been 
hardly over exercised by the Government of India 
during the period of past 35 years. There has 
been no case of exercise of this power in regard to 
this State. It is essential for the working of the 
federal Constitution that Government of India 
should have this power. The apprehension that 
the Government of India would abuse this pr. vision 
does not appear justified as in actual practice the 
Centre would always explore the pos~ibility of 
settling points of conflict by all otber available 
means before issuing formal directions under Article 
256. 

4.4 The intent and purpose of Article 356 is to 
empower the Union Government to ensure that 
the State Governments function in accordance with 
the provisions of the Constitution. During the 
debate on this subject in the Constituent Assembly 
in answer to a question from Pt. Hridaya Nath 
Kunjuru, Dr. Ambedkar and categorically stated 
that the Centre was not being given the authority 
in Article 356 to intervene in provincial affairs 
for the sake of good Government. This power 
was being given to be exercised only when the 



provincial Government was not carried on in con
sonance with the provisions laid down for the con
stitutional Government of the province. He further 
clarified that whether there was good Government 
or not in a province was not for the Centre to 
determine. The justification and need for this 
provision is obvious. The constitutional machinery 
does not ordinarily fail by individual violations of 
the provisions of the Constitution in the course of 
States' multifarious activities, 

India is a vast country facing multidimensional 
dangers and having problems peculiar to it because 
of the composition of its population, the diversity 
of problems of border States, and other caste and 
class conflicts. It is in fact difficult to anticipate 
and lay down in advance the situations, which 
would pre-eminently justify the exercise of power 
under this provisio~ 

4.5 This State Government shares the views 
that the time limit specified in clauses ( 4) and (5) 
of Article 356 though intended to be a safeguard 
may turn into a handicap to the effico cious use 
of this power by the Union. Experience has shown 
the existence of situations, continuous disturbed 
conditions and breakdown or failure of constitutional 
machinery for a period beyond one year. It is 
suggested that sub-clauses (a) and (b) of clause 
(5) of this article may be independent of each other 
thereby making it possible to continue the Pre
sidential Rule for a period upto three years as may 
be necessitated by a particular situation in either 
of the cases covered by clause ( 5). The result would 
be that even when a proclamation of Emergency 
is not in operation the Presidential Rule may con
tinue in case the Election Commission certifies 
that there are difficulties in holding General Election 
to the Legislative Assembly of the State concerned. 

4.6 The present arrangement in respect of func
tion of Union Government like census and election 
etc. being implemented by State Government has 
been working satisfactorily and needs no change. 

4. 7 The Central agencies mentioned in this ques
tion have to keep an overall picture of all the States 
in view and have also to consider the conflicting 
interest of the various States. As such, they have 
sometimes to take decisions or make recommenda
tions which may not be welcome by some States. 
However, there is no justification in saying that 
through these agencies the Union has made inroads 
into the States' autonomy. 

4.8 The All-India Services have not only justi
fied their existence as instrument of administration 
but have also proved to be an important factor 
in the promotion and maintenanc~ of national 
integration. The present powers enJOyed by the 
State Government in respect of officers of All India 
Service, which includes power to place under sus
pension and inflict minor punishment is adequate. 

4.9 Article 355 is part of 'Emergency Provisions' 
of the Constitution and its scope is also limited. 
In fact, this Article broadly enjoins the duty on 
the Union to protect every State against external 
aggression and internal disturbance and to ensure 
that the Government of every State is carried on 
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in accordance with the provisions of the Consti
tution. 

4.10 This State Government is not in favour 
of the decentralisation of the broadcasting or tele
casting media. Like any other media, if not cen
trally controlled, they may cause serious damage 
in sensitive areas like foreign relations, security 
of the nation and public morality. The media 
of ~ewspapers and books can be censored and pre
scrtbed before they can cause any substantial mis
chief, but that would not be possible in the case 
of radio or television where the mischief caused is 
instantaneous and wide-spread. 

4.11 The Zonal Council as suggested under the 
State's Reorga~isation ~ct, 195~ have definitely 
played a postttve role tn fostermg co-ordination 
and co-operation between member States on subjects 
of mutual interest, The State Government has 
not found any difficulty even when parties in power 
have been different at the Centre and in the States. 

4.12 The setting up of an inter-State Council 
as envisaged under Article 263 of the Constitution 
will serve useful purpose to sort out inter-State 
and Union-State differences and issues. The func
tions of such a Council could include issues rela
ting to distribution of water, energy, settlement 
of territorial claims etc. There appears no need 
for setting up inter-State Council on permanent 
basis. It may be constituted as and when necessary 
to sort out any particular differences/issues. 

PART V 

FINANCIAL RELATIONS 

5.1 While allocating the taxating powers and 
Governmental functions to the Union and the States 
the Constitution-makers had foreseen that th~ 
States would be confronted with the problem of 
non-correspondence between their resources and 
expenditure needs for carrying out their functions. 
Accordingly, they provided for devolution of some 
Centre taxes aqd duties and of grants-in-aid to 
States in need of assistance, on the recommendations 
of a statutory body, viz. the Finance Commission. 
The provision for constituting a Finance Com
mission at intervals of not more than five years 
is desirable as alterations in the scheme of transfer 
are called for in the light of changing finances of 
States, their fiscal needs and circumtances. The 
arrangements for statutory transfers can be said 
to be 'as automatic and free from interference as 
possible' although the terms of reference given to 
a Finance Commission do some what restrict the 
scope or its work. The scheme of devolution envi
saged by the Constitution makers, however, has 
suffered a change as Central transfers for Plans 
where not visualised by them, the country having 
embarked upon the Development Plans later. Plan 
transfers have been sizable in the past, being almost 
at par with the Finance Commission transfers. 
Annexure I shows that during the years 1961-62 
to 1980-81, the tax revenues raised by States ranged 
from 29 per cent to 33 per cent of the aggregate 
tax revenues of Centre and the States, while the 
revenue expenditure of the States ranged from S I 
per cent to 57 per cent of the total revenue expenditure. 



After tax devolution, States share ranged from 39 
per cent to 52 per cent during the period. The 
revenue gap between the resources and the fiscal 
needs of the States has thus been partly taken care 
of by tax devolution and grants-in-aid under the 
recommendations of the Finance Commissions. The 
Scheme of devolution, however, cannot be said to 
have worked well, as the transfers have fallen short 
of the comprehensive fiscal needs of the States, par
ticularly the backward States. There are large 
regional gaps within the national economy and the 
Finance Commission transfers as well as the Plans 
transfers have been unable to bring about" a reduc
tion in inter-State disparities. Further the award 
period of a Finance Commission should be coter
minous with five year plans. 

5.2 Annexure I shows that States own resources 
over the years have not been enough even to meet 
all non-Plans expenditure and the States have 
depended on federal transfers. But the constitutional 
provisions themselves induce such vertical fiscal 
imbalance and lay down the mechanism for federal 
transfers to States. The overall position stated by 
the A.R.C. Study TN m on Centre-State relations 
thus still holds good. Among the alternatives 
that have been suggested in the question, alternatives 
(a) to (c) will require basic changes in the provisions 
of the Constitution, which is not considered desi
rable. Besides, the division of fiscal powers bet
ween the Union and the States under the Consti
tution is based on the principal that a tax should be 
imposed and collected by that layer of Government 
which can best collect and administer the tax. No 
change is suggested in the tax power of the Union 
and the States, and it is felt that alternatives (d) 
of bringing more Central taxes into the shareable 
pool should be adopted to enable the States to better 
match their resources with their growing fiscal 
needs. This State Government is of the view that : 

(i) The surcharge on income tax should be 
made shareable with the States. It is being 
levied -by the Centre on a continuous basis. 
The underlying assumption that surcharge 
on a tax would be levied. only as a tem
porary exredient to meet any special burden 
bas not been followed in this case. As bas 
been suggested by the Eighth Finance Com
mission, the surcharge on income tax should 
be abolished and its incidence merged 
with the basic tax. In the alternative, the 
Constitution should be amended so as to 
specifically provide for the sharing of the 
surcharge with the States. 

(ii) Corporation tax proceeds should also be 
made shareable with the States. Under the 
Finance Act, 1959, the income tax paid 
by the companies was classified as Cor
poration tax, resulting in considerable de
pletion of the divisible pool of income tax. 
Aggreived by the said amendment, State 
Governments have repeatedly contended be
fore the Finance Commissions that part 
proceeds from corporation tax also should 
devolve to them. States provide infrast
ructural facilities to the companies paying 
the corporation tax. The Eighth Finance 
Commission has also observed that it would 
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(iii) 

only seem fair that the States have an access 
to corporation tax revenue. 

The sharing of revenue from Union excise 
should be made obligatory under the Consti
tution. Although the sharing is permissive 
at present, the Finance Commissions have 
invariably recommended devolution of part 
of the proceeds of Union excise duties to the 
States. Even after the devolution of Central 
taxes and duties, it becomes necessary for 
the Finance Commission to recommend 
gap-filling grants in aid to some of the 
States. State's share in income tax is already 
85 per cent. Accordingly, devolution of part 
proceeds of Union excise duties to the States 
is imperative. 

5.3 State Governments on their own do take 
steps to meet the needs of specific areas for reduc
ing the inter-regional disparities. Uttar Pradesh 
Government has undertaken decentralised planning 
in the State and nearly one-third of the annual plan 
outlay is being allocated for local level planning. 
50 per cent of the outlay of the districts is determined 
on the basis of population and the remaining on the 
basis of selected socio-economic indicators which 
reflect the level of backwardness. But the capacity 
of Backward States in bringing about any significant 
reduction in the regional inequalities within the 
State is very limited due to resource constraints. 
Then there are inter-State disparities which can be 
reduced only by a strong Centre having elastic sources 
of revenue. The State Government thus agrees 
with the view expressed in the question, at the same 
time, the Centre need not enjoy more discretionary 
powers to use the funds available with it for the 
development of poorer States. In the past, trans
fers outside the recommendations of the Finance 
Commission and the Planning Commission, the 
so called discretionary transfers, have not subserved 
the equity criterion. It is thus felt that for achiev
ing the objective, the institutional arrangements 
for federal transfers need be so improved that the 
per capita transfers to poorer States are larger to 
enable them to accelerate their pace of development. 

5.4 The deficit in Central revenue account, noticed 
in the last few years, cannot be attributed to Central 
transfers to States on the recommendations of the 
Finance Commission and the Planning Commission. 
Annexure 5 shows that the resources transferred 
to States from all sources, as a percentage of Centre's 
aggregate receipts, have not been higher in recent 
years. In 1979-80, these were 50.8 per cent as 
comrared to 53.9 per cent in 1972-73. In the 
context of overall scarcity of resources, it would 
appear necessary that the Centre as well as the States 
optimise their tax revenues and exercise better control 
over expenditure. The Centre having more elastic 
sources of revenue with a wide base is in a better 
position to raise additional resources through taxation. 
Deficit Financing would appear unavoidable in a 
developing economy, and may also be resorted 
to by the Centre. But the high rate of inflation 
that bas plagued the economy during the last 
decade would imply a more restrictive use of 
deficit financing. 
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5.5 The devolution> made through the channel 
of. t~e Finance Commission and the Planning Com
mission have not been able to bridge the gap in re
sources between the poorer and richer States. The -
inter-State disparities have in fact widened instead 
of narrowing down. A study of the ranking of the 
States in respect of per capita N.D.P. in selected 
years from 1950-51 to 1977-78 reveals that five of 
the six relatively backward States continued to have 
the lowest ranks except that Uttar Pradesh had a 
slightly higher ranks in 1950-51, and Andhra Pradesh 
and Rajasthan in some of the years (Annexure 2). 
The position of Uttar Pradesh declined in rank 
from 8 to 13. In regard to Finance Commission 
transfers, it may be pointed out that the backward 
State of Uttar Pradesh received lower than average 
per capita transfers under the awards of all the 
Finance Commissions (Annexure 3). Its share 
has also been less than its population ratio. Under 
the recommendations of Seventh and Eighth Finance 
Commissions, Uttar Pradesh's share in total de
volution comes to 15.90 and 15.43 respectively. 
as compared to its population ratio of 16.32 (1971 
Census). The situation does not improve if Plan 
transfers are also taken into account. The Statewise 
indices for these transfers (Annexure 4) reveals 
that the Uttar Pradesh secured lower than average 
transfers throughout and Bihar and Madhya Pra
desh upto Fifth Plan. Larger per capita transfers 
to relatively backward States are thus called for 
to enable them to accelerate their pace of develop
ment and also to improve the functioning of their 
administrative and social services. In this context, 
the State Government would like to suggest the 
following criteria for determining the share of 
taxes, plan assistance and non-plan assistance to 
States. 

(a) Share of taxes : 

In the determination of States share in income
tax proceeds First to Seventh Finance Commission 
adopted only two criteria! viz. population and con
tribution. The relative weightage accorded to con
tribution ranged from 10 to 20 per cent. The Eighth 
Finance Commission did recommend distribution 
of 90 percent proceeds on indicators of backward
ness but maintained the 10 per cent weightage to 
contribution. A weightage to contribution yields 
a greater share to the more advanced States due 
to higher yield of income-tax in those States. As 
federal transfers should be conducive to reduction 
of inter-State disparities, the criterion of contribution 
is not justified in a federation like ours where the 
constituent units never possessed the right to levy 
income tax. The State Government is of the view 
that uniform criteria should be adopted for the 
distribution of the entire divisible pool of both 
the major taxes viz. income tax and Union excise 
duties. 

In the distribution of Union excise duties, the 
Third Finance Commission onwards have given 
weightage to economic and social backwa!d~ess 
also. The Third and Fourth Fmance Comnuss10ns 
had used partial indicators of backwardness and 
their distribution of Union excise was not progre
ssive. It is from the Fifth Finance Commission 
onwards that the distribution of Union excise has 
been progressive and higher per capita shares accrued 

to the relatively backward States. The critcriaused. 
and the weightage assigned to them were, however 
not such as to make the total transfers progressive. 

In regard to the index of backwardness. it is our 
considered view that the composite index of per 
capita income should be used in preferen,-e to any 
partial indicators. The Eighth Finance Commission 
has already used per capita income as the only cri
terion for adjudging the relative backwardness of 
States. Further, part proceeds should be ear
marked for distribution exclusively among the back
ward States, as was recommended bv the Fifth 
Finance Commission. On these considerations. the 
State Government is of the view that 50 per cent 
of the net proceeds should be distributed on the basis 
of population, 25 per cent in the inverse ratio of 
per capita incomes of States multiplied by popula
tion and 25 per cent to those State~ exclusively whose 
per capita income is below all States average, and 
the share given to them on the principle of income 
equilization, that is in proportion to the shortfall 
of the States per capita income from all State average. 
multiplied by the population of the State. In the 
alternative. if the distribution of part proceeds 
amongst the backward States only is not favoured, 
25 per cent should be distributed on the basis of 
population and the remaining 75 per cent on the 
indicat~rs of backwardness, as recommended by the 
Seventh and Eighth Finance Commissions. The~e 
principles are suggested for the distribution of income 
tax as well as Union excise duties. 

For the distribution of additional excise duties 
levied in lieu of sales tax on sugar, textiles and 
tobacco, its distribution should be on such principles 
as will secure for each State a share more or less 
equivalent to what it would have obtained if it had 
continued to levy and collect sales tax on these 
commodities. Statewise consumption of the con
cerned commodities should thus be the basis of 
distribution. Where reliable data of Statcwise con
sumption ~~ the commodities is not available, the 
distribution should be in proportion to the guaran
teed amount of the State to the total guaranteed 
amount of all States, the guaranteed amount re
presenting the income of the States from sales tax 
on these commodities in 1956-57, the year imme
diately preceding the year of replacement of sales 
tax by additional excise duty. 

In regard to assigned taxes such as estate duty 
in respect of property other than agricultural land 
or for the distribution of the grant in lieu of tax 
on railway passenger fares, the existing principles 
for distribution appear to be fair and equitable. 

Tax on the sale or purchase of goods other than 
newspapers, where such sale or purchase takes place 
in the course of inter-State trade or commerce, 
is also levied under Article 269 of the Constitution. 
At ·present the proceeds of Central sales tax accrue 
to the State from which the movement of the goods 
commences. This is inequitous for the relatively 
backward States, who have to depend on import 
of goods in a larger measure. While the residents 
of backward States have to bear the burden ,,f the 
Central sales tax, it is the comparatively well-off 
States which reep the benefits. Sales tax being a tax 
on consumption, this State Government is of the 



view that the receipts of Central sales tax should 
accrue to the State of destination and not the State 
of origin. At best, a small proportion of the tax 
would devolve on the producer States. Accordingly, 
it is suggested that the receipts from Central Sales 
Tax should be distributed in a manner that 75 per 
cent of the proceeds accrue to the State of Destina
tion and 25 per cent to the State of origin of goods. 
In the alternative, there should be a provision for 
distribution of the proceeds on the basi~ of equitable 
criteria, such as population and relative economic 
backwardness. The tax on consignment transfers 
should also be levied and distributed in the same 
manner as it would be collected from these inter
State consignments which do not attract Central 
Sales Tax. 

Apart from adopting such principles for tax de
volution as may be conducive to reduction of inter
State disparities, an increase in the quantum of the 
divisible pool of Union taxes and duties is necessary 
for enabling the States to discharge their growing 
responsibilities. The statutory devolutions to 
States do not show a consistently rising proportion 
to the growing Central revenues. Despite the 
doubling of State's share in Union excise duties 
on the recommendation of the Seventh Finance 
Commission, the recommended transfers for the 
award period constituted 26 per cent of the gross 
collections of Central taxes. The corresponding 
percentage in the case of Sixth Commission was 
25.4 and of the Eighth Commission is 24. If the 
resources transferred to States from all sources are 
considered as percentage of Centre's aggregate receipts, 
the transfers during the award period of the Seventh 
Commission were even lower than the transfers 
during the period of the Fifth Commission (Anne
xure 45). To enable the States to meet their Com
prehensive fiscal needs, therefore, the State's share 
in Union excise duty should be further enlarged 
and fixed at 60 per cent. The sharing of corpora
tion tax and surcharge on income-tax with the States 
has already been suggested. 

To sum up, the State Government would suggest 
an increase in the divisible pool of Union excise 
duties to 60 per cent of the net proceeds inclusion 
of surcharge on income tax in the divisible pool 
of income tax, and sharing of part proceeds of pro
portion tax also with the States. In regard to 
distribution of the proceeds among the States, the 
following criteria are suggested : 

(i) there should be uniform principles for dis
tribution of the proceeds of income tax and 
Union excise duties, 

(ii) 

(iii) 

the divisible pool of income tax and Union 
excise duties should be distributed 50 per 
cent on the basis of population, 25 per cent 
in the inverse ratio of per capita incomes 
of States exclusively whose per capita income 
is below all States average and the share 
given to them on the principle of income 
equalisation, 

additional excise duties in lieu of sales tax 
on sugar, textiles and tobacco, should be 
distributed in proportion to the guaranteed 
amount of the State to the total guaranteed 
amount of all States, the guaranteed amount 
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(iv) 

representing the income of the States from 
sales tax on these commodities in 1956-57, 
the year immediately preceding the year 
of replacement of sales tax by additional 
excise duty, 

the receipts from Central sales tax should 
also be pooled and distributed 75 per cent 
of the State of destination where consump
tion takas place and 25 per cent to the State 
from where the movement of goods commen
ces. The tax on consignment transfers should 
also be levied and distributed in the same 
manner. 

(b) Plan assistance : 

Before the fourth five year plan, Central assi
stance to States was not based on any 11pecified 
criteria. From the fo u1 th plan, after setting apart 
a lump sum amount for meeting the requirements 
of special category States, the balance of Central 
assistance was distributed under the Gadgil for· 
mula. 

The formula was modified for the sixth plan and 
the weightage given to continuing major irrigation 
and power projects was done away with. This 
10 per cent was added to the weig:1tage given to per 
capita income, with the welcome change that 20 
per cent is now distributed in proportion to the 
shortfall in per capita income of States whose per 
capita income is below the national average. Under 
the revised Gadgil Formula, as operative at present, 
Central assistance is allocated to States 60 per cent 
on the basis of population, 20 per cent to backward 
States in terms of shortfall in their per capita income 
from the average per capita income of all States, 
l 0 per cent on the basis of tax effort and I 0 per 
cent on consideration of special problems of States. 

It is observed that even under the Gadgil Formula, 
the distribution of Central assistance has not been 
equitable for some of the backward States. If 
the total per capita Central assistance from first 
plan to sixth plan (Annexure 6) is considered, 
the two most backward States of Bihar and Uttar 
Pradesh receive lower than all States average trans
fers. For the Fifth Plan, Uttar Pradesh had a little 
higher allocation than the average for non-special 
category States, but in the sixth plan, both Uttar 
Pradesh and Bihar received lower than all States 
average. 

The Criteria adopted for the allocation of Central 
assistance need thus be more progressive if the desired 
objective of accelerating the pace of development 
in backward States and of reducing inter-State 
disparities is to be achieved. A high weightage 
of 60 per cent is given to population which is a 
general measure of need and has no equilising impact. 
While it is accepted that population should continue 
as an important factor in federal transfers, it is 
only a significant increase in the weightage given 
to indicators of backwardness that can bring about 
the desired progressivity in these transfers. The 
State Government is of the view that the weightage 
given to shortfall in per capita income shoul~ b.e 
increased to 30 per cent and the I 0 per cent d1stn· 
buted on the basis of tax effort should be done away 
with. 



Tax effort of States need not be taken into account 
for a number of reasons. Firstly, the States have 
not lagged behmd the Centre in raising tax revenues. 
Interest, tax eflort measured in terms of tax ratio 
puts the poorer States at a disadvantage. Annexure 
7 shows the per capita tax burden of the major 
States as percentage of their per capita income. 
Except for Andhra Pradesh, the tax ratio in bac~ward 
States ranges from 4.88 in Orissa to 7. 87 in Mad h) a 
Prades~. For the advanced States, it varies from 
7.39 m West Bengal to 10.86 in Tami' Nadu 
!Jle adyaJ?-ced_ States having a greater de~ree of 
tndustnahzatJOn and urbanization have a wider 
tax base resulting in higher yield from State taxes 
It is n?t the addi!ional tax effort in relation to t~ 
potential! . or achievement against the target given 
for addttiOnal resource mobilization, which are 
adopted as. the basis of allocation of 10 per cent 
Central assistance. Instead, the per capita total 
yteld as a percentage of per capita State domestic 
product, is used for determining the share of States. 
As a result of this, the progressive collection of tax 
r7venue gets a premimium and this favours the 
fiche r States. Besides, the additional resource 
mobilization by States increases their plan outlay to 
tha~ extent and basing the allocation of part Centt al 
assistance also on tax effort is not justified. 

(c) Non-Plan assistance : 

Article _275 of the C<?n~titution gives ample scope 
to the Fmance Commtsston to take into account 
the differential needs of the States and to provide 
for the relatively large needs of backward States. 
But the Finance Commissions so far have made 
a very limited use of non-plan grants-in-aid. The 
quantum of grants-in-aid was 12.15 per cent of the 
total statutory transfers under the award of the 
First Finance Commission. It gradually increased 
to 26.12 per cent under the recommendations of 
the Sixth Commission but has since declined to 
8.15 per cent under the recommendations of the 
Eighth Commission. (Annexure 8). 

In regard to upgradation grants, the Seventh 
Commission confined these to non-developmental 
sectors and services. The Eighth Commission has 
recommended upgradation grants for health and 
education also, but the quantum of grants is low 
for some of the backward States, particularly Uttar 
Pradesh. The State Government is of the view 
that instead of assigning a residuary role to grants 
in aid, the Finance Commission should take into 
account the level of per capita non-plan expenditure 
of States and the comprehensive needs of the 
relatively backward States for upgrading the levels 
of administrative and social services including health 
and Education Services provided by them to a desi
rable level. 

5.6 A special federal fund for ensuring "faster 
development in economically under-developed areas 
relative to other developed areas of the country" 
does not appear necessary for India. The present 
arrangement of tax devolution and grants-in-aid 
on the recommendations of the Finance Com
mission and of distribution of Central assistance 
for the plan on the recommendations of the Planning 
Commission appears to be adequate for the purpose. 
What is necessary is that the Finance Commission 
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takes into account the large; needs of relatively 
backward States and formulates such principles for 
federal transfers as would secure larger per capita 
transfers to backward States. Plan transfers should 
also be on such criterion as would enable the back
ward States to accelerate their rate of economic 
growth for mitigating their backwardness. 

. 5.7 The three principles which should serve as 
'mperatives in the allocation of taxation functions 
of the Union and the States. as stated in the ques
hon. would appear to be unexceptionable. The 
power to levy income-tax should remain with the 
Centre in the interest of uniform rates thereof in 
the country. If the States were to exercise the power, 
1t would lead to taxing the individual according 
to res1dence. In the case of levy of corporation tax 
by the States. the anomalies would be more pro
nounced. In the interest of the growth of common 
market in the federation, it is necessary that custom 
duties and Union excise should continue to be levied 
by t~e Centre, Union e~cise duties are levied on pro
ductiOn and bemg ongm based. di!Tcrentiul rates 
would not be desirable. This State Government thus 
feels that none of the individual taxes in the Union 
list can be reasonably transferred to the States. 
At the same time, however, it is necessary that more 
Central taxes should be made 'hareable with the 
States, as it has been suggested in reply to question 
5.2. 

5.8 This State Government agrees that for taxes 
which impinge upon a common base, such as Union 
excise duty and sales tax, there should be an integrated 
approach to taxation instead of a fragmentary 
approach. But it is not necessary that all taxes 
are levied by the Centre. The cascading efTect 
of different taxes can be avoided and a reasonable 
total incidence ensured by frequent exchange of 
information and periodical discussions on matters 
of taxation in a forum comprising representatives 
of the Central and the State Governments and some 
experts in public finance. 

A Central levy of sales tax as suggested in the 
question is neither feasible nor desirable. Sales 
tax is basically a tax on consumption and it should 
be left to the judgement of a State to decide the 
incidence thereof on its consumers. It is an instru
ment of economic policy. Its structure and rates 
need be such as attract investment and promote 
industrialisation. Besides, sales tax has developed 
as the largest single item of States tax revenues 
and an effective source of additional resource 
mobilization. The levy of Union excise duties in 
lieu of sales-tax is also not a feasible proposition. 
The experiment has been tried in respect of sugar, 
textiles and tobacco and States have demonstrated 
in various forums that their revenue interest 
has suffered on account of such replacement. 
Accordingly, this State Government is of the view 
that the levy of sales tax or other taxes in the 
State list should not be centralised, and the power 
to levy them should continue with the States. 

5.9 The revenue surplus which emerges on the 
recommendations of the Finance Commission is 
available to the concerned State as resource for the 
Plan. Finance Commission's transfers are thua 



relevant for the Plan also. It may be pointed out 
that Central assistance in relation to States plan 
expenditure was 64.4 per cent during the third 
Plan whereafter it declined to 33.8 per cent in 1981-
82. Increased tax devolution thus brought in its 
wake a reduction in the quantum of Central assis
tance as a percentage of States Plan outlay. 

The categorisation of expenditure between Plan 
and non-Plan depends more on the period during 
which the expenditure is incurred rather than on 
the nature of expenditure. At the end of the Plan, 
the maintenance expenditure relating to the schemes 
completed during the preceding Plan period is shift
ed to the non-Plan account. Therefore, the com
prehensive fiscal needs of a State (Plan and non
Plan) should be taken into account and the federal 
transfers should take care of both the needs to the 
extent possible. 

This calls for effective co-ordination between 
the Finance Commission and the Planning Com
mission. A single organisation for dealing with 
both categories of transfers does not, however, 
appear to be practicable or desirable. A per
manent Finance Commission is also not considered 
necessary, although its Secretariat should have con
tinuity. Taking into account the projections made 
by the Finance Commission, which are based on exist
ing level of taxation, the Planning Commission 
should continue to determine the Plan outlays of 
States in the light of additional resource mobiliza
tion proposed by them, the quantum of external 
aid, market borrowings and other relevant factors. 

5.10 The federal transfers, particularly Finance 
Commission transfers can be said to have promoted 
efficiency and economy in expenditure. The nor
mative approach adopted by the Finance Commission 
regard to appropriate returns on State Governments 
investments • in Lirrigation, electricity, transport and 
other sectors' or regarding the provisions for expendi
ture on emoluments of Government employees and the 
services makes the States more conscious of the need 
for securing those returns and for restricting non
Plan expenditure. On their own also, State 
Government's strive to restrict non-Plan expendi
ture in the interest of having a larger plan outlay. 

The federal transfers have, however, not succeeded 
in narrowing down the disparities in non-Plan 
expenditure of States. A compari_son of th_e p~r 
capita total non-plan revenue expenditure of mdvt
dual States in 1974-75 and 1980-81 (Annexure 8) 
reveals that the backward States of Bihar, Uttar 
Pradesh and Madhya Pradesh continue to occupy 
the lowest ranks. Among the non-special category 
States the per capita expenditure in 1974.75 
ranged from Rs. 54.63 in Bihar to Rs. 149.91 in 
Haryana. In 1980-81, the expenditure ranged from 
Rs. 107.28 in Bihar toRs. 330.95 in Maharashtra. 
The disparity in non-plan expenditure thus continues 
unabated. 

5.11 This State Government does not subscribe 
to the view that the present mechanism of transfer 
of resources has inbnilt propensities towards 
financial indiscipline and improvidence. The fore
casts presented by States are, by and large, based on 
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the growth rates observed in the pas.!. Any way, 
while reassessing the forecast, the Fmance Com
mission adopts a fairly conservative rate of growth 
in expenditure and it is seldom that the actuals of 
receipts and expenditure leave a State with a smaller 
revenue gap than what was stipulated in the reassessed 
forecasts. 

5.12 & 5.13 NorE: Answers for 5.12 and 5.13 are 
given with Ans. 5.5. 

5.14 States would have received a share of the 
proceeds if the concealed income invested in the 
bearer bonds had been subjected to income tax. It 
would thus be equitable for the Centre to share 
with the States the monetary benefits derived from 
the scheme. In regard to upward revision of the 
administered prices of items like petroleum, coal 
etc. this erodes the resource base of State Govern
ments and their capital and operating costs. States 
would gain if excise duties are raised instead. The 
Eighth Finance Commission has also observed that 
if obtaining revenue is the sole criterion for increasing 
administered prices, the appropriate course is to 
increase excise duty. The State Government would 
suggest that there should be a statutory orgat?-isa
tion for revising prices of petroleum, coal, uon 
and steel, cement etc. 

5.15 The saving available to the rpublic sector 
mostly comprise small saving and market borrowings. 
At present two-third share of the net Collections 
under small savings scheme is passed on to the State 
as interest bearing loan. The States make concerted 
efforts and spend considerable amounts in mobiliz
ing small savings. There is thus no justification of 
allocating only two-thirds of the net collection and 
a higher share should be given to the States. 

The Centre's repayment liability to the general 
public on account of small savings, is in each year, 
fully met from the fresh collections during that 
year and it is only from the balance amount that 
a State's share is paid by way of loan. The small 
savings loan is, the only loan given by the Cwtre 
to the States which indicates its origin and it is 
already netted for repayment. Other Central loans 
do not have this distinguishing feature. It is, there
fore, unjustified to expect the State Governments 
to repay these loans which should be treated as loan 
in perpetuity. For market borrowings, the total 
kitty and the share of Centre and the States is deter
mined by the Centre. Over the years, the shares 
of States in the total market borrowings has gone 
down. Keeping in view the plan needs of the States, 
this trend needs to be reversed. The Eighth Finance 
Commission bas also observed that the "pattern or 
distribution of total market borrowings requires 
correction and the share of States ought to be 
raised, (Report page 8)." Besides, no formula bas 
been laid down for the inter-State distribution of 
market borrowings. Till the end of the Fifth Fiye 
Year Plan, market borrowings to States were dis
tributed on historical basis with a uniform annual 
step-up which perpetuated inequity in the distri
bution of market borrowings amongst States. Dur
ing the Sixth-Five Year Plan the backward States 
again pressed for a higher level of market borrow
ings. The Planning Commission recognising the 
past inequity made a special allocation -of market 



borrowings only for backward States However 
this did not provide su',stantial addition~! resour~ 
to the backward States. For reaching the level of 
development of advanced States the resources of 
the backwa.rd States need to be suitably augmented 
through a higner level of market borrowings amongst 
States should be made in accordance wi,h the re
vised GaJgil formula applicable for distribution 
of Central . A_ssistance. Alternatively, in addition 
to normal h mts o_f. market borrowings given in 
vanous States,. additiOnal market borrowing limits 
should be provid~d to the States which have an 
adverse credit d~posit ratio. This additional market 
borrowing should be proportionate to the extent of 
gap in the credit and deposits. 

5.16 Article 246 of the Constitution demarcates 
the sphere of responsibilities of the Centre and the 
~tates in terms of their legislative powers as laid down 
m the Seventh Schedule. While the Centre has 
been entrusted with a few major responsibilities like 
defence, external affairs, etc. t'1e State have to 
shoulder major responsibilities for most of the deve
lopment and welfare functions like irrigation, 
power, agriculture, education, health, social wel
fare, etc. 

Since the Second Plan, there has been growing 
centralisation of revenues. On the other hand, com
pared with the revenues at its command, the centre 
assumed datively less responsibility in the total 
public expenditure of the country. This resulted 
in increasing federal fiscal imbalance during the 
past few years. Thus the States, own revenues 
(both capital and revenue) could now finance less 
than 60 per cent of their tot~! expenditure. There 
has been a continuous decline in the State's own 
revenue to finance State's total expenditure upto 
the end of the Fourth Plan. There has, however, 
been some improvement in the situation during the 
Fifth Plan period. This, in the context of the in
creasing additional resources mobilisation by the 
States in recent years, implies that while t eir capa
city to raise their own revenues has reached the end 
of ladder, their expenditure neecls are increasing 
faster owing to the increasing demand for develop
ment and welfare expenditures from the people. 

Fiscal transfers from the Centres made on the 
recommendations of the Finance Commission in 
the form of share in Central taxes and grants-in-aid 
are non-returnable. Such transfers constitute only 
one-third of the total federaJ fiscal transfers. 
Transfers on the recommendations of the Planning 
Commission are on the otha hand discretionary and 
usually have a mix of 30 : 70 between grants and 
loan. It imposes a heavy debt burden on the States. 
It is therefore suggested that the grant and loan 
components of plan transfers should be 50 : 50. 

5.17 States are committed to improve the living 
standards of the people and undertake the Plans 
to accekrate the rate of growth of economy. For 
financing the plans, the States also resort to market 
borrowing and loans from financial Institutions in 
addition to loans from the Centre under small 
savings and Central as>istance of which 70 per cent 
is in the shape of loan. The quantum of these loans 
is increasing progressively resulting in the increase 
of States debt burden. This rising indebtedness 
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of the States can be remedied to some extent by 
writing off part of the Central loans. The real 
solution would appear to covc.r their growing fiscal 
needs and loans are secured in respect of such invest
ments only which are likely to yield returns. 

5.18 States can borrow only to the extent of 
yearly allocation made by the Centre. States 
borrowings are being subscribed primarily throu~h 
nationalised banks and institutions and no dit11culty 
is experiencec in achieving the stipulated borrowings. 
As already explamed under question 5 15 there is 
need for higher allocation of market borrowings to 
the States. 

5.19 It is true that the Centre charges from the 
States a higher rate of interest than what it pays 
to the foreign lender. In the meetings of the Nutiunal 
Development Council, It has been rcpeatculy urge<.! 
by the State that this should be required to pay 
the same rate of interest on which the Centre gets 
the loan from the foreign lender. Further, on an 
average only 50 per cent of the amount receive<.! 
from the foreign lender is passed on to the States for 
financing such States projects. For obtaining foreign 
credit for their projects, the States have often to 
agree to such conditions or incur expenuiture which 
the States would not have otherwise incurred or 
sanctioned. There is thus no reason why the entire 
amount of foreign credit is not passed on the States 
and only small service charge is realised in auuition 
to interest rates on which this is received from the 
foreign lender. 

5.20 The Reserve Bank of India should continue 
to play the role of co-ordinating the market borrow
ing as it is in a position to channelise the reserves 
of the nationalised banks and other institutions into 
market borrowings. The borrowing limits of the 
States and the Centre are, however, not fixe<.! by 
Reserve Bank of India, and instead are fixcu by 
the Union Finance Ministry and the Central Planning 
Commission. This State Government agrees with 
the suggestion for setting up a Loans Council which 
could fix the borrowing limits of diffcre1t States 
and the Centre on the basis of principles to be 
approved by the National Development Council. 

5.21 Overdrafts by the States is an indication of 
a deeper malaise in the finances of the State Govern
ments. Doubling of the Ways and Means Au vance 
was a short-term measure, which was only a pallia
tive and not a remedy. We cannot, however, blame 
any single Govt. for this malaise. It cannot be 
said that there is no laxity in fiscal administration 
in the States. Some Public Utilities are neither 
run competently nor their services pric d at a 
cost-plus basis, resulting in heavy lossts requiring 
budgetary support. Seconuly, there is ever capita
lisation. States are under various pressures to 
take up too many projects, needing heavy invC't
ment which results in wastage of resources and 
cons~quently, high capital output ratio and very 
low rate of returns. These collectively lead to a 
weak resource base for the States and their Ways 
and Means problems. This is further compoundcu 
by the relatively in elastic sources of revenue with 
the States. The deficiencies in fiscal management 
by the States are largely found in the Centre's fiscal 
maragement also. Though the State's problem of 



Ways and Means is not a simple one, only an over~ 
all National Financial Strategy, which strives for 
efficiency, bereft of other considerations alone 
can solve this deep-rooted malaise. 

· 5.22 Article 246 of the Constitution demarcates 
the sphere of responsibilities of the Centre and the 
States in terms of their legislative jurisdiction 
as laid down in the Seventh Schedule. As far as 
the division of sources of revenue is concerned, the 
Central Government enjoys a comfortable position 
with many elastic sources of revenue like Union 
Excise Duties, Custom Duties, Corporation Tax 
etc. whici1 have a national tax base. In 'contrast, 
the States are given inadequate and less elastic 
sources of revenue. A possible exception is sales 
Tax. But its scope has been gradually reduced 
by the Central Government, by making many 
inroads into the coverage, like centralisation of 
Sales Tax on inter-State trade, taking over the power 
of fixing the rates of Sales Tax on declared goods 
a•d services and gradual extension of Additional 
Union Excise Duties in lieu of Sales Tax to more 
commodities. Further, some of the sources of 
revenue like land taxation and State Excise Duties 
are entangled in various types of constrains, making 
it difficult for the State Governments to raise more 
revenue from these sources. Inspite of these cons
traints, a backward State like Uttar Pradesh, has 
been able to sustain a compound growth rate of 
more than I 6 per cent per annum in receipts of 
all States taxes and duties during the past 12 years 
(from 1970-71 to 1982-83). lndiviudal taxes, like 
General Sales Tax, Taxes on Vehicles, Entertain
ment Tax, Tax on Goods, Stamp Duty and State 
Excise Duties registered a compound growth rate 
ranging from 14.2 per cent to 19.6 per cent per 
annu'!l during the same period. The per capita 
revenue from State Taxes and Duties rose from 
Rs. 15.83 in 1968-69 toRs. 80.81 in 1981-82 and 
the tax ratio from 3.5 in 1968-69 to 5.6 in 1982-83. 
Non-tax revenue also registered commensurate 
buoyancy during the period. Other States have 
also registered similar trends. Thus, in so far as 
revenue from State sources and Additional Resource 
Mobilisation measures are concerned, the State 
Govermnents have /done and are doing, whatever is 
possible within the given framework of the Consti
tution and the prevailing economic situation. 

5.23 As a result of leakage of Central taxation 
and its avoirlance there is considerable unaccounted 
money in circul tion. This is revealed by the res
ponse to one time measures suc'1 as special Bearer 
Bonds Scheme. In regard to returns on C1pital 
investme.1t in C ntral Public Se~tor undertakings, 
the Sev n h Finance C1'!1missio'l h'ld co'lsidered 
the return of 4.4 per cent in 1976-77 to be i'lade
quate a•d while reass!Ssing the rcs')urce forecasts 
of t :e Central Government, the C')mmission has 
assu'!led that the return will increase to 7.5 per cent 
by 1983-84. For curbi 1g tax evasion or avoirlance, 
the tax administration machinery need be streng
thened and made more effective. CJ11certed efforts 
should be made to improve the financial working 
of the enterprises which are ru11ning at a loss or 
are not yielding proper returns. The s:~me, how-
· ever, apphes to State Governments also. 

5.24 The proceeds of taxes and dutiese numerated 
in Articles 268 and 269 of the Constitution accru 
to the States. In the interest of healthy Centre
State financial relations, therefore, if the rates of 
any of these taxes are proposed to be revised or 
any signifi:ant changes or concessions are contem
plated it would be desirable for the Centre to elicit 
the views of State Governments and to consider 
them before proceeding in the matter. 

5.25 This State Government is also of the view 
that the taxes and duties mentioned under Article 
269 of the Constitution, which are collected by the 
Centre but assigned to the States, s 'J.ould be better 
exploited. Of the seven taxes and duties mentioned 
in the Article, only two viz. estate duty on prop~rty 
other than agricultural lands and inter-State Sales 
Tax are levied at present. The Fifth and Eighth 
Finance C')mmissions have examined in Article 269 
and have made specific recommenclations. These 
should be considered expeditiously by the Govern
ment oflndia. 

5.26 The tax on railway passenger fares is one of 
the taxes mentioned in Article 269 of the Const'· 
tution. The tax was imposed by the Centre in I 957 
but was given up in 1961, and an ad hoc grant is being 
given to the States in lieu thereof. ·Initially the 
grant was fixed at Rs. 12 ·50 crore in !Q61-62. It 
was raised to Rs. 16 ·25 crore from 19 ;6-67 and 
to Rs. 23 ·12 crore from 1981-82. The grant was 
due to be revised every five years. The delay in 
its revision and also the f ct that the quantum of 
the grant has been k·pt much lower than what 
would have accrued to the States, if the tax had con
tinued, has caused considerable loss of the revenue 
to the States. The Eighth Finance Commissicn 
has specifically recommended that the annual grant 
should be increased to Rs. 95 crore. This, when 
implemented. would meet the major grievance of 
the States. The matter is, however, to be considered 
by the Railway Convention Committee. This State 
Government would suggest that as lo1g as tiJe tax on 
railway passenger fares is not re-imp~sed, the deter
mination of the quantum of the grant in lieu of 
the tax should be specifically referred.to the Finance 
Commissions. 

5.27 N~ comnents. 

5.28 The present arrangement in regard to pro
·ision of Central ass;stance to ')tates for dealing with 

natural calamities i~ter nlia envisages that a part of 
the · expenditure should be shared by the States. 
In times of natural calamities the paying capacity 
of the people is considerably reduced. In conse
quence, the resource raising caoacity of the States 
is also adversely effected. The State would accor-
dingly suggest the following:-

(!) The Central assistance made available to the 
~tates in the event of drought should not be 
m the form of advance Plan assistance and 
should be provided on the same terms as in 
the case of other natural calamities; 

(2) the Central assistance should fully cover the 
~xpenditure in_ excess of the margin money, 
It should be 1 !1 the nature of a grant, and 
only the amount grantd as loan by the State 
Government should be given as Joan; . 



(3) the norms adopt_ed in fixing the ceiling · of 
expe~dtture for Items hke repair and recons
tru~!Ion of damaged houses should be suitabl) 
revised; and 

(4) the procedure should be streamlined to enable 
the flow of Central assistance to the State 
Government as soon as it becomes clear that 
the ~elief expenditure would exceed the 
margm money. 

The _Eighth Finance Commission has recommended 
grants-m-atd _to States to the extent of 50 per cent 
of the margm money as redetermined for each 
State~ provtded that the State spends its share of th~ 
ma~gm money. This will be helpful to States 
affhcted by natural calamities. 

5.29 A National Loan Corporation does not 
appear necessary as the nationalised banks are 
competent to raise loans in the national or inter
natiOnal markets f~r viable projects. The idea 
of settmg-up a National Credit Council is however 
welcome. All State Governments sho~ld hav~ 
eql!al representation on the National Credit Council 
whtch should be entrusted with the task of assessing 
the available credit resources within the country 
possibilities of its growth and the extent to which 
tt can be harnessed for purposes of meeting deve
lopmental expenditure. This council should have 
the freedom to determine the share of the States 
as well as the Centre and also the disttibution of 
!he share o~ the States inter SP. amongst them. The 
!dea of settmg up a National Economic Council 
IS als? welcome. Here again all the States should 
be gtyen equal representation in the council. The 
co_u~ctl co':'ld constitute Expert Bodies for exa· 
mmmg dtfferent economic problems of nationai 
and local importance within the country. The 
annual reports of the two bodies shoulu be placed 
~efore the Parliament for discussion and suggcs
Uons as well as before th~ State Legislature for 
their information. 

. 5.30 It is no doubt important that public funds 
are spent prudently and the benefits go back largely 
to the people. Sine. there is non-correspondence 
between State resources and expenditure needs for 
a.scharging their growing responsibilities, it is 
necessary to ensure adequate transfer of resources 
from the Centre to the States. It is the State Govern
ments which are closer to the people and have to 
render services which touch intimately the lives of 
the people. 

5.31 (a) The expenditure of the State is scrutinised 
in considerable detail by the Finance Commission 
and the re-assessed estimates become a base for 
determining the level of transfer of resources from 
the Centre to the States. Although since the Sixth 
Commission, expenditure of the Union is also sub
jected to examination but in actual practice a detailed 
scrutiny as is done of S!ates. expenditure is not 
carried out. It is, therefore, necessary that Centre's 
expenditure is e:>tamined in as much detail as is 
done for States. 

(b) The conditions vary from State to State and 11 
scheme which may be of b.:nefit to the people of one 
State may not be equally beneficial t .. the people of 
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'another State. If, however, a p~r.:cul. r 
expenditure on the non-plan side ·s net jusu. 
view of resource 'onstraints. "can be suitably , 
with by the Fin~nce Commis;ion while rea"c~s ... 
the forecast. 

(c) The Constitutic n already provides for a fiscal 
readjustment mechanism is the shape of un mde
p~ndent statutory body • iz. Finan<-e Commis~"'" 
which goes into the details of expenditure as well 
as uetads of rev\!nue receipts. W ~1at ~~ h\.:'-'"'~"' •:i 
that expenditure of the Centre is scrutim~d in 
detail in the same manner as is scrutinised by the 
Finance Commission for States, 

5.32 We have not encountered any operational 
problem in keeping the accounts a; ha' ing a bearing 
on Centre-State Relations. 

5.33 Evaluation audit is desirable but if it cannot 
be done promptly. its very purpose i~ defeated. 
At present evaluation starts when a scheme has 
been completed. If evaluation work could be 
taken up concurrently with the execution of the 
scheme, it should be possible to complete evaluation 
audit much earlier. It would then prove more 
u;eful. 

5.34 The powers and duties conferred on the 
Comptroller and Auditor General of India appear 
to be adequate. 

5.35 & 5.36 The success of Parliamentary control 
rests on two important factors-publicity of the 
account rendered to the Legislature through the 
instrumentality of an audit ollice and the responsi
bility of executive to the Legislature. The present 
arrangement appears to be adequate. 

5.37 The role of the estimates committee is purely 
advisory, whereas public accounts committee 
has a ~tatutory role. The presentation of thu 
estimates to the Legislature provides the basis for 
the grants. EconCimy can be secured if the esti
mates of expenditure are carefully prepared and 
kept as low as possible, consistent with efficiency. 
The extent to which they are intelligible and can be 
controlled by the body to which they are intelligi
ble and can be controlled by the body to which 
they are submitted, depends on their arrangement 
and detail. This is already being done by the 
Finance Department the Finance Ministry and in 
this way there is adequate control of Legislature 
over the public expenditure. 

5.38 Control over expenditure is necessary 
initially as the stage of preparation of the estimates 
and thereafter during the course of expenditure. 
Audit examines whether the expenditure has been 
incurred in accordance with the objects for which 
it ha.; been voted by the Legislature. An expenditure 
commission will perform more or less the same func
tions. Thus there appears to be no need for cons
tituting an expenditure Commission. 

5.39 It is felt that once the scheme has been 
approved in principle, details thereof should be 
left to the State Governments and in the interest 
of speedy and effective implementation of the 



Ways and Means is not a simple one, only an over. 
all National Financial Strategy, which strives for 
efficiency, bereft of other considerations alone 
can solve this deep-rooted malaise. 

· 5.22 Article 246 of the Constitution demarcates 
the sphere of responsibilities of the Centre and the 
States in terms of their legislative jurisdiction 
as laid down in the Seventh Schedule. · As far as 
the division of sources of revenue is coneerned, the 
Central Government enjoys a comfortable position 
with many elastic sources of revenue like Union 
Excise Duties, Custom Duties, Corporation Tax 
etc. whici1 have a national tax base. In ·contrast; 
the States are given inadequate and less elastic 
sources of revenue. A possible exception is sales 
Tax. But its scope has been gradually redueed 
by the Central Government, by making many 
inroads into the coverage, like centralisation of 
Sales Tax on inter-State trade, taking over the power 
of fixing the rates of Sales Tax on declared goods 
a,d services and gradual extension of Additional 
Union Excise Duties in lieu of Sales Tax to more 
commodities. Further, some of the sources of 
revenue like land taxation and State Excise Duties 
are entangled in various types of constrains, making 
it difficult for the State Governments to raise more 
revenue from these sources. Inspite of these cons
traints, a backward State like Uttar Pradesh, has 
been able to sustain a compound growth rate of 
more than 16 per cent per annum in reeeipts of 
all States taxes and duties during the past 12 years 
(from 1970-71 to 1982-83). lndiviudal taxes, like 
General Sales Tax, Taxes on Vehicles, Entertain
ment Tax, Tax on Goods, Stamp Duty and State 
Excise Duties registered a compound growth rate 
ranging from 14.2 per cent to 19.6 per cent per 
annu'U during the same period. The per capita 
revenue from State Taxes and Duties rose from 
Rs. 15.83 in 1968-69 toRs. 80.81 in 1981-82 and 
the tax ratio from3.5 in 1968-69 to 5.6 in 1982-83. 
Non-tax revenue also registered commensurate 
buoyancy during the period. Other States have 
also registered similar trends. Thus, in so far as 
revenue from State sources and Additional Resource 
Mobilisation measures are concerned, the State 
Governments have /done and are doing, whatever is 
possible within the given framework of the Consti
tution and the prevailing economic situation. 

5.23 As a result of leakage of Central taxation 
and its avoirlance there is considerable unaccounted 
money in circu! tion. This is revealed by the res
ponse to one t1me measures suc'1 as special Bearer 
Bonds Scheme. In regard to returns on Clpital 
investme:tt in C ntral Public Se:tor undertakinNs 
the Sev n h Finance C1'1lmissio'l had co,sider~d 
t!le return of 4.4 per een.t in 1976-77 to be i'lade
quate a,d while reass!s5ing the res'>urce forecasts 
of t ~e Central Government, the C'>mmis5ion has 
assu 'lled that the return will increase to 7. 5 per cent 
by 1983-84. For curbi 1g tax evasion or avoidance 
the tax administration machinery need be streng~ 
thened and made more effective. C">llcerted efforts 
should be made to improve the financial working 
of the enterprises which are run.ning at a loss or 
are not yielding proper returns. The ume, how-
. ever, applies to State Governments also. 
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5.24 The proceeds of taxes and dutiese numerated 

in Articles 268 and 269 of the Constitution accru 
to the States. In the interest of healthy Centre
State financial relations, therefore, if the rates of 
any of these taxes are proposed .to be revised or 
any signifi:ant chang~s or concessiOns are contem
plated it would be demable for the Centre to elicit 
the views of State Governmeats and to consider 
them before proceeding in the matter. 

5.25 This State Government is also of the view 
that the taxes and duties mentioned under Article 
269 of the Constitution, which are collected by the 
Centre but as5igned to the States, s 'lould be better 
exploited. Of the seven taxes and duties mentioned 
in the Article, only two viz. estate duty on prop~rty 
other than agricultural lands and inter-State Sales 
Tax are levied at present. The Fifth and Eighth 
Finance C'>mmis5ions have examined in Article 269 
and have made specific recommendations. These 
should be considered expeditiously by the Govern
ment of India. 

5.26 The tax on railway passenger fares is one of 
the taxes mentioned in Article 269 of the Const'· 
tution. The tax was imposed by the Centre in 1957 
but was given up in 1961, and an ad hoc grant is being 
given to the States in lieu thereof. ·Initially the 
grant was fixed at Rs. 12 ·50 crore in !Q61-62. It 
was raised to Rs. 16 ·25 crore from 19 ;6-67 and 
to Rs. 23 ·12 crore from 1981-82. The grant was 
due to be revised every five years. The delay in 
its revision and also the f ct that the quantum of 
the grant has been k'pt much lower than what 
would have accrued to the States, if the tax had con
tinued, has caused considerable loss ofthe revenue 
to the States. The Eighth Finance Commissicn 
has specifically recommended that the annual grant 
should be increa~ed to Rs. 95 crore. This, when 
implemented, would meet the major grievance of 
the States. The matter is, however, to be considered 
by the Railway Convention Committee. This State 
Government would suggest that as lolg as tlte tax on 
railway passenger fares is not re-imp:Jsed, the deter
mination of the quantum of the grant in lieu of 
the tax should be specifically referred.to the Finance 
Commissions. 

5.27 N:J com'llents. 

5.28 The present arrangement in regard to pro
·ision of Central ass;stance to 'itates for dealing with 

natural calamities i~ter n/ia envisages that a part of 
the · expenditure should be shared by the States. 
In times of natural calamities the paying capacity 
of the people is considerably reduced. In conse-
9uence, the resource raising caoacity of the States 
1s also adversely effected. The State would accor-
dingly suggest the following:-

{1) The Central assistance made available to the 
~tates in the event of drought 5hould not be 
m the form of advance Plan assistance and 
should be provided on the same terms as in 
the case of other natural calamities; 

(2) the Central assistance should fully cover the 
~xpenditure in. excess of the margin money, 
It should be 1:1 the nature of a grant, and 
only the amount granted as loan by the State 
Government should be given as loan; . 



(3) the norms adopt_ed in fixing the ceiling · of 
expe~dllure for Items hke repair and recons
tru~tlon of damaged houses should be suitabl) 
revtsed; and · 

(4) the procedure should be streamlined to enable 
the flow of Central assistance to the State 
Governl!lent as soon as it becomes clear that 
the ~ehef expenditure would exceed the 
margtn money. 

The _Eightit Finance Commission has recommended 
grants-m-atd _to States to the extent of 50 per cent 
of the margm money as redetermined for each 
State~ provtded that the State spends its share of the 
margm money. This will be helpful to States 
affitcted by natural calamities. 

5.29 A National Loan Corporation does not 
appear necessary as the nationalised banks are 
competent to raise loans in the national or inter
national markets for viable projects. The idea 
of settmg-up a Nattonal Credit Council is however 
welcome. All State Governments sho~ld hav~ 
eq~al representation on the National Credit Council 
which should be entrusted with the task of assessing 
the avatlable credtt resources within the country 
possibilities of its growth and the extent to which 
tt can be harnessed for purposes of meeting deve
lopmental expendtture. This council should have 
the freedom to determine the share of the States 
as well as the Centre and also the distribution of 
~he share o~ the States inter se amongst them. The 
tdea of settmg up a National Economic Council 
is als? welcome. Here again all the States should 
be gtyen equal representation in the council. The 
co_u~ctl cmtld constitute Expert Bodies for exa
mmmg dtff~rent economic problems of nationai 
and local Importance within the country. The 
annual reports _of the two bodies should be placed 
~efore the Parhament for discussion and sugges
tiOns as well as before th~ State Legislature for 
their information. 

5.30 It is no doubt important that public funds 
are spent prudently and the benefits go back largely 
to the people. Sine. there is non-correspondence 
between State resources and expenditure needs for 
O<scharging their growing responsibilities, it is 
necessary to ensure adequate transfer of resources 
from the Centre to the States. It is the State Govern
ments which are closer to the people and have to 
render services which touch intimately the lives of 
the people. 

5.31 (a) The expenditure of the State is scrutinised 
in considerable detail by the Finance Commission 
and the re-assessed estimates become a base for 
determining the level of transfer of resources from 
the Centre to the States. Although since the Sixth 
Commission, expenditure of the Union is also sub
jected to examination but in actual practice a detailed 
scrutiny as is done of S•ates. expenditure is not 
carried out. It is, therefore, necessary that Centre's 
expenditure is examined in as much detail as is 
done for States. 

(b) The conditions vary from State to State and b 
scheme which may be of benefit to the people of one 
State may not be equally beneficial t the people of 

579 

'another State. If, however, a p~r .:cui. r tlcm of 
expendnure on the non-plan s•de -s nll justifi ,t in 
view of resource constraints. n can be suitably d : .. It 
with by the Fin~nce Commis>ion whtle rcas,.:ssiug 
the forecasl 

(c) The Constitutirn already provides for a fiscal 
readjustment mechanism is the shape of un mdc
p~n<lent statutory body , i:. Finance CommisM•'" 
which goes into the details of exp.:nditure as well 
as uetalls of revenue receipts. W •lal ~~ h\:l,;u~ ... •S 
that expenditure of the Centre is scrutinis.:d in 
detail in the same manner as is scrutiniM!d by the 
Finance Commission for States. 

5.32 We have not encountered any operational 
problem in keeping the accounts a; ha,ing a b.:aring 
on Centre-State Relations. 

5.33 Evaluation audit is desirable but if it cannot 
be done promptly, its very purpose i• defeated. 
At present evaluation starts when a scheme has 
been completed. If evaluation work could be 
taken up concurrently with the execution of the 
scheme, it should be possible to complete evaluation 
audit much earlier. It would then prove more 
U>eful. 

5.34 The powers and duties conferred on the 
Comptroller and Auditor General of India appear 
to be adequate. 

5.35 & 5.36 The success of Parliamentary control 
rests on two important factors-publicity of the 
account rendered to the Legislature through the 
instrumentality of an audit olfice and the responsi
bility of executive to the Legislature. The present 
arrangement appears to be adequate. 

5.37 The role of the estimates committee is purely 
advisory, whereas public accounts committee 
has a statutory role. The presentation of th~ 
estimates to the Legislature provides the basis for 
the grants. EconC'my can be secured if the esti
mates of expenditure are carefully prepared and 
kept as low as possible, consistent with efficiency. 
The extent to which they are intelligible and can be 
controlled by the body to which they are intelligi
ble and can be controlled by the body to which 
they are submitted, depends on their arrangement 
and detail. This is already being done by the 
Finance Department the Finance Ministry and in 
this way there is adequate control of Legislature 
over the public expenditure. 

5.38 Control over expenditure is necessary 
initially as the stage of preparation of the estimates 
and thereafter during the course of expenditure. 
Audit examines whether the expenditure has been 
incurred in accordance with the objects for which 
it has been voted by the Legislature. An expenditure 
commission will perform more or less the same func
tions. Thus there appears to be no need for cons
tituting an expenditure Commission. 

5.39 It is felt that once the scheme has been 
approved in principle, details thereof should be 
left to the State Governmenli and in the interest 
of speedy and effective implementation of the 



scheme, the States should have the freedom to make 
variation; in detaih. The Centre should only be 
concerned that the money earmarked for the scheme 
was utilised on tha. very scheme and not diverted 
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elsewhere. This can be ensured on the basts of 
accounu of utilisation. After all, the States are the 
beneficiary of the grants and there seems no reason 
for not trusting the States in such matters. 

ANNEXURE I 

Taxes levied by Centre and States, tax devoluti(}n and States share in total Revenue Expe11diture 

(Rupees in lakh) 

1961-62 1965-66 1970-71 1975-76 1981l-8J 
(R.E.) 

2 3 4 5 6 7 

J. Total Tax Revenue (Centre and States) 154318 292159 475241 1118173 1969407 

2. Tax Revenue of States 48944 86092 154562 357294 656148 

3. Devolution of Taxes • 17892 27600 75562 159912 370590 

4. Tax Revenue of States as per cent of total taxes 31.72 29.47 32.-'2 31.95 33.32 

5. Tax Revenue of States 
as per cent of total taxes. 

(including devolution 43.31 38.91 48.42 46.25 52.13 

6. Relative share of States in total Revenue Expen· 
diture. 

57.1* 52.2 55.0 51.2 56.4 

*Relates to 1960-61. 
SouRCE :-Government of India, Ministry of Finance, Public Statistics, Part II (Annual). 

ANN>XURE 2 

Rankmg of States 

Per Capita NDP 

1950-51 1955-56 1960-61 1964-65 1969-70 1975-76 1977-78 

I. Andhra Pradesh 9 10 7 6 10 8 9 
2. Assam 5 5 5 5 7 10 10 
3. Bihar 14 14 14 14 14 14 14 
4. Gujarat 3 4 3 3 2 3 } 

5. Kamataka 7 7 8 8 8 5 4 
6. Kerala 6 6 9 9 5 6 8 
7. Madhya Pradesh 13 9 11 11 12 12 II 
8. Maharashtra 4 2 2 3 2 2 
9. Orissa 11 13 13 13 9 11 12 

10. Punjab 2 2 4 I 
11. Rajasthan 10 11 IQ 12 13 9 7 
12. Tamil Nadu 12 8 6 7 6 7 6 
13. Uttar Pradesh 8 12 12 10 11 13 13 

14. West Bengal 2 4 4 4 5 

SouRCE :-Economic and Political Weekly-Vol. XVII Nos . 
.. Differeni iation in India) by Krishna Bhardwaj i 

. 14, 15 and 16 A"nual Number 1982. Page 609 (A note on Re;ional 
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ANNEXURB 3 

Per Capita Devolution to States by Wlrious Finan~ Commissions 

(Rupees) 

States Per Capita Devolution by 

lsi lind Illrd IVth Vth Vlth Vllth 
F.C. F.C. F.C. F.C. F.C. F.C. F.C. 

(52-57) (57-62) (62-66) (66-69) (69-74) (7~79) (79-1!4) 
2 3 4 s 6 7 8 ~ 

I. Andhra Pradesh II 29 34 39 liS 178 35J 
2. Assam 20 so 49 74 163 . 301 35S 
3. Bihar 12 2S 22 26 109 ISO 393 
4· Gujarat 41 36 ll2 . 138 361 
S· Haryana 99 . 121 307 
6. Himachal Pradesh 583 940 
7· Jammu and Kashmir 56 60 liO 323 sos 816 
8. Karnataka 3 38 34 ss 104 131 343 
9. Kerala 3 28 41 67 138 22S 361 

10. Madhya Pradesh II 27 27 30 106 130 383 
11. Maharashtra 33 30 30 40 . 123 . 141 340 
12. Manipur ll64 1808 
13. Magh· laya 880 1326 
14. Nagaland 17 878 2222 2720 4663 
IS. Orissa 13 32 58 80 164 264 449 
16. Punjab IS 32 32 29 102 IH 310 
17. Rajasthan 9 30 3S 39 131 219 350 
18. Sikkim 175S 
19. Tamil Nadu 13 24 27 37 liO 130 365 
20. Tripura 826 1284 
21. Uttar Pradesh 10 22 20 31 105 153 375 
22. West Bengal 20 39 27 34 129 186 360 

12 29 30 41 124 177 386 

NoTB :-Per Capita Devolution by First Finance Commission in respect of some States are not strictly comparable due to reorgani· 
sation of States. 

ANNEXURE 4 

Indices of per Capita Finance Commission tran</er and Per Capita Ce11tral Assistance 

V.F.C. IVth plan Total Vlth F.C. Vth Total Vllth Vlth 
States per Capita Per Capita Transfer Per C•pita Pbn TrJn'ifer F.C. Plan Total 

Transfer Transfer Indices Transfer Per Indices Per Per Tran11fer 
Indices Indices Indices Capita Capita Capita Indices 

Transfer Transfer Transfer 
Indices Indices Indices 

2 3 4 s 6 7 8 9 10 

1. Andhra Pradesh 99.3 85.3 93.8 106.4 99.5 103 3 94.8 88.5 92.3 
2. Bihar 94.1 93.3 93.8 89.7 85.1 87.6 106 4 95.3 102,1 
3. Gujarat 91.0 93.3 91 9 82.5 82.2 82 4 97.7 95.8 97.0 
4. Haryana . 78.4 122.3 95.7 72.4 128.3 97.7 83.1 98.3 89.0 
s. Kamataka 87.8 91.7 89.4 78 3 82 2 80.1 92.9 78.3 87.2 
6. Kerala 114 0 128 7 119.8 134.5 10~. 5 120 9 97.7 86.0 93.2 
7. Madhya Pradesh 85 7 98.1 90.6 77.7 85 8 81.4 103 7 103.4 103.6 
8. Maharashtra . 101 4 75.6 91.2 8~. 3 67.1 76,S 92.0 74.0 85.0 
9. Orissa 137.0 ll4 2 128.0 157.9 121.8 141.5 121.6 128.1 124.1 

10. Punjab 86 8 ll5.8 98.2 74-1 lOS 3 88 3 83.9 94.1 87,9 
11. Rajasthan 107.7 J33.S 117.9 130.9 108.1 120 6 94.8 103.4 98.1 
12. Tamil Nadu 94 I 77.2 87.4 7~ 3 88.0 82 7 98.8 68 s 87.0 
13. Uttar Pradesh 91.0 93.3 91.9 91. s 103.8 97.1 10l.S 92.8 98.1 
14. West Bengal 105.6 77.2 94 4 Ill 2 771 95.8 97.S 6S.5 8S.O 
IS. Assam 139.0 191.4 159.7 180.0 165 8 173 6 96.1 240.9 IS2.4 
16. Jammu and Kashmir 261.4 484.2 349.2 302 0 790 2 523.3 220 9 933.3 497,9 

All States (16) 100.0 1000 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

(I) Per Capita transfers have been calculated on the basis of 1971 Census. 
(2) 6th Plan per Capita alloca• ion has been considered with 7th F.C. though there is variation in the period. 



582 

A"NEXURE 5 

Res01uces traruferred to the States as a percentage of Ce11tre's aggregate receipts 
(Rupees in crore) 

Year Total Share in Grants· Loans Central Gros~ Col. 2 
gross Central in-aid and aggreg1te receipt as per-
Transfer Taxes advances revenue cent age 
to the receipt col. 7 
States 

2 3 4 5 6 7 8 

1969-70 2266.3 621.7 588.2 1056 3 3050 2 426~ 2 53.2 

1970-71 2395.0 155.4. 612.1 1027. s 3316.2 4533.7 51. I 

1971-72 30B.8 94l.4 890.8 1203.6 3996.4 5831.6 52.2 

1972-73 3541. I 1055.6 946.9 1520.6 4545.4 6558.9 53.9 

1973-74 3701.0 1173.5 951.9 . 1575 6 5032 3 . 1157.7 51.7 

1974-75 3377.3 1224.4 1059.9 1093.0 6478 0 8762 0 38.5 

1975-76 4183 6 15H.O 12H.3 12}5.3 7958.0 103l5.3 38.6 

1976-77 4792.3 1689.8 16!1. 8 l4SJ 7 8618.4 1193J 0 4J.2 

1977-78 5714.9 1793 0 195). 7 1955 2 959\ s 13350 3 42.8 

1978 79 7360 7 1956 8 2634. s 2769.4 110J3.4 15594 7 47.2 

1979-80 8578.8 3406.0 2411.2 2761.6 11051.3 16878.5 50.8 

1980-81 (BE) IOJJS.9 3791.8 29J5.6 3310. s 1254~. 7 19239. I 52.0 

1981-82 (BE) 10217.4 413J 7 2753.2 3313.5 13919.4 20318.3 49.1 

SouRCE : Central Budget. 

ANNEXURE 6 

Pia,,... wise Central assistance to States 
(Per Capita in Rs.) 

First 2nd 3rd 3 Annual 4th Sth 6th plan Fro n Ranks 
State plan plan plan plan plan plan allocatio,l First 

1951-56 1956-61 1961-66 1966-69 1969-74 1974-78 Plan 
and to 

1978-79 Sixth 
plan 

2 3 4 s 6 7 8 9 10 

l. Andhra Pradesh 19 28 58 39 53 138 208 543 6 
2. Bihar 14 19 54 19 58 118 224 496 11 
3. Gujarat 19 26 so 31 58 114 225 523 9 
4. Hacyana so 76 178 231 535 7 
s. Karnataka 23 30 63 40 57 114 184 511 10 
6. Kerala 17 24 68 45 80 145 202 581 5 
'Z. Madhya Pradesh 22 32 64 37 61 148 243 607 4 
8. Maharashtra 14 20 39 24 47 93 174 411 14 
9. Orissa 50 39 74 40 71 169 301 744 2 

10. Punjab 152 '0 67 38 72 146 221 746 1 
11. Rajasthan 36 31 74 49 83 150 243 666 3 
12. Tamil Nadu 14 29 53 32 48 122 161 459 12 
13. Uttar Pradesh 13 17 46 30 58 144 218 526 8 
14. West Bengal 40 22 41 27 48 107 154 439 13 

Average Non-special Category 
States 24 26 53 34 58 128 208 531 

Special Category State!i--
I. Assam 23 28 78 58 119 230 566 1102 8 
2. Himachal Pradesh 281 528 1250 2059 6 
3. Jammu & Kashmir 30 56 166 149 301 1097 2193 3992 3 
4. Manipur 238 697 1782 2717 s 
S. Meghalaya 305 758 1960 3023 4 
6. Nagaland 270. 400 670 1750 4100 7190 2 
7. Sikkim 2347 5975 8322 I 
8. Tripura 186 409 1276 1871 7 

,\ ver2gc Special C•tegory 25 34 102 85 196 508 1197 2147 
Stales. 
Average all States 14 26 55 36 65 147 258 611 



State 

I. Andhra Pradesh 
2. Bihar 
3. Gujarat 
4. Haryana 
5. Karnataka 
6. Kerala 
7. Madhya Pradesh 
8. Maharashtra 
9. Orissa 

10. Punjab 
II. Rajasthan 
12. Tamil Nadu 
13. Uttar Pradesh 
14. West Bensal 
15. Assam 
16. Jammu & Kashmir 

All States 

Percentage Increase 

.Sll) 

ANNEXURE 7 

in Tax Ratio in 1980-81 o•·er 

Per Cllita P~r C1oita 
Tax 1960-61 ln::on.: 

1960-61 
(CS.O. 
estimates) 

2 3 

II 314 
7 216 

10 383 
359 

10 292 
12 278 
8 274 

16 419 
5 226 

13 383 
9 271 

12 344 
8 244 

15 386 
10 349 

8 267 
10 304 

ANNEXURE 8 

1960-61 

Tt'< r.1tio Tt'< r11io Percent n ltC 
(19.JJ-61) (19H-81) in~r.: 1se 1n 

(c •l:ulud tl,e ra io 
on P.!r Ctpita 19SO over 

inco.,e of 191>0-61 
197~-79 

4 5 .. 
3.50 10.12 1~9.14 

3.24 5.06 56.17 
2.63 9.62 265.78 

9.25 
3.42 10.37 203.22 
4.32 10.70 147.69 
2.92 7.87 169.52 
3.82 10.13 165.18 
2.21 4. 88 120.81 
3.39 8.86 161 36 
3.32 5. 72 7!. 29 
3.49 10.86 211 17 
3.28 6,60 101.22 
3.89 7,39 89.97 
2.87 3.33 16.03 
3.00 5.27 15 67 
3·29 8,23 150.15 

Statement showing ranks of States on Per Capita Non-Plan Re11euue Expenditure 

States 

I. Andhra Pradesh 
2. Assam 
3. Bihar 
4. Gujarat 
5. Haryana 
6. Karnataka 
1. Kerala 
8. Mad; ya Pradesh 
9. Maharashtra 

10. Orissa 
II. Purjab 
12. Rajasthan 
13. Tamil Nadu 
14. Uttar Pradesh 
15. West Pengal 
16. Himachal Pradesh 
17. Jammu & Kashmir 
18- Manipur 
19. Meghalaya 
20. Nagaland 
21. Sikkim 
22. Tripura 

Expenditure Rank 
1974-75 

2 3 

88.32 XII 
91.32 IX 
54.03 XV 

113.65 v 
149.91 I 
111.32 VII 
124.59 IV 
80.35 XIII 

129 83 III 
90.50 X 

141.14 II 
108.08 VIll 
113.54 VII 
72.28 XIV 
90.23 XI 

193.41 IV 
245.46 II 
215.75 Ill 
172.83 v 
605 43 
N.A. 
166.26 VI 

(Rupees O.llO) 

Ex("Jendirure Rank 
l9~J-81 

(BE) 

4 5 

197,17 IX 
182.20 XI 
107.28 XV 
271.87 IV 
290.82 Ill 
245.82 v 
229.40 VI 
176.97 XII 
338.95 I 
177.38 XI( 
295.83 II 
202.23 VII 
192.67 X 
146.12 XIII 
197.60 VIII 
342.08 VII 
443,97 IV 
484 62 Ill 
375.40 v 

1319 77 I 
7~9 05 II 
J51.9J VI 



PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 The <.!xisting procedures for the formulation 
of State Plans and their finalization allow adequate 
inte-r-action between the Planning Commission 
and the States. 1 he overall policy framework for 
National Plans is provided by the National Develop
ment \...Ouncil and within these broad guiding prin
ciples for development perspectives, national priori
ti.:s and targets for key areas are determined by the 
Planning Commission. Thereaf,er in keeping with 
the acceptect concept of decentralised planning the 
States must have a free hand in the allocation of 
available res urces to different sectors of development 
and to propose programmes and projects for the 
satisfaction of regional and local needs, for the 
optimum utilization of natural and human re
sources, for providing essential social services 
and taking up programmes for the benefit of dis
advantaged sections. The formulation and imple
mentation of centrally sponsored schemes needs 
to be reviewed specially in accordance with the 
suggestions given in reply to Q. 6.10 below : 

The examination of major programmes and pro
jects of the State by the concerned Central Ministries 
and by the Planning Commission is helpful to the 
State. The experien ::e of the Central Ministries in 
dealing with similar programmes with other States 
also becomes available through such examination 
and helps in improving the quality and content of the 
programmes. It is, however, felt that once the Cen
tral Ministries and the Planning Commission have 
made their advice known to the State Government 
it should then be left to State Government to modify 
their plan programmes suitably with references to 
characteristic local conditions and there should 
be no compulsion implied or otherwise f~ r the 
acceptance of uniform guidelines for all the States. 
It is also suggested that before the Planning Com
mission puts up an important policy document for 
the approval of National Development Council, 
the States should be asked to furnish their reactions 
and these should also be placed before the National 
Development Council. 

6.2 The National Development Council as consti
tuted at present remains the best forum for the 
determination of perspective of development and 
plan strategies and priorities. The National Deve
lopment Council derives its strength from the fact 
that it is presided over by the Prime Minister, who is 
also the Chairman of the Planning Commission. 

We agree with the view that once the development 
plans are approved by the Council, the States should 
be free to implement them and adequate financial 
resources should be provided to the States for imple
mentation of the approved plans. 

6.3 The present composition and procedures of 
the Planning Commission have stood the test of time 
and provide adequately for consultation and under
standing with the State Governments and the Minis
tries of the Central Government. The following 
suggestions are made with the objectives of making 
the Planning Commission more rcspcnsive to the 
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needs of the States and the difficulties they face in the 
implementation of their plans and programmes : 

(i) During any year, Chief Ministers of at least 
two major states should be included as 
Members of the Planning Commission by 
rotation, the period of rotation being one 
year. 

(ii) The Planning Commission should meet at ·
least once every year with the Chief Ministers 
of all the States for review of the progress 
of the Plans and for obtaining their sug
gestion for the next year's plans. 

6.4 The Planning Commission should retain its 
character as high grade Advisory Body of economists, 
technologists and management exp.rts. Represen
tation of the Central Ministries and the States 
is available in the National Development Council 
and it does not need to be duplicated in the Planning 
Commission. The view-points of the State Govern
ments can be provided by the two Chief Ministers 
who take up membership of the Commission on 
rotation as mentioned in reply to Q. 6.3 above. 

6.5. The Planning Commission should continue 
to be a Department of the Government of India 
as at present. This arrangements lends to the 
Planning Commission necessary authority and pres
tige of Government of India and is helpful in its 
dealings with the Central Ministries and the State 
Government as also in resolving difference of view
points between them. The Planning Commission 
has the responsibility of getting the decision of the 
National Development Council implemented. The 
Planning Commission should, however, not hesitate 
in pointing out the short-comings in policies 
approved by the National Development Council in 
case, such deficiencies come to light during the 
course of implementation of plans and programmes. 

6.6 We agree that it is essential to consider and 
incorporate national priorities in the State Plans. 
There is no objection to the examination of States 
finances and plans by the Planning Commission but 
it must be realised that such detailed examination 
is not very hdpful to the States in as much as the 
Planning Commission is not in a position to pro
vide for the genuine and recognised needs of the 
State beyond the set pattern of allocation of central 
assistance as indicated by the Ministry of Finance. 
The Planning Commission should be enabled to 
discharge its responsibility towards the economically 
backward States by exclusive allocation of ade
quate resources to it for the implementation of essen
tial programmes of the economically backward 
States. · · · 

6. 7 This question ·has been · dealt with in detail in 
reply to Part V of the question pertaining to financial 
relations. . . . 

6.8 We agree that the present system of determining 
the plan size operates harshly against the economically 
y.'eak~r States. The following suggestions are made 
m this regard :- · · 

The 
basis 
States 

revised Gadgil formula which forms 
for allocation of Central assistance to 
needs to be modified further so that 

the 
the 
the 



allocab~e central assiswnce is distributed amongst 
the vanous States on the following basis :-

(A) Weightage for population • • 

(B) W~ightage for backwardness in accordance 
W1th IATP (Income Adjusted Total 
PopulatiOn Formula). 

30% 

·(C) Special Problems 10% 

TOTAL 100% 

(ii) The Planning Commission should, in addition, 
ha~e access to adequate additional resources 
Which could be utilised for meeting special 
needs of the economically backward States 
a.s assess.ed by the Planning Commission from 
lime to ttme. 

(iii) Uttar .Pradesh has not been receiving adequate 
share m externally aided pr.- jects which provide 
additionality to State Plan resources. The 
past negl~ct should now be made up by linking 
s~me maJor power and irrigation projects 
With external assistance. The entire amount 
of external assistance should be passed on to 
the States as additionality to the plans except 
for service charges which may be retained by 
the Government of India. 

(iv) Ut~ar Pradesh has three recognised backward 
regtons namely Eastern region, Bundelkhand 
and the Hi!~ region. It is necessary that special 
central asststance should he provided for the 
accelerated development of Eastern U.P. and 
Bundelkhand regions on the same basis as is 
being provided for the Hill region. Such 
assistance should be provided to the State on 
the basis of 90 °10 grant and 10% loan. 

6.9 As stated in reply to Q. 6.8 above, the present 
criteria for allocation of Central Plan assistance to 
States are not fair to the economically weaker States. 
These States are obviously not in a position to generate 
adequate resources of their own for plan financing 
and must be helped by adequate flows of central 
assistance to enable achievement of the objective of 
balanced regional development and removal of 
poverty. 

The special central assistance provided by the 
Planning Commission for the hill region of U.P. is 
generally for the same order as provided to Himachal 
Pradesh. The Hill region of Uttar Pradesh has 
serious problems of communications, lack of culti
vable land, lack of irrigation sources, soil erosion, 
environmental degradation and absence of large 
industries. The special central assistance provided 
by the Planning Commission is not adequate to take 
care of these aspects and needs to be raised substanti
ally. Uttar Pradesh has large tribal pockets in the 
hills, Bundelkhand and Tarai regions. Several of 
these tribes have not been declared as scheduled tribes 
upto this time and have thus been deprived of due 
assistance. Secondly, on account of wider dispersal 
of tribal population in Uttar Pradesh, it is not possible 
to formulate integrated tribal development plans for 
scattered tribal population according to prescribed 
guidelines. The following suggestions need conside
ration in the interest of accelerated development of 
the tribal population of the State :-

7S-288/87 
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(a) Early decision should be tal.c:n regarding 
notification of additional tribes in Uttar Pra
desh as scheduled tribes as proposed by the 
State Government. 

(b) Special central assistance should be provided 
by the Government of India on the basis of 
entire tribal population of the State. 

The present mechanism of earmarking of State Plan 
outlays for projects and programmes is not satisfactory. 
The Planning Commission genemlly adopts far too 
ngid an approach in this matter which does not take 
into consid~ration the problems of impl:mentation 
of particular projects and progr:unmc-s as also ,,thcr 
problems which come ur during the course of imrlc
mentation during the year. The pr•t<:tice of earmarking 
of outlays should be restricted only to a few pro
grammes of national importance and therein too the 
Commission should be fully responsive to State Govern
ment suggestions for modifications. 

6.10 We agree with the general concept of imple
mentation of centrally sponsored scheme< in areas 
related to specified national obje-ctives. The for
mulation and implementation of these schcm.:s. 
however, needs improvement. The following sugges
tions are made in this regard : 

(I) The process of consultati011 with the State 
Government before a new centrally sponsored 
scheme is taken up is inadequate. Such new 
Schemes should be framed in consultation 
with the concerned departments of the State 
Government. In addition draft of the scheme 
as finalised by the Central Ministry should 
also be sent to the Planning Departments of 
State Governments (in addition to the concern
ed departments) and their views should be 
obtained in writing before a final shape is 
given to the proposed centrally sponsored 
scheme. 

(2) The new centrally sponsored schemes should 
be introduced at the beginning of the Five Year 
Plan or at the beginning of the Annual Plans. 
They should not be introduced during the 
course of the year and specially during the 
latter half of the year as such introduction 
results in serious dislocation of the States, 
plans priorities and sectoral allocations. 

(3) The Central Ministries shrmld adopt a more 
flexible policy in modifying the guidelines 
for different States in accordance with the 
characteristics of their economy and their 
needs. The present system of inflexible ad
herence to uniform guidelines sometimes goes 
against the objectives of deriving maximum 
benefits out of the investments made in the 
schemes. 

( 4) It has been the experience that the richer States 
have derived far greater benefits from centrally 
sponsored schemes as compared to the eco
nomically backward States. This aspect needs 
careful attention as sinble assistance is flowing 
to the States through such schemes. 

(5) The centrally sponsored Schemes should mainly 
to be on the basis "of 100 per cent funding by 
the Central Government. Tt is 'however, 



recognised that the Government of India 
might ask for financial participation of the 
States in a few centrally sponsored schemes 
in order to relieve their burden on the respec
tive Central Ministries. In such cases for 
economically backward States like Uttar 
Pradesh, the sharing of outlays for such schemes 
should be 75 percent by the Government of 
India and 25 percent by the State Govern
ment. 

6.11 We feel that the monitoring and evaluation 
of programmes is inadequate both at the level of the 
Plannmg Commission as well as by the State Govern
ment. For major projects monitoring of progress 
has been rendered ineffective largely because of the 
fact that enough resources for timely completion of 
such projects are not being made available. This 
problem is of greater relevance to the economically 
backward resource of poor States. The Central 
Ministries and the Planning Commission as also 
the State Governments should not hesitate in dropping 
a scheme which has not achieved its purpose within 
a specified period. High power bodies should be 
available both at the level of the State Government 
as also at the Planning Commission, to assess such 
schemes objectively and in depth and stop their im
plementation as necessary. 

6.12 Uttar Pradesh has been a pioneer in decen
tralised planning and 30 percent of the State Plan 
outlay have been allocated to the districts for pre
paration of district plans in accordance which locally 
felt needs and resources. The State Government 
accepts these plans as approved by the District 
Committees as such and does not make any substantial 
modification therein except when such modification 
is necessary to adhere to some a nationally accepted 
guidelines providing matching scheme for centrally 
sponsored schemes etc. Similar of flexibility regarding 
State Plans has to be available in the States dealings 
with the Planning Commission. Ad hoc fixation of 
targets of certain programmes by the Planning Com
mission without adequate appreciation of States 
conditions is not realistic. 

6.13 Uttar Pradesh has a State Planning Board 
by the name of Rajya Yojana Ayog (State Planning 
Commission). Its role in practice is limited to re
viewing the proposals for Five Year and Annual 
Plans before submission to Government of India 
and also reviewing the progress of the implementation 
of plan schemes in various sectors. The National 
Plan has to be more specific in sectors in which the 
responsibility of implementation devolves mainly 
on the Central Ministries and provide more flexibility 
in sectors for which responsibility for implementation 
lies with the State Governments. 

PART VII 

MISCELLANEOUS 

Industries 
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7.1 & 7.2 It is true that the first schedule to the 
IDR Act has been amended from time to time and a 
number of industries have been brought under its 
purview. This however, has been a natural result 

of the growing industrialisation in the country and the 
manufacture of new items, over a period of time. 
However, the mere fact of an industry being brought 
under the first schedule does not ipso facto act against 
the interest of any particular State. On the contrary 
one of the principal objectives of the ID R Act is 
balanced regional development and proper industrial 
dispersal. 

To attain this objective, it is essential that the 
Central Government apply more thoro· ghly the prin
ciple of adequate regional dispersal and representation 
of industry, to different groups of Industry. Such 
industries as have been exempted from the purview 
of licensing are substantial both in numbers and give 
adequate opportunity to the small and medium 
industries where the investment is not very heavy, 
for location in terms of the economic pulls of any 
particular region. However, for the larger industries 
or industries which have a substantial impact in terms 
of other downstream industries, the national public 
interest requires that the Central Government con
tinues to apply the ID R Act to fulfil the objectives 
of balanced regional development as laid down in 
its industrial policy and in its amendments of that 
policy in 1980 and subsequently. Fiscal incentives 
alone may not fulfil, the objective of uniform deve
lopment, because the more effluent state will always 
out match the less effluent States. 

It is noteworthy that in recent months several in
dustries have been taken out of the purview of licen
sing. Within the framework of the preceding para
graphs, these changes are welcomed. 

7.3 In the present procedur~ for industrial licensing, 
State Governments are not given a full and adequate 
opportunity to represent their case; even in the full 
Licensing Committee it is felt that greater weightage 
may be attached to the State Government view point 
before a final decision is taken on a licence applica
tion: In .keeping. with the pres~nt liberal and prag
matic policy for Import of Capital Goods, it is also 
necessary to stream! ine the procedure so that decision 
making is actually decentralised and becomes much 
quicker, while at the same time it is in keeping with 
the central norms. For this purposes, the regional 
offices of the DGTD should be given adequate powers. 
Similar powers should be delegated to JICCI & E 
in the case of import of scarce raw materials and 
spares, so that every small matter need not be routed 
through CCI &E at the Centre. 

7.4 .Arrangements are in place for supply of raw 
matenals and. finances to small sector and to give 
them marketmg support by way of price preference 
etc. However, the supply of raw materials is largely 
dependent on the allotment made by the Central 
Government to the State Government. The allot
ment has generally been far short of actual require
ments, firstly because of chronic shortages and se
condly becau~e of inequitable distribution among 
the small, medmm and large sectors. This inequity 
has to be corrected at the national level in order to 
enable State Governments to ensure better supply ·· 
of raw materials to the small scale sector. The State 
organisations in charge of supolv of raw materials 
frequently suffer ~rom want of funds. Injection of 
adequate funds Will enable these organisations to 
perform their tasks better. The major problem face 



by the small _sector is the inadequate availability of 
working capttal. Effective steps need to be taken 
by the banks to ensure prompt sanction of adequate 
working capital. Suitable mechanism should be 
devised for this purpose, so that working capital is 
available at appropriate time. 

Action for bridging the gap of technology would 
need to be taken up primarily at the national level. 
Apex organisations and research institutions are 
already involved in technological research. However 
no mechanism is available at present for technology 
transfer and establishment of necessary nexus for 
commercial utilization of research findings. It would 
be necessary to create a national level agency for 
working as a data-bank of such findings, with neces
sary linkages with the State level organisations. If 
necessary, new State level agencies may also be created 
for this purpose. The Central Government would 
have to play a major role in creation and financing 
of all these agencies. 

Where requisite technology is not available within 
the country, it is being imported by different agencies/ 
units on individual basis. It is necessary to route 
the flow of foreign technology, through a single 
window or institution. This could either be created 
as an entirely independent agency, or as a wing of the 
technology bank suggested in the previous paragraph. 
This will also obviate reckless import of technology. 

7.5 It is a fact that investment of Centrally con
trolled national industrial financial institutions is 
congregating primarily in developed States, like 
Maharashtra and Gujarat. An analysis of their 
total financing, in the various States, clearly brings 
out the fact that backward States like Uttar Pradesh 
have received much less than their proportionate 
share, though logically speaking backward states 
should receive higher per capita financing vis-a-vis 
the developed ones. It is, therefore suggested that 
the national level financing institutions should go in 
for regional allocation of total resources, with a 
view to particularly help the backward States. They 
should be also made responsible for financing pro
grammes of infrastructural development and rehabi
litation of sick industries in these States. 

7.6 & 7.7 A large, populous and backward 
State like Uttar Pradesh has received only about 5 
per cent of Central Investment in public sector projects 
so far. The Central Investment decisions should 
be taken after giving due weightage to the level of 
investment so far, present state of industrialisation 
of a particular State and the extent of its backwardness, 
besides technoeconomic considerations. 

7.8 The present methodology adopted for identi
fications of industrially backward districts/areas is 
satisfactory, and no need for a change is felt. 

The Government of India has vide its G.O. dated 
1-4-83 stated that such blocks of industrially back
ward districts as have investment in excess of Rs. 
30.00 crores in the fixed assets of i~dustries located 
in that block would cease to recetve concessiOnS. 
Thus, the Government of India has rightly recognis~d 
the fact of industrial back":'ardness bemg defined _m 
terms of direct investment m the fixed assets . of JD· 
dustries located in a particular block. The unpact 
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of these concessions has been encouragin~. However 
the assistance granted by Government of India for 
~evelopment of infrastructure in zero industry districts 
IS nut ad,qu~te. 

The subsidy of Rs. 2.00 crores in a project of Rs. 
6.00 crores needs to be raised to reduce the ultimate 
cost of developed land to the prospective entrepre
!leurs. . This will_ attract entrcpreneure to the Zero 
~ndustnes dtstncts and ensure better dispersal of 
mvestment. 

Most of such projects cost well over Rs. 6 crore while 
the subsidy remains fixed at Rs. 2 crore resulting in 
high_ cost of developed land. Hence the same pro
portion needs to be maintained. 

The various central incentives for promotion of 
industries in backward areas have been useful. How
ever, most of them are one-time measures e.g., central 
capttal s~bsidy, reduced requtrement of promoters 
contnbullon etc. It IS felt that introduction of some 
recurring concessions, like rebate on excise etc· to 
off-set recurring disadvantage of location in b•~~k
ward areas, may be thought of. 

It bears mention, however, that previous experience · 
has shown that fiscal incentives alone are not adequate 
for mdustnahzatlon of backward areas, It is im
perative to continue with an effective policy of licensing 
to ensure regional dispersal of investment. 

Trade and Commerce 

8.1 Although in theory free flow of trade and 
commerce cannot be questioned in the interests of 
national integrity but imposition of certain restri
ctions on trade and commerce have a direct bearing 
~>n the economy of this State and they are mostly 
tmposed to ratse revenue. Most of these imposts 
are State's subjects; advice of such an authority on 
relaxation/reduction on the restrictions can not be 
made mandatory and as such the useful ness of such 
an authority is reduced to a very large extent. 

However there should be specific committees at 
the Central Government level. It is felt that the same 
objective can be better attained by setting up specific 
committees under union ministries concerned with 
the subject, where states are represented. 

Supplementary Questionnaire No. 2 
(On Industry) 

I. As in Answer to Q. no. 7.1 and 7.2. 

2. The policy of protection to 551 by reserving 
items for production in 551 will not work if the powe(1; 
are given to the State Government as the States may 
have different set of policies and pull in dincrent 
directions. Therefore, reservation, to be real and 
effective, will have to be decided at the national level. 

3 & 4 The State Government are basically responsi
ble for promoting the growth of small industries in 
that the State Directorate of Industries are respon>ihle 
for their registration. The creation of infra-structure 
facilities, arrangements of raw material, power and 
finance through State Finance Corporation are also 



actml.les fairly under the control of Mate Govern· 
ment. However, most of the critical raw material 
are not within the control of State Government as 
they are allocated to the State Government/State 
Institutions by various Central Departments/ 
Institutions. In regard to medium enterprises, the 
registration is the responsibility of DGTD. They 
also sponsor these enterprises directly for various 
raw materials. It is only 10 respect of infrastructure 
availability of power etc. that the State Government 
comes into picture. The expanded role may constitute 
transfer of registration of all medium enterprises to 
the State Government; as also their sponsoring for 
raw-materials. There is, however, a difference here 
because the registration by DGTD has a legal sanction 
under the ID R Act. This sanction also enables 
DGRD to have a better control over the monitoring 
of DGTD units. It would be necessary to make 
amendments in IDR Act for enabling the State Dire
ctorate of Industries to do so. There is a thinking 
in currency these days that there should be closer 
linkage between the small and medium enterprises, 
and incentives should be so structured that small 
enterprises are motivated to move to medium scale. 
There is a lot of merit in this thinking. This change 
over would also enable the State Government to 
effectively monitor both small and medium enter
prises, as also ensure equitable distribution of raw 
material amongst them. In this connection, it would 
be also nece~sary to delegate sufficient financial powers 
to State Fim •• 1cia1Institutions to enable them to under
take financing of all medium enterprises. 

5. Already answered in para 7.1 and 7.2. 

6 & 7 National Industrial policy has to be in keep
ing with the nation'il objectives, and we are again 
agreement w1th thr industrial policy resolutions. 
It would, however, be useful to develop a forum for 
regular inter-action between the Centre and the States. 
Such a national level fo;·um may be introduced by 
Government of India, in which the Industries Mini
sters and officials of the Central and State Govern
ments, as well as representatives of various Chambers 
of Commerce and Industry iDler act freely and re
gularly. 

8. The Government of India has reduced certain 
restrictions on MRTP Houses with objective of deve
lopment of zero industry and backward districts. But 
it has been the experience that non-clearance by 
Department of company important projects. For 
the development of backward region particularly 
zero industry districts it is essential that MRTP 
clearance should be given at the time the SIA clears 
the projects for such areas. 

Agriculture 

9.1 The agro-climatic conditions and diversities 
of crop husbandly, no doubt, make agriculture~ a 
State subject but to meet the food requirements of 
teaming millions, Central assistance to boost the 
meagre State resources, for agriculture development, 
is a must. Hundred per cent assistance is necessary 
for the programmes which are of National importance 
such as oilseed and pulses production, augmentation 
of irrigation potential, seed multiplication, etc. 

Although the implementation of all the Centrally 
sponsored schemes would fall under the purview of 
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State administration yet reorientation of infrastructure 
in the shape of expertise would also be desirable, 
through central asststance. 

9.2 The general concept of implementation of 
Central and Centrally Sponsored schemes in areas 
related to specified national objectives is laudable. 
The important point however , is the manner in which 
the schemes are formulated and implemented. The 
process of consultation should be clearly laid down 
and prior views of the State Governments should be 
obtained formally before a final shape is given to 
such schemes. The schemes ultimately are passed on 
to the State and entire burden is to be borne by the 
State Governments after some time. It is felt that 
wherever the National interests diotate implementa
tion of a particular scheme, the Government of India 
should continue to bear the entire expenditure of the 
scheme as long as the runing of the scheme is felt 
necessary in the national interest. 

9.3 The report between the Centre and State in 
respect of planning is quite congenial, but as far as 
priorities and programmes are concerned the ideas 
of the former always prevail in centrally sponsored 
schemes. At present the programmes are tailored 
to suit the outlay indicated by the Centre, whereas 
the outlay should be in accordance with the program
mes proposed by the state. It is suggested that agri
·cultural experts of the State should also be included 
in the Central working group of agricultural planning 
to plead the cause of the State in the right perspective. 

9.4 (a&c) The support price of agricultural com· 
modities are fixed uniformly and they do not take 
into account the local conditions like productivity, 
market price etc., which would differ from State to 
State. This factor needs to be taken into account. 
The support price on the whole has been useful in 
prevention of exploitation but they should be so 
designed as to give a remunerative return to the pro
ducer. Similarly the programmes in regard to 
irrigation particularly in case of major projects such 
as Command areas and the distribution of water 
particularly during lean period should be according 
to the agreed plan. In respect of tube well program
mes the required supply of power should also be 
ensured from Central Grid. In the case of inputs parti
cularly seeds, fertilizers and peshcides, the initiative 
of the Central Government is of utmost importance 
for popularising new varieties, application of ferti
lizers in balanced does and taking plant protection 
measures at the proper time, as monetary help in the 
shape of subsidy is very much needed for all these 
and this will be possible only with Central assis
tance. Similarly assured supply of diesel, particularly 
at the time of preparation of fields for sowing and 
irrigation, can be maintained only with Central 
assistance. In the case of credit however the guide
lines provided by the centre to the nationalized banks 
for providing crop loans etc., need to be pursued 
more vigorously so that the banks scrupulously 
comply with them. 

Central Assistance 

9.4(b) Harnessing and development of Water Re
sources of the State for irrigation, generation of 
hydroelectric power and flood protection is ·the 
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State's subject. Due to resource constraint. Uttar 
Pradesh has not be~n able to utilise substantial part 
of Jts surface and underground water potential. The 
Gov~rnment of India through its Central Water Com
JUJSSion! Central Electricity Authority, Department 
of Environment and Planning Commission exercise 
t~chnical and financial control over the implementa
tion _of Major, Medium and Minor irrigation and 
multipurpose projects. Technical control is exercised 
by subjecting the projects to technical scrutiny and 
financial control by allocation of funds. The allocation 
for various projects are decided by the Slate Govern
ment, but they remain dependent on the availability 
of financial resources within the State substantially 
supplemented by Central a>sistance. For expenditure 
and timely implementation of various irrigation and 
multi-purpose projects it is imperative that financial 
resources of the State should be augmented by sub
stantial and perceptible increase in central assistance. 
Having regard to the relative backwardness of the 
State and keeping in view the fact that bulk of its vast 
water and energy resources remain unutilised it is 
necessary that quantum of central assistance should 
be need based and the sectors of irrigation and energy 
be given more priority and funds. · 

External Aid 

The State Government sponsors Major, Medium 
and Multipurpose projects and State Minor irrigation 
schemes for external aid through bilateral agencies 
and World Bank. For clearance of schemes for 
external aid decision of the Government of India is 
all imp.>rtant. Tne Government of India's discretion 
needs to be biased in favour of lesser deve
loped States so that they may have the benefit of 
external aid liberally. In addition to and together 
with this the percentage cut enforced at the level of 
the Government of India in passing on the aid to 
the State may be reduced to the barest minimum. 

Nodal Agency at the Centre for Clearance of 
Projects 

When a proposal is formulated by the State Gov
ernment its clearance by a number of central agencies 
namely, Central Water Commission, Central Electri
city Authority, Planning Commission, Departme11t 
of Environment and if it attracts provisions of Forests 
Conservation Act, 1980 approval of the Department 
pf Forest, is a mandatory requirement. The State 
Government has to approach these organisations 
individually. A lot of time is consumed in contain
ing their concurrence approval. There should be a 
"Single Window Delivery System" at the Centre 
which should receive proposals of the State Govern
ment and obtain approval of the various agencies/ 
departments at the Centre. They will dispense with 
the need of the State Government spending years in 
approaching various agencies at the Centre. Further, 
such proposals should he processed simultaneously 
by the different concerned departments in Govern
ment of India and be cleared at one meeting instead 
of consecutive examination which is time consuming. 
The time thus saved would ultimately result in fina
ncial savings and restrict the quantum of cost escala
tion which presently accrues because of a large time 
gap between project formulation and its implem~nta
tlon. 

Inter-State River Projects 

Government of India has an important role to play 
in the implementation of Inter-State ri\·er prOJOCb 
on which the concerning State are unable to reach 
bilateral agreements. The Government of India 
does have authority to set up Central Hoards for 
implementation of lntet-State River Projects under 
its control and with the consent of various b.:neli
ciary States. The States project their points of VIew 
to elicit maximum benefit for themselves out of the 
project. At times their point of view lacks total objecti
vity. In Inter-State water disputes Central Govern
ments role should be more etiective and decisive. 
The Government of India should adopt a pragmatic 
approach keepmg in view the overall mterest of the 
region. This would help in settling dispLtes quickly 
and in turn in quicker utilisation of the perennial 
natural resources in public interest. 

Notwithstanding the above mentioned suggestions, 
Irrigation and Power provide the neces.ary infra
structure for the development of the State. Therefore, 
harnessing of resources of inter-State rivers should 
not be taken out of the State List. 

9.4(d) Owing to overgrowing population of our 
country of both human being and cattle, rapid in
dustrialisation and developmental activities of post 
independent years have put our forests and its dumb 
denizens under an unprecedented strain. The State 
Government under the political consideration and 
in the name of rapid industrialisation, roads, canals 
and other developmental activities, have been under 
great pressure to deforest forest areas and this process 
was going unabated. Thus the Ution Government 
realized the need for central interlerence in the year 
1977 and with this background Forestry was brought 
in the concurrent list, 

Although only a brief period of about 9 years 
has elapsed since the Forestry has come on the con
current list, the Union Government_ has taken many 
effective steps for the protection of Forests and Wild 
Life. The Government of India enacted the Forest 
Conservation Act, 1980 in which the concurrence 
of the Union Government is required for every 
transfer of forest land to a non-forestry use. Thi• 
Act has no doubt reduced the rate of such translcr 
of forest land was compared to the period prior to 
the commencement of this Act. Similarly much of 
the wild life today owes its existence to the keen 
interest the Union Government have shown in tbe 
formulation and implementation of the Wild Lifu 
Act, 1972. In Lhis way the Union Govemment's 
initiative in forestry policy and administration has 
given a fillip _to the cause of forest and wild life con
servation which otherwise would have b«n dillicult 
for any State Government, which has also to caro 
for the local pressures exerted on it. Thus there docs 
not arise any problem in Centro-State relations due 
to Union Government's initiative in forestry policy 
and administration. 

It may ltlso be mentioned that the Uniou Govern
ment are also helping the State by providing finan
cial resources to carry out ambitious, plans of raising 
plantatioll;s and doina soil c:onscrvation. works in the 
various nver valley proJects which will go a long 
way in enriching the State's fore:.ts and waler wcalthc: 



9 S While there is no problem in the Centre-State 
relations with respect to the role of agricultural re
search, it is however felt that the National Agricul
tural Research Institutes should try to supplement 
the efforts of the State Research Organizations in 
tackling the problems of local importance in addi
tion to their role in tackling National International 
research problems. 

At present the research work is being done directly 
by the Agricultural Universities of the States and the 
Central Organizations like I.C.A.R. are supple
menting their efforts. Still the same sort of assistance 
by the Central Organisations to the Regional Agri
cultural Research Stations of the State which are 
conducting adoption research work, should also 
be made available. 

Similarly in the flow of credit NABARD is playing 
a pivotal role, but it is felt that it would be more 
useful if while formulating credit schemes the stage 
of socio-economic development of a particular State 
is kept in view because all States are not equally 
developed and the schemes should be in consonance 
with their specific requirements. 

Food and Civil Supplies 

Procurement under Price Support Scheme 

10.1 The policy regarding procurement of Rabi 
and Kharif foodgrains is formulated by the State 
Government within the framework of the guidelines 
received from the Government of India. Different 
aspects of procurement are, however, conditioned 
by variations in geographical, agricultural, climatic 
and other socio-economic conditions prevailing 
in different States. It is suggested that the Govern
ment of India, before finalising procurement scheme, 
should give proper weightage to these variations 
and the suggestions of the State Government resulting 
from their experiences in the implementation of pro
curement scheme. Following points may be taken 
into account by the Government of India while for
mulating these guidelines :-

(1) The support price of foodgrains is generally 
much below the expectations of producers 
and as such the cost factor prevalent in diffe
rent region should be given adequate weightage 
in fixation of price. By and large there is no 
co-relation between price fixed and price 
suggested by the State Government. 

(2) The support price of different categories of 
foodgrains should be announced well in ad
vance and preferably before the start of the 
agricultural season. 

(3) At present the Food Corporation of India does 
not possess adequate storage capacity with. 
tile result that fvodgrains purchased under the 
central the pool remain undelivered causing un
necessary financial and administrative strains 
to the State Government. The procured food
grains also get damaged as they remain in the 
open space for pretty long time. The Food Cor
poration of India should prepare a compre
hensive plan for building adequate storage 
capacity and this may be reflected in coming 

· five year plans. 
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( 4) At present there is no long term prospectiv, 
plan for the procurement of different food 
grains. It would be advisable if a long tern 
plan for procurement is prepared by th• 
Government of India taking into accoun 
trends in agricultural production. 

( 5) Incidental rates accruing to the State Govern 
ment under price support scheme should b• 
sanctioned by the Government of India wei 
in advance. 

Licensing Authority of the Roller Flour Mills 

At present the Central Government is the licensin! 
authority of the Roller Flour Mills under the Wheal 
Roller Flour Mills (Licensing and Control) order 
1957. It would be advisable if the powers of licensin~ 
authority under the said Order, 1957 are transferred 
to State Government. 

Public Distribution System 

Food-grains and other essential goods, distributed 
throubh Fair Pric~ Sh~ps, ~re made available to 
State Government by the Government of India. 
Due to limited availability of foodgrains and other 
essential commodities sometimes allotments to the 
State Government are not made in accordance with 
demands made by them. The Government of India 
should give due weightage to the requirements of 
the State Government so that those commodities 
may be made available to consumers for proper 
functioning of the Public Distribution System. In 
the State of Uttar Pradesh Co-operatives have been 
closely associated in the Public Distribution pro
gramme. Availability of finances on soft loaning 
pattern has been a major constraint in their proper 
functioning. For successful implementation of this 
programme it is necessary that these co-operatives 
or in alternative other Government agencies engaged 
in this programme should have an independent line 
of credit and finance should be made available to 
them on concessional rates. 

Storage 

The G0vernment of India hav;: been allotting 
foodgrains under pt.blic d1stributicn system rnd the 
State Government are rtquirec to store them 
in their godowns before actual distribution 
takes place. In this respect the St1 te of Uttar 
Pradesh, on account of its vastness has its peculiar 
positions and there are certain pockets in this State 
like hill districts and the Bundelkhand areas which 
either remain inaccessible during rains or are widely 
spread where food-grains and other commodities have 
to be stored for two or three months at a time. Due 
to financial constraints State Government have 
not been able to build up adequate storage capacity 
which is adversely affecting distribution programme 
specially _in rural areas and in far flung places. The 
construction of godowns under public distribution 
system needs to be given adequate attention and it 
should be made a part of the Development Plan. 
The State Government to start with, have taken a 
decision to construct godowns of a capacity oi 5,000 
Mts. 10 each revenue district during Seventh Five 
Year Plan, with a total cost of Rs. 16.35 crores. 
Adequate allotment of funds should be released by 



the Government of India under this programme so 
that re9uired storage capacity may be bu•lt up for 
successful implementation of programme relating to 
the Public Distribution Svstem. To ensure better 
dtstnbution Tehsil and blo.ck level godowns should 
also be constructed m a phased manner. 

Pricing 

The Public Distribution System has been imple
;'Dent~d as an anti-poverty programme and anti
mflat!Onary measure. Foodgrams and other com

, modi ties, distributed through Fair Price Shops, are 
prtmanly. meant for weaker sections of the society 
and spec.tally those who live below the poverty line. 
The pncmg struc ure for goods sold through Public 
Distribution System should be designed in such a 
manner so that prices are comparatively low and 1ts 
real benefits accrue to • conomically weaker sections 
of the society. This wtll obviously require adequate 
amount of subsidy which cannot be met from the 
meagre financial resources of the State Govanment. 
The Government of India should help the State 
Government liberally in providing this subsidy. On 
pricing structure it is also sugges1ed that the Goven
ment of lndta may tl>ink in terms of formulating 
a long range pricing policy in which variation in 
prices of food grains and manufactured goc ds 
should be co-related i.e. prices of these two sets 
of commodities should not be allowed to go beyond 
a fixed variation. 

10.2 It is in the int rest of both the Central and 
the State Governments that the arrangements for 
administering the Essential Commodities Act and 
other Central Acts/Orders affecting State's areas of 
responsibility is reviewed periodically. One of the 
arrangements may be to discuss the administering 
of· the Esssential Commodities Act and other such 
regulatory Central Acts/Orders by convening a 
quarterly meet:ng of the officers concerned. However, 
modality of such arrangements could be worked out. 

The arrangements may be reviewed under two 
broad heads e.g. (I) Administ ring of Essential 
Commodities Act and (2) administ ring of other 
Central regulatory ActsiOrders. This is necessary 
because the E.C. Acts also envisages penal action 
under section 7. 

It is felt that some Central regulatory Acts/Orders 
do not fully meet the requirements of the State con
cerned. For instance The Petroleu'11 Products 
(Supply and Distribution) Order, I 972, which is a 
Central legislation, does not give adequate powers to 
the State Government to deal with the situation arising 
out of mal-practices indulged by dealers of petroleum 
products. In fact, this order apolies mainly to the 
main installations and depots. Therefore some kind 
of amendment is called for so that State Government 
are empowered to deal with the situation. Similarly 
bricks have also not been categorised as an essential 
item with the result that the State Government 
have not control on brick-kilm. Thus articles of 
common use and mass consu'1lption should be decla
red as essential commodities and adequate powers 
in respect of these commodities should be given to 
State Government. 
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Educatloa 

11.1 We do not subscribe to the view that there 
!s unnecessary centralisation or Central interference 
m the field of education. In fact, the State is free to 
devise its plans and stategies. The State Goverrnnent 
thus have full authority and initiative in the matter. 
The _Government. of India . merely lays down broad 
pohctes and mdtcate NatiOnal framework with a 
view to ensuring minimum uniform standard of 
education throughout the country. There is, there
fore no justification in the criticism that there is too 
much of Central interference in the field of education. 
In fact, there is urgent need for more central 
initiative so that vital programmes like Universnlisa
tion of elementary education, introduction of 10+ 2 
system and providing basic minimum physical faci
lities in the educational institutions could get suitable 
priority and the requisite financial assistance. If the 
Central Government does not take initiative in 
implementing these important procrammes, such 
backward States like U.P. may not be able to mobilise 
necessary resources for implementing such vital pro
grammes with the required urgency and speed. 

I 1.2 The University Grants Commission has done 
very good work during last few years to improve 
standard and quality of education and bring about 
co-ordinated action in the field of education. The 
U.G.C. should continue to give financial assistance 
to the universities. Centres of Advance Learning 
and Special Studies on long term basis. It should 
also continue to review the prescribed normr aftrr 
regular intervals. U.G.C. assistance should be 
available for libraries, laboratories/buildings and 
hostel amenities on liberal basis. 

While recommending pay-scales for teachers. their 
qualifications, rrethod of recruitment and workload 
etc. must be categorically stated with a view to en
suring academic excellence and specialisation in 
different fields. Before making such recommendations, 
the U.G.C. should also keep in mind financial 
position of the States. It should also lay down guide
lines for opening new colleges, new universities and 
oew faculties. However, the universities should be 
left free to determine the courses. syllabi for various 
degrees. Educationally backward States like U.P. 
cannot afford adequate resources toward their mat
ching share for the U.G.C. l!l'ants to the universities 
and colleges of the States. There is, therefore urgent 
need for evolving a system of weightages for educa
tionally backward States like ours so as to ensure that 
educationally backward States get adequate assis
tance from the U.G.C. shn lrl 8ls" <lev:se its """gr- m
mes and policies in such a W"Y as to ensure that 
there is no regional imbalance in the field of higher 
education, and opportunities of higher education are 
available to different Sldt~s aniformly. 

11.3 The process of discussion, consultation and 
persuasion is already being followed in evolving con
sensus on matters of importance to the Centre and 
the States. The Central Ministry of Education has 
evolved a system of frequent meetings of Education 
Ministers. Education Secretaries, Directors of Educa
tion and other concerned officers. There is also a 
Central Advisory Board of Education in which all 
important issues and programmes are discussed 
threadbare and consensus is evolved on them. It is 



suggested that more regular and periodical meetings 
should be held. Similarly, there should be more 
frequent dialogues between Central Bodies like N.C.E. 
R.T. and U.G.C. and the States. 

Education is in the concurrent subject but in practice 
the Centre has not started operating on this provision 
so far as effectively as it should. It is still considered 
to be basically a State subject. It is suggested that 
there should be more central initiative in the field of 
education. 

11.4 Legal and practical difficulties have been ex
perienced in the operation of Article 30 giving rise 
to litigation in the courts. This is evident from the 
fact that the matters have gone upto the Supreme 
Court in a good number of cases. 

Definition of minority 

It is not clear in the Article as to whether minority 
is to be construed in relation to the total population 
of the country or a particular State or a smaller local 
area. 

2. Forum to decide the question of minority has not 
been specified with the result that whenever the occa
sion arises before any court or authority, such court 
or authority has to take evidence and decide the issue. 
It may be desirable to specify some forum where the 
question as to whether an institution is a minority 
institution or not, may be determined. 

3. Who can establish a minority institution is also 
not clear. Whether one member of the community is 
sufficient to do so or there must be some specified 
minimum number of persons to represent the commu
nity. It is also not clear whether, the minority charac
ter of the institution is lost by inclusion of some mem
bers of the other communities. 

4. The scope and extent of administration guaranteed 
in the article is not specific. The courts have held that 
the right to administer does not include the right to 
mal-administer. It is yet the subject matter of contro
versy as to upto what extent the State may have control 
over the administration and in what branches of ad
ministration like standard of education, syllabi, re
cruitment and service conditions of teachers and other 
employees, admission of students, choice of adminis
trative body. 

5. The term educational institution is very wide and 
from that viewpoint it may include institution upto 
the status of UniverSities and institution imparting 
education not only in minority languages, culture, 
religion but secular institution also. Question arises 
whether it covers technical, industrial institutions 
like Engineering, Medical Colleges. The position 
of these institutions may be different because uni
formity in standards of education has to be achieved. 

6. Thus the scope of the Article as worded, is very 
wide, In Uttar Pradesh all religion, other than 
Hinduism and all languages other than Hindi may be 
minority resulting in numerous minority groups, 
moreover the right of minority under the Article does 
not exhaust by the establishment of one institution 
by one minority. Different or some members of the 
some minority may establish several institutions of 
their choice. This means that in every district, tahsil 
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or even smaller local areas there may be several mino
rity communities. They may even exceed the number 
of non-minority institutions. Existence of Hindu, 
Muslim, Christian educational institutions at every 
place is bound to result in compartmentalisation. 
This is fraught with the danger of giving rise to segre
gation and communalism. As was observed in St. 
Xavier's case (1974 S.C. 1389) by the Supreme Court
Education should be agreat cohesive force in develop
ing integrity-of the nation. Abuse or the provision 
of Article 30, lately sought to be made is not conducive 
to national integrity. 

7. Earlier the State confined its educational laws to 
affiliation/recognition of institutions for the purposes 
of examinations and awarding diplomas. It did not 
interfere with the management. When, however, 
it was found that teachersfstudents were exploited 
and mismanagement was rampant then only the State 
had to make a regulatory measure to protect the in
terest of the students, teachers and other employees. 
Obviously it is in public interest. It is not clear 
whether the so-called minority institutions which may 
even exceed the number of majority institutions shall 
be allowed to be free from the right of the State to 
intervene howsoever the public policy may require. 
If not, then what is the exact import of the right to 
administer guaranteed in Article 30. 

8. In Chakhala Sammuel's case (A.R. 1982 pp. 64) 
it was held that an institution imparting secular educa
tion must have some nexus with the minority commu
nity to which it belongs. That is, it should serve 
and promote the interest of minority community in 
some manner even otherwise than promoting the reli
gious tenet~, culture or language. This allows com
mercialisation of educational institutions by the 
minorities for applying the profits to purposes other 
than promotion of religion, culture and language. 

9. In the field of technical education like medicine 
and engineering common competitive test. If the 
minority institutions are to be conceded the common 
competitive test of the minority institutions are to 
be conceded the right to choose their own students 
and to a bide by the common selection, there is the 
danger of sub-standard production of professionals. 
In St. Xaviers case the Supreme Court observed-To 
day education, specially Science and Technology is a 
pre-emptive social interest for our developing nation. 
Obvisously secular general education, more specially 
Science and Technology should play decisive role in 
the development and prosperity of our nation. Ac
cordingly our State should as much interested as, may 
more than the religious or linguistic minorities, in 
the right and socially needful education of students 
of minorities. The students do not belong only to 
the minorities, they belong also to the nation. The 
over accentuated argument of imparting secular 
general education in a religio11s atmosphere seems to 
overlook this in protant national aspect. 

I 0. In fact it is high time to reconsider the need and 
purpose of this separate article. Just as a member 
of the majority community has fundamental right to 
establish an educational institution for preservation 
of his religion, language or culture, the minority 
community also have the same even without the help 
of Article 30 as there is no discrimination between 



ci tize~s on the ground of religion, culture or language 
m th!s background a separate provision in article 
3~, g~ves room .f~r argument that the right to esta· 
bhsh and admmtster guaranteed in Article 30 is 
something supreme which does not admit any inter
ference whatsoever by the State. Probably the idea 
behind was only to safeguard that no hindrance shall 
be put in the way of minorities to preserve their reli
gion, language or culture and that they were not pre
vented from establishing their educational institutions 
if need be. It does not appear that the intention was 
to provide special immunity to them or to give rights 
more than those given to majority community. To 
quote from the judgement of Supreme Court in 
St. Xavier's case-"The idea of giving some special 
rights to the minorities is not to have a kind of a pri
vileged or pampered section of the population but to 
give to the minorities a sense of security and a feeling 
the population but give to the minorities a sense 
of security and a feeling of inequality .... this article 
cannot be converted by them into a weapon to exact 
unjustifiable preferential or discriminatory treatment 
for minority institution so as to obtain the benefits 
but to reject the obligations of Statutory rights". It 
was further observed-How could they (Constitution
makers) then intend to confer an absolute or near 
absolute right on a religious or linguistic minority 
to establish and administer an educational institution 
for imparting secular general education. 

It therefore appears necessary to consider these aspects 
and suitably clarify the same. 

11.5 No instance of conflict between the Centre and 
the State in regard to programmes of educational de
velopment has come to light so far. 

Inter-Government Co-ordination : 

12.1 This state has not experienced any serious irri
tant in its relation with the centre. Hence there is no 
need for establishing any advisory body such as that 
exists in the USA. 

Uttar Pradesh 
MEMORANDUM 

Presented by the Chief Minister 

1 have great pleasure in extending a very warm wel
come to the distinguished Chairman and members 
of this august Commission on their visit to our State, 
on behalf of myself and the Government of Uttar 
Pradesh. I also extend a welcome to the accompany
ing officers of the Commission. 

2 1 would like to express the gratitude of the State 
G~vernment to the Commission for giving us an 
opportunity to exchange vie.ws on. the subject .of 
'Centre-State' relations, a subject whtch the Commis
sion has been entrusted by the Government of India 
to study and report. We are conscious that the task 
before the Commission is not an easy one. We have 
been able to establish during the last 3~ years . of 

".governing ourselves under the Con~tltutton whtch 
we gave to ourselves, that the Constttuttonal frame· 
work has the necessary strength, resilien~ and sta· 
bility to safeguard !lnd pr?tect the essential features 
of a democratic soctety whtch the foundmg fathers of 
our Constitution-envisaged. There have ~een many 
internal and external challenges. Notwtthstandmg 
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these, tke vision and hope of the great SL'US of India 
m the future of this country and their faith in the de
mocratic processes in the march of the country to
wards the fulfilment of its aspiration have hcen lnrgdv 
vindicated. " 

3. There is no doubt that doubts have been raised, 
questions have been asked about the tc~lltre of the 
Centre-State relations as incorporated in the Consti
tution and our ability or otherwise in practice to 
actualise the intentions or vision of the framers of the 
Constitution. The subject of Centre-State relations 
has been a subject of continuous study, analysis und 
comment by a number of experts and committees 
at different points of time. The present Commission 
has a unique role in the study of this subject hccnuse 
it is the first major comprehensive study of this sub
ject assigned by the Government of India. The task 
before the Commission becomes extremely complex 
in the context of the fact that insights into the proces
ses of political, social, economic and cultural develop
ments of the country since independence," and percep
tions 'of the country's sound health and well-being 
in future as one Nation have to inform the critique 
of the working of our Constitution and more parti· 
cularly the Centre-State relations. It is not merely 
a question of structures or mechanical relationships. 
It is a more complex question of inter-active forces 
in a governing structure which is influenced by very 
many other social factors. The work of the Commis
sion is of great contemporary relevance and, in a sense 
of historical importance. A dispassionate and pers
pective statement on the subject coming from an 
august and wise group as yours after four decades of 
independence should help to set at rest doubts and 
strengthen our faith in the basic validity and strengths 
of the federal feature and unitary linkages of our 
Constitution while suggesting such changes as would 
be considered necessary based on experience and 
appropriate in the present socio-political milieu to the 
fulfilment of our future vision of a prosperous und 
united country. We have every hope that the report 
of the august Commission will be an important lund· 
mark in the evolution of the country's polity. 

4. The State Government has responded in detail 
to the questionnaire circulated by the Commission 
and I would refer the Commission to the very detailed 
replies that we have given to the questions. In this 
presentation, I would confine myself to some of the 
essential and salient viewpoints which I, on behalf 
of my State Government, have the privilege to put 
forward. We are quite clear in our view that how
soever we may discuss the structure of the Constitution 
and the Centre-State relationship, we have to l(ive 
the most dominant place to the concept of inviolable 
integrity of the country as a whole and the concept 
that India is one nation. Our Constitution has a 
federal structure with an unmistakable unitary streak. 
The advocates of federalism do not often realise that 
no true federalism exists or can exist any where. Po
litical, social, economic and cultural realities of exis
tence dictate the degree to which centralism moderates 
federalism in different situations. Even in the United 
States of America, quoted often as an example of 
liberal federalism, there have been shifts in some areas 
to centralism. A nascent democracy like ours, sub
ject to external threats on the one hand and internal 
problems on the other, the latter arising out of the 
complex problems of poverty, illiteracy, etc. of an 



under-devdoped society and the features of a multi
cultural, multi-lingual, multi-racial society postulates 
stronger centralism within a federal framework. 
This is precisely what our founding fathers had en
visioned. We cannot afford to be carried away by the 
euphoria of the argument for liberal federalism which 
would compromise in reality and in practice the needed 
strengths for building up the country as one nation. 

Legislatin Relations : 

We feel that the present distribution of legislative 
powers between the Centre and the States does not 
need any change. It has stood the test of time. 

Provision of Article 249 regarding enactment of law 
hy Parliament on State subjects is necessary in the 
national interest. There are enough safeguards 
provided in the Article to prevent its abuse. The 
provision has never been abused. 

There is an elaborate distribution of legislative powers 
between the Centre and State. A unique feature of 
this distribution is the existence of a long Concurrent 
List of subjects. It provides sufficient leverage to 
meet the needs of both Centre and the State in regard 
to any of the subject matter contained therein. This 
distribution does not need any change. It will of 
course be desirable for the Central Government to 
consult the State Government before undertaking a 
legislation on a matter included in the Concurrent 
List. However, this may be done by convention 
and not by statutory provision. 

Role of Governor : 

The Constitution envisages a duel responsibility 
for the Governor. Firstly, the Centre discharges 
iti supervisory functions through the office of 'Gover
nor' and also the Governor is responsible towards 
State executive of which he is the head. By and large, 
Governors have been discharging their responsibility 
as visualised by the Constitution. 

The Governor has the power to make report to the 
President suggesting action under clause (i) of Article 
356. We feel, if he has arrived at a conclusion after 
an objective assessment that there is no possibility 
of formation of an alternative stable Government, 
he should make report under clause (i) of Article 356. 
Duties of the Governor also include prorogation of the 
houses of Legislature and dis>olution of the 
Legislative Assembly. In case of dissolution · of 
Assembly, occasions may arise calling for his inde
pendent action. Where. the term of the Assembly 
is coming to an end and a new House is to be elected 
the Governor may accept the advice of the Cabinet for 
dissolution of the House a little earlier than expiry 
of its full term. However, when the Government has 
lost majority in the House, the recommendation of 
the defeated Cabinet for dissolution should not carry 
much weight. 

Articles 200 and 201 provide for reservation of Bills 
by the Governor for the consideration of the President 
and the assent of the President thereto. We feel that 
these provisions are both useful and essential. The 
requirement of assent by the Governor to a Bill is also 
necessary. His association with the Bill at some 
stage is inevitable as he is an integral part of the Le
gislature. Moreover, it provides a final opportunity 
to the Govern!llent to ~ave a second look on the 
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various aspects of the proposed legislation. The 
experience of last 35 years indicates that provision 
of Articles 200 and 201 have not been abused and 
have not posed any threat to the autonomy of the 
States. 

This State feels that there is no necessity to make 
a provision for impeachment of the Governor like 
that in case of a Judge of the Supreme Court or Htgh 
Court. We also feel that there is no need of a guaran
tee of full term. The present arrangement in which 
the Governor functions during the pleasure of the 
President seems to be appropriate in view of the duties 
and functions of the office. The Governor has to act 
on the aid and advice of Council of Ministers and a 
difference of temperament or some other exigencies 
of situation may require shifting of a Governor to 
another State. 

Administrative Relations 

Articles 256 and 257 require the executive powers of 
the State to be so exercised as to ensure compliance 
with Central laws and for that purpose Centre may 
issue instructions. These provisions are essential 
for harmonious exercise of executive power by the 
Union and the State. Article 365 provides the sanc
tion behind the power of the Union to give instruc
tions to States without which such power would be 
futile. This power has hardly been exercised by the 
Centre in the last thirty-five years. 

This State Government feels that the time limit spe
cified in clauses (4) & (5) of Article 356, though inten• 
ded to be a safeguard, may turn into a handicap to the 
efficacious use of this power by the Union. Experi
ence has shown the existence of situations, continu
ously disturbed conditions and break-downs or failure 
of Constitutional machinery for a period beyond 
one year. It is suggested that sub-clauses (a) and (b) 
of cluase (5) of this Article may be independent of 
each other, thereby making it possible to continue the 
Presdidential rule for a period of three years as may 
be necessitated by a particular situation in either of 
the cases covered by clause (5). The result would 
be that even when a proclamation of Emergency is 
not in operation, the Presidential rule may continue 
in case the Election Commission certifies that there 
are difficulties in holding general elections to the le
gislative assemblies of the State concerned. 

Article 355 enjoins upon the Union to protect States 
against external aggression and internal disturbances. 
In normal times, however, deployment of Central 
Reserve Police Force and other armed forces in any 
State may desirably be made with the concurrence 
of the State. 

Setting up of an .Inter-State Council, as envisaged 
under Article 263 wtll serve a useful purpose in sorting 
out Inter-State differences and issues. There is, 
however, no need to set up such Councils on a per
manent basis. It may be constituted as and when 
necessary to sort out any particular issue. 

Financial Relations : 

The Constitution has assigned-to the C.:ntre the powe~': 
to levy and administer taxes which are high yielding' 
~nd reapidly growing sources of revenue. The taxes 
111 the State list have a local base and are less elastic. 
M the same li!lle, State Governments nave to fulfil 



their responsibilities in the fields of agriculture ecfuca
ti~n, medical and public health and law a~d order 
w1thout adequate resources of their own. The pro
blem of non-correspondence of States' resources 
with their functions needs to be effectively tackled 
by adequate transfer of resources from the Centre. 
In the past, however, the Finance Commission trans
fers as well as the plan transfers have failed short 
of the comprehensive needs of the States, particularly 
the backward States. As a result thereof, the inter
State disparities have not reduced. 

While the State Government feels that the taxation 
powers of the Union and the States need no change 
it would be desirable to bring more Central taxes i~ 
the shareable pool to enable the States to better match 
their resources with their expanding needs. It is 
accordingly suggested that corporation tax proceeds 
shoU!d al~o be made sharea~l~. with the States, as they 
provide mfrastructural facilities to the companies 
paying the corporation tax. The Eighth Finance 
Commission also observed that it would only seem 
fair that the States have an access to corporation tax 
revenue. The share of States in the proceeds of 
Union excise duty also needs to be raised to ensure 
greater statutory devolution to the States. 
The federal transfers should be so designed that the 

per capita transfers to economically backward States 
are larger to enable them to accelerate their pace of 
development. It may be pointed out that despite 
the weightage given to backwardness in devolution 
of proceeds of some of the taxes, the transfers in the 
past have lagged the desired progressivity. Under the 
recommendations of Seventh and Eighth Finance Com~ 
missions, Uttar Pradesh's share in total devolution 

- was 15.90 and 15 .43 only, as compared to its popula
tion ratio of 16.32 (1971 Census). The share was 
lower under the awards of earlier Finance Commis
sions. The situation does not improve if Plan trans
fers are also taken into account. To lend desired 
progressivity in federal transfers, the State Govern
ment would like to suggest the following criteria for 
determining the share of taxes, Plan assistance and 
non-Plan assistance to the States : 

(A) Shares of Taxes : 
(1) Uniform criteria should be adopted for the dis

tribution of the entire divisible pool of both the major 
taxes viz., income tax and Union excise duties. 
(2) 50 per cent of the net proceeds should be dis

tributed on the basis of population, 25 per cent in the 
inverse ratio of per capita incomes of States multi
plied by population and 25 per cent to those States 
exclusively whose per capita income is below all 
States' average and the share given to them on the 
principle of income equalisation. 
(3) Additional excise duties on sugar, textiles and 

tobacco should be distributed in proportion to the 
guaranteed amount of the State to the total guaranteed 
amount of all States. 
(4) The receipts from Central sales tax should also 

be pooled and distributed-75 per cent to the State 
--of destination, where consumption takes place, and 
25 per cent to the States from where the movement of 
goods commences. 

(B) Plan Assistance : 
(5) Tax effort of the Statos need not be tak~n int() 

account in the allocation of Central ass1stance. 
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(6} The weightage, given to sho;tfall in per capit< 
income should be increased from 20 per cent to 3( 
per cent. 

(7) The grant and loan component of Plan tran~rcn 
should be 50:50. 

(C) Non-Plan Assistance : 

(8) In determining the quantum of grants-in-aid, 
the level of per captta non-Plan expenditure of States 
should be taken into account and the larger needs of 
the relattvely backward States for upgrading the levels 
of admtmstrattve and social services including health 
and education should be provided for. 

The allocation of market borrowings should be more 
equitable for the relatively backward States. The 
share. of backward States in market borrowings need 
be suitable augment~d by . adop~i~g the revised Gadgil 
Formula. Alternatively, 10 additton to normal limits 
<!f !flarket borrowings, additional market borrowing 
hm1t should be provtded to the States which have an 
adverse credit•deposit ratio. 

State's share in the net collections under small sa
vings schemes should also be increased from the present 
two-third in recognition of the concerted efforts made 
by _them in mobilising small savings. Further, small 
savmgs loan should be treated as loans in perpetuity. 

The Central assistance made available to the States 
in the event of drought should not be in the form of 
advance Plan assistance and should be provided on 
the same terms as in the case of other natural calami
ties. Further, the Central assistance should fully 
cover the expenditure in excess of the margin money 
and should be in the nature of grant. Only th~ 
amount granted as loan by the State Government 
should be given as loan. It is also necessary that the 
norms adopted in fixing the ceiling of expenditure for 
items like repair and reconstruction of damaged 
houses should be suitably revised. 

Economic and Social Planning 

The existing procedure for the formulation of State 
plans and their finalisation allow adequate inter
action between Planning Commission and the States. 
After the national priorities and targets for key areas 
are fixed, the States should have a free hand in allo· 
cation of available resources to different sectors of 
development and to propose programmes and pro
jects for the satisfaction of regional and local needs. 

It is felt that once the Central Ministries and the 
Planning Commission have made their advice known 
to the State Government it should then be left to 
the State Government to modify their plan programme 
suitably with lreference to characteristic local condi
tions and there should be no compulsion implied or 
otherwise for the acceptance of uniform guidelines 
for all the States. 

The present composition of the Planning Commission 
appears satisfactory. To make it more responsive 
to the needs of the States it is suggested that every 
year Chief Ministers of atleast two major States 
should be included as members of the Planning Com
mission by rotation, the period of rotation being one 
year, we also feel that the Planning Commission 
should meet atleast once every year with the Chief 



Ministers of all the States to review the progress of 
the plans and for obtaining their ·suggestiOns for the 
next year's plan. This Commission snould continue 
to have its character ol' high level advisory body of 
economists, technologists and management experts. 

This State feels that our share in externally aided 
projects has not been in tune with our size and re· 
quirement. The past neglect .should now be made 
up. Similarly, additional assistance should be pro· 
vided for development of backward hill areas and the 
Bundelkhand region of this State, 

We feel that in case or cenuauy sponsored scheml:l 
tho process of consultation with the States before the 
scheme is taken up is not adequate. A centrally 
sponsored scheme should be introduced at the begin· 
ning of a Five Year Plan and the Central Ministries 
should adopt a more flexible policy in modifying 
the guidelines for different States in accordance with 
the characteristics of their economy and their needs. 

Industry, Trade and Commerce 

One of the principal objectives of Central Govern· 
ment with regard to industrial development has been 
balanced regional development and proper industrial 
dispersal. With this in view, we feel, it was necessary 
to amend the first schedule to I.D.R. Act from time 
to time. Even with the licensing policy there are 
substantial number of industries which are exempted 
from the purview of licensing and they provide enough 
opportunity for location in terms of economic pulls 
of any particular region. However, for larger indus
tries or industries which have substantial impact in 
terms of downstream industries the national mterest 
requires that the Central Government continue to 
apply the IDR Act to fulfil the objective of balanced 
regional development. However, we feel that the 
procedure for industrial licensing should provide· 
greater opportunity for the consideration of the State· 
Go ernment point of view. 

There is a need to improve the supply ol raw material 
and finances to the small sector. Most of the critical 
raw material are allotted to the States by the Central 
Government. . The allotment has generally been far 
short of reqwrement, firstly, because of chronic shor
tage and secondly, because of inequitable distribution 
among the small, medium and large sectors. 

For bridging the gap of technology, it is suggested 
that a national_level agency needs tu be set up which 
should act as a Data Bank of research findings with 
necessary linkages with the State level organisations. 

, Further, flow of foreign technology should also be 
routed through a single window or institution. In 
fact the agency suggested above could also be made 
responsible for this. It will obviate reckless import 
of foreign technology. 

Agriculture, Irrigation and Food & Civil Supplies 

The present arrangement in respect of these sectors 
appears to be quite satisfactory. However, in res
pect of centrally sponsored schemes we feel that there 
is need for greater consultation with the States. 1t 
is also felt that wherever the national interest dictated 
implementation of a particular scheme, the Govern
ment of India should continue to bear the entire 
expenditure of the scheme as long as the running of 
the ~cbeme IS felt ne~essary in the national interest. 

J)uc to resource constraint, Uttar Pradesh has 
not been able to utilise substantial part of its surface 
and.ground water potential for irrigation and power 

k projects. Having regard to the relative backward
·ness of the State and keeping in view the fact that bulk 
of its vast water and energy resources remain unutilised 
it is necessary that the quantum of central assistanc~ 
should be need-based and the sectors of irrigation 
and energy be given more priority and funds. It is 
felt that clearance of projects by the Central Govern· 
ment takes a lot of time because a number of central 
agencies are involved. There should be a "single 
window delivery system" at the Centre which should 
receive proposals of the State Government and obtain 
approval of the various agencies/departments at the 
Centre. 

A~ )?resent the support price of agricultural com• 
l;llOdiiies are fixed uniformally .. and they do not tab 
mto account the loacal_ conditions like productivity, 
market pnce, etc., which would differ from State to 
State. This factor needs. to be taken into account. 
The support pnce of different categories of food" 
grams should be announced well in advance and 
prefera~ly before the. start of the agricultural season. 
There. IS also necessity for augmenting the storage 
capac1t~ of the Food CorporatiOn of Jndia because 
of certam pocke~s like the hill districts and the Bunde!· 
k~and areas which either remain inaccessible during 
rams or are \VIdely spread where foodgrains and 
other commodities have to be stored for two to thr 
months at a tune. Increasmg the "storage capacit ~ 
of the State Government is also necessary to rna{ 
the Public Distribution System more effective. e 

Education 

The present arrangement wherein the Gover 
of India lays down broad policies_ and indica~e~ 
na~10nal framework With a v1ew to ensuring minimu 
uruforrr standard of education and its detail m 
left to the Stat:~ Governments seems to b s are 
satisfactory. It is not correct to say that teh qun.e 

I. · e1e IS unnecessary centra Isatwn. In fact there i 
for more central initiative. ' s need 

. Educationally backward States like uttar Pradesh 
.;aono~ afford adequate resources towards their 
mat~hing share for the U. G. c. grants to the . 
vers1t1es and colleges of the State. There is ther f,um
urgent need for evolving a system of w . 'h e ore, 
educationally backward States to get ad eig _tages for 
tance from the U. G. c. equate ass1s-

Conclusion 

I ru:n conscious that no presentation on thi . . 
can either be comprehensive or co 1 s subJect 
hope it has been possible to conve ~Jie ete .. But 1 do 
the State Government perceptions ~n th basic sense of 
have. said. before, structural forms a ~ matter. As _I 
relationships may at best conduce n mech~tic 
the .Process of building up a health to or facilitate 
nation but ~hese forms assume subsfau and prosperous 
only by the manner in which w ce and mearung 
or articulate within it showin e operate the system 
and genuine concern for th: ~o~d sense, good faith 
and the well being of our po ~ u~e of the country 
Commission once again for givi~gentyhi .. I thank the 

us t s oooortnn1t" 
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u 
West Bengal 

REPUES TO THE QUESTIONNAIRE 

PART I 

INTRODUCTORY 

1.1 to 1.6 The Government of West Bengal's 
views concerning issues 'covered by this series of 
questions are set forth in a detailed manner in our 
response to the rest of the questionnaire. There 
can be no question that given the area, size of popula
tion, cultural and linguistic diversities, and disparities. 
in the levels of social and economic development 
characterising our country, a constitutional arrange
ment, which provides for a very large measure of 
devolution of resources and responsibilities to the 
constituent States, is a paramount necessity. Many 
of the tensions that have afflicted the nation in the 
more recent years are symptomatic of the discontent 
caused by the absence of such an arrangement. A 
nation featured by such immense and intricate diver
sities can subsist and prosper only on the basis of a 
relationship of mutual trust among its peoples. This 
trust cannot be fostered if some parts of the country, 
and some sections of the people, obtain a greater 
advantage, or suffer from a greater disadvantage, 
because of the overwhelming concentration of 
powers and resources in the hands of the Union 
Government and of the manner in which these powers 
and resources are deployed. There are several federal 
nations around the world, including the United 
States of America, the Soviet Union, China, Canada 
and Australia, where the existence of national and 
regional governments with "coordinate and absolutely 
in:lependent" jurisdictions has not caused any func
tio.tal disorder. It need not be any different in our 
case. The integrity and unity of the country is of 
overriding importance, but this objective can be 

. ensured and furthered only if the States are a]] owed 
a greater devolution of resources and responsibilities 
rather than if the attempt is the other way round. 

I. 7 The constitutional provisions in regard to 
the respective obligations of the Union and the States 
need basic restructu• ing. Our detailed views are 
set forth in the subsequent sections. 

1.8 Article 3 should be amended to ensure the 
decisions with respect to the formation, or alteration 
of the area, boundary or name of a State should be 
taken only in consultation with the Inter-State Coun
cil set up under Article 263. 

PART II 

LEGISLATIVE [RELATION~ 

2.1 The scheme of distribution of legislative powers 
in the Constitution is heavily biased in favour of the 
Union. This is the outco ne of the fact that this distri
bution of powers has largely followed the pattern 
of the Government of India Act, 1935. Notl.ing 
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short of a total re-structuring of legislative powers 
can meet the demands of a true federal entity. 

. To begin with, the Concurrent List should be 
abolished. Article 254 implies that the Concurrent 
List is in effect a second Union List, since in case of 
a conflict between a Central piece of legislation and 
a State law, the Central law will prevail: items covered 
by the Concurrent List are thu~ subject to the ultimate 
jurisdiction of the Union Government. It is out· 
point of view that this List must be eliminated in 
entirety, and all items covered by it transferred to 
the State List. 

Besides, taking advantage of the blanket provi
sions of Articles 248 and 249 and of entries 7, 23, 40, 
48, 52, 53, 54, 56, 61 and 97 of the Union List, the 
Union Government has made steady encroachments 
into areas reserved for the States. The most glaring 
example is the Industries (Development and Regula
tion) Act and the indiscriminate expansion of the 
Union's hegemony by declaring its control over 
certain industries as being 'expedient in the public 
interest' in terms of Entry 52 of the Union List. 
Even items ~uch as razor blades, match sticks, 
sewing and knitting machines, canned fruits and 
fruit products have been brought under the 
Centre's control. 1 

Again, Entry 24 of the State List provides for in
dustries but subject to the provisions of Entries 7 
and 52 of the Union List. Entry 7 of the Union 
List provides for industries declared by Parliament 
by law to be necessary for the purpose of defence or 
for the prosecution of war, and Entry 52 provides 
for industries the control of which by the Union is 
declared by Parliament by law to be expedient in the 
public interest.' Furthermor~. Entry 17 of. the. S~ate 
List provides for water, that IS, water supplies, trnga
tion and canals, drainage and embankments. water 
storage and water power, subject to the provision~ of 
Entry 56 of the Union List. Entry 56 of the Un10n 
List provides for regulation and development of 
inter-State river and river valleys to the extent to 
which such regulation and development under the 
control of the Union is declared by Parliament by 
law to be expedient in the public interest. Therefore, 

•Certa;n subjec's of Jegishlion, Which belon11 •~elusively 
to the S••te', can bec<:>rne s.ubjects of exclusive Central legl•
lation ;f a declarallon 1s made by Pa•]•an;ent as to the 
e~pedi'encY of cont,·ol of such subjec•s by the. Union. 'in 
the public intere>t'. Thus EniJ·y 23 in the. S1a•e LISt !>rovldL-< 
for the regu)a!ion of nunes and nune,al dev-lopment 
subject to the pr0 visions of the Union List wi•h resp,ct 
to regulation and developm.ent ~nder t~e control ~f the 
union. Entry 54 of the UVIOII Ltst provides for the regu
lation of mines and n1ioeral development to the extent t'> 
which such regulation and dev~lopn1ent under the contro.l of 
the Union is declared by Parliament by law to be exped1ent 
in the public interest'". 



to the extent to which a declaration is made by law 
by Parliament, the power of the State legislatures to 
legislate in respect of matters in Entries 17, 23 and 
24 of the State List is excluded. Herein lies the 
potential mischief, in as much as these Entries are 
so enmeshed with Entries 7, 52, 54 and 56 of the 
Union List that the Union Legislature can, osten
sibly in the name of 'Public interest', unilaterally 
transfer to itself legislative jurisdiction over matters 
reserved to the States. And the potential mischief 
has in several instances been rendered into actual 
mischief. 

Parliament passed the Industries (Development 
and Regulation) Act, 1951 (Act LXV of 1951) in 
1951, which came into force with effect from May 8, 
1952. This Act specified in its First Schedule those 
industries which in the public interest would have to 
be controlled by the Centre. In course of time, a 
considerable number of industries, even minor ones, 
were added to the industries listed in the First Sche
dule to the Act till the basic constitutional scheme 
was completely upset. Without any amendment 
to the Constitution, 'Industries' has, for all practical 
purposes, been transferred into a Union subject and 
has ceased to be a State subject. Even items like 
razor blades, paper, matchsticks, household electrical 
appliances, cosmetics, soaps and other toilet pre
parations, fabrics and footwear,. pressure cookers, 
hurricane lanterns, bicycles, dry cells, T. V. sets, 
agricultural implements, sewing and knitting machines, 
canned fruits and fruit products-have all been 
brought under the Centre's control. 

In this connection, the role played by Governors 
in the interpretation of Articles 200 and 201 must 
ruso be mentioned. Since a Governor is an appoin
tee of the Union Council of Ministers, if a piece of 
legislation enacted by the State Government is not 
to the liking of the Union Government, the Governor 
can be, and has been persuaded to withhold assent 
to the bill and reserve it for the consideration of the 
President\ who, again, given Article 74 in its present 
form, has to abide bv the decisions of the Union 
Council of Minist~rs." There is also the curious 
instance of Article 31A, which takes away the right 
of the States legislatures to enact any meaningful 
legislation concerning land reforms. 

2.2 & 2.3 We suggest (a) the deletion of the Con
current List and the transfer of each of the items 
covered by it to the State List; (b) deletion of Article 
248 and introduction of an explicit provision so that 
the resi:luarv powers of legislation vest with the States 
and not with the Union; (c) abolition of, or amend
ments to, Articles 249, 252 and 254, so that no State 
could be deprived of any legislative powers which 
belong to its without its prior concunence; (d) dele
tion of Article.s 200 and 201 in their present form, 
and making it obligatory on the part of the Governor 
to give assent to all bills passed by the State legislatme 
on items belong to the State Li~t. 

2.4 Articles 247 to 254 should be so amended 
that the Union Government's powers to legislate on 
items belonging to the State List do not exceed 

•The :no•• ••oe1• a1d glaring eKample is the withholding of 
a;seo.t by the Governor of We>l Benaal to the Calculla 
Univenity (Amendment) Biii, \984 despite its not being 
repusnaot to the Prnvisions of Article 254. -
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~eyond a period of six months; eachQroposed legisla· 
!ton must first be approved by the-11'*""-State Council, 
and any proposal to renew any su, .:gislation must 
have t-he prior approval of the Council. 

2.5 Were a reference to be made under Article 
143 to the President in case of any dispute between 
the Union and a State on any matter of fact or Jaw, 
a constitutional amendment should ensure that a 
decision in the matter be taken not on the advice of 
the Union Council of Ministers but of that cf 
th~ Inter-State Council. 

PART III 

ROLE OF THE GOVERNOR 

3.1 It is most unfortunate that the Constitution 
made provision for a State Governor. This arrange
ment was a legacy of the imperial administration. 
During the British days, the Governor was the bead 
of administration of the individual provinces and 
reported to the Governor-General, and, through 
him, to the British Crown. He was thus the eyes 
and ears of the Governor-General and the foreign 
rulers. In the changed context of an independent 
India, with democratically elected administration 
in all States, the position of the Governor is altogether 
anamolous. Most Governors have tended to func
tion according to the pre-independence colonial 
tradition, as agents of the Centre and faithfully 
carrying out the latter's. bidding. This has been 
demonstrated in the choice and dismissal of the 
Council of ministers, in the exercise of prerogatives 
under Articles 200 and 356, and generally in all acti
vities where the Governor's discretion is called 
for. 

There are several federal constitutions, including 
those of the USA, Canada and Australia, where the 
need fot an intermediary between the federal union 
and the federating entities has not been felt necessary. 
It need not be otherwise in India. The post of Gover
nor should therefore be abolished and alternative 
in>titutional arrangements made for maintaining 
channels of communication between the Union and 
the States. 

Tf the abolition of the post is not considered feasible, 
the Governor must then cease to be a nominee of the 
Union Council of Ministers. He must be appointed 
by the President, on the advice of the Inter-State 
Coundl, from a panel d thr,e names suggested by 
t be State lej!islatu re. 

3.2 In case the post is retained, the Governor should 
be assigned only some symbolic functions to per
form; he must also act according to the advice of the 
State Council of Ministers only. 

3.3 With respect to (a), (b) and (c), the record indi
cates that, in a large number of cases, the Gover
nor has acted not independently and on objectives 
considerations but in terms of the predilections of 
the Union Council of Ministers.2 We are, therefore 
in favour of drastic reformulation of Article 356, 
so that any action taken under this Article is mbject 

'The latest example is the dismissal of the Ministry headed 
by Dr. Farooq Abdullah in Jammu and Kashmir: 



to prior approval of the inter-State Council or a stan
ding committee thereof. Article 164 should be amen
ded so that the State Assembly is convened for choo
sing a Chief Minister within a fortnight of the decla
ration of the results of the elections, or if a Chief 
Minister appears to have lost his majority. If Article 
174 is retained, it must be so amended that the Gov
ernor is bound by the advice of the State Council 
of Ministers. 

3.4 and 3.5 As stated elsewhere, several State 
Governors have used Articles 200 and 201 to serve 
the partisan interests of the Union Council of Minis
ters. The most recent example in West Bengal, al
ready cited, is the decision of the Governor to reserve 
the Calcutta University (Amendment) Bill, 1984 for 
the consideration of the President*. These two 
Articles must therefore be deleted. If for some reason 
such deletion is not possible, a Constitutional amend
ment should clarify that the Governor will not act 
in his discretion, but only on the advice of the State 
Council of Ministers. There should also be a time 
limit laid down of one month for the Governor to 
make up his mind under Article 200 and six months 
for the President to make up his mind under Article 
201, with the further provision that if a bill is passed 
again on its return from the President under Article 
201, it shall automatically become law. 

3.6 In a very large number of instances, Governors, 
through their functioning, have effectively thwarted 

*During 1950-R3, the following Bills oassed by the West 
Bengal Legislature have been withheld by the President: 

I. The Trade Unions (West Bengal Amendment) Bill, 1969. 
2. The '>ri Ramkrishna Sarada Vidya Mahapitha (Amend

ment) Bill, 1981. 
·. 3. The Netaji Nagor College (Taking over of Management) 

(Amendment) Bill, 1981. 
4. The Bangabasi Gro•10 of Colleges (Taking over of Manage

ment) (Amendment) Bill, 1981. 
5. The Birla College of Science and Education (Taking over 

of Management) (Amendment) Bill, 1981. 
6. The Indian College of Arts and Draftsmanship (Taking 

over of Management) (Amendment) Bill, 1981. 
7. The Sri Ramkrishna Sarada Vidya Mahapitha Acquisition 

Bill, 1981. 
8. The Bangabasi Group of Colleges Acquisition Bill, 1981. 
9. The Netaji Nagar College Acquisition Bill, 1981. 
10. The Rirla College of Science and Education Acquis'tion 

Bill, 1981. 
11. The Indian College of Arts and Draftsmanship Acquisition 

Bill, 1981. 

The following Bills passed during the period between 
1981 and 1983 have not yet been assented to by the Presi
dent: 
1. The West Bengal Maidoor, Tindal, Loader, Godownman 

and other Workers (Regulation of Employment and Welfare) 
Bi11,1981. 

2. The Industrial Disputes (West Bengal Amendment) Bill, 
1981. 

3. The Land Acquisition (West Bengal Amendment) Bill, 
1981. 

4. The West Bengal Land Reforms (Amendment) BiU, 1981. 
....._ 

5. The West Bengal Motor Vehicles Tax (Amendment) Bill, 
19R3. 

6. The West Bengal Primary Education (Amendment) Bill, 
1983. 

1. The Trade Union (West Bengal Amendment) Bill, 1983. 

77-288/87 
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the will and intention of the democratically elected 
State legislatures and State Governments. There 
is no question that in these instances thev did not 
act impartially and fairly. · 

3.7 The issue of tenure is not relevant. What 
is important is that in case it i~ decided to retain the 
post of the Governor, he must be appointed bv the 
President, as suggested earlier, on the advice of the 
Inter-State Council from a penal of names decided 
by the State legislature. The procedure for his re
moval can be the same as prescribed in the case of 
a judge of the Supreme Court. No person who 
has served as a Governor of a State shall be eligible 
for further appointment in any capacitv under the 
Union Government or under a State Government, · 
nor shall he be allowed to take up any private ap
pointment. There should be a provision for payment 
of pension to'a person who serves as a Governor 
of a State for a full tenture. 

3.8 The suggested prerogative cannot l:e dekrated 
to the Governor .1 . 

3.9 We do not think that the procedure adopted 
in the German Federal Republic is suitable for our 
purpose. Such a procedure will also not be necessary 
in case the appointment of Governor and the selec
tion of Chief Minister are made in the manner sugges
ted above. 

3.10 In case the post of Governor is retained, the 
guidelines to be followed by him should be laid 
down by the Inter-State Council and then issued in 
the name of the President. The question of their 
acceptance by the Union Government should not 
arise; they may however be placed before Parlia
ment. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1, 4.2 and 4. 3 Articles 256, 257 and 365 are 
repugnant to the spirit of a federal entity. Their 
intent is to reduce the States into arlministrative 
agents of the Union Government. This position 
is altogether unacceptable to us. Directives were 
in fact issued under Article 257 to the State Govern
ments in 1968 to suppress the strike d~clared by 
Union Government employPes. There have also 
been other instances where the Union Government, 
impliedly under Article 256, has annlied pressure on 
State Governments to enforce Central legislation 
ratifying detention without trial. These three Arti
cles are to be drasticallv amended. If anv directive 
is to be issued to the States under Article 256 or 
Article 257, it should be issued only af'er adequate 
consultations with, and concurrence of, the Inter
State Council; action under Article 365 in anv situa
tion too must be undertaken onlv in case the Inter
State Council has given its seal of approval. 

4.4 and 4.5 Article 356 has been blatantly mis
used by the Union Government to serve its partisan 
purposes. Both Articles 356 and 357 must be so 
amended as to preclude future possibilities of such 
misuse. The amending provision should indicate 

1 In 1967 the firc;t United Front Govem.,~.,t wa~ arhitrarily 
dismis~ed in We~t Bene:a1 on the so~chuo; olea that the 
Chief Minister had refu.:;ed to summon the Ac;o;emblv on a 
date suggested by the Governor~ the f)rerogative of sum
mooing the Assembly must remain with the Chief Minister, 



rhat the decision whether a constitutional break
down has taken place in a State must be taken only 
in consultation with the Inter-State Council; 
fresh electiOns must however be held, and a new 
government installed, Within six months. In case 
electio~s cannot be held within this period due to 
d1srupt10n of normal life, the President should once 
again consult the Inter-State Council and place it 
opinion before Parliament. 

4.6 The present arrangements may continue. 

4.7 The Inter-State Council should review the 
working of all these bodies and decide on the advisa
bility of their continuance. In case a decision is 
reached to continue with any or all of them, not less 
than one-half of their membership should be nomi
nated by the State Governments. 

4.8 The experience with the All-India Services 
is of a mixed nature. There are certain advantages 
in having in the States serving officers who have a 
broad national outlook. At the same time, the fact 
thar officers belonging to the All-India Services gene
rally tend to think of themselvts as being under the 
d1scipline of the Union Government had led to 
complications. We would suggest that the Constitu
tion be so amended that in case a State does not 
wish to make use of the All-India Services, it must 
be allowed the prerogative to opt out. Moreover, 
it must be made clear that the personnal belonging 
to the AII-Inclta Servtces, when they serve in the States, 
would be under the supervision and disciplinary 
control of the State Governments. If any appeal 
is to be lodged against any disciplinary action taken 
by a State Government against an officer, it should 
be dealt with by the administrative tribunals set up 
for the puepose. The tribunals must be independent 
of both the State and the Union Governments. 

4.9 The provisions of Article 355 cannot be made 
use of to locate Central police and armed forces in 
a State without the prior concurrence of the State 
Government. Law nnd 'rder is a Stne subject 
and the prerogattve of the States in this matter must 
be fully respected. There can of course be occasions 
when induction of Central Police Forces might be 
considered necessary. In all such cases however 
the Union Government cannot take suo moio decision' 
but must act according to the wishes of the Stat~ 
Government concerned. Simila• ly, lagislations such 
as the Disturbed Areas Act must not be extended to 
any State without the prior approval of the State 
Government. 

4.10 We are for the abolition of the Concurrent 
List. As such, the jurisdiction over newspapers 
books and printing presses should be transferred 
to t~e State~. Radio and Television are being in
creasmgly m1sused by the Centre. Such a situation 
cann~t b.e allo~ed to continue. In a country with 
~n.dt~ s s1ze, d1vers1ty and complexity of problems, 
1t IS Important that the State Governments are allowed 
parall~l jurisdiction over radio and television; the 
Const1tut1on may be amended accordingly. 

4.11 Till now, the institution of Zonal Councils 
has been only infrequently made use of. To serve 
the puepose they are intended to serve the Councils 
must meet at regular intervals and be' serviced by a 
permanent secretariat jointly set up by the State 
Governments, 
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4.12 Article 263 must be re-formulated to ensure 
that the inter-State Council is made mandatory. 
The Council should be constituted with the Prime 
Minister and Chi f Ministers of the States, as its 
members and should become the pivotal element in · 
the structure of Centre-State relations. The Prime 
Minister should be its Chairman, but the Council 
should also have a Vice-Chairman; this 12 tter posi
tion should rotate annually among the State Chief 
Ministers. The Council should meet at least four 
times during the year and the agenda should be 
decided upon by the Prime Minister in consultation 
with the Vice-Chairman; there should be provision 
for emergency meetings to discuss particular situations 
where the invocation of Article-356 or Article 365 
is being contemplated. A standing committee of 
the Council may be contemplated in case such emer
gency meetings are not considered feastble. The 
Council should have a permanent secretariat to be 
financed jointly by the Union and States. 

The Inter-State Council should have, among others, 
the following functions : (a) to givt its views on any 
proposals for interference with the boundaries of a 
State; (b) to offer its views on bills passed by State 
legislatures and referred to the President for consi
deration, in case Articles 200 and 201 are retained 
in their present form; (c) to consider proposals for 
removing a serving Governor; (d) to decide whether 
directives are to be issued under Articles 256 and 
257 and to reach decisions under Article 365 were 
such situations to arise; (e) to decide whether 
President's rule should be imposed in a State under 
Article 356; (f) to formulate guidelines to be followed 
by the Governor of a State; (g) to lay down the 
functions and responsibilities of the permanent 
agency to supervise and monitor the distribution of~ 
resources between the Union and tht States as 
indicated later; and (hl to advise the President 
with regard to questions and disputes under Act, 
143. 

Apart from our specific views on administrative 
relations between the Union and the States set forth 
in response to the questionnaire, we have one major 
change to suggest. This i~ with respect to the compo
sition of the Council of Statts. The Council of States 
was intended to reflect, at the level of the Union, 
the views and interests of the constituent States. Its 
present composition has put paid to those hopes 
and intentions. While the functions and responsi
bilities of the Council of States for the present need 
not be disturbed, its composition may be so changed 
as to ensure equal representation from all States, 
whether bi!!i o~ small. This principle is enshrined 
m the const1tut1ons of both the Soviet Union and the 
United States of America, and has contributed im
mensely to national cohesion and integrity. Article 
80 of our Constitution may be so amended that we 
too can reap the benefits which stem from the accep
tance ~f the principle of equal representation of the 
States m at least one chamber of the national parlia
ment. 

. It 1s also important that in view of the prevailing 
ctrcumstances, the special status which Article 370 
of the Constitution aceords to the State of Jammu 
and Kashmir is not interfered w1th. 



PART V 

FINANCIAL RELATIONS 
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5.1 The statutory devolutions, that is, devolutions 
to the States made in pursuance of the awards of the 
Financs Commissions, have comprised only a part 
of the total transfers from the Union to the States. 
Over the period since 1951, nearly 60 per cent of 
this total has cons is ted of Plan and discretionary 
transfers (Table I). Plan transfers too are in effect 
discretionary transfers, since the Planning Commis
sion, to all purposes, now acts accordance with the 
guidelines laid down by the Union Government. 
It is thus obvious that the hope cherished in regard 
to an 'automatic' and free-from-interference' arrange
ment has not borne fruit. Grants-in-aid of the revenue 
of State Governments are of course generally pre
ferred in terms of the recommendations of successive 
Finance Commissions. In so far as the Finance 
Commission itself is however appointed by the Presi
dent on the advice of the Union Government, it should 
be permissible to raise the basic question whether 
even the statutory transfers could be considered to 
be objectively determined in all circumstances. It is, 
besides, unrealistic to consider the transfers of the 
Union Government's tax receipts only. While 
discussing the aspect of distribution of res~urces 
between the Union and the States, the totality of 
resources available in the public domain ought to 
be taken into account. 

There is a second, equally important, considera
tion. The interest of the States would be adequately 
safeguarded only if, along with improved arrange
ments for objectively determined resource transfers, 
equal attention is also paid . to enlargi.ng the are~ of 
their fiscal operations. This would 1mply r~-ahgn
ment of the distribution of fiscal powers as delmeated 
in the Constitution in favour of the States. 

Another basic question which also relates to the 
sanctity of the recomm~nd_atio~s of the Fina?ce 
Commission is whether 1t IS given to the Umon 
Government to deny the States their dues, as r~com
mended by the Commission, for any particular 
financial year. 

TABLE 1 

Gross Ce11tral Tra11s[ers to States, 1951-84 
(Rs. crores) 

Period Statutory Plan Discretionary Total 
Transfers Transfers Transfers 

2 3 4 5 

1951-56 447(31. 2) 350(24. 5) 634(44. 3) 1,431 

1956-61 918(32. 0) 1,058(36. 9) 892(31. 2) 2,868 

1961-66 1,590(28. 4) 2,515(44. 9) 1,495(26. 7) 5,600 

1966-69 I, 782(33. 3) 1,767(33. I) 1,798(33. 6) 5,347 

1969-74 5,421(35. 9) 3,535(23. 4) 6,145(40.8) 15,101 

1974-79 10,873(43. 0) 7,722(30. 5) 6,683(26. 0) 25,278 

1979-84 22,757(43. I) 15,808(30. 0) 14,203(26. 9) 52,768 

1951-84 43,788(40. 4) 32,755(30. 2) 31,850(29.4) 108,393 

Fi ures in brackets indicate percentage to total g . . . 
SouRCE : Report of the Seventh Fmance Comnuss10n .(1978) 

and Reserve Bank of India Bulletm, variOus ISsues. 

5.2 The observations of the study team of the 
Administrative Reforms Committee remain relevant 
till this day. As can be seen from Table 2, the de
pendence of the State on the Union has in fact 
increased over the years, and, if things remain as 
they are, this dependence might in fact increase 
further in future. It is inherent in the existing arrange
ments that the Union's fiscal and other resources, 
raising powers would yield resources to it which are 
far in excess of its genuine requirements. The Union 
Government, in addition, has made several encroach
ments on the tax-raising and tax sharing prerogatives 
granted to the States by the Constitution. For instan
ce, the device of imposing a surcharge on income tax 
and the redefinition of Corporation tax have deprived 
the States of their legitimate share of these two most 
important sources of revenue. The solution must 
therefore be two-fold. First, the States' fiscal powers 
should be enlarged, and whatever encroachments 
on these powers have taken place since the Consti
tution came into force should be made void. Second, 
the totality of resources at the disposal of the Centre, 
including resources raised- through increases in ad
ministered prices, must be considered as a common 
pool and the States entitled to a share of this pool. 
This pool should also include the proceeds of the 
various borrowing programmes launched by the 
Union Government. At the same time, there should 
be a separate arrangement whereby the States are 
enabled to be actively associated with the formula
tion of the nation's monetary policy. 

TABLE 2 

Depe11dence of Staes on the Union 

Aggregate Central Trasnfers 1 as Percentage of Total Disburse
ments by States• 

1951-56 37.8 

1956-61 39.8 

1961-66 45.7 

1966-69 45.2 

1969-74 47.4 

1974-79 42.1 

1979-84 41.6 

1 Transfers on Revenue and Capital Accounts 

• Disbursements on Revenue and Capital Accounts. 

Source: Reserve Bank of India Bulletin, Various issues. 

5.3. To argue that providing additional fiscal 
powers to the States would increase inter-State dis
parities is not an easily defensible proposition. 
Even under the existing dispensation, inter-State 
disparities cannot be claimed to have narrowed 
compared to the situation obtaining thirty-odd 
years ago; the pattern of resource transfers from the 
Union to the States has not always conformed to the 
objective of advancing the cause of social and eco
nomic justice. If we leave out the so-called Spectal 
Category States, aggregate t~ansfers from the Centre 
in the quarter of a Century smce 1956 have generally 
favoured their relatively better-off States rather than 
the low income States (Table 3). So it is not that the 



protecting hand of the Union Government ensures 
the fiscal interests of those States which are economi
cally weak. Once it is accepted that devolution 
must encompass the total resources in the public 
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domain, a set of criteria can be adopted for ensuring 
that inter se distribution between the States places 
appropriate weightage to the problems encountered 
by the weaker States. 

TABLE 3 

Gross Budgetary Transfers from the Centre, 1956-81 
--------------------------

Rupees per capita Jndex numbers 
States 

A. High Income 

Punjab 
Harayana 
Maharashtra 
Gujarat 
West Bengal 
Group A 

B. Middle Income 

Tamil Nadu 
Kerala 
Orissa 
Assam 
Karnataka 

Andhra Pradesh 
Group B 

C. Low Income 

Uttar Pradesh 
Rajsthan 
Madhya Pradesh 

Bihar 
Group C 

D. Special Category 

Himachal Pradesh 
Jammu & Kashmir 
Tripura 
Manipur 
Nagaland 
Meghalaya 

Sikkim 

Group D • 

ALL STATES 

Statutory Plan 

2 

405 
389 
461 
466 
5~4 

471 

446 
611 
708 
742 
465 
504 
542 

446 
553 
428 
456 
459 

1,102 
1,304 
1,519 
2,302 
6,080 
1,702 

722 
l ,701 

516 

3 

443 
498 
291 
355 
314 
338 

350 
445 
536 
675 
374 
427 
436 

390 
461 
434 
363 
398 

1,405 
2,058 
1,125 
1,331 

3,896 
1,764 
3,271 
1,902 

440 

Discre
tionary 

4 

604 
490 
397 
398 
486 
449 

274 
335 
476 
659 
384 
381 
386 

264 
734 
248 
318 
332 

498 
1,466 

381 
925 

2,758 
845 

1,071 
1,086 

380 

Total 

5 

1,452 
I ,377 
1,149 
1,219 
I ,324 
1,258 

1,070 
1,391 
1,720 
2,076 
1,223 

1,312 
1,364 

1,100 
1,738 
1,110 

1,137 
1,189 

3,005 
4,828 
3,025 
4,558 

12,734 
4,311 
5,064 
4,689 

1,336 

Statutory Plan 

6 

78 
75 
89 
90 

102 
91 

86 
118 
137 
144 

90 
98 

105 

86 
107 
43 
88 
89 

214 
253 
294 
446 

1,178 
330 
140 
338 

100 

7 

101 
113 
66 
81 
71 
77 

80 
101 
122 
153 

85 
97 
99 

89 
103 
99 
83 
90 

319 
468 
256 
303 
885 
401 
743 
432 

100 

Discre
tionary 

8 

159 
129 
104 

105 
128 
118 

72 

88 
125 
173 
101 

100 
102 

69 
193 

65 
84 
87 

131 
386 
100 
243 
726 
222 
282 
286 

100 

Total 

9 

109 

103 
86 
91 
99 
94 

80 
104 
129 
155 
92 
98 

102 

82 
130 

83 
85 
89 

225 
361 
226 
341 
963 
323 
379 
351 

100 

SoURCE : K.K. George, 'Centre-State Financial Flows and Inter-State Disparities in India, University of Cochin (Mimeo), 1982. 

5.4 The options suggested by the question are neither 
exhaustive, nor should they be exclusive of one 
another. It is also not factually correct that large 
deficits in the Union Government's accounts in 
recent years are mostly because of devolutions made 
to the States. These devolutions have constituted a 
minor fraction of the total quantum of deficit 
financing each year. (Table 4.) The need to control 
expenditure and ensure its effective and eft1cient use 
will always be a major consideration whatever the 
level of resources available. Resort to deficit financing 
should be made only on the basis of overall national 
considerations and not because either the Union 
or the States are in difficult financial straits. If the 
total situation does not permit such deficit financing. 

thedUnion Gdodiyernment must desist from the measure 
an ra1se a twnal resources through other means. 

TABLE 4 

Total Resource Tmsfers from the Centre to rhe State 
tage of the Union's aggregate resources* s as perceu-

1951-56 • 
1956-61 
1961·66 
1966-69 
1969-74 
1974-79 
1979-84 

*Inclusive of deficit financing 

36.4 
32.3 
31.3 
31.4 
36.4 
30.7 
32.6 

SouRcE : Reserve Bank of India Bulletin ''"r1·0 u · 
' " S ISSUeS. 



. The ~bjective criteria for determining inter se 
distribution. among the. States should place the most 
stress on prvtectmg the mterests of the relatively poor 
and economically vulnerable States. Apart from the 
!ls~ect of relative levels of per capita income. the 
InCidence of poverty, illiteracy, industrial back
wardn~ss, the State of employment, etc. should be 
taken mto account. 

5.5. As already stated, the pattern of devolution 
of financial resources from the Union to the States 
~as been far from equitable. No amount of exhorta
tion upon the Union Government will improve 
matters unless clear-cut directives are written into 
the Constitution. Tuese directiws should be an in
tegral part of the scheme o { devolution of total re
sour~es available with the Ce ltrc and should be 
administered by a body appointed by the Inter-State 
Council. 

The task of monitoring resource-raising efforts 
as well as of economic management by the State 
Governments should be left to the State legislatures 
and other agencies in the respective States. Once 
devolution has been de-linked from the so-called 
revenue and capital gaps and is governed by a set 
of objective criteria, and is accompanied by a sub· 
~tantial enlargement of the States' taxing and borrow
mg powers, the States will be on their own and wil' 
be compelled to adjust their expenditure to the;, 
r~sources placed at their disposal. This itself would 
be the biggest stimulus for cultivation of fiscal res
ponsibility. 

5.6. If the equity principles are formally embedded 
in the criteria for resource-sharing, no special fund 
is called for. The crucial issue is to ensure adequate 
resources for the States. In the past, the Union Go
vernment has shown a tendency to encroach into 
the resource-raising areas belonging to the State 
Governments. All such encroachments should be 
made void through constitutional amendments. 

5.7. There is strong ground for suggesting that 
the jurisdiction of several fiscal items covered by 
Articles 268 and 269 should be transferred to the 
State Governments. None of the principles referred 
to will be affected thereby, and, given the demonstra
ted reluctance of the Union Government to deploy 
effectively the prerogatives currently enjoyed by it 
under these Articles, such a transfer will augment 
the aggregate flow of resources in the public domain. 

5.8. The argument put forth can be easily over
stated so as to justify the total centralisation of 
virtually all taxing powers, denying the States any 
tax-raising prerogatives whatsoever. To take the 
specific instance of sales taxation, which is in the 
State List but which the Union Government is des
perately striving to transfer to the Union List through 
the device of additional duties of excise. No convin
cing case has been established through an objective 
analysis of the Indian tax structure that sales taxa
tion by the States has adversely alfectecl the national 
economy even in a marginal manner. In a country 
of India's dirnensi,m, it would not be irrational to 
plead for a consider<tblc Jccentralisation of taxing 
powers so that, in both the imposition of taxes as 
---11 -- ... 1~ ..... :- n..:l'""'.nit'tr-::.tiAn f'I11P rPO'~TCt iS Oaid tO 
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local conditions. In the United States even the taxa
tion of income is a prerogative of the' federal govern
ment shares with the States. The. distribution of 
fiscal powers in our Constitution was

4

heavily influenc
ed by the arrangements in the Government of India 
~ct, 1935; it is altogether out of tune with the present 
cucumstances. This arrangement paid but little 
attentiOn to the aspects of efficiency of tax collection 
and of regional variations. 

5.9. There is much merit in the suggestion that 
fiscal . transfers should steer away from making 
any distmcuon between Plan and Non-Plan transfers. 
As practised, this distinction is mostly arbitrary. 
Transfers to the States should be decided upon on 
an assessment of overall resource available and the 
allocation between the States should be made with 
appropriate regard to the criteria laid down for en
suring inter-State equity. It is therefore only appro
priate that financial transfers of all categories be 
decided upon and reviewed periodically by one and 
the same body. Were the Planning Commission so 
constituted as to inspire the confidence of the States, 
this responsibility could have been assigned to it. 
If the Commission however continues to be appointed 
in the present manner, the task of deciding the fiscal 
transfers should rather be assigned to an independent 
body to be set up under the auspices of the Inter
State Council. 

5.10. This question has already b<:en answered. 
Finance Commissions have attached a dispropor
tionately large weightage to the gap-filling approach. 
As a result, some States have tended to overstate 
their gaps and some other States have had no in· 
centives to reduce such gaps. As stated above, the 
existing arrangements have not led to any narrowing 
of inter-State disparities either. 

5.11. The view expressed is by and large valid. 
It is important that the existing approach. which 
places a large premium on the aspect of filling gaps 
in the capital and revenue accounts, is abandoned 
and a set of independent and objective criteria-as 
already stated-are laid down for determining the 
allocation between the Centre and the States and the 
inter se allocation among the States. 

5.12. The suggestion of the Seventh Finance Com
mission is well taken in so far as the choice between 
tax-sharing and grants in-aid is concerned. This is 
of course on the assumption that a solid foundation 
has been laid for the equitable sharing of fiscal re
sources between the Centre and the States and as 
between the States. 

5.13. The objective should be to move away from 
the principle of grants-in-aid altogether. Once the 
criteria of resource-sharing take into fullest account 
the different aspects of economic and social disparities, 
there should be no occasion for considering separately 
the issue of grants for narrowing down disparities 
in the level of administrative and social services. In 
any event, the mechanism of grants must not be 
deployed to discriminate further in favour of the 
relatively better off States, as would appear to have 
been the case in the past. There may be some provision 
for offering grants-in-aid to cover situations of emer
gency, but the allocations must be made exclusively 



by the body set up by the inter-State Council suggested 
above and not at the discretion of the Union Go
vernment. 

5.14. As explained earlier, the sharable divisible 
pool should include the totality of resources raised 
by the Centre on both revenue and capital accounts 
and therefore, should include all conceivable sources 
of revenue-gathering. The case for including receipts 
obtained through periodic increases in administrative 
prices in the divisible pool derives from the consi
dP.ration that such increases in the recent period has 
been intended largely to circumvent the constitu
tional requirement to share the proceeds of excise 
duties with the States. An allowance may however 
be made for that part of the increase in administra
tive prices which genuinely reflects an increas~ in 
costs. As regards capital receipts, such as those from 
special bearer bonds, the case for their inclusion in 
the divisible pool rests on the ground that contri
butions to these bonds directly affect receipts under 
income tax. Since the States are, under the existing 
dispensation, entitled to 85 per cent of the proceeds 
from income tax , it is only proper that contributions 
to the bonds too should be included in the pool. 
Similarly, proceeds from all schemes for revenue
raising, which are contingent upon major concessions 
being accorded under the income tax, such as in 
the case of the recently announced National Deposit 
Scheme, should be sharable with the States; it is not 
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necessary to specify individual items, since it is our 
contention that all revenues raised by the Centre 
should be shared with the States. 

5.15. The purport of this question is not immedia
tely obvious. It is a matter of political judgement 
what proportion of the nation's total savings, in
cluding private savings, should be drafted for the 
public domain. What is important to point out is 
that while in the Union Government's total budgetary 
receipts, the share of tax and non-tax revenues has 
improved in relation to that of capital receipts since 
the period of the second plan (Table 5), the share of
the States in the Centre's aggregate budgetary receipts 
has not increased over the years (Table 6). This trend 
is clearly relatable to the drastic decline in the amount 
of loans received by the States from the Union Go
vernment as a proportion of the Ia Iter's aggregate 
capital receipts. 

5.16. The contention is not correct. The budgetary 
deficits of the States have not grown at a rate faster 
than those of the Union. As can be seen from Table 7, 
the overall deficits of the State Governments as a 
proportion of their total disbursements have remained 
far below the corresponding proportion of the Cent
re's deficits. The fiscal difficulties the States have been 
facing of late is attributable to the shrinking share 
of the States in both the Centre's capital receipts 
and direct market borrowings. 

TABLE 5 

Structure of the Uuion Goverrune11ts Resources 

First Second 

2 3 

Tax Revenue 57.1 43.2 
Non-Tax Revenue 7.8 7.8 

Total Revenue 64,9 50.2 
Capital Receipts 22.5 38.4 
Deficit Financing 12.5 11.4 

Total 100 100 

SouRCE : Reserve Bank of India Bulletin, various issues. 

Tax revenue transferred to States as percentage of 
Centre's gross tax revenue 
Total revenue transfers (Taxes plus grants) as percentage 
of Centre's gross revenue . 
Loan transfers to States as percentage of Centre's capital 
resources capital receipts plus deficit financing . 

Total transfe" as percentage of total Central resources 
including deficit financing 

TABLE 6 

Transfer to States 

First Second 
Plan Plan 

2 3 

17.0 19.6 

23.0 27.4 

61.5 35.2 

36.4 31.3 

SouRCE : Reserve Bank of India Bulletin, various issues. 

Plan Period 

Third 

4 

44.5 
12.0 
56.5 
39.0 
4.4 
100 

Third 
Plan 

4 

15.2 

24.3 

40.2 

31.3 

Annual 
Plans 

5 

42.9 
11.8 
54. 7 
40.7 
4.6 
100 

Annual 
Plan 

5 

17.5 

28.4 

34.9 

31.4 

( as percentage of total ) 

Fourth Fifth Sixth 

6 7 8 

47.1 50.4 49.1 
12.5 13.5 12.5 
59.6 63.9 61. 6 
35.5 31.7 32.3 
5.0 4.4 6.1 
100 100 100 

Fourth Fifth Sixth 
Plan Plan Plan 

6 7 8 

23.3 19.8 26.9 

33.9 31.0 35.9 

40.2 30.1 27.1 

36.4 30. 7 32.6 
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TABLE 7 

The Uuio11 and the Stat<s : Cap tal Receipts, Deficits Market Loans 

First Second Third Annual Fourth Fifth Si<th 
plan Plan Plan Plan Plan Plan Plan 

2 3 4 5 6 7 8 

Centre's deficit as percentage of its total disbursements 12.5 11.2 4.4 4.6 4.9 4.4 6.1 

States' deficit as percentage of their total disbursements 0.8 I, I 0.4 1.4 0.6 ~ J. 5• 2.7 

States' overdrafts as percentage of aggregate resort to 
Reserve Bank of India by Centre and States** . No Avai- 2.3 8.3 11.4 +1.3* +5.3• 4.8 

I able 

States' share in gross market loans 28.8 26.6 23.7 12.9 21.0 20.2 12.7 

Market loans as percentage of Centre's capital receipts 33.0 30.0 20.9 35. I 23. I 21.6 32.0 

Market loans as percentage of States' capital receipts. 14.4 15. I 9.4 8.7 8.4 8.9 8. I 

Share of capital receipts in States' total receipts 31.7 35.2 38.9 35.0 33.7 26.6 23.6 

*Surplus. 
**Overdrafts plus ways and means advances to States plus Reserve Bank or India subscriptions to treasury bills. 

SoURCE : Reserve Bank or India Bullotin, various issues. 

5.17. For some States, such as West Bengal, 
the burden of repayment is close to 40 per cent of 
total capital disbursements, and has been so over a 
consistently long period (Table 8). A periodical 
review of this burden is an imperative necessity. The 
body proposed by us to be set up under the auspices 
of the Inter-State Council to decide upon Centre
State fiscal transfers should have the prerogative to 
recommend write-off of outstanding debts of State 
Governments from time to time. The rationale for 
such write-off is strengthened by the fact that a 
considerable proportion of loans to the States by 
the Centre has been financed through recourse of the 
printing press; the Centre therefore has no moral 
right to insist .on the repayment of such loans. The 
viability of the State Governments, and their capacity 
to initiate developmental expenditure of any meaning
ful dimensions, will be seriously impaired if these 
debts persist. 

5.18. There can be no question that the right of 
the States to borrow has been unduly restricted by 
the Constitution. As long as a State Government has 
a line of credit with the Union Government, it has 
at present no right to borrow from any other source 
without the explicit permission of the Centre. In 
any event, the States have no prerogative to contract 
public loans on their own and have to depend upon 
whatever borrowings are permitted by the Centres. 
Unlike in the 1958 when two-third of the total 
public borrowings were assigned to the States, 
the proportion has now dwindled down to around 
10 per cent. (Table 9.) This is an absurd situation, 
and needs to be reversed. Once the right to borrow 
on their own is accorded to the States, it would of 
course be necessary to ensure that they d? not trans
gress the limits of sound finance; the mdependent 
body to be constituted by the Inter-State Council 
to determine the distribution of resources between 
the Centre and the States could be the regulating 
agency for t b is purpose. 

TABLE 8 

Repayment Burden of States 

(Repayments as percentage of total capital disbursements) 

1967-68 1968·69 1969-70 1970-71 1971-72 

I. Andhra Pradesh 46.69 48.88 42.69 57.27 43.08 

2. Assam. 

3. Bihar • 

51.D W.~ ~.71 58.~ 55.U 

24.34 32.35 22.43 23.09 31.88 

4. Gujarat 23. 22 

5. Haryana 37.92 

6. Himachal Pradesh 

7. Jammu & Ka
shmir. 

5.08 

22.39 28.47 

43.54 47. IS 

o. 42 52.39 

25.26 

27.55 

15.37 

28.17 

34.31 

13.19 

0. 72 46.06 

8. Mysore/Karna- 21. SO 26.08 29.97 36.44 44. 89 
nataka* 

9. Kerala 27.59 

10. Madhya Pradesh 35.22 

I I. Maharashtra 16.97 

12. Manipur 

13. Meghalaya 

14. Nagaland 

IS. Orissa . 40,51 

16. Punjab. 21.81 

17. Rajasthan 42.29 

18. Sikkim. 

33.58 

43.52 

16.58 

49.32 

35.02 

50.22 

30.79 

44.82 

38.79 

44.98 

34.36 

35.41 

36.51 

46.16 

39.37 

12.90 

22.29 

2.40 

50.00 

23.01 

59.08 

32.37 

36.66 

23.33 

31.60 

5.28 

5.77 

37.06 

19.48 

64.77 

!9. Tamil Nadu 24.78 51.73 30.97 37.58 28.40 

20. Tripura. 51. 82 

21. Uttar Pradesh 20.18 27.59 35.51 U.46 27.38 

22. West Bengal 16.43 31.71 46.22 41. 83 39.47 

ALL STATES ~2~6.~672~3~3~.2~4--~36-.-03---3-S-.5-4--~37~.~61~ 



TABLE 8- Conrd. 

1972- 1973- 1974- 1975- 1976- 1977-
73 74 75 76 77 78 

I. Andhra Pradesh 40.23 51.57 15.66 17.89 15.65 14.17 
2. Assam 67.08 57.72 25.86 28.62 18.83 16.12 
3. Bihar 20.39 40.13 20.50 28.68 34.17 33.80 
4. Gujarat 17.57 28.48 13.06 33.42 11.83 16.82 
5. Haryana 28.88 21.02 24.78 28.0916.5214.67 
6. H;m~chal Pradesh 18.07 28.60 19.40 27.79 18.87 13.95 
7. Jammu & Kashmir41.57 34.46 ll'.50 15.7619.40 7.12 
8. Mysore;Karnataka 27.47 43.24 26.56 19.01 13.4713.87 
9. Kerala 33. 15 42.71 22.43 32.60 35.35 22.21 

10. Madhya Pradesh. 32.73 34.1314.3316.8411.1214.21 
11. Maharashtra 
12. Manipur 
13. Meghalaya 
14. Nagaland 
15. Orissa 
16. Punjab 
17. Rajasthan 
18. Sikkim 
19. Tamil Nadu 
20. Tripura 
21. Uttar Pradesh 
22. West Bengal 

ALL STATES 

29.22 35.22 16,77 15.94 16.11 10.32 
12.52 18.60 2.92 2.91 39.00 8.64 
44.40 20.08 1.63 3.58 4.43 5.25 

5.28 9,31 1.14 19,28 27.72 28.28 
44.67 44.71 16.93 29.41 16.19 16.23 
14.10 18.30 20.26 21.13 19.38 42.04 
35.39 49.68 18.18 25.75 19.52 20.71 

.. 0.04 I. 32 
33.77 37.14 14.41 24.13 15.00 13.25 
18.90 16.47 6.22 7.32 5.29 14.76 
20.41 24.25 24.27 23.82 15.59 15.02 
36.26 46.76 29.99 27.68 24.61 30.34 

30.02 36.50 19.61 22.98 18.44 18.17 

TABLE 8-Conrd. 

1978- 1979- 1980- 1981- 1983- 1983-
79 80 81 82 84 84 

(a) (b) 

1. Andhra Pradesh . 14.06 13.21 15.33 22.67 20.49 16.77 

2. Assam 
3. Bihar. 
4. Gujarat 

13.96 7.28 63.62 32.72 19.40 21.33 
18.26 13.62 7.37 12.20 17.36 19.19 
16.81 5. II 8.42 18.46 15.91 16.59 

5. Haryana 12.97 12.69 10.53 18.84 26.89 26.69 
6. Himachal Pradesh 11.28 2.57 52.65 4.70 5.15 5.33 
1. Jammu & Kashmir21.73 8.3513.78 44.07 20.31 19.08 
s. Mysore'Karnataka 19.23 16.17 18.67 16.58 19.8016.59 
9. Kerala 21.24 9.46 9.98 47.41 17.86 16.94 

10. Madhya Pradesh. 11.07 8.47 9.66 11.86 14.00 13.47 

11. Maharashtra 
12. Manipur 
13. Meghalaya 
14. Nagaland 

IS. Orissa 
16. Punjab 
17. Rajasthan 
18. Sikkim 
19. Tam Nadu 
20. Tripura 
21. Uttar Pradesh 
21. West Bengal 

ALL STATES 

13.32 4.98 6.65 14.48 14.00 13.56 
6.10 26.71 61.11 13.91 11.04 II 31 
5. 31 0. 86 45.37 4.10 10.18 10.15 
7.99 18.25 63.68 18.46 3.90 4 16 

14.76 12.01 26.57 18.81 22.40 19.05 
32.71 10.76 18.23 25.80 25.96 31.77 
15.97 30.43 29.72 27.99 21.72 24.47 
3.29 2.18 2.20 4.45 4.97 4.53 

13.66 15.88 7.52 11.68 17.98 19.89 
10.05 1.67 49.51 3.05 15.33 4.84 
15.32 12.41 12.43 15.84 17.30 19.78 
29.30 38.38 30.81 37.94 35.18 35.96 

16.77 13.74 18.56 20.58 19.02 -19. 18 

* The figures upto 1971-72 are for the State of Mysore. 

(a) Revised Estimates 
(b) Budget Estimates. 
SoURCE : Reserve Bank of India Bulletin, various issues. 
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TABLE 9 

Net Public Borrowing 

RetaincJ Allottect 
Total by Union to 

Govern~ States 

1955·56 
1956-57 
1957-58 
1958-59 
1959-60 
1960·61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 

1972-73 
1973-74 
1974-75 
1975·76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-R3 

82 
141 

71 
2,227 

175 
134 
137 
158 

*143 
187 
210 
177 

168 
148 
182 
234 
398 

567 
638 
706 
728 

1,024 
1,369 
1,839 
2.148 
2,805 
3,238 
3,952 

ment 

2 

(Rs. crores) 

27 
77 
66 

181 
107 
67 
63 
73 

102 
104 
80 
94 
78 

139 
134 
295 
433 
471 
494 
453 
845 

1,191 
1,654 
1,961 
2,604 
2,904 
3,554 

~Data on allocation to the St1tes not available. 

SouRcE : Reserve Bank of India. 

3 

55 
64 

.. 5 
46 
66 
67 
74 
S5 

85 
106 
97 
74 
70 
43 

100 
103 
134 
167 
212 
275 
179 
178 
185 
187 
201 
334 
398 

(3) as 
percentage 

of (I) 

4 

67.7 
45.4 
6.2 

30.3 
38.9 
30.0 
54.0 
53.8 

45.5 
50.5 
54.9 

44.1 
47.3 
23.6 
42.7 
25.9 
23.6 
26.2 
30.0 
37.8 
17.5 
13.0 
10.1 
8. 7 
7.2 

10.3 
10.5 

5.19 We h<1ve serious reservations about the rate 
of Interest charged and the period of repayment en
forced for V nion Government transfers to the States 
~gainst.Ioans or credit received from external financial 
mstttut10ns. The States are deprived on a number of 
counts. The full quantum of the IC'lan or credit is 
not passed on I? them; the rate of interest charged 
IS also much htgher than what the foreign agency 
charges. In several. mstances, the stipulated period 
?f ~ep~yment too IS shorter than what the foreign 
mstttutt~n has agreed to for the Union Govern
ment. Fmally, many of the conditions that are im
posed are often more onerous for the State Go
vernments tha'l they are for the Centre. The entire 
arrangement should be reviewed. 

5.20. The suggestion to have a National Loans 
or .Credit Council is well taken. Such a Council in 
wh1c~ the Union Government, the State Governm~nts 
and mdependent experts may b~ represented, should 
be the final authonty for settmg borrowing limits 
for the dtfferent States and for the Centre. The Re
serve Bank of Indta, as at present constituted, cannot 



fulfil this function, since it has been made into a sub
ordinate office of the Union Government. Alter
natively, the Reserve Bank of India Act should be 
so amended as to make the Bank an entity fully 
mdependent of the Union Government, and one in 
which the State Governments will have adequate 
representation along with outside experts. 

5.21. The doubling of the limits for ways and 
means advances to the States in 1982 was done arbi
trarily and without consultation with the States. 
An analysis of the data for the past few years indicates 
that w:1il~ the Union Government has been indulging 
in deficit financing to the extent of close to 15 per 
cent of its total disbursements, the corresponding 
average for the States taken together is less than 3 
per cent. This is an anomalous situation. The total 
volume of deficit financing in a year should be deter
mined by either the National Credit Council, or, 
alternatively, by the Reserve Bank of India in case 
it can be restructured as an independent entity. 
The quantum of such created money should be 
evenly distributed between the Centre and the States; 
the inter se distribution between the States should 
once again be determined either by the National 
Credit Council or a re-structured Reserve Bank of 
India. The States should not obviously be permitted 
to have overdrafts beyond limits, just as the Union 
Government too must not be allowed to indulge 
in unbridled money creation. But the limits to 
created money should not be mechanically deter
mined, and special circumstances which the States 
or the Centre are facing should be taken into account. 

5.22. True, some of the State Governnments 
have been sluggish in exercising their prerogative to 
impose, for example, agricultural income tax and 
other taxes on land. It would be justifiable if indivi
dual States are set targets by the Inter-State Council 
in this regard. If the target is not complied with and 
the States are unable to offer any satisfactory explana
tion for their failure to attain the target set, the 
Council should issue a directive to the body which 
would determine the allocations from the divisible 
pool to apply a penalty clause for the defaulting 
States. If the States happen to be sluggish, they will 
have access to less resources. Once the system puts 
the onus on the States, the responsibility for optimi
sing resources too can be placed squarely on them. 

5.23. The Centre too has been neglecting many 
important areas of taxation. It has been soft in the 
spheres of both corporate and income taxation and 
has steered away from exploiting the resource
raising possibilities which Article 268 and 267 provide. 
The remedy lies, first, in transferring some of the 
relevant items to the State List, and, second, in con
sulting the States on the structure of rates for taxables 
items which belong to the Union List but the yield 
from which are crucially important to the States. 
Here too the Inter-State Council should have the 
prerogati;e to assign targets and devise a mechanism 
of punishment if its directives are ignored. 

5.24. The suggestion is worth consideration. 

5.25. Since Article 269 has not been at all made 
use of by the Centre for raising additional resources 
the fiscal items covered by it should be transferred 
to the State List. 

78-288/87 
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5.26. The Union Government has deprived the 
States of substantial revenue by the manner in which 
it has dealt with the tax on railway passenger fares. 
The compensation offered for the loss suffered by 
the States is of a derisory nature. The status quo ant a 
should be restored. 

5.27. Union Territories constitute a special cate
gory and the allocation for them should be decided 
on overall national considerations; the receipts from 
individual taxes from within their borders should not 
be relevant. 

5.28. This is one area where the States have been 
experiencing considerable difficulty. Funds to fight 
natural calamities have to be provided for adequately 
and the provision of some annual amount by way 
of so-called margin money does not enable the States 
to meet the contingencies when they actually arise. 
Regardless of where they occure providing for 
natural calamities should be regarded as a national 
obligation. The formula suggested by the Seventh 
Finance Comm:ssion has not proved satisfactory. 
The opinion of an expert team jointly nominated 
by the Union Government and the State Government 
concerned on the requirement of funds should be 
considered final in the matter and the funds needed 
both to provide immediate relief and to repair the 
damage should be a charge on the Union budget; 
the State Government should be promptly remitted 
the amount thus determined. 

5.29. We suggest that the State Governments be 
provided with adequate representation, in case 
necessary, by rotation, on the boards of the Reserve 
Bank of India and the nationalised Banks. The general 
guidelines of credit policy should be laid down either 
by the National Credit Council or the Reserve Bank 
of India thus reconstituted, which the financial 
institutions must strictly adhere to. 

5.30. Under all circumstances, funds must be 
spent prudently. But in a huge country such as India, 
there are some crucial administrativ•. aspects in
volved in the collection of resources which can 
hardly be ignored and which suggest that some of 
the major taxes must be left to the care of the States. 

5.31. There is wasteful expenditure on the part 
of both the Union and the States. Surveillance in this 
matter is however best left to the respective legisla
tures and the Comptroller and Auditor General. 
The major safeguard against wasteful expenditure 
by the Union Government is to take away some of its 
prerogatives for excessive resource raising, as we 
have suggested. Similarly, the best insurance against 
irresponsible fiscal behaviour on the part of the 
States is to inform them that once the system of 
financial devolutions has been restructured in the 
manner set forth above, they will be on their own 
and could not expect to the bailed out by the Union 
Government in the case of improvident expendi
ture. 

5.32. The problem does not lie in the procedure 
suggested in Articles !50 and 151, or in the role of 
the Comptroller and Auditor General either. It is 
in the modality of appointment of the CAG, which 
is currently done by the President on the advice of 
the Union Council of Ministers in accordance with 



Article 74 of the Constitution. This procedure needs 
to be changed. A Constitutional amendment should 
ensure that in the matter of the appointment of the 
CAG, the President is guided by the Inter-State 
Council and not by the Union Cabinet. Similarly, 
it is important that the CAG, he precluded by a 
constitutional amendment from accepting any em
ployment in the private sector too following his re
tirement; in case necessary, his emoluments and re
tirement benefits might be suitably adjusted upwards. 

5.33. It is important that 'performance' auditing 
or 'evaluation auditing' is expanded all along the 
line. 

5.34. The Comptroller and Auditor General's 
powers should be extended so that certain areas of 
auditing, where the CAG at the moment has only 
a perfunctory jurisdiction, are enlarged. This applies 
particularly to defence expenditure and the Govern
ment's outlay on foreign trade. 

5.35 and 5.36. We are generally in favour of pro
viding greater scope to the Comptroller and Auditor
General so that, in important spheres, audit and 
analysis could be undertaken in depth. Wherever 
necessary, the CAG may be armed with additional 
prerogatives to enable him to inform the public on 
particular developments in the pattern of, and trends 
in, public expenditure. 

5.37. The present arrangements with respect to 
the Estimates Committee may continue. 

5.38. We do not believe that an Expenditure 
Commission will be of much avail. The propriety of 
expenditure is a matter of political judgement and is 
best left to the State legislatures. They should however 
have the benefit of detailed :malysis undertaken 
by the CAG's office. 

5.39. There are several spheres where the Union 
Government, in contravention of the spirit of the 
Constitution, tries to influence the pattern of expendi
ture on particular projects, oil the ground that the 
projects are Centrally assisted or belong to a Con
current area of jurisdiction. Such intereferences must 
stop. The surveillance by the CAG should be consider
ed adequate enough to ensure that the funds are 
properly spent by the States. 

PART VI 

ECONOMIC AND SOCIAL PLANNING . 

6.1 The deficiencies in the present planning process 
as listed in the question are generally valid. The 
National Development Council does not find a place 
in the Constitution; it is convened by the Union 
Government at its discretion, and its functions have 
been reduced to empty rituals. The Planning Commis
sion. which again has neither constitutional nor legal 
sanctity, has also been converted into an appen
dage of the Union Government; it is the voice of the 
Centre which is predominant in its deliberations and 
decisions. It is therefore important that the National 
Development Council be supplanted by a properly 
constituted Inter-State Council in terms of Article 
263, as amended, with due weightage given to re-
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presentation of the State Governments. The 
Planning Commission should be converted into a 
secretariat of the Inter-State Council and its per
sonnel must be decided upon by the Council, again 
with appropriate weightage given to the . point~ ~f 
view of the State Governments. The Umon miniS
tries must not be allowed to impose their ideas on the 
Planning Commission and the role of Centrally 
sponsored schemes should be drastically reduced. 

6.2 The National Development Council, as stated 
above, should be susbstituted by the Inter-State 
Council to be set up in terms of a properly amended 
Article 263. It must meet more frequently than the 
NDC does now a days, if that is not feasible, a 
standing committee of the Inter-State Council should 
be convened at regular intervals. The Planning 
Commission should abide by the directives of the 
Council and must not be allowed to assume the role 
of final deciding authority. 

6.3 The Planning Commission, as currently consti
tuted, not only acts in close understanding and con
sultation with the Union Ministries, but is in effect 
subservient to them; in contrast; it treats the State 
Governments as one would treat underlings in a 
feudal milieu. Its composition and functions have 
to be drastically changed, as suggested above. 

6.4 Our proposals with respect to the reconstitu
tion of the Planning Commission have already been 
set forth. It should act as a secretariat of the Inter
State Council, and its composition must give due 
weightage to the views of the States vis-a-vis those 
of the Union. 

6.5 The Planning Commission, as reconstituted in 
terms of the suggestions given above, should confine 
itself to offer advice on the overall aspects of planning 
and investment. 

6.6 While the fixation of particular macrolevel 
priorities and targets may be left to the Commission, 
which would make its recommendations to the Inter
State Council, detailed planning with respect to sub
jects which fall within the States' sphere should be 
left to the States. The present practice of subjecting 
State plans and proposals to minute scrutiny by the 
Commission is unwarranted and should be discarded. 

6. 7 Unless the Planning Commission is restruc
tured, it would be dangerous to leave the prerogative 
of resource transfers to it. It would in any event be 
more appropriate to keep the activities of the Commis
sion confined to the task of Plan formulation, 
although it must feel free to offer advice on aspects 
of resource raising. But the issues of resource trans
fers should be the prerogative of the independent 
agency, already suggested above, to be appointed 
by the Inter-State Council. 

6.8 and 6.9 Once the Inter-State distribution of 
total resources transferred to the States has been 
determined on the basis of an objective, equitable 
formula by the body set up for the purpose by the 
Inter-State Council, the question of their Plan size 
may be left to the individual States. If, through 
additional mobilisation, they can increase the size 
of their Plan, it should not be within the ambit of the 
Commission to demur. The Gadgil formula, along 



with its subsequent rev1s1ons, can at best be des
cribed as striving towards reaching the goal of Inter
State equity, but there are components in it, such 
as the weightage given to continuing irrigation and 
power schemes, which have operated against the inter
ests of the poorer States. Besides, the formula has 
so far covered only a fraction of the total Plan assis
tance to the States. There is no reason why external 
assistance, for instance, such resources as are received 
via World Bank loans and IDA credits, should also 
not be covered by whatever formula is adopted for 
resource transfers to the States. This task should 
not be left to the Planning Commission, but delegated 
to the agency proposed by us to be set up under 
the auspices of the Inter-State Council. 

. 6.10 The point of view is valid and the Union 
Government should be asked to reduce drastically 
the amount set aside for centrally sponsored schemes. 

6.11 Monitoring and evaluation need to be streng
thened at both the Union and the States levels. For 
such monitoring to be meaningful, uniform criteria 
must be adopted and an understanding reached with 
the Comptroller and Auditor-General on areas of 
respective jurisdiction. 

6.12 In a country of India's size and diversities, 
Planning has to be decentralised right up to the village 
level. Such decentralisation should begin with the 
devolution of more responsibilities and resources to 
the State Governments, who in turn should agree to 
devolve funds and functions to district and village 
bodies. The districts should be the primary unit for 
Plan formulation, then the State, then the nation as 
a whole. 

6.13 Unfortunately, given the predominant role 
till now of the Union ministries and the Planning 
Commission in the Planning process, the State Plan
ning Boards have not been very effective. Unless the 
format of national planning is changed, the State 
Planning Boards are unlikely to come to their own. 

PART VII 

MISCELLANEOUS 

Industries 

7.1 The objectives as adumbrated in the Industries 
(Development and Regulation) Act 1951 should be 
re-defined. Except for a number of industries cru
cial for defence, or where massive investments are 
called for beyond the capability of a State Govern
ment the responsibility for overall planning and 
Jicen~ing of industries should be .tr.ansf~rred ~o the 
States; this, after all, was the ongmal mtentwn of 
the Constitution. Things have now come to such a 
pass that over large areas, the State Governments 
cannot e~en set up a Committee to enquire into the 
affairs of a particularly industry without the concu
rrence of the Centre. 

7.2 The compulsions of national public interest 
need not extend beyond defence industries and one 
or two major industries where investments are beyond 
the capability of a State Government. It would be 
unreasonable to assume that the State Governments 
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are per se unmindful of the 'national' or 'public' 
mterest ; they two are capable of defending and 
furthering the interests of the nation. Keeping this 
contest in view, a considerable number of industries 
can be shifted to the jurisdiction of the States. 

To illustrate, the following items can be deleted 
from the list in the First Schedule of the IDR Act; 
I. Metallurgical Industries 

Other products of iron and steel 
Iron and Steel castings and forgings 
Iron and steel structures 
Iron and steel pipes 

2. Electrical Equipment 
Equipment for generation, transmission, and 
distribution of electricity including transformers 
Electrical motors 
Electrical fans 
Electrical lamps 
Electrical furnaces 
Electrical cables and wires 
Household appliances such as electric iron, heaters, 
etc. 

3. Telecommunications 
Telephones 
Telegraph equipment 
Wireless communication apparatus 
Radio receivers, including amplifying and public 
address equipment 
Television sets 
Teleprinters. 

4. Transportation 
Automobiles (motor cars, buses, trucks, motor
cycles, scooters, etc.) 
Bicycles 
Others, such as fork lifts, trucks, etc. 

5. Industrial Machinery 

6. Machine tools 

7. Agricultural Machinery 

8. Earth moving Machinery 
Bulldozers, dumpers, scrapers, loaders, shovels, 
drag lines, bucket wheel excavators, road rollers, 
etc. 

9. Miscellaneous Mechanical and Engineering Industries 
Plastic moulded good~ 
Hand tools, small tools, etc. 
Razor blades 
Pressure cookers 
Cutlery 
Steel furniture 

10. Commercial, Office and household Equipmeotl 
Typewriters 
Calculating machines 
Air conditioners and refrigerators 
Vacuum cleaners 
Sewing and knitting machines 
Hurricane lanterns 



II. Medical and Surgical Appliances 
Surgical instruments-sterilizers, incubators, etc. 
and the like. 

12. Industrial Instruments 
Water meters, steam meters, electricity meters, 
etc. Indicating, recording and regulating devices for 
pressure, temperature, rate of flow, weights, levels etc. 
Weighing machines. 

13. Scientific Instruments 

14. Mathematical, Surveying and Drawing Instru
ments. 

15. Textiles (including those dyed, printed or otherwise 
processed). 

made wholly or in part of cotton, including cotton 
yarn hosiery and rope 

rr.ade wholly or in part of jute, including jute, 
twine and rope. 

made wholly or in part of wool, including wool tops, 
woollen yarn, hosiery, carpets and druggets 

mac'e wholly or in part of silk, including silk 
yarn ·and hosiery. 

made wholly or in part of synthetic, artificial (man
made) fibres, including yarn and hosiery of 
such fibres. 

16. Sugar 

17. Fermentation Industries 

18. Food Processing Industries 
Canned fruits and fruit products 
Milk foods 
Malted foods 
Flour 
Other processed foods 

19. Rubber goods 
Tyres and tubes 
Surgical and medical products, including prophy

lactics. 
Footwear 
Other rubber goods 

20. Leather, Leather Goods and Pickets 

21. Glue and gelatin 

22. Glass 
Hollow ware 
Sheets and plate glass 
Optical glass · 
Glass wool 
Laboratory ware 
Miscellaneous ware 

23. Ceramics 
Fire bricks 
Refractories 
Furnace lining bricks/acidic, basic and neutral 

China ware and pottery. 
Sanitary ware 
Insulators 
TiltS 
Graphite ceramics 
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24. Cement and Gypsum Products 
Portland cement 
Asbestos cement 
Insulating boards 
Gypsum boards, wall boards, etc. 

25. Timber Products 
Plywood 
Hardboard, including fibre-board, chip-board and 

the like 
Matches 
Miscellaneous (furniture components, bobbins. 

shuttles, etc.). 

26. Miscellaneous Industries 
Cigarettes 
Linoleum, whether felt based or jute based 
Zip fasteners 
Oil stoves 
Printing, including litho printing. 

7.3 Apart from in the case of the strategic indus
tries, industrial licensing and capacity control should 
be decentralised and handed over to the States. 

For the import of -capital goods, there should be 
regional boards to process the requests from the 
States. A similar arrangement could be made for 
foreign collaboration agreements. Of course such 
regional boards would have to operate within the 
board guidelines set by the Inter-State Council and 
a national body for overseeing capital imports and 
foreign collaboration arrangements. As at present, 
there should also be national boards for allocating 
scarce raw materials, with strengthened representa
tion of the State Governments. 

1.4 While it is true that State Governments will 
have to make relatively more rapid progress to reach 
the goal of industrial dispersion, the task will be 
rendered considerably easier once a decentralised 
structure of administration and planning becomes a 
reality. 

1.5 To the extent that the size of State Plans depends 
on the loans the States are able to raise either from 
the market or directly from the financial institutions, 
the quantum as well as the inter-State distribution of 
such borrowings are of significance. These borrow
ings. add up to only 10 per cent of the current capital 
receipts of the States. As far as market borrowings 
are ~oncerned, as already stated, the States at present 
re~e1ve only 10 per cent of the total capital raised in 
this manner from the market. It is equally remark
able that the share of State Governments' securities 
held by the Life Insurance Corporation of India as a 
proportion of its total holdings, has been deciining 
over the years : between 1969 and 1982, it fell from 
35.7 per cent to 18.5 per cent. As regards their 
distribution between the States the poorer States 
are relatively the worse off; t~ee out of the four 
low-income States received resources significantiy 
~elow the all-States ayerage. The story is repeated 
!n the. case of practically all the public financial 
mst!tut1ons; the mte~-State discrepancies in the per 
cap1ta flow of mst1tutlonal funds is particulal'ly glaring 
(Table 10). 



1.6 It would be seen from Table 10 that the inter
State distribution of investments and assistance from 
the financial institutions is titled against the poorer 
States. This is a matter calling for urgent corrective 
action. All the financial institutions are under the 
direct surveillance of the Union Ministry of Finance. 
This is equally true of the commercial banks. In 
both kinds of institutions, the States must be allowed 
a more effective voice, whatever the instrumentality 
that may be devised for the purpose. It is equally 
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desirable that whenever the State Governments con
siuer it necessary, they should be allowed to set up 
their own financial institutions, including commercial 
banks. The latter may be subjected to certain guide
lines nationally arrived at, but in no instance should 
the Union Government have the prerogative to decide 
which institutions to allow and which ones not to. 
The constitutional provisions may have to be suitably 
amended to bring about these changes. 

TABLE 10 

Per capita Centre~State Financial Flows 1913-83-Budgetary am/ ln.stitmiona/ 

Rs. Per Otpita 

Budge
tary 
(Net) 

Commercial banks Develop- Total 
lnstitu. 
tiona I 
(4+5 .; 6) 

lnstitu- Share of 
tional lnstitu
& Budge- lions' 
tary finance 

State 
Credit Invest-

ments 

2 3 

Punjab 491 734 42 
Haryana1_ 447 446 74 
Mabarashtra 412 618 49 
Gujarat .. 471 323 69 
West Bengal 498 321 49 

GROUP A 459 412 54 

Tamil Nadu 402 327 38 
Kerala 504 316 69 
Orissa 659 85 35 
Assam 749 92 40 
Kamataka 388 315 34 
Andhra Pradesh 492 213 so 

GROUP B 497 244 38 

Uttar Pradesh 500 121 28 
Rajasthan 559 168 51 
Madhya Pradesh 424 ttl 27 
Bihar 445 83 26 

GROUP C 477 115 30 

Himachal Pradesh . 1,171 144 61 
Jammu & Kashmir 2,087 163 74 
Tripura . 1,904 100 49 
Manipur 2,886 so 91 
Nagaland 7,052 84 280 
Meghalaya 2,488 55 127 

GROUP D 315 125 80 

ALL STATES. 521 252 40 

---ment 
Banks Total 

(2+3) 

4 s 

776 78 
520 113 
667 1St 
392 119 
370 78 
526 t29 

365 97 
385 67 
120 3t 
132 35 
349 122 
243 59 

282 7-1 

149 37 
219 60 
138 26 
109 23 
145 34 

205 58 
237 77 
149 17 
141 5 
364 35 
182 86 
205 56 

292 73 

ARDC 

6 

87 
123 
39 
27 
9 

35 

t9 
14 
18 

6 
35 
45 
26 

28 
26 
32 
20 
26 

8 
I 
2 
8 
4 

4 

28 

in total 

7 8 9 

941 1,432 65.7 
756 1,203 62.9 
848 1,260 67.3 
638 1.109 57.5 
4~9 947 47.4 
690 t.t49 60.0 

481 88 3 54.5 
465 970 4S.O 
169 828 20.4 
175 922 18.8 
SO:> 894 56.6 
347 839 41.4 
382 879 43.5 

214 714 30.0 
305 864 35.3 
196 620 31.6 
152 597 25.5 
205 682 30. I 

271 2,022 13. s 
315 2,402 13. I 
168 2,072 8. I 
154 3,040 S. I 
403 7,455 5.4 
268 2,756 9. 7 
265 2,580 10.3 

393 914 43.0 

SoURCB : K.K. George, •Centre-State Financial Flows, and inter-State Disparities in India' University of Cochin (Mimco), 1982, 

1.1 and 7.8 In the initial years of ;Planni":g, steel minating examples are provided by the fluctuating 
plants, fertilizer factories, petro-che!mcal umts, etc. fortunes of proposed steel plants at Visakhapatnam 
came to be established in the public sector by an~ in Andhra Pradesh, Salem in Tamil Nadu a'ld Manga-
large on objecttve c<?nsiderations, such as the_ ava1- lore in Karnataka, and the proposed petro-chemical 
lability of raw matenal, etc. But, <?~er a penod of complex at Haldia. It is also possible to refer to the 
time, the Union Governme_nt has utilized th~ mecha- refusal of the Union Government to agree to the 
nism of investment in public sect~r ~;~ndertakings for proposal for a ship-building yard at Haldia and an 
the purpose of rewarding_ ?r pums~mg S?me States electronic complex at Salt Lake City in Calcutta 
or regions purely on pohbcal constderattons. lllu-



PART VIII 

TRADE AND CO~RCE 

8.1 A case does indeed exist for a continuous 
appraisal of the various fiscal, legislative as well as 
executive decisions and measures which the Centre 
and the States take from time to time and which 
impinge on the unfettered movement of trade and 
commerce within the country. Reports of such apprai
sals should be promptly made public and discussed 
widdy. For instance, there is an urgent need for 
a study of the impact of not permitting commodities 
declared as 'goods of national importance' to be 
subject to sales tax at more than 4 per cent, or of 
the impact of not allowing sales tax to be levied on 
an exportable commodity, in so far as the consequences 
of such decisions affect the different States to a varying 
extent. Effective consultation between the Central 
and the States should take place, perhaps within the 
Inter-State Council, before action is initiated on such 
studies. At the same time, the Centre should not 
be allowed to stall indiscriminately and on its own 
State legislative proposals on the ground that freedom 
of trade and commerce is likely to be affected. As 
in similar other cases, the President, before deciding 
whether a particular piece of legislation attracts the 
provisions of Articles 303 to 304, should hold con
sultation not with the Union Council of Ministers, 
but with the Inter-State Council. Alternatively, 
the Council may lay down certain guidelines in such 
matters for the convenience of the President. 

PART IX 

AGRICULTURE 

9.1 Agriculture, including animal husbandry, 
forestry and fisheries, should be exclusively a States 
subject, and therefore the present entries in the Union 
and Concurrent Lists, constricting this jurisdiction, 
should be dropped. The recent trend, with the Centre 
progressively encroaching in the sphere of agriculture, 
must be reversed. 

9.2 As already stated, Central and Centrally 
sponsored schemes in the sphere of agriculture are 
repugnant to the spirit of the Constitution and should 
be phased out. 

9.3 The Planning Commission may be set up 
joint working groups along with the States. Such 
groups should however have only recommendatory 
responsibilities and nothing beyond. 

9.4 In a country of India's geographical expanse 
and agronomical diversities, it is irrational to have 
a uniform structure of support or procurement prices; 
the States should therefore be allowed greater latitude 
in fixing farm prices within their respective territories. 
Similarly, in the sphere of irrigation, only projects, 
which have inter-State or international implications, 
should be jointly sponsored by the Centre; the rest of 
the area should be left to the States. In the general 
matter of agricultural policy, the Inter-State Council, 
as advised by the Planning Commission, may lay down 
overall guidelines, but it should be for the States to 
evolve detailed and specific programmes. As far 
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as provtsiOn of strategic inputs, including c~edit, 
is concerned it is to be expected that the national 
institutions ~ill co-operate with the agencies belonging 
to the State Governments. 

9.5 The pattern of inter-State distribution of credit 
extended by the ARDC, which was the pre~ecessor 
institution of the National Bank for Agncultural 
and Rural Development, has been most uneven. 
The role of the Indian Council for Agriculture Research 
has also been paternal and feudal. Such bodies, to 
be made effective, must be instructed to co-operate 
with the State Government agencies. 

PART X 

FOOD AND CIVIL SUPPLIES 

10.1 Certainly much greater scope exists for improv
ing Centre-State co-operation and coordination 
in the areas of procurement, pricing, storage, 
movement and distribution of foodgrains and other 
essential commodities. But such cooperation cannot 
flourish if the Union Government assumes that it 
is in a position to issue directives to the States on 
all such matters. Here again, it is for the Inter
State Council to prescribe the general guidelines 
for coordinated activities, while the details of 
operational measures should be worked out by the 
Centre in consultation with the States. 

10.2 The States must the allowed to have their 
own systems of price administration, but it is important 
for the Inter-State Council to lay down a frame
work for price regulation which the States may 
conform to. 

PART XI 

EDUCATION 

11.1 It is dangerous for a nation with our kind 
of ethnic, linguistic, social and cultural diversities 
and disparities in economic structure to try to enforce 
a rigid centralisation in the sphere o( educational 
philosophy and policies. The transfer of education 
to the Concurrent List has been a grievous mistake 
and should be rectified; with the proposed abolition 
of this List, education should revert to the State 
List. 

11.2 The University Grants Commission being a 
Central institution is heavily influenced by the attitudes 
and political biases of the Union Government. There 
is a need for special grants for universities which the 
States cannot meet, and therefore the need for a body 
such as the UGC, but its constitution should be such 
as to evoke the confidence of the State Govern
ments. 

11.3 A consensus among the States and between 
the States and Union Governments in this sphere 
is not essential. The constituent units of a nation 
of India's diversity and complexity must be allowed 
a certain measure of elbow room to pursue educational 
and cultural programmes of · their own within a 
broad frame work of national objectives. 



11.4 The constitutional provisions should be so 
~odulated that, in the name of protecting minority 
mstitutions, protection is not offered to entrenched 
interests; genuine minority rights must not however 
be interfered with. 

11.5. Since under the present arrangements the 
Governor is a representative of the Union Govern
ment, the State Governments have encountered 
difficulty in instances where, while processing legis
lations concerning educational matters, the Gover
nors have been guided by the predilections of the 
Union Government and not by the wishes of the State's 
electorate, legislators and Government. Other ins
tances can also be quoted where State Legislation 
has been held up by the Union Government, or 
influence has been sought to be exerted through the 
deployment or withholding of Central funds. 

PART XII 

INTER-GOVERNMENTAL CO-ORDINATION 

12.1. The Inter-State Council, if it functions in the 
manner suggested by us, may prove to be an effective 
enough machinery for dealing promptly with many 
of the irritations and problems that might arise in 
Centre-State relations. Multiplicity of institutions 
with cognate jurisdictions might not achieve the 
desired ends. However, there may not be any harm 
in an autonomous research institute, with equal re
presentation from the Union and the States on its 
governing body, which devotes itself entirely to issues 
and problems concerning Centre-State relations. 
Such an institute should be located away from New 
Delhi and the funding of its expenditure should 
be charged to the Union and the State Governments' 
budgets in equal proportions. 

Replies to Supplementary Questionnaire on Industry 

I. In this connection State Government's reply 
to the main questionnaire at question 7 ·2 may kindly 
be referred to. It has been stated very clearly that 
it would be unreasonable to assume that State 
Governments are 'per se' unmindful of the national 
or public interests. The State Governments are capable 
of defending and furthering the interests of the nation. 
In this background it is reiterated that the regulation 
of industries in its different aspects should be done 
under the auspices of the Inter-State Council to be 
set up as per the suggestion of the State Government 
in its replies already furnished to the main question
naire. Specially, any proposal to bring new industries 
under the control of the Union Government in accor
dance with the provisions of Schedule-I of the IDR 
Act should be placed before the Inter-State Council 
first. 

2. Reservation for selected industries/items for 
exclusive development in small scale sector is one 
of the more important measures adopted for accele
rating growth of SSI Sector by providing an area 
where SSI entrepreneurs will not face adverse com
petition from their larger counterparts. Accordingly, 
reservation of a number of industries has been done 
by the Government of India in the small scale sector 
under Notification issued by the Department of Indus
trial Development, Ministry of Industry, in exercise of 
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the power conferred by Sub-Section (I) of Section 
29B of the Industries (Development & Regulation) 
Act I 95 I, as mentioned in Schedule (I) of the said 
Notification. · It is better for operation of the reser
vatio,, plan that such reservation may continue to 
be done by centralised legislation instead of each 
State Govt. separately legislating on the subject. 
As movement of manufactured items is unrestricted 
throughout the country, it will lead to obvious 
difficulties like protected items in the SSl list of a 
particular State getting adversely hit by entry of 
such items manufactured by large and medium 
sectors in another State. 

3. Small scale Industries being a State subject. 
the State Govt. is concerned directly with promotion 
of growth of small scale industries. This is ensured 
by making available essential inputs like finance, 
infrastructure, raw materials and marketing facilities. 
At present, scarce raw materials like iron and steel, 
paraffin wax, essential oil for soap manufacture are 
canalised by the Govt. of India. If allocation of such 
raw materials is made on the basis of installed capa
city of units, existing aberrations in allocation can be 
avoided. Similarly, the Govt. has no control over 
financing institutions like banks. and industries suffer 
from lack of adequate and timely financial help in spite 
of pursuasive efforts of the State Government. Banks 
which have major activities in the State can have 
Regional Boards for over-seeing lending activities 
and such Boards may include nominees of the State 
Governments. It is felt that these steps will ensure 
expanded role of States in:promotion of small scale 
industries. 

Again development of small scale industries being 
a State subject, the objective to extend legislative 
protection to this sector can be better realised by 
separate legislation by each of the States, setting 
apart matters of mutual interest or issues demanding 
co-ordination at the national level for Parliament 
to codify. This task may be accomplished by circula
ting a model bill for the States to adopt, as was done 
in respect of Khadi & Village Industries Development 
Programme, instead of the Parliament enacting 
a legislation for all States for adoption. 

4. Reservation of listed items in (Schedule-! for 
Small Scale Sector is in conformity with the State 
Government's policies to promote growth of small 
scale sector. The reservation items may, however, 
be reviewed from time to time in consultation with 
the State Governments for deciding about inclusion 
or deletion of items. 

5. In line with the replies already furnished by the 
State Government to the main questionnaire, it 
is stated that in respect of all industries falling unr'er 
entry 52 of List-! of the Constitution, the Central 
Government should enact any legislation pertammg 
to these industries only after consultation with the 
State Governments. This consultation should be 
done under the auspices of the Inter-State Council 
or any Authority specifica!lY set u~ by th~s Counc~l 
for dealing with the subJect of mdustnes. Th1s 
process of consultation will give adequate opportunity 
to the States to get convinced as to whether a parti
cular piece of legislation to be enacted by the Central 
Government in respect of any industry under the 



State purview is at all required to be brought under 
the control of the Central Government in public 
interest. 

6. The Industrial policy resolutions adopted by 
Govt. of India from time to time have by and large 
reflected the spirit and determination of the Union 
Government towards industralisation of the country 
covering various sectors of the industry, including 
the primacy of the Public Sector, and the role and 
importance o( small scale industry in the economy 
of our count~·. As far as the private sector is 
concerned, there are wide ranging opportunities for 
them to grow and expand in their area of operations. 
Of late with the more liberal import policy adopted 
by the Government indigenous technology is getting 
exposed to foreign knowhow and even in core sectors 
like communication private sector is getting oppor
tunity to make investment. 

If the suggestion of· the State Government for 
the constitution of a national forum like the Inter
State Council is accepted adequate opportunity 
would be available for all the State Governments 
to voice their views about the revisions needed in the 
industrial policy from time to time. 

7. Industrial policy resolutions as have been 
adopted by Government of India from time to time 
were conceived. drafted, formulated and approved 
by the Central Government. To the best of our 
knowledge, these drafts were not circulated among 
the States for comments nor were the States 
consulted in a formal or informal manner. 

It is, therefore, suggested that in line with the 
suggestion already made by the State Government 
the Inter-State Council should have the opportunity 
to discuss and analyse the implications of the 
industrial policy framed by the Central Government 
in all its aspects. 

It is stated in this context that the Inter-State 
Council should also have the opportunity to look 
into all the Central Industrial Investment Programmes 
in different regions of the country in order to ensure 
that such decisions are arrived at in a collective forum 
in the spirit of national integration and equitable 
opportunity for economic growth for all regions. 
In other words, the Union Government should not 
unilaterally decide upon Central Industrial Invest
ments which, experience shows, very often give cause 
for complaint to the State Government. 

8. M.R.T.P. Act has been framed with a view 
to ensuring productive and distributive justice in the 
sphere of economic activities by private sector. The 
social and economic objectives behind the provisions 
of the Act are unexceptionable. 

In terms of this Act, a category of Companies 
in the private sector has been classified as M.R.T.P. 
Companies taking into account their large assets 
and turn-over. These companies are not permitted 
expmsion of their capacity in their existing places 
of in view areas. There is no gainsaying the fact that 
because of historical factors, industrial growth 
had taken place in West Bengal region, more parti
cularly in and around Calcutta, due to the efforts 
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and investments of the Companies which have been 
subsequently classified as M.R.T.P. houses. But 
as a consequence of the existing licensing policy and 
procedures in respect of M.R.T.P. Units the scope 
for investment or expansion by them in Calcutta or 
other backward areas of the State are extremely 
limited, notwithstanding the fact that it is they who 
have the necessary investible resvurces and expertise 
to develop the backward areas. Hence it is observed 
that the policy of curbing monopoly houses has, 
in fact, impeded growth of industries in West Bengal. 
As there has been a near stagnation in the traditional 
industries in this region, it is imperative that the 
existing regulatory measures are liberalised in order 
to make the State economy move faster. It is accord
ingly suggested that in the functioning of the M.R.T.P. 
Commission special dispensation clauses should be 
provided giving weightage to the views of the State 
Government. This aspect needs to be examined more 
closely by the Sarkaria Commission. 

However, we would like to emphasise in this context 
that those provisions in the MRTP Act relating to 
restrictive trade practices should be enforced in 
letter and spirit in the interest of fulfilling better 
socio-economic objectives lying behind these 
provisions. 

Statement by the Chief Minister, West Bengal, before 
the Commission 

The Commission on Centre-State Relations is 
visiting West Bengal in the wake of a great national 
tragedy. However, the tragedy makes it all the more 
important that the Commission completes its task, 
and sets forth its recommendations, as expeditiously 
as possible. Much of the tension and divisiveness 
currently afflicting the nation stem from factors which 
originate in imbalances in the existing relationship 
between the Centre and the federating States. Without 
a comprehensive restructuring of Centre-State 
relations, there is every fear that social and economic 
tension will multiply. We owe it to ourselves to ensure 
y that the objective conditions preclude the rise of 
any irrational passion in the policy.1 

2. The Government of West Bengal, in its reply 
to the questionnaire forwarded by the Commission, 
has endeavoured to cover the gamut of problems 
crucial to the re-ordering of Centre-State relations 
in our country. I would nonetheless like to take the 
opportunity of the visit of the Commission to invite 
attention to a number of issues which have increa
singly come to the force in the more recent months. 

3. We have, in our reply to the Commission's 
questionnaire, given our views on the role of the 
Governor in some detail. These views have been further 
strengthened by the demeanour of the Governors 
of Jammu & Kashmir and Andhra Pradesh respec
tively, i~ th~ months of ~uly and August this year, 
for engmeermg changes 111 the complexion of the 
State Governments. In both States, the Governor 
without ascertaining the views of the State legis~ 
lature, used his prerogative to dismiss the demo
cratically elected Chief Minister and install as 
substitute an individual of his choice. It is a depressing 
commentary on the state of social and political aware
ness in our country that members of legislatures can 
be induced to cross floors and disown the m1ndate 



on tl~e b~sis of which they are elected. Such ftoor
crossmg IS however being systematically further 
encouraged by the acts and activities of Governors, 
~ho, .either on their own volition or because of direc
tives Issued by the Union Government, have proceeded 
to dismiss and appoint Chief Ministers in an 
altogether arbitrary manner. In Jammu and Kashmir, 
the outrag: that was perpetrated has not yet been 
reversed, smce the legislators, who were induced 
to change their loyalty, have not chosen to return 
to their original fold; but this does not condone 
the role played by the Governor. In Andhra Pradesh. 
the situation was different : perhaps at no time the 
!ndividual picked by the Governor to supplant the 
mcum.be~t Chief Minister enjoyed the support of 
a maJonty of the members of the State Assembly. 
It IS outrageous that the Governor refused to abide 
by the request of the incumbent Chief Minister to 
convene the State Assembly, where the latter wanted 
I? demonstrate his majority support within forty
eight hours, but was pr~pared to allow the individual 
whom he chose to appoint arbitrarily as Chief 
Minister as much as thirty days to convene the 
Assembly and prove his majority support which in 
any case he failed to do. 

4. There is another aspect of the matter to which 
I would like to draw the Commission's attention. 
Dr. Farooq Abdullah continued to be the Chief 
Minister as well as the Home Minister of Jammu & 
Kashmir till the late afternoon of July 1st, 1984; y :t. 
para-military forces were being flown into the State 
since the early hours of that day without his knowledge 
and concurrence. Such induction of armed personnel 
from outside took place under the direct orders of 
the Governor. This was a gross breach of constitu
tional procedures and must not be allowed to happen 
again. 

5. Taking into account these developments, we 
have not the least hesitation in reiterating the view 
that the post of Governor deserves to be abolished. 
I would invite the Commission to look into the pro
visions of the Government of India Act, 1935 con
cerning the role and functions of the provincial 
Governor. These provisions have been almost totally 
reproduced in our Constitution, thus burdening a 
supposedly federal-democratic structure with an 
imperial legacy. There are a fairly large number 
of federal nations around the world where the federal 
centre and the federating units are able to sustain 
the on-going constitutional arrangements without 
the presence of an intermediary such as the Governor 
in our Constitution. I have every hope the Commis
sion would closely examine this issue. 

6. The other most disquieting event since the 
State Government forwarded its reply to the Com
mission's questionnaire is the Union Government's 
decision on the recommendations of the Eighth Finance 
Commission. The substantive outcome of this decision 
is to deny the States devolution of resources to the 
extent of around Rs. I ,500 crores during the current 
fiscal year, of which an amount exceeding Rs. 300 
crores would have devolved to West Bengal alone. 
The legality and constitutionality of the Union 
Government's decision can be questioned, and is 
going to be questioned by the State Government 
before the Supreme Court. Nonetheless, I strongly 
feel that the constitutional provisions themselves 
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should be suitably amended so as to remove all 
ambiguities in such matters so that henceforth the 
Union Government is deprived of any alibi for no 
complying with the recommendations of the Finance 
Commission. The crux of Centre-State financial 
relations, which are of basic r, levance for sustaining 
the federal polity. lies in the arrangement revolving 
around the periodic appointment of a Finance Com
mission and the implementation of its recommenda
tions. If this < rrangement is sought to be whimsically 
put into disarry by the Union Government, I am 
afraid there is bound to be widespread social and eco
nomic discontent over large parts of the country. 
Such a denouncement must be avoided at all costs, 
and whatever constitutional changes are called for 
must be set in motion. 

7. I would also like to draw the attention of the 
Commission to the fact that the Finance Commis
sion's recommendations could be put aside by the 
Union Government because of the provisions of 
Article 74 of the Constitution; as this Article now 
reads, the President has to abide by the advice of 
the Central Council of Ministers in the exercise of 
all his functions. I would reiterate the State Govern
ment's view that where Centre-State relations are 
involved, the President must be guided, not by the 
advice of the Central Council of Ministers, but by • 
that of the Inter-State Council provided for in Article 
263 and constituted in the manner described in our 
reply. 

8. The Commission must have noticed the wide 
spectrum over which we would like the Inter-State 
Council to exercise its jurisdiction. This is not in
tended to constrict the role of Parliament, which
with a certain restructuring of the composition of the 
Rajya Sabha-must remain the dominant authority 
in our democratic system. But where vital issues 
affecting Union-State relations are concerned, the 
advice and counsel of a body like the Inter-State 
Council, in the composition of which the points 
of view of the federating States would receive due 
weightage, could be of immense help towards un
derstanding issues and modulating decisions. 

9. Let me now refer to a number of specific prob
lems. Taking advantage of Article 200 of the Con
stitution, past Governors of the State had referred 
a number of important tlills passed by our Assembly 
to the Union Government; these Bills have not yet 
been assented to. I have particularly in mind the 
West Bengal Land Reforms (Amendment) Bill, 
1981 and the Calcutta University Act (Amendment) 
Bill, 1984. In the case of the latter, although the 
subject ma•ter of the Bill belongs to the Concurrent 
List, its provisions are not repugnant to any Central 
Act· yet the Bill has been withheld. In the case of the 
Land Reforms (Amendment) Bill, the Union Govern
ment has, apart from invoking the provisions of 
Article 3i(a). also elliptically expressed its apprehen
sion that the implementation of this amendment 
might adversely affect the country's export promotion 
efforts. The Directive Principles of State Policy in 
our Constitution do not mention export promotion; 
there is however a clear directive, in terms of Articles 
38 and 39, to eff•ct more equitable distribution of 
land. It is therefore imperative that the Union Govern
ment's power to intervene in legislative and admini
strative matters in area< whf'n• the States have 



clear<ut prerogatives should be excised from the 
Constitution; theJ.Commission will, I hope, recom
mend the necessary amendments for the purpose. 

10. Our reply to the Commission's questionnaire 
contains a strong plea for restructuring the Council 
of States, the Rajya Sabha, in such a manner that 
all States will have equal representation on it. This 
principle is incorporated in the- Constitutions of both 
the Soviet Union and the United States of America, 
and have gone a long way in assuaging the sense of 
neglect and alien.ation on the part of relatively small, 
weak, or outlymg States. Given the extent of 
linguistic, ethnic and cultural diversities amongst 
the peoples of India and the wide disparities in their 
social and economic .levels, it is impo;-tant that 
population groups inhabiting the different States 
do have a forum where they can articulate their points 
of view on an equal footing. A restructured Council 
of States, where all States will have the same number 
of representatives, could be the answer to the problem. 

11. Where· such a forum available, wch an issue 
as the recognition of Nepali as an national language 
and its incorporation in the Eighth Schedule would 
perhaps have received much greater attention than 
has been the case. Such recognition would have 
been an appropriate response to the felt urge of a 
large number of citizens resident in West Bengal 
and Sikkim. I hope the Commission would make 
a recommendation in this matter. 

12. In our reply to the Commission's questionnaire, 
we have dwelled at some length on the problems 
related to the sharing of financial and monetary 
resources between the Union and the States· we 
have also discussed the role of industrial li~nsing 
and the immense harm rendered to the cause of 
balanced economic growth of the country by the 
provisions of the Industries (Development and Re
gulation) Act. We have also referred to the State 
of economic planning in the country and the plight 
to which the Planning Commission has been reduced. 
It is my f,rvent hope that the Commission would 
carefull~ analyse. our suggestions and proposals 
concermng these 1ssues while reaching its decisions. 

13. I would appeal to the Commission to look 
into the range of issues affecting Centre-State rela
tions in the light of the totality of problems the 
nation is currently facing. The historical factors 
must also be taken into account here. Before the 
advent of the British, there was no unified administra
tive set-up in the country; even during the British 
days, there was a duality of arrangement between 
the princely States and the rest of the provinces 
directly ruled by t~e imperial mas~rs. The leadership 
of the IndJan Natwnal Congress m the pre-indepen
dence days was fully aware of this hist@rical reality 
and was most anxious that, in pos(-independent 
lndia, the federal ideology should prevail and rece-ive 
formal imprimature, and the different cultural 
linguistic, ethnic . and religious groups, who consti: 
tute the great Ind1an natton, be allowed a large elbow 
room to enahle them to exploit to the full their deve
lopmental potential; it was equally important that, 
m the qut~it for over-all socio-economic advance, · 
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the interests of no particular groups were hampered 
in order to foster the interests of any other group or 
groups. Keeping in mind these postulates, the Indian 
National Congress, even in its August 1942 Resolution 
had suggested that, once the nation had on its 
freedom, th~ residuary powers in th ~ reconstituted 

., polity must vest in th~ federating State and not in 
the federal C~ntre. When the Constitution was 
enacted, this prC'position was however reversed. I 
would suggest that the Constitution be so amended 
that the pledge of the freedom movement is redeem
ed. 

14. I would, in this connection, reuest the Com
mission to examine the provisions of the constitutions 
of such federal countries as the United States of 
America, the Soviet Union, Canada and Au>tralia. 
The problems India is facing are not sui generis. 
There are parallels which can be observed in similarly 
placed countries; appropriate lessions can be drawn 
from these parallels. The Commission may, for 
example, find the following statement by Comrade 
Stalin before the Central Committee of the Com
munist Party of the USSR of some interest. The 
Statement was made in the course of a discussion 
that took place in 1923 in the Central Committee 
on the Draft Constitution of the Soviet Union : 

If within the Central Executive Committee of 
the Union we could create two chambers having 
equal powers, one of which would be elected at 
the Union Congress of Soviets, irrespective of 
nationality, and the other by the republics and the 
national regions (the repbulics being equally re
presented, and the national regions also being 
equally represented) and endorsed by the same 
Congress of Soviets of the Union of Republics, 
I think that then our supreme institutions would 
express not only the class interests of all the- working 
people without exception, but also purely national 
needs. We would have an organ which would ex
press the special interests of the nationalities 
peoples and races inhabiting the Union of R~ 
publics. Under the conditions prevailin" in our 
Union, which as a whole unites not less than 
140,000,000 people, of whom about 65 000 000 
are non-Russians, in such a country it is im'pos~ible 
to govern unless we have with us, here in Moscow 
in the supreme organ, emissaries of these nationali: 
ties, to express not only the interests common to 
the_prole~ariat as a ':'hole, b~t ~lsospecial, specific, 
national mterests. W1thout th1s 1t w11l be impossible 
to govern, comrades. Unless we have this bara
met~r and p'ople c_apab~e of formulating these 
special needs of the md1v1dual nationalities it will 
be impossible to govern. (J. V. Stalin, 'works, 
Volume 5, pp. 263-4, Moscow, 1953). 

15. A Constitution survives and gathers strength, 
if its provisions embody an 'arrangement whereby 
the gove~ning a!lencies and the. people they govern 
are kept m contmu'?us commumon with each other. 
We seek a. re-appra1sal and ~ r~-ordering of Union
State relatwns m o~r Const1tutwn for this purpose. 
I am sure that too 1s the goal the Commission has 
set for itself. 



~EPLIES TO QUESTIONNAIRE, MEMORANDA ETC. 
FROM POLITICAL PARTIES 

1. NATIONAL PARTIES 

BHARATIYA JANATA PARTY 

MEMORANDUM 

Introductory 

The Indian Constitution has been describ-:d by 
many Constitutional experts as quasi-federal. lt 
is not federal in the sense the American or Austra
lian Constitution is. It has a pronounced nnit~ry 
bias. However, a vast country like India can be 
administered only through regional governments. 
The existence of states as political units is, there
fore, inevitable. It is desirable as well. There 
are peculiar problems pertaining to different parts 
of the country and their solutions are bound to vary 
from place to place. Thus, decentralisation 
of political power is imperative both to strengthen 
democracy, and to ensure efficient governance of 
the country. 

Our Constitution has made certain arrangements 
for the distribution of power and functions bet
ween central and state governments. However, 
the implementation of these provisions has result

. ed in strains and tensions in Centre-State relations. 
We feel that in the interests of the country's unity 
and integrity, effective steps must be taken to re
move these strains. While the Centre has to be 
prevented from becoming authoritarian, the States 
cannot become centres of parallel or conflicting 
loyalty. A review of Centre-State relations has 
become necessary in order to strike a pro
per balance. This note incorporates briefly the 
position of the BJP on problems pertaining 
to Centre-State relations. 

W c are of the opinion that nothing should t>e 
done that may weaken the unity of the country. 
Continuing conflict or friction between the Centre 
and the States must be eliminated. The provi
sions of the Constitution should be implemented 
both in law and in spirit. Unfortunately, this has 
not been done. The Constitution contemplates 
substantial decentralisation, territorial as well as 
functional, of powers and functions. This has 
not been allowed to take place. The Centre conti
nues to grab more and more powers, and 
the States in their turn have not devolved powers 
on the Local Bodies. These imbalances have to 
be rectified. 

The Indian Constitution is sufficiently flexible to 
meet the challenges of the times. Various ten
sions, problems and issues which have arisen in 
Union-State relationships exist because over the 
years these relationships have not been work~d 
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in conformity with the true spirit and intent of the 
Constitution. However, we do not think that the 
distortions can be rectified merely by evolving con
ventions and procedures. Some . changes in the 
Constitution are also necessary. 

The Rajamannar Committee, appointed by the 
Tamil Nadu Government way back in 1971, ex
pressed its commitment to federalism, in its pris
tine form. It, therefore, recommended deletion 
of, or drastic revision of, a number of provisions 
in the Indian Constitution dealing with Centre
State relations, such as Articles 251. 256, 257, 
348, 349, 355, 356, 357, 365 etc. 

As already mentioned at the outset, India's Con
stitution makers did not conceive of India as a 
classical federation, and made the Constitution 
federal in form, but essentially unitary in content. 
We think this approach is sound, and do not 
favour changes that undermine this arrangement. 

Specifically speaking, we do not favour any 
change in Article 251 (Inconsistency between Jaws 
made by Parliament and Laws made by Legisla
tures), Article 256 (Obligation of States and the 
Union), Article 257 (Control of the Union over 
States in certain cases), Article 348 (Language to 
be used in Supreme Court, High Courts 'etc.) and 
Article 355 (Duty of Union to protect States). 

Article 3 of the Constitution which deals with 
alteration of State boundaries should be modihcd 
so that all changes contemplated by that Article 
should be given effect to only by amending the 
Constitution. 

Article 252, 360 and 365 should be reviewed 
so as to avoid their misuse. 

The formation of an Inter-State Council under 
Article 263 should be made mandatory. Th~ 
Council should include the Prime Minister and all 
Chief Ministers. 

Article 3 70 being a transitory Article should 
be deleted in the interest of national integration. 

Legislative Relations 

By and large we accept the distribution of legisla
tive powers made in Lists 1, 2 & 3 of the 
Constitution. 

There are numerous instances where Article 200 
has been misused. Bills have been reserved for 
the consideration of the President in order to create 
difficulties for the State Government. Article 209 
must, therefore, be amended as follows : 



.~en any Bill relating to a subject on the State 
hst JS passed by the State Legislature, the Gover
nor of the State should have only two options; viz. 

(i) To give his assent to the Bill; or 
(ii) To return the Bill expeditiously with his 

recommendations for any changes in the 
Bill; if the legislature passes that Bill either 
in the original form or in the amcnd~d 
form, the Governor shall give his assent to 
the Bill. 

Governor shall give his assent to the Bill. He 
should not have any powers to reserve these Bills 
for the assent of the President. 

When a Bill relating to some matter in the Con
current List is passed by a State legislature, the 
Governor, may reserve the Bill for the assent of 
the President who either declares assent or refusal 
within three months of the receipt of the Bill. If no 
decision has been given by that time, it will be 
presumed that it has been assented to. We agree 
with the idea that before the Centre passes any 
legislation on a concurrent subject, the concerned 
State Governments should be consulted. 

The Union Territory of Delhi, with a population 
of seven million, is today deprived of the opportu
nity of framing its own laws and running its own 
administration. Laws for Delhi have to be fram
ed by ·Parliament, and even though there is a 
Metropolitan Council and an Executive Council, 
real executive power vests in the Central Govern
ment. The BJP thinks this situation must change 
and Delhi must be given a Legislative Assembly 
and a Council of Ministers responsible to the 
Assembly. 

Role of The Governor 

The Constitution visualized that by and large 
the Governor will be the constitutional head of 
the State. The office of the Governor is meant 
to be the State's link with the Centre. The posi
tion of the Governor is somewhat difficult and para
doxical. He is the constitutional head of the State 
Government which in turn is responsible only to 
the State legislature. On the other hand, he is 
appointed by the President which in fact means 
the Central Government. It is no doubt true that 
the Governor is appointed by the President but that 
does not make him an employee or servant of 
the Government. We recommend that this consti
tutional position needs to be strengthened by mak
ing certain changes in the manner of appointment 
of the Governor and his powers. 

The Governor should be appointed for a term 
of five years by the President from a pand pre
pared by the Inter-State Council. He should be 
appointed in consultation with the concerned State. 
The Governor should be removed only by impeach
ment in Parliament by a procedure analog
ous to that provided in the case of a judge of the 
Supreme Court and High Court. He is not to be 
transferred from one State to another and he 
should not hold any office of profit under the 
State or the Central Government after the expiry 
of his term. 
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All questions about confidence in the Chief 
Minister by the majority of the members of the 
Assembly should be decided on the floor of the 
House. The Governor shall exercise his consti
tutional powers only upon and in accordance with 
the advice of his ministers. The Inter-State Coun
cil should prepare guidelines for the Governor to 
help him in the discharge of his constitutional 
functions. 

Financial Relations 

The Constitution provides for setting up of a 
Finance Commission and for the distribution of 
revenue between the Union and the States (Articles 
268, 269, 270, 271, 272, 275). 

We feel that the present scheme of distribution 
of economic resources has proved a major irritant 
in Centre-State relations. There is a general con
sensus amongst economic experts that the resent
ment of States on this score is justified. 

We feel that : 

(i) the resources for raising funds available to 
the States are comparatively inelastic; 

(ii) the functions allocated to the States are 
such as lead compulsively to expanding 
responsibilities, particularly in the context 
of ambitious development plans; and 

(iii) important sources for national plan financ .. 
ing as foreign aid, external borrowing, defi
cit financing, all tend to strengthen c<."ntral 
rather than State resources. 

It follows that if this grievance is to be justly 
met, steps must be taken to see that : 

(i) the arrangements for devolution should be 
such as will allow the States' resources to 
correspond more nearly to their obligations; 
State's share in the divisive pool should be 
enlarged; 

(ii) the devolutions should be made in a manner 
that enables an integrated view to be taken 
of the plan as well as non-plan needs of 
both the Centre and the States; 

(iii) the loans and advances by the Centre should 
be related to the developmental needs 
of the States. 

The State list in the Seventh Schedule to the 
Constitution of India incorporates subjects like 
public order and police; public health and sanita
tion; hospitals and dispensaries; relief of the dis
abled and unemployment; communications, that is 
to say, roads, bridges, ferries and other means of 
communication; agriculture, including agricultural 
educat~ol_l &_ resources, water including water sup
piles, rrngahon and canals; production, supply and 
distribution of goods. 

~ny State G?ve~nment or political party desirous 
of rmplementahon Its programme for which people's 
mandate has been obtained would need 
financial resources of colossal magnitude. The 
taxing power of the States is woefully inadequate 
to finance any ambitious schemes of development 



If the Centr:U qovernment, or rather the political 
party t<;>. wh1ch It belongs, decides upon a course 
of. hostlhty to any St~te . Government, it can, by 
m1suse of those constitutional provisions destroy 
~he latter's economic viability and gradually make 
It so unpopular as to compel it to get out of office. 
Thus, .a sore _point with States is that the Centre's 
!luthonty to 1ssue industrial licences is often used 
m .a l!lan~er so as to obstruct industrial growth. 
Th1s Sltuahon should be remedied. 

l!nder Article 268, stamp duties and duties of 
ex~1se on medicinal and toilet preparations are 
levmble by the Government of India. They are, 
however, . required to be collected by the States 
and finally assigned to them. The Union Govern
!llent can. render this source totally non-existent by 
JUSt refusmg to levy such duties. 

Article 269 refers to seven kinds of taxes and 
duties which are both levied and collected by the 
Central Government but only such shares would ••o 
to the St<~;t~s as are prescribed by Central La~t. 
That proviSion can be worked very unfairly. There 
is no obligation on the Central Government to 
levy such .taxes or duties. In any event the volume 
of the taxation is entirely a matter for 
the Centre to decide and so also, the State's share 
therein. 

Article 270 creates a pool divisible betw~en tht: 
Central Government and. the State Governments. 
The percentage to be assigned to the States has 
to be fixed by the Centre. The percentage assign
ed to the States may be meagre or unfair. States 
can be deprived of their legitimate share by the 
further device of calling the duty or tax a surcharge 
for the purposes of the Union . Under Article 271, 
no portion of surcharge can be claimed by the 
States. 

Article 272 does not impose any obligation but 
only confers a discretion on the Central Govern
ment to share the excise duties. This dependence 
can be used to humiliate, starve and strangle state 
Governments. It is not possible to resist the claim 
of the States that some of the sources of revenue 
at present allotted to the Centre must be transferred 
to them, that the scope of the divisible pool 
must be enlarged and so too the State's share there
in. Equally irresistible is their claim that 
additional powers to levy taxes and collect duties 
must be conferred on them. In our opinion the 
States seem to have a very sound case in respect 
of the following : 

I. It should be made compulsory constitutional 
amendment for the Central legislatu~e 
to impose duties and taxes of the seven kinds 
mentioned in Article 269. So far, 
out of these seven, two have been levied, 
namely, estate duty in respect of property 
other than agricultural land and tax on 
railway fares and freights. The Central 
Government has removed the latter, though 
a fixed subsidy has been made available to 
the States by way of compensation. This 
subsidy was fixed in 1961 and has not been 
increased. The Centre continues to enjoy 
and appropriate all the increases in rail 
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fares and freights that have been galloping 
during the last few years. If the Centre docs 
not wish to levy these duties and 
taxes, power must be transferred to the 
States. 

2. Corporation tax which has so far been s.opa
rated and excluded from income-lax 
should be included therein and shared by 
the Centre with the States. There is really 
no reason why a part of the corporation tax 
should not go to the States, basically, the 
character of both is the same. It i~ the 
States which facilitate the functioning of 
companies and provide the requisite infra
structure in most cases, such as electricity, 
water, roads and sometimes even monetary 
incentives. The Surcharge on the Incom·: 
Tax must also be included in the divisible 
pool. 

3. States should receive royalties on an acl 
valorem basis on all major mineral resources, 
the royalty must bear a reasonable 
relationship with the price fixed. 

4. States should be permitted to tax genera
tion of electricity within their areas as 
distinguished from mere sale of electricity. 
Generation of electric power necessarily in
volves the exploitation of the States' re
sources like rivers, lakes and rainfall. 

5. The character of the Finance Commission 
should be suitably changed. It should not 
remain as it is now, a Centre-dominated 
institution. Article 280 should be amend
ed so that the composition of the Commis
sion reflects the quasi-federal charact~r o[ 
the Indian polity. The Finance Commis
sion should be charged with the responsibi
lity of earmarking funds for the local self . 
bodies out of the devolutions to the States.: 
The composition of the Planning Commis
sion also should reflect the quasi-federal 
character of the Indian polity. 

BHARATIYA JANATA PARTY 

State Unit-West Bengal 

MEMORANDUM 

My party is of the opinion that there is no need 
for any basic change in the Constitutional provi
sions or in regard to the distribution of Legisla
tive powers between the Centre and the State. It 
is not the Constitutional provisions but the way 
they have been used that has created the present 
impasse. 

My party is of the opinion that nothing should 
be done to impair the unity of the country, on the 
other hand we should try to strengthen to Unity of 
the country. 

Larger powers should be given to the State 
in the matter of economic development of the 
country and the balance contemplated by the Con
stitution makers regarding Centre and Staw 



relationships be .r~stored by taking steps to suit
ably make provtstons for preventing the mis-use 
of the Constitutional Powers as has been don<! m 
the past. 

My party is also of the opinion that Local Self 
Government units should be enlarged and constitu
tionally protected and certain taxes and duties 
levied and collected by the States mus~ be assign
ed to them such as Stamp Duty, Entertammcnt 1 ax, 
Property Tax etc. 

My party is also of the opinion that Articles 292 
and 293 be amended for permitting the States to 
bmTow monies from domestic market within the 
limits laid down by the States Legislations. Fx
ternal borrowings made by the Centre, however, 
shall not be subject to a share by the States nor the 
States have any share in the Customs Duty. The 
royalty on the minerals resources of a State should 
be on the ad valorem basis and more resources be 
provided to the State in order to reduce its depend
ance on the Centre. 

The power vasted in the Governor has been 
vastly mis-used and the Governor has often acted 
in the interest of the Ruling Party rather than a 
Constitutional head as provided by the Constitu
tional provisions. 

My party is of the opinion that the test of majo
rity in the Legislative Assembly should be 
determined on the floor of the House and 'l'ithin 
shortest possible time and the Governor shm.tld 
have no discretion in the matter. If necessary 
relevant provisions in the Constitution be amend
ed to prevent abuse of power by the Governo:-. 

Detailed reply to the Questionnaire will be for
warded to you in due course. 

(Sd/-) 

President 

COMMUNIST PARTY OF INDIA 

Central Office 

MEMORANDUM 

GENERAL SECRETARY: C. Rajeswara Rao 

Shri R. S. Sarkaria 

Chairman 
Commission on 
Centre-States Relations, 
New Delhi 

Sir, 

April 2 3, 1984 

Thanks for the Questionnaire sent to us. I am 
sorry that our reply to the same has been delayed. 

We welcome the appointment of this Commis
sion on this bl!rning and important subject which 
has been doggmg our political life for long and 
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which has today become all the pressing becaus.: 
of the coming to power of governments of various 
parties in different States. 

We are confining ourselves to the broad aspects 
of the problem without going into the details at this 
stage. Once the broad approach is settled the 
details can be worked out. 

I. Though our constitution is broadly a federal 
one, what predominates it are its unitary features. 
The distribution of powers between the Ccn ~raJ 
and the States follows the pattern which was .:mt
lined in the Government of India Act, 1935 and 
this fact stands out glaringly in several Articles of 
the Constitution and in the Vllth Schedule which 
enumerates the exclusive legislative powers of the 
Union, (List I), the States (List II) and the concur
rent legislative powers of both (List III). 
The exclusive powers exercisable by the Union and 
the States are based on their respective legislative 
jurisdiction, that is, on the jurisdiction given them 
under these three Lists. All residuary matters 
including taxation are left within the jurisdiction 
of the Union. This means that the residuary 
powers are with the Centre. 

2. As the VIIth Schedule and other provisions 
of the Constitution would show that the autonomv 
and powers of the States in the legislative, eco~ 
nomic and financial, as well as in the administra
tive sphere are already much circumscribed. 
What has happened during nearly three decades 
of the Constitution is that even the restricted auto· 
nomy and powers of the States have been steadily 
eroded and undermined, while there has been a 
growing concentration of power and authority with 
the Cen,tse. Not only certain provisions of the 
Constitution but a whole number of other factors 
political as well as economic, have contributed t~ 
this unhealthy and harmful development. Wh:~t 
stands out today is a striking imbalance in Centre
State relations, the States having lost much of the 
substance of their autonomy. 

3. The capitalist path of development and the 
monopoly bourgeois power plus the single-party 
rule at the Centre, as well as in most of the States 
over the past years, have of course been the main 
contributory factor in undermining the federal 
features of the Constitution on the one hand and 
in the concentration of excessive powers and auth
ority with the Centre on the other. 

4. Responsibility to implement most of the wel
fare activities lies with the States whereas the 
sources of revenue are limited and meagre. As 
a result, not only the dependence of the States 
on the Centre has gone on increasing, but develop
mental and other social welfare activities of the 
States have been hamstrung and even in some 
critical areas, crippled. The democratic features 
and norms of Centre-State relations have been a 
casualty not only to the detriment of the States and 
the!£ peoJ?le, but. even to t.hat of national unity and 
national mtegrahon. This has encouraged fissi
parous and divisive tendencies and forces. 

5. In any federal structure worth the name the 
~ederal centre derives its strength and auth~rity 
m very large measure from the willing co-operation 



of th7 cons~tuent States which, to, must be inve~t
ed with their necessary powers and authority. In 

· ord~r that they. may be based on a strong demo
cratic foundatiOn, Centre-State relations mu~t 
necessarily ensure that both have their legitimate 
due in the field of powers, authority, resources and 

·opportunity to discharge their respective responsibi
lities to the people and the country. The 
problems we face is, however, a concentration of 
power and resources with the Centre, while the 
States badly lack them, while their development 
responsibilities continue expanding which is what 
it ought to be. 

6. In no other sphere is the frustrating and res
trictive impact of Centre-State relations so 
pervasively and acutely felt as in that of finance, 
economy and economy development. In this con
nection it is necessary to reiterate that the pro
blem of resources for the national development 
arises basically from the present socio-economic 
order, from the capitalist path of development and 
from the grip of monopoly capital and other vest
ed interests over our economy. This factor, com
pounded by the economic policies pursued by the 
bourgeois governments both at the Centre and in 
the States has resulted in massive denial of re
sources to the States and indeed in an aggravation 
of the resources problem. 

The problem is indeed a built-in feature of the 
present system and it obviously cannot be solved 
without ending the present socio-economic order
the rule of capital-and without radical structural 
changes in our economy and socio-economic trans
fonnations. However, as the provision for greater 
resources for the States could be made in order to 
enable them to bring relief to the masses, raise their 
living standards and vigorously pursue the 
developmental and other social welfare and cultural 
activities. 

7. The financial resources of the States are to
day too inadequate for their developmental and 
other welfare activities and the sources from which 
they can raise their revenues are also equally in
elastic. As a result, the gap between their legiti
mate needs and their resources has gone on 
widening, despite all their borrowing, "overdraits" 
and the so-called ways and means advances from 
the Centre. 

8. Not only are the major sources of revenue 
under the exclusive jurisdiction of the Centre but 
banking, insurance and public financial institu
tions are also under its control. So are the coun
try's economic and fiscal policies in the 
formulation of which the States have no say. These 
factors, together with the manner in which 
the central funds are disbursed to the States, have 
made the latter increasingly dependent on the 
Centre with an escalating negative impact on the 
whole spectrum of Centre-State relations. 

9. The situation is further worsened by the fact 
that the States are denied any share whatsoever in 
the revenue receipts of the Centre from such major 
sources as customs and export duties and 
corporation tax. The so-called "Central assist
ance" under different heads such as "grants-in-aid", 

623 

"discretionary grants", the state's share in the in
come tax receipts of the Centre, etc. arc inadequate. 
It is the "discretionary grants", not assured assist
ance under the Constitution, which has begun to 
predominate and constitutes the major share of 
the total aid, giving the Central Government a 
powerful leverage for unjustly pressurising and in
fluencing the policies of the States in many fields 
of the latter's activity. Occasionally this is used 
as an instrument even of political pressure on the 
States. This has caused much resenunent in the 
States, although under the monopoly of one-party 
power, such resentment has been silenced at the 
official level. 

10. The role of the Finance Commission, which 
is appointed by the Central Government and whose 
composition, powers and functions arc open to 
question has made no material difference to the 
Centre-State relations over the question cf 
resources. 

11. The administration of the five-year plans 
which has given rise to demarcation between 
planned and non-planned sectors has been taken 
advantage of by the Centre, especially to establish 
its control over a number of subjects in the Con
current and State Lists which come within the 
scope of planning. Even the conservative Ad· 
ministrative Reforms Committee expressed its con· 
cern at this development, which, according to it, 
has "tended to unite the horizontal pieces (of the 
so-called plan sectors in the States) into a single 
monolithic chunk" controlled by the Centre, al
though operated in the concurrent and State lists. 
The National planning certainly requires a well 
directed central authority. At the same time the 
initiative of the States in the matter of develop
mental activities should not be crippled by undue 
interference by the Centre. Certain guidelines or 
areas of operation in the matter of setting up indus
tries and other projects based on the magni
tude and strategic importance should be 
forrnmulated. Bureaucratic bungling should not 
be allowed to come in the way of initiative of the 
States. 

12. It is, however, not in the financial and eco
nomic fields alone that the States are handicapped 
or the inroads into their powers and autonomy 
have taken place. The exclusive legislative juris
diction of the States and their executive powers 
have taken place. The exclusive legislative jur~
one pretext or another. Some provisions of th~ 
Constitution, including several entries in the Unbn 
List and concurrent list, have facilitated this. 
Though 'industry' is, for example, under the ex
clusive jurisdiction of the States, the Centre has 
acquired a very wide, almost unlimited range of 
control over many industries in the States. The 
trend is one of extending such sweeping jurisdic
tion of the Centre over matters which arc sup
posed to be the State subjects. 

13. The arbitrary resort to President's Rule in 
the States under Article 356, sometime even foe 
sorting out the internal problems of the party in 
power, the provision for President's assent to cer
tain categories of Bills passed by the State legisl:a
tures, the powers of the Centre to issue directions 
to the States, Centre's control over the All-India 



services even when their cadres are under the em
ployment of the States and the sweeping emergency 
provisions in Part XVIII of the Constitutional this 
has enormously contributed to the undermin
ing of the federal principles and of the powers and 
autonomy of the States. 

14. The changed political conditions, the com
ing to power of several non-congress governments 
an-d the growth of new consciousness about their 
rights and needs for rapid development in various 
nationalities and the tribal people and the fact that 
the existing imbalance in Centre. State relations 
is sought to be exploited by cert~in sections for 
furthering the interests of separatist and even 
secessionist forces lend an urgency to the demo
cratic demand to restructure Centre-State relations. 

15. The Communist Party of India is firmly of 
the opinion that the necessary restructuring of 
Centre-State relations should be given wider legis
lative and financial resources to the States to meet 
the growing needs of development, consistent with 
the unity and integrity of the country and its plan
ned, integrated and all-sided economic develop
ment. Such widening of the powers of the States 
shall not only enable the fruition of the aspirations 
of the people of the States, but will also strengthen 
the democratic content of the relations between the 
Centre and the States and thereby strengthen the 
unity of the counry and national integrity. 

16. At the same time, the Communist Party of 
India is of the view that it would be wrong to 
restrict the powers of the Centre merely to four 
subjects like Defence, Foreign Affairs, Communi
cations and Currency as is being suggested by 
some. The Centre should have the power to work 
for the integrated economic development and 
strengthening the common economy and develop
ment with due regard to the needs and legitimate 
aspirations of the under developed States and 
regions. 

17. The crux of the immediate problem is clear
ly one of giving wider powers to the States, raising 
their resources and broadening the opportunities 
for their democratic initiatives so that they can 
effectively discharge their responsibilities for pro
moting the well-being of the people and the pro
gress of the States. 

18. In tune with the aforesaid, the meeting of 
opposition parties held at Srinagar from 5th to 7th 
October, 1983 worked out proposals for reshap
ing Centre-State relations. A statement giving the 
full text of the same is enclosed herewith for your 
earnest consideration. 

COMMUNIST PARTY OF INDIA 

State Unit-Kamataka 

MEMORANDUM 

I. At the outset, we have to state that the over
all relations between the Union and the States have 
got to be on an equitable basis. The relationship 
is not one of the domination but is one of partner
ship for achieving the best national interest. The 
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responsibility of the Union in maintaining such a 
harmonious relationship is obvious and is far 
greater than that of the Stat.es. ~his .is. not to .mini
mise the role of the state tn mamtammg amtcable 
relationship. However, over the years, it cannot 
be gain-some said, that those in. charge of the 
affairs of the Union or a party m power at the 
centre, have not taken a responsible and impartial 
view. They have failed to evolve proper standards 
of democratic behaviour vis-a-vis the states. As a 
result of such a behaviour, the centre-state rela
tions or Union-State relations have deteriorated 
leading to fissiparous tendencies in the body politic. 
Unfortunately, such attitudes have not been of 
casual occurrence only but seems to be almost a 
policy for those at the centre or those holding poli
tical power at the Union level not to tolerate the 
persons in power at the State belonging to different 
parties. Noticeable thing is that this has been .so 
from the beginning. Just to quote one or two m
stances. In the 1952 general elections in the then 
State of Madras, the Congress Party which was 
ruling at the centre was reduced to a minority in 
the State Legislature. The United Democratic 
Front headed by Shri Prakasam had total majority, 
but the Governor under instructions from the then 
Prime Minister and the Home Minister declined to 
call Sri Prakasam to form the ministry but called 
C. Rajagopalachari who was just then nominated 
to the Legislative Council to form the Ministry on 
behalf of the Congress Party. Thus a minority 
ministry was foisted on the Madras Legislature, 
without giving due respect to the wishes of the 
electorate solely because the then leadership of 
the Congress at the Centre thought it could not 
suffer a non-Congress Ministry in Madras. The 
same attitude found expression in the latest un
democratic act of dismissing the Ministry headed 
by N. T. Ramarao and foisting a Ministry led a 
faction in the Telugu Desam Party. Same fate be 
fell Dr. Farooq Abdullah in Jammu and Kashmir. 
In the same way and style, power under Article 
356 has been exercised to displace non-Congress 
Ministries. Durgah Dar Basu has said that during 
30 years on more than 60 occasions this extra
ordinary power has been abused. Without multi
plying the instances it can be safely asserted that 
the party in power at the Centre have tried to frus
trate the functioning of the Party in power at the 
State level when they do not belong to the same 
party. We would request the Commission to exa
mine all the instances and point out how far there 
has been an abuse of power vested in the Centro 
either under Article 356 or under other articles or 
through the discretionary powers of the Governor. 
This examination is necessary in the interest of 
establishing healthy conventions so as to secure 
understanding and amity between the Centre and 
the States. Such conventions are necessary in the 
interest of the smooth functioning of the frame
work of the constitution; we are of the view that 
mere changes in the legal provisions governing 
the relationship between the Centre and State 
alone are not sufficient. The most important is 
to work it in a democratic manner. 

2. In what follows we propose to answer som~ 
of the questionnaire. 



PART I 

INTRODUCTORY 

1.1 This question appears to be somewhat 
academic. Legal Pundits or Political Philoso
phers are not agreed on the various features that 
go into making a federal structure. One writer 
examining the various definitions has said as 
follows:-

"From the several definitions one can bring 
out three important and essential features of 
federalism. They are : 

(1) Definition of powers between centre and 
States which are expected to exercise their 
powers independently as far as possible and 
in concert with each other or co-opera
tively if necessary. 

(2) Supremacy of the constitution is an explicit 
idea that neither the Centre nor the States 
can change the provisions relating to fede
ral aspect unilateraly and, 

(3) an independent judiciary to function as an 
arbitrator in all disputes between the 
Centre and the States and also between the 
States." To this, he has also added a con
cept of a strong Centre. Thus it can be 
found that the constitutional set up in 
India has certain federal features. However 
the unitary aspect of the concept of strong 
Centre is very important in the set up. 
Hence it is sometimes characterised as quasi 
federal with strong unitary tendencies. 

1.2 Whatever the concept of the federation, it 
is necessary for various reasons to emphasize that 
there is need for the distribution of powers among 
the list to the VII schedule of the constitution and 
also in regard to various other matters. We agree 
with the various recommendations made by the 
Rajamannar Committee for securing what is cal
led Greater Autonomy. Devolution of more power 
and more finances to the States have assumed 
crucial significance not merely because of the 
views regarding federation or federalism but be
cause of other compelling socio-economic and 
political circumstances. 

1.3 We agree with the view that there is urgent 
need for substantial de-centralisation of powers and 
finances at various levels and more than all, of 
devolution of finances to secure effective function
ing and to discharge the various responsibilities. 
We are of the view that during a real national 
emergency like say the Chinese agression during 
1962, the States tftcmselves voluntarily co-operat
ed with the Centre and agreed to the central dis
pensation of many matters. From our point of 
view the optimum constitutional provisions is to 
see that many irritants in the centre-state relations 
which have cropped up over 35 years should be re
moved. Our Party at the Centre bas given vari
ous proposals and the opposition parties' conclave 
at Srinagar have approved of some of the said 
suggestions. We stand by those suggestions. 

SQ--288/87 
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1.4 In the said question it is not clear what is 
the-traditional t:(pe r~ferred to as has been point
ed out. The wnters m the constitutional law are 
not agreed on the various ingredients of what is 
c~lled pure tra_ditional type. However, it is uot 
difficult to envrsage the States exercising indepen
dent power in their affairs without interferen'e by 
the Centre. We wish to make it clear that we 
stand for a strong Centre. However we do not sub
scribe to the doctrine of a limping fcdera
t!on but we want a strong centre and at the sam_, 
trme we want a federal units with more power and 
finances. We are of the view that the Centre can 
be strong !f the federal units are also strong and 
have suffictent power and finances to discharge 
their responsibilities. 

1.5 We agree with the view that the relations 
between the union and the states have not been 
promoted or developed on a proper basis in accord
ance with the democratic intent of the electorate. 
However this docs not mean that there is no need 
for changes in some of the articles of the constitu
t!on. The legal fra~ework providing for devolu
tion of powers, functmns and finances require re
structuring. At the same time, healthy conven
tions and procedures have also got to be ~volved. 
We do not agree that there is no case for any 
change in the provisions. There is need for chanae 
i!l view of altered circumstances the e"<pect'i
trons of the people, enormous responsibilities 
thrown on the States, etc. 

. 1.6 We entirely agree that the protection of the 
rndependence of the country, securing the unity 
and integrity of the nation is of paramount import
ance. Due to various reasons, the unity has been 
threatened and divisive forces are growing. The 
constitution as a whole is designed to secure the 
objectives mentioned in the question. 

1.7 Articles 256, 257, 354 to 357 and 365 all 
require modifications. They are not reasonable. 
They require re-casting. 

1.8 Article 3 of the constitution does not re
quire any change, particularly if our suggestbn of 
an inter-State council as provided under article 263 
of the constitution is properly worked it may not 
become necessary to amend article 3. At any rat~;;, 
the stage has not arrived for reconsidering the frame 
of the said article. 

PART II 

LEGISLATIVE RELATIONS 

2.1 The complaint that the union or the centre 
has encroached in the State Legislative tield is 
to true. The Rajamannar Committee appointed 
by the Government of Tamil Nadu have pointed a 
number of instances ....... . 

2.2 The suggestions made by the opposition con-
clave is fully acceptable to us. . .......... . 

2.3 Prior consultation with the State Govern
ment whenever Centre wants to undertake any 
legislation in the concurrent list (list 3-VII schedule 
in the constitution) it is but fair that the State 
Government be consulted. 



2.4 We are of the view that Parliament should 
not encroach on the exclusive domain of the States 
either under the slogan of the national interest or 
public interest. We do not think that such a 
change is necessary. 

2.5 We make the following proposals:-

More Legislative Powers for the States 

The legislative powers or the State should be 
widened and the powers of Parliament to make 
laws in respect of the subjects enumerated in th.e 
state list (list II) in VIIth schedule of the Consu
tution be removed. Article 249 which empowers 
Parliament to legislate with respect to a matter in 
list II should be deleted. 

Similarly, Article 252 which empowers Parlia
ment to legislate for two or more States on being 
so requested by the States, should be deleted. Both 
these Articles impin~e upon basic federal principle. 
Re-adjust entries in VII schedule. 

Entry 52 in list I should be amended to restrict 
its scope and range in relation to the power of 
Parliament to legislate in relation to a matter 
falling within the exclusive jurisdiction of the 
States concerning "Industry" which is in the exclu
sive state list under its entry 24. Parliament may, 
however, retain the restricted power to legislate in 
respect of industries of All-India importance and 
in the overall interest of the national economy. At 
present Parliament and the Central Government 
have virtually unlimtied power to encroach on the 
jurisdiction of the States in regard to "Industry" 
on the ground or "public interest". 

The States should have the right to take over 
the management of the dosed industries and those 
threatened with closure so as to enable them to 
protect the workers' interests. 

Entry 7 of the Union List gives overriding power 
to the Parliament to legislate in respect of Industry 
not only for the prosecution of war, but also for 
the purpose of defence. This provision should be 
made more restrictive to cover industries which are 
directly involved in the prosecution of war or 
enga~.:ed in defence production. "Communications" 
under Entry 13 in the State list is within t~e 
exclusive jurisdiction of the States, but here a~.:am 
centre comes in under Entry 23 in the Union list. 
Certain entries in the concurrent list (List III) 
empower the Centre to legislate and hence also 
exercise its executive powers in respect of some 
matters which have been assigned to the exclusive 
jurisdiction of the States under entry 27 (produc
tion, supply and distribution of goods) and entry 28 
(markets and fares) Entry 33 in the concurrent 
list which makes this possible requires to be 
reformulated for reducing the scope of the centre's 
power and authority in regard to matters enumera
ted in entries 27 and 28 in the list II. Forests 
should be in the State List. 

Entry or the concurrent list should be restricted 
to the property of the Union and the acquisition 
and reacquisition of property for the purpose of a 
State should be transferred to the States list. The 
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mandatory provision for President's assent under 
proviso to Article 31(C) for any law passed by a 
legislature has naturally to go. 

Entry 55 in list I (Re~ation of Labour and 
Safety in Mines and 01l Fields) should be trans
ferred to the concurrent list in order to enable the 
States to take initiative in ensuring measures for 
this purpose. Entry 43 in the concurrent list 
should cover only such trading Corp?rations .as are 
of national importance from the pomt of v1~w of 
the overall interest or national economy and m the 
context of national planni!lg·. Corp<;>rations _havin!,! 
no such importance or s1gmficane m carrymg on 
their business in a State should be left to the exclu
sive jmisdiction of the concerned State. 

Residual Powers 

Article 248 read with Entry 97 in the Union 
list vests the union, that is the Centre, with the 
residuary powers of legislation in all matters which 
are not included in lists II and ill, including any 
tax. Such residuary powers for Parliament and the 
Centre should be confined to only matters that 
concern the security of the country and national 
unity and national integration. ~e rest of the 
residuary powers should be left With the States. 
Both the above mentioned Article and the entry 
should be amended accordingly. 

President's Rule 

Article 356 should be amended. The wide 
powers of dissolution and suspension of the State 
Assembly and the dismissal of the State Ministry 
by the President should be deleted. In the event of 
a situation arising when there is no possibility of 
any Ministry having a majority in the Assembly, 
elections should be held within four months to 
constitute a new Assembly, the existing Govern
ment functioning as a caretaker Government. 

U, however, the Parliament decided that elections 
cannot be held in the State concerned due to such 
violence as disrupts normal life, it may, for a 
specified time, decree the imposition of President's 
rule in that State. 

If the post of the Governor cannot be abolished, 
then that Governor's powers and functions have to 
be redefined. The Governor was intended to be 
purely ornamental functionary. His must be consti
tutional office not subject to the control of the 
Government of India. Unfortunately, Governors 
have acted more as agents of Central Government 
rather than as constitutional functionaries. Their 
actions have in many instances brought mis-under
standing between their own role and about the 
Centre. 

Status of Governor 

3.2 The Governor of a State shall have no power 
of discretion to assent to any bill passed by a State 
legislature nor shall be have such power and 
discretion to reserve such a bill for the President's 
assent except under Article 288(2). All bills passed 
by a State Legislature shall automatically become 
law. 



. So Ion~ a~ the office of Governor continues, 
hts conshtutional and legal position in relation to 
the Council of Ministers of the State concerned 
shall be the same as that of the President in relation 
to th~ Union Council of Ministers except in respect 
of hts responsibilities under the Vth and VIth 
sch~dules (re. the Scheduled Castes and Tribes). 
~rt~cle 1 ~3 should be amended and brought exactly 
m line wtth Article 7 4 so that the Governor has 
no functions to exercise in his discretion. The 
concept of Governor being an agent of the Centre 
must be given no quarter or encouragement. 
Powers so exercised by the Governor should be 
subject to the review of the State Assembly and 
Parliament. 

T~e Governor should be appointed by the 
Prestdent on the basis of a panel approved in this 
hehalf by the concerned state legislature and the 
Governor shall hold office at the pleasure of the 
State Legislature. There should be provision in 
the Constitution for the impeachment of the 
Governor by the concerned state legislature. 

State's Say in the Appointinent of High Court 
.Judges 

. The state legislatures should also be given a say 
m the appointment of the judges of their respective 
High Courts, including the Chief Justice. The 
President shall appoint such judges for a State 
High Court from the panel of names which bas 
been approved by the concerned state legislature. 

3.3 Before making a report under Article 356(1) 
Governor should send notice to the Council of 
Ministers: In the- notice, be should specify the 
reasons why be is making a report to the President 
regarding the situation in the State i.e., be should 
give an opportunity to the Council of Ministers to 
show that there is no room for holding that the 
Government in the State cannot be carried on in 
accordance with the provisions of the Constitution. 
Thereafter, the President also will have to t:ive a 
liimilar opportunity to the Council of Ministers 
before he proceeds to pass any orders. This 
procedure need not be followed in the event of a 
no-confidence motion against the Council of 
Ministers has been passed in the Legislative 
Assembly. Generally, the right of the people of 
the State to have a Government or Council of 
Ministers enjoying the confidence of the State legis· 
lature should not be interferred with. 

While dealing with the actions of the Governor 
under Article 164 we must keep in view the impor
tant fact that democratically elected representatives 
of the people are not deprived of their constitutional 
right to elect their own Governments. Unfortu
nately, the way in which Governors have exercised 
power under Article 164 have come in for a lot 
of criticism. Hence it is necessary to amend 
Article 164 to make it clear that the Governor 
shall appoint a person as Chief Minister who com
mands a majority among the members of the 
Legislative Assembly. Governor shall not dismiss 
the Council of Ministers who command a majority 
in the Assembly. It is further necessary to clarify 
that Governor acts in accordance with the advise 
of the Council of Ministers, save in situations where 
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the: Constitution requires him to exercise discretion. 
It IS also necessary that this discretion should not 
be exercised arbitrarily but should be such as to 
advance the cause for which discretion has been 
vested in him. 

3.4 !"ower under Article 200 has been abused to 
a considerable extent. Hence it is necessary to 
clarify that the biils when once passed by the 
Assembly should not be subjected to discretion of 
the executives and should be brought into 
force as desired by the Legislature. 

3;5 We agree. with the commands made by tlte 
It;t~tan Law Institute. There has been d~lay in 
~vmg assent. 

3.6 In most of the cases, the Governors have 
acted as agents of the Centre. 

3.~ We agree with the suggestion contained in 
question. 

. In additi?n, ~e Governor must be appointed 
m consultation w1th the Legislature of the State . 

3.8 We do not agree with the suggestion. 

3.9 The suggestion based on article 67 of Basic 
Law of Federal Republic of Germany may be tried. 
But generally it will be better that elections are held. 

3.10 In view of our other suggestions re~:arding 
Governors, this becomes unnecessary. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 It is stated that tltese articles 256 and 257 
are designed to have co~ordination between tlte 
executive power of the State and the executive power 
of the Union. It will be possible that these powers 
may be abused to strike at a Government in the 
State. 

4.2 We are of the view that Article 365 should 
be d~le~ed. The power is an extraordinary power 
and 1s likely to be abused. It may not be subject 
to judicial review. Hence it should be deleted. 

4.3 If articles 256 and 257 should stand in the 
present form, then the suggestion contained in the 
ARC report may be considered. 

4.4 The extraordinary power under Article 356 
bas invariably been abused. In 1959 the Kerala 
Government was dismissed on a very specious plea 
of failure of law and order etc. But on such a 
specious plea the Congress Governments have not 
been removed tltough failure of maintaining law 
and order situations bas been present in many 
instances of Congress Governments. In fact, tltere 
was no failure of maintaining the Jaw and order 
in Kerala in 1959. Likewise, in 1976, tlte Govern
ment of Tamilnadu beaded by Karunanidhi was 
dismissed on a novel charge tltat be indulged in 
corruption. 



4 . .5 The 44th Amendment 1978 has rightly 
restored the previous position. However, in order 
to meet an extraordinary situation referred to in 
the said question (as in the case of Punjab) a 
safe~:uard in the arbitrary exercise of power may 
be to suggest that these matters be discussed in 
the Inter State Council (by resolutions) or by and 
Parliament. 

4.6 No comments. 

4. 7 The criticism is justified. These organisa
tions should not function in a manner so as to 
impinge on the State's autonomy. This must be 
subject to review in the Inter State Council, and 
also in the National Development Council. 

4.8 The feature that has come up for criticism 
relates to the aspect of joint control over the All 
India Services by the Central and State Govern
ment, the loyalty of officers belonging to All India 
Services should be to the Centre though serving in 
the State. This has led to conflict and difficult 
situations. (instances of administrative and police 
officers in Andhra Pradesh and Jammu and Kashmir 
has come up for criticism). In this connection, 
the suggestion made by the State Government are 
worth considering. These are as follows:-

( i) all matters relating to the policy or rules 
affecting the All India Services should first 
be placed before the proposed Inter State 
Council and action initiated only after 
obtainin~: the approval of the Council by 
means of formal resolution, 

(ii) Clause 3 of the All India Services Act 
should be amended to replace "consultation" 
with the State by "concurrence" of two 
thirds of the State Government, 

(iii) the amendment to rule 6 of the I.A.S. 
(Cadre) rules made administrative grievan
ces of officers to be referred to Tribunals 
in order to avoid delays that occur in 
courts. The selection of members for these 
Tribunals should be subject to confirma
tion of the Union Public Service Commis
sion in order to ensure that the Tribunals 
are manned by persons of competence and 
integrity. 

4.9 Police and maintenance of Law and Order 
is a State subject. But the States have been made 
to depend on the Centre for supply of paramilitary 
forces and Central Intelligence Services, etc. The 
Central Government expenditure is going on increas
ing on police forces. The Central Government 
had deployed both Border Security Force units 
and Central Reserve Police for dealing with peace
ful agitation (for example Bihar). Recently in 
Andhra they were deployed for purely political 
reasons. The Central intervention through B.S.F. 
units and C.R.P. should stop. Expansion of the 
Central forces should also stop ; C.R.P. and other 
similar forces should not be deployed without the 
consent of the State concerned except to meet a 
grave threat to the life and property of scheduled 
castes, scheduled tribes and religious and linguistic 
minorities. 
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4.10 We are of the view that Radio and Door
darshan should be made autonomous and registered 
as a National Broadcast Trust. The board of 
trustees must be appointed in consultations with 
Inter State Council. The opposition and the State 
Chief Minister must have access to the broadcast 
media. Newspapers and periodicals have suffered 
a great deal as a result of newsprint allocation. 
Fixation of quota of newspapers should be comple
tely abolished and import of newsprint should be 
put under Open General Licence. Small news
papers may be given assistance for procurement of 
newsprint. Broadcasting may be brought in the 
Concurrent List. 

4.11. Zonal Councils have hardly functioned. 

4.12 Inter State Councils under section 263 
·should be made to function effectively. In view of 
the fact that several parties have come to power. 
the Inter State Council becomes very important as 
a means of maintaining harmonious relationship and 
arriving at a consensus. Inter State Council must 
deal with matters like Co-Ordination of taxes and 
policies, mmlDlum wage under the Minimum 
Wages Act, issues relating to regional imbalance, 
central investment in the State, etc. This must be 
linked with effective functioning of National Deve
lopment Council, Planning Commission etc. The 
Council should have an independent secretariat 
which should be on a permanent basis. 

PARTY 

FINANCIAL RELATIONS 

Wider Financial & Economic Powers & Greater 
Resources for the States 

In view of the expanding developmental and 
other welfare activities of the states on the one 
hand and a yawning lack in their resources, as well 
as their dependence on the centre on this account 
on the othef, it has become imperative to augment 
the resources of the States such dependence on their 
part. These are, of course, inter connected tasks. 
The limitations of the financial and economic 
powers of the states are inherent in the scheme of 
the Constitution which would call for some radical 
modifications. 

The taxin~: powers of the centre and the states 
are mutually exclusive and hence it is necessary to 
broaden the resource-raising base of the states by 
transferring certain items of taxes and revenues 
from the union list to the state list. But even this 
is not going to significantly increase the resources 
potential of the states. What is necessary is that 
the Centre must make more funds available to the 
states under the mandatory provisions of the Consti
tution itself, as well as under the laws made by 
Parliament. The scope of "discretion" by the 
executive should be drastically reduced in favour of 
the assured transfer of resources by the centre to 
the states. 



Include Customs, Export Dulies and Corporation 
Tax within the Divisible Pool 

Certain items of central revenues, notably 
customs, export duties and company taxes, etc., are 
not now shared by the Centre with the States. A 
definite proportion of the net proceeds under each 
of these heads should be brought within the divi
sible pool for obligatory transfer to the states accord
ing to the guidelines and proportion laid down 
by the Finance Commission, which shall take into 
account all relevant !'actors. It may be left to 
Parliament to determine from year to year the 
proportion in each case that should be put in Jhe 
divisible pool. But there should be constitutional 
guarantee that the share earmarked for the states 
would not be less than 50 per cent of the net 
receipts under each head. Similarly, there should 
be constitutional guarantee to ensure that adequate 
financiaJ assistance is given for development of 
backward regions and areas, for development of 
the tribal areas as well as of other backward and 
weaker sections. 

50 per cent of the Excise Duties for the Pool 

At present the net proceeds of the excise of 
duties of the centre are shared with the states at 
the rate of 20 per cent under a permissive provi
sion of the Constitution. This sharing should be 
made mandatory by including the union excise 
duties also in the divisible pool and the proportion 
should be raised at least to 50 per cent of the 
total net proceeds of such excise duties. Article 
270 should cover the excise duties also and 
Article 272 should be deleted. 

Enlarge Scope of "Grants-in-aid" 

Article 275 which provides for "grants-in-aid" 
by Parliament should be amended to cover a 
wider range of purposes for making such assured 
assistance to a state with a view to among other 
things, reducing to the minimum the discretion of 
the union executive, whether exercised through the 
Planning Commission or otherwise, in the matter 
of financial assistance to the state. The Plan allo
cations should be linked with this and such other 
statutory provisions as may be made by Parliament 
for the purpose. Not only the fiscal needs of the 
states, but other needs as well should be taken 
into account in formulating the proposal for trans
fer of resources from the divisible pool. 

Transfer to the State List 

Estate duty in the union list under Entry 87, 
other than Agricultural Land Estate Duty in res
pect of property, should be transferred to the state 
list in respect of not only agricultural land but 
also buildings and all other immovable property. 
Duties in respect of succession to all immovable 
property in a state should be transferred to the 
state list. Terminal taxes under Entry 89 (termi
nal taxes on goods or passengers carried by rail
ways, by sea or air; taxes on railway fare and 
freights) should also be transferred to the state 
list. Taxes under Entry 90 (taxes other than stamp 
duties on transaction in stock exchange; and future 
markets), 92 (taxes on the sale or purchase of 
newspapers and on advertisements published there
in) should go to the state list. 
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Financial Institutions and Banks 

The financial institutions should be made to 
invest more and increasing funds for the develop
ment of backward states and regions. 

The states should be empowered to start their 
own banks in the public sector. 

Royalties 

Royalties for mineral resources, oil, gas, etc. 
should be raised and calculated on ad valorem 
basis to enable a fair share of the natural resources 
to the states. 

Parliament to Recommend Appointment of 
Finance Commission 

The Finance Commission should be appointed 
by the President on the basis of recommendation 
of a panel prepared in consultation with the states 
and approved by Parliament. The appointment 
should not be left to the discretion of the union 
executive alone. Parliament having no effective 
say whatsoever in the matter. The functions of the 
Finance Commission should be widened so as to 
cover all transfer of resources from the centre to 
the states. The broad guidelines for its work 
should be empowered to go into all aspects of the 
states finances as well as that of the centre 
instead of its function being more or less confined 
to a periodical assessment of the fiscal needs of the 
states and to making proposals for the devolution 
of taxes and "grants-in-aid" to the states. 

Planning Commission should be a Statutory Body 

The Planning Commission strictly speaking has 
no legal status. This lacuna should be removed 
and the Planning Commission should be made a 
statutory body with its functions and authority 
clearly defined. Apart from the Prime Minister 
who should continue ex-officio to be the Chairman 
of the Commission, as well as the Cabinet Ministers 
(not more than three) who may be made mem
bers of the Planning Commission should be experts 
and these members should be appointed by a 
resolution by Parliament. 

Associate State Planning Bodies 

Provision should be made by law for associating 
the representatives of the states in a meaningful 
manner with the formulation of the plan, and in 
overseeing its implementation. 

There should be effective coordination and co
operation between the Planning Commission and 
the states planning bodies whose powers and 
authority, as well as scope of initiative and activity 
in the matter of planning in the state should be 
increased. In their own spheres these must be 
made instruments of planning. 

Statutory Status for National Development Council 

The National Development Council should be 
given a statutory status and its broad functions 
and relation to Parliament should be defined. The 
main task of the NDC should be related to the 
development activities, particularly those relating 
to planned development, as well as coordination 



among the states for the purpose and their coordi
nation with the centre. The relevant centre-state 
problems in this connection should also be brought 
within the ambit of the functions of the NDC. 

Loans and Debes 

The question of central loans to the states needs 
serious consideration. A good part of the out
standing loans by the centre to the st~tes requires 
to be written off to lighten the huge mdebtedness 
of the states. This debt burden is largely due to 
the denial of resources to the states by the centre. 
The states' authority to raise loans should be ill
creased and there should be wider accommodation 
in the matter of the so called 'over-drafts' by the 
states. In this connection the relations of the 
banking, insurance and other public ~ancial 
institutions under the control of the centre With the 
state should be reviewed with a view to improving 
the borrowing position of the states, subject, of 
course, to the necessary safeguards. 

The above proposals will not onlY: make t~e 
states strong for the discharge of thell' responSI
bilities but also at the same time strengthen the 
democratic content of the relations between the 
centre and states, thereby strengthening the unity 
of the country and its national integration. The 
implementation of the principal of "the unity in 
diversity" depends in no small measure oo the 
just, democratic and dynamic relations between 
the centre and the states. 

The Communist Party of India puts these pro
posals before the people as its initial contribution 
to the national dialogue on centre-state relations. 

5.1 It is to be stated that mechanism for devo
lution of finances and its actual working over the 
past 34 years has not been found satisfactory. It 
has not fulfilled the aspirations of the people. 
The growing responsibilities of the State have not 
been kept in view properly in the scheme of 
devolution. 

5.2 We agree with the suggestion contained in 
5.2( d) and (e). 

5.3 There has been total failure in the objec
tives enunciated in the directive principles of state 
policy. One of the important directive principles 
is contained in 39(d) and (e). Very little has 
been done in this behalf but on the other hand 
concentration of wealth and means of production 
has gone on in an unchecked manner. We have 
big monopolies who are growing from year to year 
and the growth of monopolies is a source of com
mon detriment. The growth of monopolies and 
the capitalist system that prevails in the country 
is at the root of many ills and has an impact on 
the Centre-State relation also. The system has 
produced vertical and horizontal inequalities. In 
this situation, it is necessary that the Centre should 
follow a policy of reducing the inequalities interse 
between the states and otherwise. It may also cmb 
the growth of monopolies. However, it is not proper 
to counter-pose the giving of more financial 
powers to the states, to the idea of concept of a 
strong centre. At present, it is necessary to give 
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more financial assistance to the states and at .the 
same time it is also necessary to reduce the un
balance between the states. The plan ~as to be 
formulated in order to overcome the mtcr-state 
differences and reduce them to tolerable levels. 
We have to add that as long as the capitalist 
system prevails and with the growth of monopoly 
these inter-state differences and the uneven level 
of development cannot be eliminated. 

5.4 Suggestions (1) and (2) are acceptable, 
but taxation should be on those who can. a_fford 
and not through commodity taxes and admimstra
tive prices, etc. Deficit ~nancing is not at all in 
national interest. Taxation should be made to 
fall on owners of property and producers of goods 
(capitalists, landlords and traders). 

5.5 We agree with the view submitted by th11 
State Government. 

5.6 The suggestion based on Yugoslav constitu
tion may be tried. 

5.7 We have indicated above the taxes and 
sources to be transferred. 

5.8 Suggestion as above. 

5.9 The suggestion that the Finance Commis
sion should deal with all plan and non-plan ex
penditures may be tried. However, the l'lann!ns 
Commission's functions as stated in the question 
seems to be limited. 

5.10 The objective of narrowing down the dis
parity in public expenditure has not been achieved. 

5.11 We have suggested that the states' role in 
planning should be greater and increased and also 
transfer of resources on a proper basis as above. 
The said suggestion would be a corrective. 

5.12, 5.13 and 5.14 We have already made 
suggestions at the commencement and we are also 
in agreement with the States' view on financial 
transfers. 

5.15 and 5.16 The question of growing indeb
tedness of the state has also been dealt with in the 
State Governments' memorandum. At the com
mencement we have also dealt with the question 
of loans, etc. We agree with the views expressed 
by the State Government. 

5.17 The ARC study teams' observations are 
true. The suggestions have been made by our 
State Government to remedy the situation. We 
agree with these views .. 

5.18 It is true that the States' capacity to 
borrow has been restricted. The State Govern
ment has made the suggestion of Debt and Credit 
Councils on an All India basis. They may be able 
to look into these problems. Anyway, re
scheduling of loans is an absolute necessity. 

5.19 As far as possible, Centre should not 
charge to the States a higher rate of interest than 
what it pays. At any rate, the difference should 
be nominal and it should not be a source of 
revenue. 



5.20. The State. Govern~ent has already made a 
suggestion regardrng credit and debt council. We 
assume the same views. 

5.21 One of the reasons for the overdraft is 
the financial position of the states. At any rate, 
in the case of Karnataka it is not due to want of 
any tax effort. 

5.22 It is not correct to say that the State of 
Karnataka has not been exploiting their own 
source of revenue. 

5.23 Public Sector has no doubt attained high 
levels of interest but by and large the public 
sector has been used in aid of the private sector. 
The rapid growth of the private sector would not 
have been possible if the public sector particularly 
financial institutions had not gone out of their 
way to help them (even Swarajpal--disclosed this). 
The performance of public sector has to be asses
sed in detail with reference to each of the institu
tions. They are varied character. Some of the 
earning profits and some are not. There is an 
element of propaganda by the private sector in 
the criticism of the public sector. This does not 
mean that there is no room for improvement of 
working of the public sector undertaking. Bureau
cratisation of the management is one of the serious 
obstacles. Considerable improvements both in 
terms of policies and administration if effected 
would certainly put them in a better footing. We 
agree with the view that there is substantial leakage 
in the central tax revenue. 

5.24 We agree with the suggestion. 

5.25 We agree with the suggestion that these 
taxes should be transferred to the state list. 

5.26 Subject to what we have said above the 
suggestion to increase the grant is in order. 

5.27 We are of the view that the four Union 
Territories must be conferred with statehood. 
Subject to this, the suggestion in 5.27 is correct. 

5.28 The central assistance to calamities must 
be made adequate to cover the costs. 

5.29 We agree with the suggestion made by the 
State Government in this regard. 

5.30 No comments. 

5.31 We agree with the criticism. That is why 
the suggestion of National Expenditure Commis
sion. 

5.32 to 5.35 No comments. 

5.36 No doubt this reports are examined by the 
various committees of the legislature. This itself 
an important check; but we cannot say that it is a 
sufficient check since there is a big time gap and 
the suggestions made are not fully followed. 

5.37 We agree with the suggestion. 

5.38 The scope of the Expenditure Commission 
is different from the functions of comptroller and 
Auditor General. · 

5.39 We agree with the suggestion. 
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PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 We agree with the suggestion made by the 
Government so as to avoid repurcussions that are 
referred to in the said question. Effective func
tioning of National Development Council, Natio
nal Credit Council, National Debt Commission is 
a must. The concept of decentralised planning has 
got to be resorted to in a vast country like ours; 
there is no point in the Planning Commission 
having a detailed scrutiny of state plans. The 
states must be made more and more responsible 
for the state plans. The Planning Commission 
should consist of experts and three or four minis
ters who have to be appointed by resolution of 
the Parliament. The states should be assisted in 
the formulation of plans. 

6.2 We agree with the proposal. 

6.3 The Planning Commission must take the 
State Government into confidence. 

6.4 We prefer 6.4(1). 

6.5 We agree with the suggestion. 

6.6 These matters have been clarified in the 
memorandum given by the State Government and 
we agree with them. 

6.7 and 6.8 We agree with the views of the 
State Government. 

6.9 The criteria adopted by the Finance Com
mission for allocating central plan assistance 
have proved to be inequitable. As far as our state 
is concerned, the Government have brought out 
these aspects in the memorandum both to the 
finances commission and other bodies. We 
agree with the suggestion. 

6.10 We agree with the view expressed by the 
Chief Minister of Karnataka regarding the cen
trally sponsored schemes. He has referred to this 
~ecen~y in his budget speech and also in his press 
rnterv1ew. 

6.11 

6.12 We agree with the view expressed in 6.12. 

6.13 The formulation of the state plans have 
been done by the state government from time to 
time. Discussion in the assembly and at various 
levels is not adequate. People's participation in 
the formulation has got to be improved. 

Industries 

PART VII 

MISCELLANEOUS 

7.1 We agree with the view that the expansion 
of the Industries in the schedule has encroached 
upon the state, sphere. Article 24 in the state 
list also deals with the industries. Hence it is not 
proper to virtually take over the right of the 
states to legislate under Article 24 iu the state list. 



Parliam.:nt may however retain the restricted power 
to legislate in respect of industries of All-India 
importance in the overall interest of national 
.:conomy. 

7.2 As indicated above industries of All India 
importance should alone find a place in the first 
schedule. 

7.3 The intervention of the centre in the field 
of industries on the ground of public interest may 
not be necessary. 

7.4 

7.5 The state government memorandum has 
made some comments on the head "Market bor
rowings". We agree with their suggestions. Allo
cation of market borrowings should be on a fifty 
fifty basis between the centre and the states. The 
criteria for inter state allocation has been properly 
made by the state governments. 

7.6 The criticism is justified. The case for 
Vijayanagar Steel Plant is an instance in point. 
More than 10 years ago the foundation stone was 
laid and indications were made by the Central 
Government that the steel plant would be taken 
up but nothing has happened in this behalf. 

7. 7 The central investment on public sector has 
to be decided at the national level in order to 
obviate this criticism ; matter should be discussed 
at the various All India bodies and inter-state 
councils and a longterm plan should be drawn up 
taking the potentialities of different states. 

Trade and Commerce 

8.1 We agree with the suggestion in 8 .1. 

Agriculture 

9 .1. So far as agricultural research is concerned 
the states' efforts should be supplemented by the 
centre in view of the paucity of resources in the 
state. Otherwise, we agree with the comment made 
by the administration i.e., State Government. 

9.2 We agree with the view of the National 
Commission on agriculture. 

9.3 The sug~estion on National Commission of 
Agriculture is quite in order but it is not being 
satisfactorily implemented. 

9.4 Price fixation for many agricultural commo
dities has led to conflict between the state and 
the centre sometimes. The centre must take the 
state into confidence and have adequate discussion. 

9.5 We agree with the suggestion made by the 
State Government. 

Food and Civil Supplies 

10.1 and 10.2 We have no comments. 

Education 

11.1 and 11.2 We have no comments. 

11.3 There is need for discussion and cousulta
tion arriving at a consensus between the state and 
the centre. 
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11.4 A comprehensive bill on education was 
passed recently by the State Government. So far 
the central clearance has not been given. It is 
necessary that early clearance may be given. How
ever, we have one observation regarding denomina
tional educational institutions. While we agree 
with the need for protection of such institution;;, 
we feel that the employees employed by such 
educational institutions are deprived of the most 
elementary protections which are available for other 
employees in other ed_u~ational instit~tion~. We 
fail to see why the mmtmum protection ~tven to 
the employees in non-minority educational insti
tutions should not be extended to employees in the 
minority educational institutions. It is discrimina
tory to deny the employees that protection. !le':lce 
there must be an amendment to the constitution 
so as to secure some minimum protection to the 
employees employed in such institutions. 

Inter-Government Co-Ordination 

12.1 Such a machinery would be useful. 

COMMUNIST PARTY OF INDIA 

State Unit-Kerala 

REPLIES 

For the people of Kerala, a re-ordering of 
Centre-state relations is a problem of immediate, 
even day-to-day concern. 

The question of more powers to the States has 
assumed an acute and urgent character, in Kerala 
which is be set with a host of problems generated 
over the last three decades of the working of our 
constitution. 

The State Council of the C.P .1. therefore wel
comes the constitution of this Commission and 
hopes that the Commission will be able to reach 
necessary conclusions and present their recommen
dations to the Government and the people in the 
shortest possible period of time. The views of 
the C.P.I. has already been explained to the com
mission by our National Council in their reply to 
the Commission's questionnaire in April last. The 
following is only a brief note of some of the major 
issues mainly concerning this State which we 
would like the commission to deal with. 

We shall be presenting a more detailed memo
randum of important points in due course at the 
Commissions convenience. 

Greater Powers to the State 

The experience of the last three decades clearly 
shows that there has been a continuous erosion of 
the powers of the State political, economic and 
administrative. 

We do not subscribe to the view-point which 
stands for a centre which deals only with three 
or four subjectS' like defence, foreign affairs, Com
munications and currency. The unity and integrity 
or India which presently face threats from several 
quarters, has to be strengthened. Only with a 
strong sense· of oneness and on urgent for unity, 



fre~ invo!ve_ment and a sense _of participation in 
~atlon bU!ldmg at the grass roots level, local initia
tive on the part of the people, can we successfully 
face these threats. It is for this that State autonomy 
to t~e maximum possible extent is sought for. Such 
a ~1spensation where the people at the State and 
reg1onal level are r~ally autonomic will strengthen, 
not weaken, the nalion and the popular base of the 
centre. 

It is often claimed that the States in India are 
co-equal with the Centre in legislative and executive 
authority in the respective spheres apportioned to 
them by the constitution and are in no way depen
dent on the centre. But no one can deny that 
there has been an all round curtailment of the 
State's powers, resources and capabilities, economic 
fin~ncial and administrative by misuse of th~ 
vanous provisions of the constitution and by other 
means. Even the limited powers to which the 
States could lay claim under the constitution have 
been curtailed or negated, reducing the States to 
the position of helpless clients supplicating before 
an all powerful central authority. 

India is called a federation. But our consti
tution in actual fact has features which are more 
of a unitary nature than federal. Political evolution 
after it_s adoption has worked in a manner which 
has weakened the States further. It is incumbent 
therefore that the role and powers of the States be 
enlarged, to suit the needs of the multi-lingual 
multi-religious, multi-cultural national if sub-conti
nental proportions that is India. 

The role of Governors 
The role of Governors today is chiefly that of 

a representative or agent of the centre, carrying 
out the centre's bidding. Their role as head of the 
State has become marginal. To effect a change 
in the situation, in our view. the appointment of 
Governors should be made from out of a panel 
submitted by the State Government concerned. 
His position should be in no way be different from 
that of the President. Their duties and functions, 
tenure of office and guide-lines for work should 
be reviewed and suitably re-enunciated. The rela
tive articles of the constitution may be amended 
along these lines. • 

Art. 248 gives Parliament powers to legislate in 
subjects which would come within list II or III 
(State list and concurrent 'list of the seventh 
scheduled) in the name of national interest should 
be deleted. 

Art. 200, 201, authorizing the Governor to with
hold assent to any bill passed by the State Legisla
ture, or reserve it for consideration of the President 
may be deleted. Kerala's experience in the matter 
is unhappy, if not bitter. 

Article 356, which authorise the President to 
dissolve the legislature of a State on the ground of 
a breakdown of administration has been j!rossly 
misused in the past against the spirit and ourpose 
of the framers of the constitution. The article may 
be reviewed and amended suitably to prevent any 
misuse. The maximum oeriod of operation of a 
proclamation under 356( 4) may be limited to six 
months. 
81-288/87 
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Article 365 giving the centre powers to declare 
that the administration has suffered a breakdown 
in a State for the reas.on of failure to carry out 
directions of the centre may be deleted. 

The States shall have full and effective control 
over and regulate the work and conduct of mem
bers of the All India Services, during their tenure 
of se_r~ice: un_der the State Governments. Necessary 
prOVISIOns m this regard may be made by 
legislation. 

The Judiciary 

A Judges' Council consisting of the all the sittino
members of the Supreme Court may be formed t~ 
make recommendations regarding appointment of 
judges of the Supreme Court. They shall also make 
recommendations rej!arding the appointment and 
transfers of judges of the High Courts in consulta
tion with the Chief Minister and the Chief Justice 
of the States concerned. 

Inter-State Council 

The formation of an Inter-State Council as 
provided for in Art. 263 of the constitution shall 
be made mandatory. Such council consistino- of 
the Prime Minister and Chief Ministers or" the 
States shall deal with disputes between States and 
issues of Common interest to the States and the 
Centre. 

National Development Council 

The functioning of the existing non-statutory 
national_ development council, so far has been only 
of m~rg1_nal value_. The Council rna¥ be given 
conslitutwnal bas1s. It shall be conslitute in such 
manner that proper representation is given to 
States. It shall have as members, Chief Ministers 
of the States and the Prime Minister. The Council 
shall be the highest authority on issues of economic 
and. social policy. It shall be charged with the 
task enunciation and supervision of economic 
development programmes. The Planning Commis
sion should function as the instrument to work out 
the policies enunciated by the council and keep 
liaison with the states. 

Economic and Financial 

The skewed-up character of the relation between 
the centre and the states is most evident in the 
realm of economic policy and in financial matters. 

Under the labd of a mixed economy and a 
"Society oriented to Socialism" what is developing 
in India is a society based on private enterprise 
and the profit motives. 

Unevenness is a basic law of development of 
Capitalism. 

It is not only the concentration of wealth at one 
end and the spread of abject poverty on the other 
that characterises this type of development. Under 
this pattern of development, a few metropolitan 
centres grow in economic activity means of pro
duction wealth and power all get concentrated, 
while vast outlying areas of the country are reduced 
to the position of backward agricultural appe~:d
ages, suppliers of raw materials and cheap labour 



power and a market for the products of native and 
foreign capitalist. Most of the states fall into the 
latter Category. It is just impossible for a capita
listic Social structure to remedy regional and secto · 
raJ imbalances. 

The programmes of industrialization which we 
call "five year plans" cannot halt or reverse this 
process. Under the plan, priorities are decided 
from Delhi. A uniform pattern of development in 
various areas is worked out and imposed on every 
state irrespective of the local needs, resources or 
aspirations. It is the bureaucracy technocracy, 
sitting in Delhi who decide what development pro
ject should be taken up in which part of our 
farflung country. This has proved wasteful and 
counter-productive and have blocked local initia
tive. As against this, local grassroot level planning 
should be adopted and encouraged, to be coordi
nated and integrated into a nation plan at the 
Centre. 

In the absence of such an approach states like 
Kerala have suffered. 

Kerala prcduces valuable commercial crops 
giving them priority over food crops, inuch of 
which is exported and earns considerable foreign 
exchange for the nation. But the centre does not 
yet own its binding obligation to supply necessary 
foodgrains to Kerala in which it is short, bv over 
50%. 

Non-resident Keralites make remittances from 
abroad, which adds to upto a huge sum. Most of 
the savings generated from these, are mobilized by 
central agencies and centrally owned financial insti
tutions on a big scale. The report of the Thavaraj 
Committee appointed by the State Government 
which went into this question of savings and depo
sits has reported the facts. But not even a pa.-t of 
this money comes back to Kerala in the shape of 
capital, for whichever sector, public or private. 

The State Government, however is prevented 
under existing law and central policy from mar
shalling any considerable part of these remittar•Cc'S. 

Kerala Coconut, Oil, Rubber, copra, cocoa, 
minerals, etc. go to the metropolitan areas where 
they are processed into value-added finished goods, 
and bring profits to big business. 

Inspite of the State possessing many varieties of 
raw materials over some of which it holds a mono
poly, and labour with skills of a high order, a good 
infrastructure water, electric power, etc. deploy
ment of the public sector capital resources by the 
centre not only remains small but declines year bv 
year. 

The State has almost reached 100% litera~y, 
the goal set forth by the directive principles of the 
constitution. Life expectancy has gone up-Birth 
rate has fallen. The socio-economic infrastructure 
is well development. But it is as if Kerala has to 
be peralized for implementing the directive princi
ples of the constitution. Unemployment mounts 
and is of the highest rate in India. For a popula
tion of 4% of the total the percentage of un
~mployed in Kerala is 10% of the total. Half of 

634 

this figure consists of educated unemployed youth. 
The traditional industries Kerala which employ 
millions of our labour force have been languishing 
for three decades. Roads, hospitals, schools built 
up at high cost, cannot be maintained and have to 
fall into disuse. At the same time money is mis
spent in an infructuous manner to conform to the 
"Central Pattern". 

What the centre allots to the state are loans and 
Ways and Means advances and only a minor part 
of the transfer to the States is by way of grant. 

As in known 70% of the transfers from centre 
to states is what is classified as "discretionary" 
grants a which more often than not are made on 
arbitrary considerations. 

The Centre has recently excluded several arti
cles from liability to pay State Sales Tax and sub
jected them to levy of additional excise duty which 
goes wholly to central Coffers. This has resulted 
in substantial loss of income to the State exchequer, 
reckoned to be of the order of Rs. 183 crores. 

The State's own revenue resources have shrunk 
year by year. Capital resource transfer in the 
public sector especially for industry has always 
been nominal, when it comes to Kerala. 

At the same time the state is denied relief due 
on the ground of economic backwardness. The 
formula for determining backwardness adopted is 
so unrealistic and mechanical that Kerala has been 
left out. . 

Wh~never the centre grants mcreases in D .A. 
to their staff the State Governments are also forced 
to follow suit. States like Kerala whose finance 
are already shattered are driven to a situation in 
which whateyer meagre resources are availabl:! 
h~ve to be d1verte~ to meet these inescapable co:n
~Itments. There IS no scope for further taxation. 
Smce D.A. etc. are n~n-plan items of expenditure 
the centre refuses assistance. The result is each 
year the financial po_sit!on of the State gets ~orse. 
The Sta_te_s economy IS 10 doledrums, with declining 
productlV!ty, depleted natural resources, agricul
tural pests, and on top of it a severe unprecedented 
drought.. Th~ import policy of the centre has 
result~d 10 pnces of cash crops like copra, crashiug, 
affect10g not only the states revenue but the whoie 
economy as well. It is now irretrievably in the 
~ed. While the centres' allotments go on shrink
I?g, the overdrafts swell day by day. At the same 
lime the plan size gets smaller and smaller and 
development has almost ground to a halt. 

B~rrowing by the State Government is not 
poss1bl~ on. any large scale because it in the 
centres. policy that only 10% of the total public 
borrowmgs could go to the states. 

Hav_ing undergone as we do all this experi
e_nce, 10 Kerala we submit the followiiig sugges
tions:-

The present division of revenue between the 
centre and states be drastically modified 
so that the states are apportioned 70% of 
the total revenue (including corporation tax, 



surcharge, additional duties, special duties 
etc. now assigned to the Centre). 

2. The Finance Commissions function should 
be only to apportion the States' total shares 
between the different stages on the basis of 
these specific problems and actual needs. 

3. The present practice of reckoning more 
than 70% of the total transfer to states as 
discretionary should be discontinued and 
criteria and procedure laid down for trans
fers as grants on a statutory basis on the 
recommendation by a Finance Commis
sion. 

4. Revenue arised by the Centre by increasing 
the administered prices of such goods as 
Iron and Steel, almunium coal, etc. be 
shared between the centre and states. 

5. A National Loans Council be constituted 
for raising and utilizing public loans and 
apportioning them between the centre and 
states. Such council shall have representa
tives of the state at ministerial level. 

6. Instead of treating the major part of plan 
assistance as loans, the states should i'e 
assisted to the extent of 70% of plan allot
ments as grants. 

7. The current liabilities of states like Kerala 
be written oil. 

8. The existing restrictions on inter state 
trade on such articles as food grains, pulses 
etc. be reviewed and done away with the 
centre should take responsibility to supply 
foodgrains, Kerosine etc. to states. 

9. Incursions of the centre into areas like 
industry which under schedule 7 is under 
the state list through legislation such as the 
industrial Development and Regulation 
Act and the rules and regulations of various 
centrally sponsored institutions, Boards 
and Corporations be re.viewed. and nec.es
sary changes effected, with a VieW securmg 
the States' rights and prerogatives. 

10. Representatives of state governments be 
nominated to central and state Boards of 
the Reserve Bank. Activities now under
taken centrally by such bodies like Em
ployees Provident Fund, Employees State 
Insurance etc. be handed over to the states. 

It is hoped the commission will give. serious 
attention to the peculiar p~oblems of outly~ng states 
like Kerala in making therr recommendations. 

COMMUNIST PARTY OF INDIA 

STATE UNIT - WEST BENGAL 

MEMORANDUM 
Introduction 

Our party is of the view that although '?ur State 
structure is federal in appearance, pr!lcbcally all 

ower and autliority are concentrated 1n the Cen&al Government. The constituent states of the 
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Indian Union enjoy only limited autonomy and 
power. The distribution of power between the 
Centre and the States follows tlle pattern which 
was outlined by the British rulers in the Go\'ern
ment of India Act, 1935. 

Our party is of the view that the constitutional 
structure and practice we have today not only pre
vent the full integration of the various nationalities 
and their languages and cultures which feature 
immense and intricate diversities, but also foster 
disparities, disharmonies and tensions as are evi
dent today. 

In any federal structure wortll the name, the 
federal centre derives its strengtll and autllority in 
a very large measure from the willing co-operation 
of the constituent states. To ensure this, the 
powers of the states shall have to be widened so as 
to enable the fruition of the aspirations of the 
people of the states, strengthen the democratic con
tent of the relations between the centre and the 
states and thereby strengthen integrity and unity 
of the country. 

Legislative Relations 

The way the constitution has distributed legis
lative powers between the centre and the states 
makes a mockery of the federal concept. The 
centre has been given enormous powers to encroach 
upon the jurisdiction of the states. 

The blanket provisions of Articles 248 and 249 
of the constitution and numerous entries of the 
Union List in Seventh Schedule such as 7, 23, 40, 
48, 52, 53, 54, ~1, 97 etc. empower the Union 
Government to abridge the legislative powers of 
the states even in the fields reserved for them. 

For example, entries 7 and 52 of the Union list 
empower the Union Government to expand its juris
diction at will over industry which is a state subJeCt. 
The Union Government has already mvoked these 
powers to extend its control over small industries 
like razor blades, match sticks, canned fruits, etc. 

Likewise entries 23, 54 and 56 of the U•Lion 
List curtail the jurisdiction of the states over sub
jects like highways, mines and minerals develop
ment and inter-state rivers and river valleys. 

Such powers of unilateral transfer of legislative 
jurisdiction over matters reserved for the states 
given to the Union legislature is a gross encroach
ment on rights which states should normally enjoy 
in a federal set up. 

Then again Article 249 which empowers the 
Union legislature to legislate with respect to any 
matter in State list and Article 252 which em
powers parliament to legislate for two or more 
states on request irnping upon basic fcdctal 
principle. 

All these powers given in the above mentioned 
articles and entries to encroach upon the legisla· 
live jurisdiction of the states should be re•noved 
and the legislative powers of the states should be 
widened. 



The concurrent list makes provisions for further 
erosion of states rights. For example, entry 27 
on the State list makes production, supply and dis
tribution of goods a state subject. But entry 33 on 
the concurrent list abridges the right of the state 
legislatures to legislate on these matters. The scope 
of Centre's powers in regard to these maltcis 
should be reduced. 

The concurrent list also introduces a lot of 
anomaly in the legislative powers of the Centre 
and the States, for it is made largely irrelevant by 
Article 254 which says that in case of a ;;onfiict 
between the Union and State legislations on any 
matter of that list, the central law will prevail. 

Article 248 read with entry 97 on the Union 
List vests the Centre with powers to legislate on 
all matters, including taxation, not enumerated in 
the State or concurrent lists. This is a sweeping 
power which should be restricted only to matters 
concerning the security and integrity of the coun
try. The rest of the residuary powers should vest 
in the states. 

Role of Governor 

Many governors in post-independent India have 
tended to act as Centre's agents. They have on 
many occasions dismissed in exercise of their 
prerogatives, duly elected Council of Ministers still 
enjoying the confidence of the legislature and nave 
otherwise acted against the desire of the state Gov
ernments and have thus thwarted the will and 
intention of the democratically elected state 
legislatures. 

If the abolition of the Governors' post is not 
considered feasible at the moment, he should he 
appointed by the President strictly on the basis of 
a panel approved by the concerned state legislature 
and should hold oltice at the pleasure of the State 
legislature. There should be a provision in the 
constitution for the impeachment of the Gov.:rnor 
by the concerned state legislature. 

Governors should have no right to withhold the 
assent to bills passed by State legislatures. 

Articles 200 and 201 should be deleted and all 
bills passed by the State legislature on matters 
enumerated in the State list should automatically 
become law. 

The Governor's position in relation to the Coun
cil of Ministers of the State should be the same 
as that of the President in relation to the Union 
Council of Ministers except in respect of his res
ponsibilities under the V and VI schedules, on 
provisions as to the administration and control of 
scheduled and tribal areas. 

Administrative Relations 

Not only in the field of legislative relations, but 
also in matters of administrative relations, the 
constitution gives c:nough power to the centre to 
reduce the states to the status of administrative 
agents of the Union Government. 

Articles 256 and 257, for example, empowers 
the Union Government to direct any state govern
ment to do things which it may find contradictory 
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to its electoral mandate. In the past these two 
clauses have been invoked by the Union Govern
ment to pressurise state t;:over~ents to suppn:ss 
central government employees stnke . and to !atify · 
the union legislation on detention without tnal. 

· ( •) These clauses should be drastically amended 
to allow the states the right to be consulted 
before any Central directive is served on them. 

Then thae is Article 356 which gives wide 
powers to the President to suspend or dissolve any 
elected state legislature and to dismiss an elected 
state Ministry. The Article has been grossly mis
used by the Union Government to get rid of Slate 
Governments which are not to its liking. 

( *) Article 258A should be so amended that no 
power of any State be entrusted to the Centre 
without prior approval of the concerned Sta~e 
Government. 

This Article and the consequential Article 357 
should be drastically amended to prevent their 
misuse. The wide powers given to the President 
under Article 356 should be deleted. 

ln the event of a situation arising when there is 
no possibility of any ministry having a majority in 
the state legislature, a fresh election should be held 
within four months to constitute a new legislature 
and the existing cabinet should function as a care
taker government. In case the Parliament feels 
that no election can take place within the specified 
time due to disruption of normal life, it may, for 
a specified period, decrease the imposition Presi
dent's rule in that State. 

The other major administrative irritants to a 
healthy centre-state relation are Articles 154(11) 
(B) which authorises Parliament to confer by law 
functions on any authority subordinate to a state, 
Article 355 which empowers the Union Govern
ment to deploy central police and armed forces in 
a state at will and Article 3 60 which empowers 
President to interfere in a State's administration on 
the plea of a threat to financial stability. 

All these powers of the Union Government 
should go. No State authority should be placed 
under the Executive jurisdiction of the Centre and 
cadres belonging to all India service working under 
a state government must be completely subject to 
the discipline of the concerned state government. 
Central forces should not be deployed in any state 
without prior consent of the state government except 
to meet grave threat to the life and property of 
scheduled castes and tribes and of religious and 
linguistic minorities. Article 360 should be deleted. 

To improve Centre-State relations, Article 263 
should be restructured to make establishment of 
inter-state councils mandatory and to extend its 
power. This Council should be a statutory body. 

The Council will deal with disputes between the 
states and also between centre and states. It 
should include representatives of the state legisla
tures and should be constituted on the recommen
dation of the Parliament which should also 
determine its composition, powers and dutie~. 



It is ~lso important that the special constitutional 
status given to 1 ammu and Kashmir under Article 
3 70 should continue. 

The Scheduled and Trial Areas 

Article 244(A) should be amended with a view 
:o creating autonomous regions within a given 
•tate together With the democratic institutions for 
•elf-government. Parliament should decide the 
dn~ of demo~ratic institutions necessary, as well as 
their composition, powers, functions, etc. 

Financial Relations 

Our party is of the view that the present econo
mic imbalance, deprivation and backwardness of 
111any states are the consequence of the over
centralisation of financial powers and resources. 

The highly centralised economic and financial 
administration as it exists today has resulted in a 
system where priorities are imposed from above and 
bear diminishmg relevance to the aspirations of 
the people. Given the overwhelming concentra
tion of resources in its hand, the Centre has often 
been discriminatory in allocation of resources as 
between region and region and state and state. 

Wider Financial & Economic powers & Greater 
Resources for the States 

In view of the expanding developmental and 
other welfare activities of the States on the one 
hand and a yawning lack in their resources, as well 
as their dependence on the Centre on this account 
on the other, it has become imperative to augment 
the resources of the states and r~duce such depend
ence on their part. These are, of course, inter
connected tasks. The limitations of the financial 
and economic powers of the sta~s are inherent in 
the scheme of the Constitution which would call 
for some radical modifications. 

The taxin~: powers of the Centre and the states 
are mutually exclusive and hence it is necessary to 
broaden the resource-raising base of the states by 
transferring certain items of taxes and revenues 
from the Union List to the State List. 

But even this is not going to significantly increase 
the resources potential of the states. What is 
necessary is that the Centre must make more funds 
available to the states under the mandatory provi
sions of the Constitu~ion itself, as well as under 
the laws made by Parliament. The scope of "dis
cretion" by the executive should be drastically 
reduced in favour of the assured transfer of r~
sources by !he Centre to the states. 

Include Customs, Export Duties and Corporation 
Tax within the Divisible Pool 

Certain items of Central Revenues, notably 
customs, export duties and ~ompany taxes, etc. are 
not shared by the Centre with the states. A defi
nite proportion of the net proceeds under each of 
these heads should be brought within the divisi~le 
pool for obligatory transfer IC? the ~tates accordmg 
to the guidelines and pr?port10n lmd ~own by the 
Finance Commission, which shall take mto account 
all relevant factors. It may be left to Parliament 
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to determine from year to year the proportions in 
each case that should be put in the divisible pool. 
But there should be constitutional guarantee that 
the share earmarked for the states would not be 
less than 50 per cent of the net r~ceipts under each 
head. 

This is important because the share of total re
source transfer from the centre to the states has 
i~ anything, decr~ased over years, more markedly 
smce 1969. Durmg the period of the Fifth Finance 
Commission (1969-74) this share constituted 36.4 
percent of the total. The same came down to the 
level o.f ~2.6 percent during the period of Seventh 
Commission (1979-84). There should be constitu
tional guarantee to ensure that adequate linancial 
ass~stance is given for development of backward 
regiOns and areas, for development of the tribal 
areas as well as of other backward and weaker 
sections. 

SO percent of the Excise Duties for the Pool 

At present the net proceeds or the excise duties 
of the Centre are shared with the ~tates at the rate 
of 20 per cent under a permissive provision of the 
Constitution. This sharing should be made manda
tory by including the Union excise duties also in 
th~ divisible pool and the proportion should be 
raised atleast to 50 per cent of the total net pro
ceeds of such excise duties. Article 270 should 
cover the excise duties also and Article 272 should 
be deleted. 

Enlarge Scope of "Grants-in-Aid" 

. Artic~e 275 which provides for "grants-in-aid" 
by Parliament should be amended to cover a wider 
range of purposes for making such assured assist
ance to a state with a view to, among other things, 
reducing to the minimum the discretion of Union 
executive! whether exercis~d through the Planning 
CommiSSion or otherwise, m the matter of financial 
assistance to the state. The plan allocations should 
he linked with this and such other statutory provi
sions as may be made by Parliament for the 
purpose. 

. Not only the fiscal needs of the states, but other 
needs as well should be taken into account in 
formulating the proposal for transfer of resources 
from divisible pool. 

The criterion for inter se distribution among 
states should take account of the incidences of 
poverty, illiteracy, industrial backwardness, state 
of employment along with such gross indicator as 
level of per capita income. 

Transfer to the State List 

Estate duty in the Union List under Entry 87, 
other than Agricultural Land Estate Duty in res
pect of property, should be transferred to the State 
List in respect of not only agricultural land, but 
also buildings and all other immovable property. 
Duties in respect of succession to all immovable 
property in a state should be transferred to the 
State List. Terminal taxes under Entry 89 
(Terminal taxes on goods or passengers carried by 
railways, by sea or air; taxes on railway fares and 



freights should also be transferred to the State 
List. Taxes under Entry 90 (taxes other than 
stamp duties on transaction in stock exchange; and 
future markets), 92 (taxes on the sale or pur
chase of newspapers and on advertisements publish
ed therein) should go to the State List. 

Financial Institutions and Banks 

The financial institutions should be made to 
invest more and increasing funds for the develop
ment of backward states and regions. 

The states should be empowered to start their 
own banks in the public sector. 

Royalties 

Royalties for mineral resources, oil, gas, etc. 
should be raised and calculated on ad-valorem 
basis to enable a fair share of the natural resources 
to the states. 

Parliament to Recommend Appointment of 
Finance Commission 

The Finance Commission should be appointed 
by the President on the basis of recommendation 
of a panel prepared in consultation with the states 
and approved by Parliament. The appointment 
should not be left to the discretion of the Union 
Executive alone. · Par~iament havin~: no effective 
say whatsoever in the matter. 

The functions of the Finance Commission should 
be widened so as to cover all transfer of resources 
from the Centre to the States. The broad guide
lines for its work should be laid down by Parlia
ment. The Finance Commission should be em
powered. to go into all aspects of the state finances, 
as well ·as that of the Centre, instead of its func
tioning being more or less confined to a periodical 
assessment of the fiscal needs of the states and to 
making proposals for the devolution of taxes and 
"grants-in-aid" to the states. 

Economic and Social PlWJning 

The existing planning relationship between the 
Centre and the States is superficial and arbitrary. 
The States' partnership in the planning process 
should be strengthened. 

Among the deficiencies in the present planning 
process, the ambiguous status of the National 
Development Coi\Jlcil and the Plannin1: Commis
sion are to be specially noted. 

The National Development Council do not have 
any constitutional sapction behind it. The Union 
Government convenes its meetings, as and when it 
chooses, for consultation with the states. The dis
cussions are seldom meaningful. It is, therefore, 
our proposal that the National Development Coun
cil be given a statutory status. The main task of 
the N.D.C. should be related to activities in the field 
of planned development as well as co-ordination 
with the centre. The related Centre-State pro· 
blems should also be brought within !he purview 
of the N.D.C. 
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be made a statutory body with its functions and 
authority clearly defined. Apart from the Prime 
Minister, who should continue ex-officio to be the 
Chairman, and other Cabinet Ministers. who may 
be made members of the Commission, all other 
members should be experts appointed by a resolu
tion of the Parliament. 

Provision should be made by law to associate the 
representatives of the states in a meaningful manner 
with the formulation of the plan and in overseeing 
its implementation. 

Then~ should be effective co-ordination and co
operation between the Planning Commission and 
the States Planning Bodies whose power and autho
rity should be increased. The Stat_e Planning 
Bodies should be made real instruments of planning 
in the States. 

The present authority of the Planning Commis
sion and the Union Finance Ministry to offer 
discr~tionary grants to the states must be drastically 
curtailed. Such discretionary ~:rants to the states 
must be drastically curtailed. Such discretionary 
transfers now account for more than 70 per cent 
of the total transfers to the states and constitute 
a major source bf arbitrary behaviour on the Part 
of the Centre. All financial transfers should belong 
to the jurisdiction of the Finance Commission. 

Under the existing arrangements 70 per cent of 
the Central Plan assistance to the states comes in 
the form of loans. All such assistance should be 
treated as grants. 

COMMUNIST PARTY OF INDIA (MARXIST) 

Central Committee 

REPLIES 

PART I 

INTRODUCTION 

In this part we would like to make some gene
ral observations on the circumstances in which 
the constitution was framed and carne into opera
tion on January 26, 19 50 and how it has been 
working for the last 34 years. We are approach
ing this question not from the legal-juridical but 
from the historical-political angle. For, although 
couched in legal-juridical terms, the Constitution 
of India, as the constitution of any country in the 
world, expresses certain socio-political relations, 
Examination of the constitution and its working 
should therefore begin with the examination of the 
socio-political forces at work. 

The British rulers who were in control for a 
century and a half set up a highly centrali5ed ad
ministration in the country. Every aspect of 
administration was thus centralised in Delhi which 
in turn was controlled from London. Never before 
in the long history of this country did it have such 
a centralised administration. 



Facing as the freedom movement did such a 
highly centralised administration, it had to forge 
the unity of the entire people cutting across caste, 
communal, linguistic differences anu develop the 
unity of India based on democracy, equality and 
brotherhood. Since this posed a serious challenge 
to their alien rule, the British started devising 
ways and means to disrupt the growing popular 
unity. 

Thus began the operation of the notorious 
"divide and rule" policy, setting the non-Hindu 
religious minorities, the depressed and backward 
castes, the mercantile and other monied interests 
in the cities, landlords, feudal elements including 
landlords and princes of native states etc., against 
the Congress which voiced the demand for political 
freedom. The "constitutional reforms", introduced 
in successive stages, insisted on "safeguards" for all 
these vested interests including European planters, 
merchants and industrialists. 

While using all these forces in its game of dis
rupting the unity of the freedom movement, the 
British rulers had the "Hindu Muslim Problem" 
as the trump card in their hands. The leaders of 
the freedom movement of course saw the danger 
which this posed to the Indian unity. However, 
representing as they did the narrow upper-strata 
of society, they were unable to rally the mass of 
the working people on a programme of full demo
cracy and genuine secularism. The culmination. of 
the freedom struggle therefore was a compromise 
with the foreign rulers and their Indian allies. 

The unity of India which the leaders of the 
freedom movement and the people at large wanted 
to preserve, thus came to be disrupted. The united 
India for whose freedom thousands had laid down 
their lives and lakhs underwent all manner of 
suffering was cut in two. This operation led to 
unprecedented carnage, straining the relations 
between the Hindu and the Muslim, the Muslim 
and the Sikh. 

Framed as it was against this historical back
ground the new constitution preserved most of the 
special powers which the British made constitution 
of 1935 had conferred on the Governors in states; 
the office of the Governor and the powers conferred 
on him came handy for the new rulers and they 
used them against the opposition to begin with and 
subsequently against the "dissidents" within the 
ruling party. 

The biggest casualty of this process was provin
cial or state autonomy within the framework of a 
federal centre. The idea of state autonomy in a 
federal setuo could alone maintain and strengthen 
the unity achieved in the course of freedom struggle 
because, (a) as the freedom movement develooed, 
the various lin~uistic communities or nationalities 
in search of their distinct identity in the national 
setup started demanding the formatiC?n of seoara~e 
states for themselves (b) the Musltm leadership 
demanded· that. as' part comoensation for the 
Hindu majority at the centre and in a majority of 
orovinces the Muslim maiority provinces should 
have aut~nomv: and (c) the non-Muslim section 
of national leadership including the Congress con
sidered it better to concede the demand made by 
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their Muslim counteroarts at the price !Gl keeJ 
them in a United Fro'nt against the British rulers 

The idea of a federal centre with wide autonomJ 
for the provinces came to be woven into the 
framework of the future constitution as spelt ou 
in the Congress-League Pact of 1916, Motila 
Nehru report of 1928 and so on, right down t< 
the discussions of the 1940s. A major change 
however took place in 1947, when the countrJ 
was divided into the Hindu majority Indian Unim 
and the Muslim majority Pakistan. The 
bourgeoisie which stood at the head of the free 
dom movement and which became the rulinl 
class was interested in an extensive home marke 
which requires a centralised rather than federa 
state. It therefore went back on all its earlie1 
commitments to the federal setup, state autonomy 
reorganisation of states on linguistic basis. 

While the basic nature of the constitutim 
framed in 1950 was declared to be federal iJ 
principle, its content was excessive centralisation 
Furthermore, in its actual making it became stil 
more centralised. The fact that the same politics 
party was in the saddle at the centre and in al 
the states for nearly three decades facilitated thi 
process. The states were made to surrende 
"voluntarily" the rights that they had in th 
original provisions of the constitution. Many o 
the amendments made to the constitution durin: 
the last 3 7 years deprived the states of whateve 
elements of autonomy they originally had. 

That is why, the moment other parties starte' 
heading the administration at the state level, th 
question of centre-state relations became th 
subject of hot debate. Once the non-Congres 
state governments started agitating for greate 
powers and resources, the Congress-led state 
too started joining the demand. The rnemo 
randa submitted by the state governments to th 
successive Finance Commissions will show tha 
there is no difference between the Congress-le< 
and other state governments in protesting agains 
the inroads made into the state resources-a pro 
cess that has been uninterruptedly going on durinl 
this entire period. 

The entire question of the relations between the 
union and the states therefore requires thorougl 
re-examination. In the very framing of the consti· 
tution the federal principle and state autonomJ 
were to a large extent violated. We do not agree 
that there is nothing wrong with the constitutior 
as it was framed, that what is wrong is only ill 
working. At the same time, we hold that in it! 
actual working the constitution came to be dis
torted; even the limited extent of autonomy that 
found a olace in the constitution has been eroded. 
We therefore suggest a thorough re-examination of 
the basic provisions of the constitution. Before 
proceeding to spell out how this should be done, 
let us explain our general position with regard to 
centre-state relations. 

Our Party stands for the unity of the country 
and fights all forces of disintegration; we definite!~ 
stand for an effective and efficient Centre capable 



of defending the country, orgamsmg and con
solidating its economic life and adequately armed . 
with powers to discharge its other jobs like foreign 
policy. communications. foreign trade etc. 

Unfortunately, this urge for unity among the 
people, their desire that India should be protected 
against external aggression, has been exploited by 
the ruling party to appropriate dictatorial powers 
to the Centre, abrogating and eroding the powers 
of the constituent states. The ruling party's idea 
of a strong Centre is a dictatorial Centre carrying 
out its behests. The fact that the notorious 42nd 
amendment of the Emergency days reduced the 
position of a subordinate dependent of the Govern
ment of India, showed that an attack on their 
powers was inevitable requirement of authoritarian 
rule. The question of Centre-State relations there
fore not only relates to the question of defending 
Indian unity, it has become an issue in the struggle 
between the forces of dictatorship and democracy. 

This is not accidental. The constitution that 
was framed after independence reflected the needs 
of the capitalist path of development which re
quired India as unified, single, homogenous market. 
It reflected the needs of the big capitalists allied 
with landlords, who considered the demand of 
democracy, state autonomy or equality of 
languages, as obstacles to their economic domina
tion and political power. 

The Programme of our Party states : "It is but 
natural that in such a situation the contradiction 
between the Central Government and the States 
should have grown. Underlying these contradic
tions often lies the danger contradictiop· /~tween 
the big bourgeoisie on the one hand ailu the en
tire people including the bourgeoisie of this or that 
State on the other. This deeper contradiction 
gets constantly aggravated due to the accentuation 
of the unevenness of development under capita
lism." 

The pro-vested interests policies of the Centre, 
the economic crisis, the impoverishment of the 
masses resulted in increased attacks on democratic 
rights and the rights of the states. 

This process was accompanied by abject econo
mic dependence of the states on the Centre. The 
Centre decides the amounts of public borrowing 
to be done by the states; it monopolises credit 
made available by the banking sector and makes 
the states dependent on ad hoc grants sanctioned 
by it. All this together with the method of de
termining the size of the State Plan reduced plan
ning in the states to a mockery and makes it an 
adjunct of the Central Plan, to be curtailed or 
expanded according to the convenience and needs 
of big business which dominates the thinking in 
Central Plans. Backwardness and perpetuation 
of unevenness result from this. Planning in 
States is not geared to the needs of the people of 
the states or to the genuine need of all-India 
development. 

Over the years this concentration of the poli
tical and economic power at the Centre has been 
making in roads into whatever federal elements 
there were in the constitution. The Emergency 
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with its Constitutional Amendment Acts enabled 
the sending of the Central Reserve Police to the 
states without the prior consent of the state 
governments, with the further provision that these 
forces when deployed in the states would take 
their orders only from the Central government. 
These epitomised rhe process of extreme 
centralisation. 

The Centre was armed by the constitution with 
sufficient powers to intervene and deal with any 
problem arising in any part of the country. Added 
to this are the powers which the Centre assumed 
for itself during the thirty-year-long central rule 
of one party, with most of the states being ruled 
by the same party. These enormous powers were 
often used against opposition parties duly elected 
in state elections. By misusing the Governor's 
power, minority ministries of the ruling party 
were installed and the verdict of the electorate 
was nullified. 

Similarly by withholding Presidential assent to 
bills passed by state legislatures, the Centre has 
succeeded in sabotaging progressive legislation 
passed in the interests of the people. The process 
of agrarian and educational reform started by the 
1957-59 government of Kerala were blocked by 
the Centre. Recently the agrarian legislation pas
sed by the Left Front Government of West Bengal 
was sent but has not received Presidential assent, 
though months have passed since the legislature . 
voted it. The measure to grant recognition to 
trade union on the basis of secret ballot passed 
by an earlier Left Front Ministry was killed using 
the same device of withholding assent. The 
Andhra Bill to abolish the Upper Chamber in the 
State has also been now blocked. 

The defence of the unity of India, the preserva
tion of democracy, the coordination of planned 
economic development and other basic tasks can
not require full and real coordination of the acti
vities of the Central and State Governments. That 
is why our Party proposed autonomy for the 
states. Without this, Indian unity will not be 
durable; the feeling of being one people and one 
c<;n~n.try will be weakened. Against the attack of 
diVISive forces ~hat is required is a strong sense 
and ~rge for _umty;. state autonomy will go a long 
way tn fulfilling th1s need. The state legislatures 
and Governments must have sufficient freedom 
and powers to fulfil the desires and mandates of 
the people electing them. Denial of this freedom 
to the ele~ted legislatures and governments of 
states, as 1f the mandate received by the ruling 
party. at the centre is all that matters, reduces the 
con~lltuent federal units to the status of depend
encies, and lops off one arm of Indian democracy. 

Our Party does not believe that a correct solu
tion of the question will ipso-facto solve the pro
blems of the Indian people. Their solution relates 
to changing the basic structure of society. But 
arming the states with autonomous powers, relaK
ing the dictatorial grip of the Centre and the rul
ing party will help the people to fight the grip of 
the vested interests on the states and Central 
Government. 



T~day the party which rules at the Centre is 
not m charge of the administration in several 
states. This gives added urgency to the question 
of a proper redistribution of powers between the 
Centre and the States, so that the mandate receiv
ed f~om the people by the party which wins the 
election at th~ state level gets adequate import
~nce, along with the mandate received by the rul
mg party at the Centre. 

PART II 

LEGISLATIVE RELATIONS 

It will be seen from the above that we do not 
agree with the view "that there is nothing basi
caJ!y wrong in the scheme of distribution of legis
lative powers between the Union and the States 
which ensures in normal times a substantial mea
sure of legislative autonomy to the states", as is 
asserted in the questionnaire. On the other hand 
the distribution of legislative powers like othe; 
~revisions written into the constitution,' is a repeti
IIo!l. of what had been provided for in the earlier, 
Bntish-made 1935 Act. It will be recalled that 
the scheme of that Act was so repugnant to the 
democratic conscience of the freedom movement 
that the Congress Party rejected outright its fede
ral part; . even the provincial autonomy part was 
so defective that the Congress which secured ma
jority in seven provinces demanded, before agree
mg to form the ministries, an assurance from the 
Governors that this special power would not be 
used. 

Coming to the actual distribution of powers 
between the centre and the states the Union and 
Concurrent lists are so all-perv~ive that state 
autonomy is in fact negated To add to this is the 
provision that parliament can lecislate on certain 
subjects within the exclusive c~mpetence of the 
states "in the national interest" and "public 
interest". Furthermore, the Governor's power to 

\,.reserve to the President important legislations 
adopted by the state and the right of the Central 
Government acting in the name of the President 
to withhold assent to the bills passed by the .legis
latures make a mockery of the legislative com
petence of the states. 

We therefore suggest that to protect states' auto
nomy, an amendment to Article 248 should be made 
to the effect that the legislature of a state should 
have exclusive power to make any law with respect 
to any matter not enumerated in the Union or 
Concurrent Lists, as against the present provision 
which reserves this right to Parliament. In other 
words, the residual powers of the federation should 
lie with the states and not with the Centre. The 
states have to act in such a way while exercising 
their full rights in their own spheres that they do not 
transgress the sphere allotted to Central Govern
ment ; the latter too, on its part should not interfere 
in the sphere of states, both legislative and executive. 
No state should use its powers to the detriment of 
other states. Article 249 giving power to the Centre 
to legislate on a subject in the states Jist under the 
plea of national interests should .be deleted. 

&2-288/87 
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While enlarging the scope of the states' sphere 
we. must also try to preserve and strengthen th~ 
Umon authority in subjects that could be carried 
~ut only by the Central authority and not by any 
s1_ngle stat~, such as Defence, Forei~ Affairs inclu
dmg Foreign Trade, Currency and Communication 
and Economic Coordination. In areas such as Plan
ning, fixing of. prices, wages. etc., the Centre may 
not only coordmate but also Issue general direction. 
In the matter of Planning and economic coordination 
however, the Centre will have to conform to the 
general guidelines laid down by the National Deve
lopment Council, in which the states will have 
representation along with the Centre. At the 
m~m_ent,_ neithe_r the Council nor the Planning Com
mission IS specifically referred to in the constitution. 
This lacuna may be closed by introducing a separate 
Art~cle which should also state clearly that the 
NatiOnal Development Council will function demo
cratically and that the Planning Commission will be 
a body appointed by and accountable to the Coun
cil. Loans and grants for developmental purposes 
are now the prerogative of the Planning Commis
sion. It is thus important that the states have 
so.m~ say in the manner of operation of the Com
miSSion. 

J:Ie~vy. industries, electric power, oil and coal 
or ungatlon schemes which concern more than one 
state have to be kept in the Union Jist, so that there 
~an be. a co_mm~n policy. In. matters concerning 
mdustnal hcensmg, etc., maJor modifications in 
regard to allocation of powers between the Centre 
and the states are called for. The Jist in the 
Seventh Schedule should be reformulated so that 
the States may be given exclusive powers in respect 
of certain categories of industries. 

The right of the Central Reserve Police or oth~r 
police forces the Union Government may raise to 
Operate in the States should be withdrawn. The 
subject of Law and Order and the police should be 

. fully in the States' sphere and the Centre should 
not interfere with its own specially created forces. 

PARTID 

ROLE OF THE GOVERNOR 

This is another provision taken over from the 
previous British made constitution and written into 
the 1950 constitution. The Governor under that 
constitution was the appointee of the British Gov
ernment and was responsible to it through the 
Governor {}eneral. The only change made in the 
new constitution of free fndia is that the Governor 
is an appointee of the Central Government which 
means the agent of the ruling party at the Centre. 
That office has in fact been used by the ruling party 
at the Centre to deny the people of states to have 
Governments of their choice and impose on them 
unwanted Government, etc. The office has also been 
used to provide for the leader of some faction in 
the ruling party who has become inconvenient to 
its "high command". It is therefore ridiculous for 
anybody to attribute the quality of "impartiality" 
to the Governor. The post should be abolished 
and, if this is not possible for any reason, the 
post should be filled by somebody who enjoys the 
confidence of the state legislature; no Governor 



to continue when there is a change in the elected 
legislature. The present provision leads to conflict 
between the elected executive, namely, the Council 
of Ministers and the formal head of state who is 
responsible not to the elected legislature but to 
the executive at the Centre. 

PART IV 

ADMINISTRATIVE RELATIONS 

Apart from the office of the Governor, there are 
several other provisions which enable the Centre 
indirectly or directly to interfere in the administra
tion of states. The most important of them are 
the powers vested in the Central Government to 
dism1ss the state governments, dissolve state legisla
tures etc. These have been used in a notorously 
partisan way. 

All-India services like the lAS, the IPS etc., 
whose officers re-posted to the States, but remain 
under the supervision and disciplinary control of 
the Central Government, must be abolished. There 
should be only Union Services and State Services 
and recruitment to them should be made respec
tively by the Union Government and the state 
government concerned. Personnel of the Union 
Services should be under the disciplinary control 
of the Union Governmtnt and those of the state 
services under the disciplinary control of the respec
tive state governments. The Central Government 
should have no jurisdiction over the personnel of 
the state services. 

PART V 
FINANCE RELATIONS 

No other part of the constitution has been sub
jected to such universal criticism from state govern
ments including those headed by the party ruling 
the Centre, as its financial provisions. The Memo
randa submitted by the state governments to succes
sive Finance Commissions would show how wide 
is the gap between the Centre and the states on 
the question of financial powers and resources. A 
complete overhauling of the entire field of financial 
relations is thus in order. While almost every 
department of administration involving heavy ex
penses (except defence and foreign affairs) falls 
within the purview of the state governments, almost 
all the revenue-earning items are with the Centre. 

The articles regarding the Finance Commission 
and distribution of revenues should be amended 
to provide for 75%- of the total revenues raised by 
the Centre from all sources for allocation to diffe
rent states by the Finance Commission. This is 
necessary to end the mendicant status of the states. 
To what proportion and on what principle this 
7 5% of the total realisation should be divided 
between the States should be decided by the 
Finance Commission. It should not be the job of 
the Finance Commission to decide the proportion of 
revenues to be distributed between the Centre and 
the States. Its task should be only to keep the pro
portion that each State should get from the total 
financial realisation by the Centre 75% of which is 
to be allotted to the states, Article 280, Oause 3, 
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sub-clause (a) which provides for "the 
distribution between the Union and the states of 
the net proceeds of the taxes which are to be or 
may be divided between the Union and the States" 
should be omitted and the entire clause be redrafted 
so as to make it Clear that it is the duty of the 
Commission to make recommendations to the 
President as to the allocation between the states 
of their respective shares of the proceeds. The 
states must also be accorded more powers for 
imposing taxes on their own, and to determine the 
limit or public borrowing in their respective cases. 
To achieve these objectives the Seventh Schedule. 
Union, States and Concurrent list should be suitably 
amended. 

PART VI 

ECONOMICS & SOCIAL PLANNING 

We have explained above that the planning and 
coordination of economic development should be 
the responsibility of the Centre which however 
should be carried out in a democratic way through 
the national development council in which the 
states should -have equal representation aloof.: with 
the Centre and whose executive organ the Planning 
Commission should be. The process of planning 
however is unfortunately being used by the Central 
Government and the party that controls it as it 
likes. Added to this are such policies of planning 
pursued by the ruling party as have_ proved !heir 
bankruptcy, national economy is as a consequence 
in shambles. 

The real solution for the crisis emerging out of 
this is a total reversal of planning policies. This 
does not perhaps fall into the purview of the legal
constitutional changes which are under consiflera
tion by this Commission. We however would urge 
that this Commission should not accept either the 
drive towards centralisation of the work of all 
economic activity in the states in the name of 
central planninf.: (which is demanded by the ruling 
party) or the abandonment of the centralised plan
ning as is suggested by some other parties. The 
solution is centralised planning with the active 
involvement pf the states in the formulation and 
the implementation of policies, or state autonomy 
under centralised but democratic gnidance. 

MISCELLANEOUS 

We. !'~mid in the_ end tOI_ICh upon three aspec~s 
of Uruon-State relations which are relevant in thts 
context. They are the language of administration, 
the electoral system and the special status of 
Kashmir within the Indian Union. 

Our Party is of the view that, in the course of 
the growing economic, social and intellectual inter
course the people of different states of India will 
develop in practice the language of inter-communi
cation most sutiable to their needs. This natural 
process requires that no single Iangua~:e is sought 
to be imposed - on - the other linguistic groups. 
While our party is all for encouragement to the 
learning of Hindi by non-Hindi speaking peoples, 
we are of the view that the equality of all Indian 
language all Acts, Government orders and resolu-



tions of the Centre should be made available in 
all Indi~ !angu.ages. The use of English in the 
field ad~mistrat~on, legislation, judiciary and as 
t~e medmm of mstruction in education should be 
discarded, replacin~ -it with the people's language 
or t_he ~tate c~mc~rned. Right of the people to 
r~Ive. m~tru~tiOn m their mother-tongue in educa
tional msutuhons as well as its use as the medium 
of education in the state upto the highest standard 
sh~uld be recognised. The Urdu language and its 
scnpt should be protected. The Eighth Schedule· 
should be amended to include languages like 
Nepali. 

The present · electoral system enables a party 
with minority of votes to -secure a majority of 
seats in Parliament of Legislatures. The disastrous 
consequences of this were seen during the Emer
gency when the Congress Government elected on a 
minority vote introduced measures which made 
inroads into the civil liberties and democratic ri~hts 
of the people, reduced the Par1iament and State 
Legislatures to rubber stamps of a single party
all in the name of asserting the "Supremacy of 
Parliament". Whatever remained of state auto
nomy also came under the axe. 

It is therefore necessary to introduce the system 
of proportional representation and provide for 
right to recall. . 

The present speeial status of Kashmir within 
the Indian Union should be retained. 

COMMUNIST PARTY OF INDIA (MARXIS'I) 

State Unit - Karnataka 

MEMORANDUM 

The Central Committee of CPI(M) has already 
submitted its views to the questionnaire of the 
Commission. In the light or our experience in 
Karnataka, State Committee of CPI(M) wish to 
express its views on some of the topics of the 
questionnaire. 

Our Party stands for the Unity of the country 
and fights all forceS or distintegration. We defi
nitely stand for an effective and efficient Centre 
capable of defending the country organising and 
consolidating its economic life and adequately 
armed with powers to discharge its other jobs, like 
Foreign Policy, Communication, Forei~ Trade, etc. 

Unfortunately this urge for unity among the 
people, their desire that India should be protected 
agatnst external aggression has been exploited by 
the Ruling Party to appropriate dictatorial powers 
to the Centre, abrogating and eroding the powers 
of the constituent States. The Ruling Pary's idea 
of a strong Centre is a dictatorial Centre carrying 
out its benefits. The fact that the notorious 42nd 
Amendment or the Emer~ency days reduced the 
States to the position of a subordmate dependent 
of the Government of India, showed that an attack 
on their powers was inevitable requirement of 
authoritarian rule. The question of Centre St~te 
relations therefore not only relates to the question 
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?f defendnig Indian unity, it has become an issue 
In the struggle between th~ forces of dictatorship 
and democracy. 

This is not accidental. The constitution that we 
framed . aft~r independence reJlected the needs of 
the capitalist path of development which required 
India as unified, single, homogenous market. It 
reflected_ the needs of the big capitalists allied with 
landlords, who considered the demand of demo
cracy, state autono~y or eq1;1ality of languages, 
as obstacles to their economic domination and 
political power. 

The Programme of our Party states : "It is but 
natural that in such a situation the contradiction 
between the Central Government and States should 
~ave grown. Underlying these contradictions often 
lies th~ . danger contradiction between the big 
bourg~oiSie on the one hand and the entire people 
mcludmg the bourgeoisie of this or that State on 
the other. The deeper contradiction get constantly 
aggravated to the accentuation of the unevenness 
of development under capitalism". 

The provested interests policies of the Centre 
the economic crisis, the improvement of the mass~ 
resulted in increased attacks on democratic rights 
and the rights of the States. 

.This process was accompanied by object econ!>
mic dependence of the States on the Centre. The 
Centre decides the atnounts of public borrowing 
to be done by the States ; it monopolises credit 
made available by the banking sector and makes 
the states dependent on ad hoc grants sanctioned 
by it. All this together with the method of deter
~ning the size of the State Plan reduced planning 
m the States to a mockery and makes it an adjunct 
of the Central Plan, to be curtailed or expanded 
according to the convenience and needs of big 
business which dominate the thinking in Central 
Plans. Backwardness and perpetuation of uneven
ness result from this. Planning in States is not 
geared to the needs of the people of the states or 
to the genuine need of Ail India Development. 

Over the years this concentration of the political 
and economic power at the Centre has been making 
inroads into whatever federal elements there were 
in the constitution. The Emergency with its Consti
tutional Amendment Acts enabled the sending of 
the Central Reserve Police to the states without 
the prior consent of the state governments, with 
the further provision that these forces when 
deployed in the states would take their orders only 
from the Central Government. These epitomised 
the process or extreme centralisation. 

Legislative Relations 

We do not agree with the view "that there is 
nothing basically wrong in the scheme of distri
bution of legislative powers between the Union and 
the States which ensures in normal times a sub
stantial measure of legislative autonomy to the 
States", as is asserted in the questionnaire. On 
the other hand, the attribution of le~islative pow~rs, 
like other l?rovisions written into the Constitution 
is a repetition or what had been provided for in 



the earlier, British made 1935 Act. It will be 
recalled that the scheme of that Act was so repug
nant to the democratic conscieiJCe of the freedom 
movement that the Congress Party rejected out
right its federal part ; even the provincial autonomy 
part was so defective that the Congress which 
secured majority in seven provinces demanded, 
before agreeing to form the ministries, an assurance 
from the Governors that this special power would 
not be used. 

Coming to the actual distribution of powers 
between the Centre and the States, the Union and 
Concurrent Lists are so all-pervasive that state 
autonomy is in fact negated. To add to this is the 
provision that Parliament can legislate on certain 
subjects within the exclusive competence of the 
States "in the national interest" and "public 
interest". Furthermore, the Governor's power to 
reserve to the President important legislations 
adopted by the state and the right of the Central 
Government acting in the name of the President to 
withhold assent to the bills passed by the 
legislatures makes a mockery of the legislative 
competence of the States. 

We therefore suggest that to protect states' 
autonomy, an amendment to Article 248 should 
be made to the effect that the legislature of a 
State should have exclusive power to make any 
law with respect to any matter not enumerated in 
the Union or Concurrent Lists, as against the · 
present provision which reserves this right to Par
liament. In other words, the residual powers of 
the federation should lie with the states and not 
with the Centre. The states have to act in such 
a way while exercising their full rights in their 
own spheres that they do not transgress the sphere 
allotted to Central Government; the latter too, on 
its part should not interfere in the sphere of 
States, both legislative and executive. No State 
should use its powers to the detriment of other 
States. Article 249 giving power to the Centre 
to legislate on a subject in the States List under 
the plea of national interests should be deleted. 

While enlarging the scope of the states' sphere, 
we must also try to preserve and strengthen the 
Union authority in subjects that could be carried 
o_ut only by the Central authority and not by any 
smgle state, such as Defence, Foreign Affairs in
ciLiding Foreign Trade, Currency and Communica
tion and Economic Coordination. In areas such 
as Planning, fixing of prices, wages, etc., the 
Centre may not only coordinate but also issue 
general direction. 

Role of The Governor 

This is another provision taken over from the 
previous British made constitution and written 
into the 1950 constitution. The Governor under 
that constitution was the appointee of the British 
Government and was responsible to it through the 
Governor General. The only change made in the 
new constitution of free India is that the Governor 
is an appointee of the Central Government which 
means the agent ?f the ruling party at the Centre. 
That office has m fact been used by the ruling 
party at the Centre to deny the people of States 
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to have Governments for their choice and impose 
on them unwanted Government, etc. The office 
has also been used to provide for the leader of 
some faction in the ruling party who has become 
inconvenient to its "high command". It is there
fore ridiculous for anybody to attribute the qua
lity of "impartiality" to the Governor. The post 
should be abolished and, if this is not possible 
for any reason, the post should be filled by some
body who enjoys the confidence of the State legis
lature; no Governor to continue when there is 
a change in the elected legislature. The present 
provision leads to conflict between the elected 
executive, namely, the Council of Ministers and 
the formal head of State who is responsible not 
to the elected legislature but to the executive at 
the Centre. 

The recent experience of dismissal of Telugu 
Dcsham Government in Andhra Pradesh, National 
Conference (F) Government of Jammu & Kashmir 
are striking examples of Governors misuse of 
powers at the behest of the Central Government. 

With regard to Article 200 and 201, no inter
ference by the centre or the Governor should be 
allowed on any ground. Hence these articles 
should be done away with. 

The misuse of the Provisions in the Constitu
tion can also be seen in the deliberate delaying 
for political considerations the President's Assent 
to K~rnataka Zila Parishad, Mandai Panchayat, 
etc. Bill, 1984 and Karnataka Education Bill 1984 
submitted to the Governor. 

Many cases of conflicts between the Elected 
executive of the State and the Governor has come 
to light in Andhra Pradesh and in West Bengal 
in the recent days. 

Administrative Relations 

Apart from the misuse of the office of Governor 
there are several provisions which enable the 
Cen~~ to . indirectly or directly interfere in the 
adnumstratton of States. 

Under Article 263 an Inter-State Council can 
be estab~shed. It must be made mandatory for 
su~~ an mter-state council consisting of the Prime
Mmister and the Chief Minister of all the States 
The Council will deal with all disputes betwee~ 
the St~tes ~d the Union with any other matter 
of national lillportance. 

. AJ:ticles 365 which empowers the President to 
disnuss the State Government should be so amend
ed as to prevent its misuse. 

Articl~ 356 and 357 which enable the Presi
dent to dissol":e a State Government or its assem
bly has be~n mvoked several times since 1950 to 
deny the nghts of the People in different States 
to hav~ the Governments of their liking. The 
rec~nt mstances have been quoted alreadv. This 
Article sho~ld. be deleted forthwith. In the case 
o! a Constitutional break-down in a State provi
hl~nd' must b~ made for the democratic ;teps of 
o . mg election and installing a new Government 

as m the case of the Centre. 



Article 312 which provides for All India Ser
vices like lAS, IPS. The personnel from these 
All India Services are posted to States but remain 
under supervision and disciplinary control of the 
Central Government. This must be abolished. 

As the nation knows the radio and television 
are being increasingly misused by the ruling party 
at the Centre. In a democratic society, the peo
ple who have the right to know the doings and 
misdoings of those whom they have elected. They 
have also the right to know and understand de
tails of various opinions regarding government 
policies. A statutory Central Communications 
Council should be set up. Its membership should 
include ministers of Central and State Govern
ments, leaders of political parties and experts. 
This Council should oversee the functioning of the 
radio, television and other government managed 
media. Similar Councils should also be establish
ed at the State level. 

financial Relations 

No other part of the Constitution has been sub
jected to such universal criticism from State Gov
ernments including those headed by the party 
ruling at the Centre, as its financial provisions. 
The Memoranda submitted by the State Govern
ments to successive Finance Commissions would 
show how wide is the gulf between the Centre 
and the States on the question of financial powen 
and resources. A complete overhauling of the 
entire field of financial relations is thus in order. 
While almost every department of administration 
involving heavy expenses (except defence and 
foreign ··affairs) falls within the purview of !he 
State Governments, almost all the revenue earmng 
items are with the Centre. 

Constitution has entrusted the States with major 
responsibility of providing education, food, wat.er, 
health and roads to the people. It has to proVIde 
all the infrastructural facilities for agriculturists 
and industrialists for creating conditions for the 
growth and development of industry and agricul
ture. 

States have also to go to the succor of the 
people during drought, famine, Hoods ~d other 
l!.atural calamities the occurrence of which have 
been frequent in our State. They have beco!lle 
a drain on the economy of the States upsetting 
normal course of development. 

States are compelled to go on incre.asing the l?ay 
and dearness allowance of its staff m proportiOn 
to the inflationary affect on prices and value of 
the rupee over which the States have no control 
whatsoever. The periodic increases in D.A. by 
the Central Government co~pels the Stat~ Gov
ernment to increase D.A. of Its employees m cor

. respondence with the rates of Central Govern
ment. 

Kamataka Special Features 

645 

Karnataka has one of the lowest areas u~d~r 
Irrigation (16.5%) in the country .. Hence It IS 
chronically prone to droughts. This year J:_DOre 
than 16 districts of the 19 districts that constitute 

our State, experienced severe drought. One or 
the other parts of the State will also be hit by 
floods causing severe losses. The question of 
providing drinking water to the people and fodd~r 
to the cattle is a recurring problem of great magm
tude. In the present system States approach the 
Centre for grants as soon as occurrence of natural 
calamities. Even the meagre money given to 
States are to the large extent treated as advances 
against the plan amount. Even in cases of World 
Bank projects for development only 70% of the 
money is released to the States due to which pro
t,'Tess of the projects will be impeded. 

Karnataka was formed in 1956 out of portions 
of various provinces subjected to naked colonial 
exploitation and of various princely States. This 
has led to wide inter-regional disparities in levels 
of living and levels of various basic services like 
health, education, communications etc., which has 
persisted uptil now. 

The Eighth Finance Commission should keep 
in view these special features of Karnataka in the 
devolution of funds to this State. 

The Approach 

The . ways and means position of the States are 
worsening year by year. Expenditure on non-plan 
sector is increasing. Consequently deficits are 
mounting and repeated resorts to overdrafts are 
made. Natural calamities as already pointed out 
have further curtailed planned expenditure. 

Hence the Finance Commission should take 
overall view of the Development of the States. It 
should give up the so called 'Gap Filling' approach 
and take a comprehensive approach. We consi
der it the duty of the Finance Commission to help 
the States run the administration smoothly and 
efficiently. 

The Government of India has elastic source of 
income. It can resort to heavy borrowings inter
nally and externally. It has all the financial insti
tutions to fall back upon to meet exigencies. It 
can resort to huge amount of deficit financing. 

Central Government is making inroads into the 
States' share of taxes through various unfair de
vices. It has hit upon new ways of encroaching 
into resources of the States. The Financial Com
mission should devise ways and means to share 
the financial resources equitably between Union 
Government and the States. 

The articles regarding the Finance Commission 
and distribution of revenues should be amended 
to provide for 75% of the total revenues raised 
by the Centre from all sources for allocation to 
different States by the Finance Commission. This 
is necessary to end the medicant status of the 
States. In what proportion and on what principle 
this 75% of the total realisation should be divided 
between the States should be decided by the 
Finance Commission. It should not be the job 
of the Finance Commission to decide on the pro
portion of revenues to be distributed between the 
Centre and the State should get from the total 
financial realisation by the Centre 75% of which 



is to be allotted to the States. Article 280, 
Clause 3, Sub-dause (a) which provides for the 
"'distribution between the Union and the States 
of the net proceeds of the taxes which are to be 
or may be divided between the Union and the 
States" should be omitted and the entire clause 
be redrafted so as to make it clear that it is the 
duty of the Commismon to make recommendations 
to the President as to the allocations between the 
States of their respective share of the proceeds. 
The State must also be accorded more powers for 
imposin o- taxes on their own, and to determine the 
limit or"' public borrowing in their respective cases. 
To achieve these objectives the Seventh Schedule 
Union, States and Concurrent List should be suit
ably amended. 

Heavy industries, electric power, oil and coal 
or irrigation schemes which concern more than 
one States have to be kept in the Union List, 
so that there can be a common policy. In matters 
concerning industrial licensing etc., major modifi
cations in regard to allocation of powers between 
the Centre and the States are called for. The 
list in the Seventh Schedule should be reformulated 
so that the States may be given exclusive powers 
in respect of certain categories of industries. 

Economic and Social Planning 

We have explained above that the planning and 
coordination of economic development should be 
carried out in a democratic way through the 
national development council in which the States 
should have equal representation along with the 
Centre and whose executive organ the Planning 
Commission should be. The process of planning 
however is unfortunately being used by the party 
that controls it as it likes. Added to this are such 
policies of planning pursued by the ruling party 
as have proved their bankruptcy, national economy 
is as a consequence in shambles. 

The right of the Central Reserve Police or other 
police forces the Union Government may raise 
to operate in the States should be withdrawn. The 
subject of Law and Order and the police should 
be fully in the States' sphere and the Centre should 
not interfere with its own specially created forces. 

The real solution for the crisis emerging out of 
this is a total reversal of planning policies. This 
does not perhaps fall into the purview of the legal 
constitutional changes which are under considera
tion by this Commission. We however would urge 
that this Commission should not accept either the 
drive towards centralisation of the work of all 
economic activity in the States in the name of 
central planning (which is demanded by the ruling 
party) or the abandonment of the centralised plan
ning as is suggested by some other parties. The 
solution is centralised planning with ·the active 
involvement of the States in the formulation and 
the implementation of policies, or state autonomy 
under centralised but democratic guidance. 

When National Development Council is made 
statutory and Planning Commission operates under 
t!I~ control of ~Ianning Commission, the compo
Sition of Plannmg Commission be dealt by the 
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:-.!DC. Incorporation of National priorities and 
procedures of scrutiny will also be dealt by the 
NDC in the same manner. 

Unfortunately now both the NDC and Planning 
Commission have functioned in a manner entirely 
vitiating their original role. The view of the vari
ous State Governments should be heard before 
finalisation of the 7th Plan, and incorporated into 
the Plan. 

Centrally sponsored schemes do tend to distort 
the State Plan priorities as they forced the State 
Governments to opt for them whether they res
pond to the needs of the State or not. The s_ug
gestion we have made that 75% of total realisa
tion should be allotted to the State Governments 
will enable the State Governments to formulate the 
Plan Schemes according to the State Plan priori
ties. 

Miscellaneous 

Industries : 

We agree that as a result of the indiscriminate 
extension of the first schedule to cover a very high 
proportion of industries in terms of value of their 
output, the basic constitutional scheme has been 
patently subverted and industries have been vir
tually transformed into Union Subject. 

Therefore major modifications in the allotment 
of powers between Centre and States are called 
for. The lists in the Seventh Schedule should be 
reformulated so that States may be given exclu
sive powers in respect of certain categories of 
industries. 

Locational decisions on Central Investments in 
the Public Sector are matters of crucial interest 
to the States. The criticism that States are not 
taken into confidence before deciding on such 
locations is valid. Centre favouring the States 
with Governments of same party and its step
motherly attitude towards State Governments of 
other parties has been exposed time and again. 

Our State has been discriminated against in the 
case of Vijayanagar Steel Plant and Mangalore Oil 
Refineries Complex, in Railways, Extension of 
Routes, Conversion into Broad-gauge, etc. 

Trade and Commerce : 

The restrictions that are imposed on buying 
food articles from the surplus States even in case 
of severe drought conditions or floods and discri
mination experienced in this regard by certain 
States has been voiced. West Bengal for instance, 
during droughts has requested the Central Govt. 
to allow it to purchase the foodgrains necessary 
from the surplus States in open market. But that 
was turned down. The refusal to permit the 
States to buy the food grains in such cases amount 
to nullifications of the voice of the people of these 
States expressed through the elector's manifesto of 
the concerned party. 



Agriculture : 

The Centre affects the programmes of the State 
Government in the case of agriculture, through 
numerous centrally sponsored schemes, many of 
which do not huge relevancy to a particular State. 
Research and Development and Educational Poli
cies are regulated through ICAR and the World 
Bank Projects. 

Centre has made its exclusive sphere to fix the 
fair prices to agricultural produce without any 
regard to the opinions expressed several times, in 
National Development Council by past Chief 
Ministers of the State D. Devaraj Urs, Sri Gundu 
Rao, and also the present Chief Minister. The 
increase in prices of fertilisers, agricultural machi
neries, etc., laying out the Credit policy through 
RBI without any regard for demands of mass 
upsurges of peasants in various States and Forest 
policy through a highly centralised Tree act, with 
total disregard of the interest of native tribal popu
lation and forming community in and around the 
forest are for example, of high centralisation and 
need for decentralisation. 

Food and Civil Supplies 

The discrimination in allocation of food grains 
and other essential commodities or delay in supply 
are evident in case of Karnataka very recently 
when drought engulfed 16 of the 19 districts of the 
States and spread over a long period. The plan of 
the State Govt. for increased supply_ were not com
plied with due to low per capita. Due to low per 
capita income that it is necessary that the informal 
rationing has to be extended, which suffers from 
lack of adequate foodgrains. 

Educaf;on 

Education which was in the State List of 7th 
Schedule has been transferred to Concurrent List. 
This has lead to the increase of central interference 
every now and then. 

Education in one of the place where social 
relevance and adaptation to the needs of the 
different States are very essential. 

Hence, it should be transferred back to the 
State List immediately. 

THE COMMUNIST PARTY OF INDI:\. 
(MARXIST) 

State Unit - Kerala 

MEMORANDUM 

Introduction 

1. The Central Committee of the Co!Dmuoist 
Party of India (Marxist) has already sent Its. r~ply 
to the questionnaire of the. Sarka!la Com~nss1'?n· 
We wish to reiterate the pomts ratsed therem With 
special reference to the problems of the State of 
Kerala. 
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2. The issues concerning the Centre-State rela
tions should not be treated merely as legal-juridical 
problems but must be approached from historical
political angle. Before Independence, the region 
which today forms the State of Kerala constituted 
three distinct administrative regions : the princely 
States of Travancore and Cochin and the Malabar 
District of Madras Province. The British were the 
paramount power controlling the fate of the region 
through a centralised administrative system headed 
by the Collector in Malabar and the Residents in 
Travancore and Cochin with all powers concen
trated in Delhi, which in turn was controlled from 
London. Never before in the long history of this 
country did it have such a centralised administra
tion. It was in the freedom movement, which had 
to fight this centralised administration, that the 
unity of the entire people - not only among the 
Malayalis but also between them and the people 
of other nationalities in India - began to develop 
cutting across caste, communal and administrative 
barriers. On the attainment of Independence, in 
the background of fierce popular struggles like the 
Punnapra-Vayalar uprising in Travancore, the 
feudal States were merged with the Indian Union. 
But it refused to reconstitute the States on a 
linguistic basis. Travancore and Cochin were 
merged together to form Part B State while Mala
bar continued to be a part of the Madras Province. 
Fierce popular struggles had to be waged before 
the demand for the formation of the linguistic 
States was conceded. Thus the State of Kerala 
came to be formed in November 1956. 

3. However, the aspirations and the expectations 
of the people of Kerala at the time o~ its formation 
still remain to be fulfilled. Its relative backward
ness still continues. In fact, its relative J?OSition 
vis-a-vis the top income States has detcnorated. 
The agricultural sector which is the mainstay of the 
Kerala economy has been literally stagnant for a 
decade now. The industrial sector is weighed 
down by the orisis-ridden traditional industries with 
no immediate solution in sight. The share of the 
secondary sector in the State domestic product in 
1950-51 which was more than the All-India average 
has declined to below that level by 1977-78. The 
deepening all-ro.m:!-d economic. c~sis has . been 
steadily undermmmg the h1stoncal legaciC~ of 
widespread public health care system, generalised 
school education and such other social infrastruc
tural facilities. The causes of this State of affairs 
are no doubt, partly, rooted in the history of !he 
region and in its internal structural malad1cs. 
However, few will dispute that this crisis h~s to be 
situated in the unevenness of the econom1c deve
lopment of capitalism in India, under the policies 
pursued by the Central Government. The d!s
crimination of the Centre towards the State, Its 
neglect and unhelpful attitude to the special J?ro
blems of the region, its export-i~por_t pohcy, 
industrial policies, etc., have all contnbut•on to the 
accentuation of the backwardness of the State. 
The people of the State are increasingly becoming 
conscious of the fact that the present str:u~ture of 
the Constitution that concentrates all polihcal and 
economic powers in the Central Government, 
making the constituent States dependent on t~e 
whims and fancies of the Central Government, IS 
increasingly becoming a barrier to their full social 



and economic development. The keen response 
of the people of the State to the issues related to 
Centre-State relations is an expression of this 
growing discontent. 

4. The above developments were not accidental. 
They wert! inevitable given the basic framework 
of our Constitution and the social forces that 
shaped it. The bourgecisis which led the freedom 
struggle and took over the reins of power in 194 7 
was motivated by the need for an extensive home 
market which requires a centralised rather than a 
federal State. This is the background of its betrayal 
of all the commitments made during the Congress
League Pact of 1916, Motilal Nehru Report of 
1928, the debate on 1935 Act and so on, for a 
federal set-up with linguistic States and genuine 
State autonomy. The emphasis of the Constitution 
adopted in I 950, whether one prefers to call it 
federal or not in principle, no doubt, was exces;;ivc 
contralisation. Thus the present - day tensiOns 
between the Centre and State emanates not from 
any misunderstanding of the true spirit of the 
Constitution Units wrong interpretation but from 
its basic framework itself. The Centre which even 
according to the original Constitution was em
powered with extensive powers has ma?e further 
inroads into the power of the States dunng the last 
34 years. This process was facilitated by the fact 
that the same party ruled both at the Centre as 
well as nearly all the States for a long pariod. The 
various amendments to the Constitution and th·~ 
'voluntary' surrender of various rights, forced upon 
the States have all made a mockery of the concept 
of State a'utonomy,Jhe so much cheri~hed ideal of 
the national movement. 

5. This is the reason why the moment our Party 
took over the administration of the State Govern
ment after the first election following the forma
tion ~f the State in 1957, the question of Centre
State relations came to the forefront as an impor
tant political issue. ~ut for a . bri~f _political 
experiment in PEPSU m 1952, which Incidentally 
was toppled through high-~anded central interven
tion this was the first senous challenge to the 
mo;opoly of Congress power in any ~tat_e. The 
true 'federal' character of our ConstitutiOn was 
fully revealed in 1959 when the Central Gov~rn
ment dismissed the ministry even though we enJOY
ed majority in the Assembly. Then, again i~ 1965, 
twenty nine memb_ers of the State~ legiSlature 
elected in them mid-term poll belo~gmg to o~r 
Party which had emerged as the biggest party 111 
the Assembly, were detained under Defence of 
India rules and this fact was used by the Governor 
to report to the President that no party was in a 
position to form the Government. This led to the 
dissolution of the assembly even before the elected 
members took their oath of office. These and 
other bitter experiences, not only in the economic 
spheres but also in the political life have forced us 
io resolutely champion the cause of State auton?my 
and the restructuring of the Centre-State relatiOn- · 
ships so that the national aspirations of the people 
of the State are realised. · 

6. At the same time, it should be m~de clear t~at 
we have always opposed !ill separatist. tendencies 
which might disrupt the umty of the lndtan people. 

We understand that the strengthening of the frat.:r
nal bonds of class and national solidarity among 
the people of different nationalities and linguistic 
States is necessary for the successful completion of 
the democratic tasks before the people of India. 
Our party programme categorically states : "The 
People's Democratic India . will be . a V<;Jl~nta9' 
Union of the people of vanous nat10nahttes m 
India. The Communist Party of India (Marxist) 
is opposed to the drive of the ruling classes for 
concentration, denying autonomy and is also 
opposed to all disruptionist and secessionist move
ments. The Communist Party of India (Marxist) 
looks for the preservation and promotion of the 
unity of Indian Union on the basis of real equality 
and autonomy for different nationalities that inhabit 
this country and develop a democratic structure". 
It is the glorious record of Communists in Kerala 
to have resolutely opposed and defeated machi
nations of the feudal autocracy for an 'indepen
dent' Travancore and the secessionist political 
tendencies both ideologically and politically after 
the Independence. 

7. As noted above, a primary condition for the 
preservation of the unity of a multi-national Statr. 
like India is the guarantee of autonomy for the 
constituent units both in words and deeds. It was 
on the basis of this understanding that the Kerala 
Governments headed by our Party in 1957-59, 
1968-69 and 1980-81 made their distinctive con
tributions to the debate in the National Develop
ment Council on the Five Year Plans. Our alter
native policies advocated by the State Governments 
were premised on a serious restructuring of the 
Centre-State relations. The formation of non
Congress Ministries in other States in the country 
stt·engthened the demand for the autonomy of the 
States. Soon, the Congress-led State Governments 
also more often discreetly started to demand greater 
powers and resources. For example, even the 
Congress-led united front government that rule! 
Kerala today, as can be seen from the memo
randum prepared by it to be submitted to the Com
mission, has been forced to join, even if half
heartedly, the demand for greater powers and 
resources to the States. However, they are not in 
favour of any fundamental overhauling of the pre
sent set-up; their loyalty, evidently, is more to the 
party ruling the Centre than to the true interests 
of the State. On the other hand our party wishe~ 
to state that such a measure is necessary to end 
the slow disintegration of the Indian Union by the 
various separatist movements, to successfully fight 
the trends to undermine the democratic traditious 
and establish authoritarian dictatorship and' to go 
forward to create conditions for the free and full 
development of the nationalities in India. 

Legislative Powers 

8. The scheme of distribution of powers between 
the Union and the States is a continuation of the 
tradition of British colonial rule as enshrined in 
the Act of 1935. In. fact, the present distribution 
is a step backward even from the British Act. 
Many items from the State List and the Concurrent 
List of 1935 Act have been removed into the pre
sent Concurrent ·and Union Lists respectively. The 
pervasive nature of Central and Concurrent Lists, 



the supremacy of central legislation in the Concur
rent List subjects, the right of centre to legislate 
on the subjects in the State List in certain circums
tances and the right to withhold assent to the bills 
passed by the State assemblies through the agency 
of the Governor have robbed the States of any 
serious legislative autonomy. Our Party in Kerala 
has enough bitter experiences as to how the abovr;: 
mentioned can be used to thwart genuine aspira
tions of the people of the State, during our tenure 
of offices, especially in the cases of the various 
agrarian legislations, educational reform acts and 
social welfare bills such as trade union laws. 
History is repeating today with respect to agrarian 
and trade union laws being enacted by the West 
Bengal Government, the Education Bill of the 
Karnataka Government and so on. Even today 
there are three bills passed by Kerala Assembly 
from 1978 onwards awaiting Presidential assent. 
The conclusion reached by the Indian Law Insti
tute from its study covering the fate of 170 bills 
during 1956-65 period is erroneous. According to 
them, presidential assent .have been. denied only in 
a few cases. But more Important IS the threat of 
such an action through which during the legisla
tive proi:ess itself the Centre is able to coerce the 
State legislatures to abide by its wishes. Further, 
there needs to be a more disaggregated analysis 
taking into consideration the nature and content 
of the bills. 

9. In the interest of a balanced federal Centre
State relation in the legislative sphere we make the 
following suggestions : 

(a) Amend the Article 248 to vest the residual 
powers with the States; 

(b) Amend the Article 249 to remove the power 
of the Centre to legislation subjects within 
the exclusive competence of the States; 

(c) Amend the 7th Schedule to enlarge the 
scope of the States' spher~s preser:ing s•~ch 
subjects as defence, foreign relahons, m
cluding trade, ~urr~ncy, comm.unicati?n, 
economic co-ordmat10n, heavy mdustne~, 
etc. which cannot be managed by a single 
State alone for the Central authority. We 
wish to make a special reference ·to the 
subject of Law and Orde1:. This s~ou)d be 
exclusively a State subJeCt. Thts ts of 
special importance given· the present day 
tendency of the Centre to legislate repres
sive and authoritarian measures such as 
ESMA and impose them on the States and 
the right claimed by the Centre to. deploy 
Central para Military forces in States even 
without the consent of the latter. 

Role of the Governor and Administrative Relations 

10. Even as envisaged in the Constitution, the 
provision for Governor, his powers and. the ~ature 
of his relationship with the Centre gtves nse to 
conflict between the elected executive of the State 
and the formal head of the State. We hav,e al~eady 
mentioned the grave misuse· of Governor s disc.re
tionary powers in 1959 and 19_65. _Anot~e~ glarmg 
instance was in 1969 when a -mmonty Mmtstry was 
foisted upon the people of Kerala by the Governor. 
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The appointment of the Vice-Chancellor uf tho 
Kerala University in 1980, when the Governor 
chose to ignore the advice of the Council of Minis· 
ters, is a recent case in Kerala that comes to mind. 
The conflict becomes very apparent when opposi• 
tion parties rule the States or the factional fightinJ 
within the Congress Party ruling the State becomes 
acute. These fears have been more than confirmed 
by the history of past 34 years during which the 
Governor has degenerated not merely into an agent 
of the Central Government but also of the political 
party at the Centre conspiring against the State 
Government of which he is the formal head or 
interfering in the inner party struggles within tho 
Congress in support of faction favourable to the 
central leadership of that party. Most disgusting 
episode in this drama has just been enacted in 
Sikkim. We !'eel that it is better to abolish the post 
of Governor itself rather than try to reform it. If 
this not possible for any reason, the post should be 
filled by some one enjoying the confidence of the 
State legislature. 

11. There are various other provisions in the 
Constitution, apart from the Office of the Gover
nor through which Centre can meddle with the 
administration of the States. Among them, the 
Article 356 empowering the Centre to dismiss the 
State Government and dissolve the State Legislature 
is the most notorious. It has been used nearly 70 
times since ihe adoption of the Constitution. This 
provision which impinges on the administrative 
autonomy of the States should be deleted. The 
present all-T ndia Services should be abolished and 
there should be separate Union and State Services, 
recruited and controlled by the Union and the 
States respectively. The monopoly of such mass 
media as a broad-casting, cinema and television by 
the. Centre has degenerated them into instruments 
of propa~anda for the ruling party at the Centre. 
They have been used in most partisan way a~ainst 
the State Governments headed by the opposition 
parties. These facilities must be shared between 
the Centre and States on a fair and reasonable 
basis. 

Financial Relations 

12. A review of the workin~ of the mechanism 
ror financial devolution and of the details of the 
resources transferred by the Union to the States in 
the last 34 years shows the following : 

(a) 

(b) 

The States have been facing serious finan
cial crisis. This situation has nnt been due 
to any laxity on the part of the States to 
exploit their own sources of revenue. The 
proportion of States' revenue receipts to the 
combined receipts on revenue accounts of 
the Centre and States improved from 32.9 
per cent durinr, the 1961-66 peri?d to 36.5 
per cent during the 1979-84 penod. 

The share of the States in the total revPnue 
receipts of the Centre dnring the lith Plan 
period ;~ 35.9 per cet't. Howeve.r. the sh.are 
of the St•tes in the Centr~l cap1tal rer.emts 
is onlv 27.1 per cent. The sh~re of the 
States in the total receipts of the Ct'ntre 
(both Capital and Revenue) is only 32.6 



(c) 

(d) 

(e) 

per cent during the 6th Plan period -
nearly 4 per ce!J.t Jess than the share during 
the 5th Plan. 

It has created serious strain on the financial 
balances of the States. The indebtedness of 
the States to the Centre has grown, laying 
a heavy burden of debt rescheduling on 
their budgets. At the same time, various 
Central restrictions on the market borrow
ing have reduced the importance of direct 
market loans in the State budgets. It was 
14.4 per cent of the capital receipts of the 
States in the First Plan. By the 6th Plan, 
it has steadily declined to 8.1 per cent. In 
the background of the inadequate transfer 
of resources from the Centre, the above 
situation has been resulting in widening 
state budg;etary deficits (even though they 
have been much smaller in relative scale 
when compared to the Central deficits) and 
overdraft problems. 

The mechanical application of the overdraft 
limits have pushed some of the States, at 
times, to the verge of bankruptcy. It was 
done it should be remembered, by a Cen
tral Government who have been quite liberal 
in meeting its deficits by taking recourse to 
creation of new money. The scale of defi
cit financing under-taken by the Central 
Government has been an important source 
of inflationary spiral in the country which 
again threatens to upset the fine balance of 
the State budgets by escalating the expendi
tures. 

Finally, the scheme of the Central 'tran~fers 
that exists today has not promoted either 
efficiencv and economv in expenditure or 
narrowed down the disparities in public 
expenditure between the States. The re
sources transferred by the Centre bas not 
promoted more eQuitable distribution of 
develooment benefits. Inter-re,ional dis
parities have continued to widen in the 
post-Independence India. In short, the 
excessive fiscal control of the Centre has 
heen an important instrument to subvert the 
autonomy of the States during the last 34 
years. 

13. The d~scriotion of the salient trends in the 
Centre-S'ate financial relations is applicable to 
Kerala even with a greater force. In the case of 
Kerala it has affected the development of the State 
even more sharplv due to the special circumstances 
of its situation. It should be remembered that 
Kerala is an ex.,ort-oriented region that had given 
uo lucrative and· elas•ic customs and excise revenges 
at the time of mer'ler with the Indi~n Un_ion - a 
fact that has not received due consideratio~ fro'? 
the Finance Commissions. At the same. time, It 
had inherited a heavv burden of expenditure on 
basic social infrastructural facilities like universal 
primarv education. widesoread nublic he~lth care 
svstem and so on. This fact has camoufla,ed the 
economic backwa•dness of the re,ion as reyealed 
bv •he low oro.,ortion of secondarv secto• tn the 
SDP (around 18 per cent at present), lack of 
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modern industries, low productivity of the indus
trial sector, acute unemployment problem and so 
on. It should be remembered that the multiplier 
effect of investinent on such an economy dominated 
by stagnant export-oriented traditional industries 
will be very small given the leakages across the 
border. This fact has also been not given due 
consideration while estimating the financial require
ments of the region. 

14. In the light of the above observations we 
make the following suggestions : 

(a) 

(b) 

(c) 

(d) 

The States should be accorded more 
avenues for raising resources directly. There 
is a strone case for greater scope for indepen
dent taxation without any detrimental effect 
on economic co-ordination or inter-State 
Commerce. The present tendency to make 
inroads into the Sales-tax revenues, for 
example, should be ended. 

The States should be allowed to determine 
their own limits for market borrowings. The 
tendency of public savings institutions to 
discriminate against the State should be 
reversed. For example, the share of State 
Government securitiC<S held by LIC in its 
total holdin!:s has been declining from 35.7 
per cent in 1969 to 18.5 per cent in 1982. 

The Constitution should be suitably amend
ed to provide 75 per cent of the total reve
nues raised by the. Centre to be allocated to 
the States regardless of the source. At pre
sent the ratio is around 3 5 per cent. 

Finance Commission should draw up from 
time to time, the criteria for the equitable 
distribution of the so determined resources 
among The States. 

Economic and Social Planning 

15. Our planning process has been in threes of 
a deepening crisis. The reasons must be sought in 
the basic economic policies _pursued by the Central 
Government. However, the ruling party bas been 
using it as an opportunity for excessive centralisa
tion. The observations of ARC Study quoted in 
the questionnaire are fully born out by facts. The 
method of determining the size and components of 
the State plans as well as the tendency for the 
Centre to plan out even the details of the schemes 
which fall le~timately within the State jurisdiction 
~as reduced . the State-level planning into a mean
mgless exerctse. 

16. We suggest that the National Development 
Cou~c_il should be set up as a statutory bodv under 
provisiOns . of the· Constitution with representation 
to the States arid the Centre. The Planning Com
mission should be appointed and accountable to 
the Council and not to the Central Cabinet as at 
present. The NDC will constitute a forum that 
will ensure the active participation of the States in 
the 'formulation and implementation of the plans 
wit~ out imoinging _upc;m the need for national pers
pective and co-ordmation for a centralised planning. 



. 17. Orie of the objedives of the national plan
rung mus~ be to reaue~: rcgtonal IDlDalane~:S anu Ul.lS 
must be an mowu cruena tor regtonat ·p·an auoca
tlons. ·1 ne pr.:s.:nt cm.:na tor a.:t.:IllllDlDg UlC 
bacKwara reg.ons are tar nom sat•sracmry. w tUl 
spectal reterence to Kerala, tt lS IDlponant to 
atstmJ:UlSh between gen.:ral soctal bacKwardness 
and economic or muusmal backwaraness ror rea
SOilS already noted. un.onunaieJy, tnis dtstmctton 
has not be.:n borne m mmd m me past to _tn~ 
detrtutent or the mterests of the State : 

(a) There has been severe discrimination against 
J.<..erala m the allocation~ tor Central puouc 
sector mvestment. The Central !'Jan out
lays m Kerala has been 31 per cent below 
all States average dunng the pll,nod 
1!150-80. 

(b) Equally disturbing is the trend of the loallS 
from national nnancialmstttuttons li.k:e WlH 
and. AKIJC. ln the latter case, Kerala has 
recetved only half the all States' av~rage tor 
penod l!l-'b-81. There is a case tor gtvmg 
spectal consideration for States like Kenila 
whose backwardness ill partly neceSSitated 
by its present export onentatlon and earns 
large amoWtts o~ toreign exchange th~ough 
exports and remittances. 

(c) Further, the compl<nsation for the adverse 
effect on the economy of the region due to 
central ecoqomtc poucies like tne dectsion 
to import copra or rubber or industrial 
policies of the C~ntre that is undenmnmg 
the traditional industrial structure has also 
got to be considered while constdermg 
equitable plan allocations. Our argument 
is that it is not enough to look at the finan
cial transfers to vartous regions but it is 
also necessary to consid~r regional intpact 
of the totality of economic policies pursued 
by the Centre. · · 

Miscellaneous 

18. Due to the peculiar cropping pattern of the 
State which is heavily weighted in favour of non
food crops, Kerala constitutes a region with the 
lowest per capita production pf cereals and chroni
cally deficit in food requirement. Through a 
massive network of public distribution systems, 
the Stale Government has tried to insulate the people 
from the vagaries of food availability. The present 
arranegments of Centre-State relations for the 
procurement, pricing, storage, movement and 
distribution of foodgrains have been most Wtsatis
factory, often creating disruptions In the public 
distribution system and serious social unrest in the 
State. Our experience shows that foodgra.4ls 
allocations has been used against State Govern
ment in most partisan manner while we were in 
power. Similarly, there is need for reviewing the 
arrangements for administering the essential com
modities Act and other regulatory Central Act 
affecting States' areas of responsibilities. For 
example, the Central Acts regulating the coconut 
husk prices and movem~nt has become an issue 
of senous conteution between the State and Central 
Government. 
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19. While our party is all for encouragement to 
the Jearnmg or .t:llnot m tne ~m•e, we an: or the 
V•ew Lllat •or equauty oi au Jnu.an languages, ail 
A;cts, uoverumcnt uruers and r.:oo.uuullS ot tne 
Centre snoutd be maue avauabte m all 1nwan 
Lan~:uages. The use of bnglish m the fieJa ot 
aummtsuauon, tegtstation, Juu.cmry and as meumm 
ot tnstrucuon m educatJ.on snou1d be a•scaraed 
~eplac.ng It wtth the moU1er tongue. Att~mpts to 
tmpose rtmdt as 1he language or mter-cofDUluwca
fion on other lingu1stJ.c groups will owy create 
discontent and dtsrupt the natural evoluuon ot the 
hnk language. 

. 20. The present tendency towards centralisation 
m the educatiOnal sector should b~ reversed. A 
nahonal policy on education snould be arnved at 
not through the impos1t10n oi the will ot the Centre' 
but through a process of consultatJ.on and d.alo~:u~ 
between the States as well as between the States 
and. the Centre. The present function of the Uni
versity Grants Commission is far trom sattsla~tory. 
In the allocatiOn of funds, motussil univemties hk.e 
Kerala or Calicut have been several discnminated 
against while a handful of Central umverstties and 
colleges in certain re~ions corner bulk of the 
funds. 

21. Our . Party is committed to safeguard the 
cultural hentage and the traditions of the religious 
mmonttes and their ngtlt to pr~serve them. rtow
ever, the right to impart religious education must 
lle distinguished from the general public education. 
Our experience in Kerala shows that the vested 
interests, in the name of minority rights, are able 
ti> obstruct the efforts to eliminate corruption and 
nepotism in .the appointment of teachers and the 
admission of students, check the mismanagement 
of the educational institutions anq such other steps 
to ensure improved standard of ~ducation. 

Need for a Wider Discussion 

22. In this brief interim reply to your question
naire we have not gone into a detailed dtscussion 
of all the questions you have raised. The issues 
raised by the Commission are vital to the preserva
tion of national unity and democratic set-up. We 
firmly believe that ther~ is great need for widest 
possible debate on these issues in which academi
cians in the various disciplines, professionals like 
lawyers and judges, political leaders and the general 
public actively participate. In this context we wish 
to draw the attention of the Commission to certain 
steps initiated by the Government of Kerala intend
ed to curb and limit such a debate. A virulent 
attack has been launched on Shri Subramaniam 
Potti, the Chief Justice of Gujarat High Court, by 
no less persons than the Chief Minister and the 
Home Minister as well as Congress leaders of 
Kerala for the statements he made while participat
ing in a recent seminar on 'Centre-State Relations' 
sponsored by A. K. G. Centre for Research and 
Studies. Chief Minister went to the extent of stating 
that the Chief Justice must resign his post and then 
only express his views on Centre-State relations. 
We fear that these and other vailed threats are a 
part of a concerted move by the Government to 
stiffle the dissenting views. This type of intolerant 
and undemocratic interventions of Governmental 



authorities and kaders of the ruling party must be 
ended. We appeal to the Commtsston to ensure 
an atmosphere tor a free frank discussion of the 
important issues that it has raised. 

COi\li\lUNIST PARTY 01.<' INDIA (lVIARXlST) 

State Unit-1\ladhya Pradesh 

MEMORANDUM 

The Communi~t Party of India (Marxist), Slate 
Committee, Madhya Pradesh at the outset dis
agrees with the sugeestion of the M.P. Govt. that 
there is no need to make fundamental change in 
the provisions in the Constitution relating to centre
state relation. The very fact that your honourable 
Commission is undertakmg trouble to go through
out the country on this issue contradtcts under
standing of Chief Minister of Madhya Pradesh. It 
is obvious that your honour would not like to travel 
countrywtde to know such simple things as 

, enumerated in the M.P. Government memorandum 
as if everything is going on well under Central 
ruling party at Delhi. 

Our party wants to treat this issue of Centre
State relations not as a heresay to be hunted down 
or to be regarded as a separatist fad and disrup
tionist slogan. Even the ex-President of India 
Republic Shri Sanjeeva Reddy expressed the opinion 
that centre-state relations deserved a fresh look. 
Life's realities have posed it as a problem of Indian 
democracy, of its advance which cann't be ignored 
without doing harm to the democratic process. The 
fact that the notorious 42nd amendment Act 
reduced the state to the position of a subordinate 
dependent of the Government of India, showed that 
the attack on there powers was an inevitable 
requirement of dictatorial rule. Thus the Centre
State relations have become an issue in the struggle 
between the forces of dictatorship and democracy. 
All states including Madhya Pradesh fet;l that even 
financial grip or the centre paralyses them. 

However all those who support a change in the 
Centre-state relations don't necessarily represent 
the democratic urge behind it. This important 
issue of Indian democracy is often reduced to 
the narrow proportion of provincial and regional 
claims and attempts arc made to rouse chauvini
stic feelings. That has nothing in common with 
the democratic demand for state autonomy, 
expansion of democratic ri~hts and end to concen
tration of power at the centre. 

The existing c~ntr~-Statc rdations are not based 
on greater democratic or economic freedoms to 
any state but on the suppression of freedoms for 
all states. The central point is the subordination 
of all states to the centre and not favour shown 
to this or that state. 

The nation today is in the grief of a crisis and 
the future of our polity is imperilled. The ·cheri
shed d;;mocratic values of our freedom struggle 
are under assault, and the authoritarianism has 
resulted in disturbing signs. of alination. iu so_me 
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parts of the country. The golden thread of unity 
created by the freedom struggle still runs through
out the length and breadth of the country. It is 
to be ensured that this thread is strengthened in 
th~ times ro come. A document of great relevance 
to the democratic advance of our people and it 
has undergo changed keeping in step with experi-
ences and demands of people. · 

The question of Centre-State relations has ac
quired a great importance in the context of grow
ing alinatton between centre and constituent states. 
This alination arising from constant attacks and 
erosion of powers of states is growing in the back
ground of assaults of divisive forces to disinte
grate Indian unity. 

To 'stop this process of alination between the 
Centre and the constituent units of the Indian 
union is therefore urgently necessary in the interest 
of Indian unity. Our party stands for the unity 
of the Country and fights all forces of indisinte
gration. We definitely stand for an effective and 
efficient centre capable of defending the country, 
organising and consolidating its economic life and 
adequately armed with powers to discharge its 
other jobs like foreign policy, communication, 
foreign trade etc. 

Unfortunately, this urge for unity among the 
people their desire that India should be protected 
against external aggression has been exploited by 
the ruling party to appropriate dictatorial powers 
to the centre. Abrogating and eroding the powers 
of constituent states. 

The provested interests policies of the centre, 
the economic crisis, the impoverishment of the 
masses resulted in increased attacks on democratic 
rights and rights of the states. This process was 
accompanied by abject economic dependence of 
states on centre. The centre decide the amount 
of publi~ borrowing ~o be done by the states, it 
monopolises the credit made available by the 
banking sector and _makes the states dependent on 
an ad-hoc grants sancti:aned by it. The method of 
~etermining the size of state plan reduces planning 
Ill the states to a mockery and makes it_ adjunct to 
central plan. . . _ ... 

. -~)1~ centn: was ar~ed by the constitution with 
sulhctent powers to mtervene and deal with any 
problem aris~g in any part of the country. And. it 
assumed for llself p-uwers during thirty years long 
rule of one party when most of the states were ruled 
by the. same p~rty. Ther.e. enormous powers were 
?ften used a~amst opposl!Jon parties duly elected 
In state e_lect~ons. . J:!Y . misusing_ the Governors 
power: mmonty mm1stnes of the ruling party 
were ms~alleq and the verdict of _the electorate 
was. nullified. 

s·imilarly by withholding Presidential assent to 
bills passed by state legislatures the centre has 
.succee~ in sabotaging progressive' legislature passed 
Ill the Interest of the people. The agrarian legisla
tures passed by the Left Front Government of West 
Bengal has yet to receive the Presidential assent 
thOlJgh, months have _passed. ~inc\\_ the .legislature 
voted 11. 



. The measure to grant recognition to trade unions 
by secret ballot passed by earlier left front Minis
try was killed using the same advice Qf withholding 
the assent. Similar measure passed by Left 
Democratic Government in Kerala and Tamilnadu 
legislatures met same fate. 

Our party proposed real equality and autonomy 
for states. The state governments and legislatures 
must have sullicicnt freedom and powers to fulfil 
the desires and mandate of the people electing 
them. Denial of the constituent federal units to this 
status of dependencies 11nd off one ann of Indian 
democracy. 

Today, the party which rules at the centre is 
not the ruling party in several states. This gives 
added urgency to the question of a proper redisui
bution of powers between the centre and the states. 
In fact the states are reduced to the position of 
clients so far as the resource mobilisation and 
allocation are concerned. They have also control
led key administrative services for fashioning a 
bureaucracy to be utilised at their behest. 

A question may be asked to those who argue 
that more powers to the states will endanger the 
unity of the country. Who do these people think 
that all patriotism is concentrated at the centre so 
that whatever power can be given to will be used 
in national interests, while the powers to the states 
will be used to betray national interests. While 
this thinkin~ alinates the people from the centre 
which is supposed to represent the will of the unit
ed nation. Unity of the whole country is possible 
only on the basi~ of a status of equality and free
dom to the constituent linguistic units and not on 
the basis of domination by the centre and subordi
nation of the states to its needs. 

Taking into consideration the necessity of main
taining an effective centre, combind with urgent 
need to expand the powers of the states to protect 
Indian unity and democracy, we make the follow
ing proposals : 

1. To protect states autonomy an amendment 
to article 248 should be made so that the resi
dual powers of the federation should be with the 
units and not with the centre. 

Article 249 giving powers tu Parliament to 
legislate on a subject in the state list under plea 
of national interest should be deleted. 

2. Heavy industries and power or irrigation 
scheme which concern more than one state have 
to be kept in the Union list. The list in the 
Seventh Schedule should be reformulated so that 
states may be given exclusive powers in respect 
of certain categoric~ of industries. 

The right or the Central Reserve Police or 
other police forces the Union Government fi:lay 
raise to opetate in the states should be With
drawn. The subject of law and order and the 
police should be fully in the state's sphere and 
they should not interfere with its own specially 
created forces. 
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3. Articles 356 and 357 which enable the 
Presid~nt to dissolve a State Government or its 
Assembly or buth should be deleted. In the case 
of a constitutional breakdown in a state provi
sion must be made for the democratic step or 
holding ekctions and installing a new Govern
ment as in the case uf centre. Similarly Article 
360 which empowers the President to interfere 
in a state administration on the ground of a 
threat to financial stability or credit ot India 
should be deleted. 

4. Articles 200 and 201 which empower the 
Governor til reserve Bills passed by the Assem
bly for President's assent should be done away 
wtth. The States Legtslatures must be made 
supreme in the states sphere and no interference 
by the Centre in this spnere ~hould be allowed 
on any ground. 

5. All India services like the lAS, the IPS, 
etc. whose oUicers are posted ro the states but 
remain under the superv1s1on and d1scip1tnary 
control of the Central Gove1nment must be 
abolished. Personnel of the Unio~ services 
should be under the disciplinary control of the 
Umon Government and those of the state services 
und~r the dtsc1p1tnary control of the respective 
State Governments. The Cenual Government 
should have not jurisdiction over the personnel 
of the State services. 

6. A correct approach to th~ langua~:es of the 
people IS necessary in the interest ot lnomn unity 
and promotmg a sense of equality. 

The use of English in the field of administra
tion, legislation judiciary and as the medium of 
instruction in education should be discarded. 

7. The present electoral system enables a 
party with a minority votes to secure a majority 
of seats in Parliament or the Legislature. It is 
therefore necessary to introduce the system of 
proportiOnal representation and provide !"or the 
right of recall. 

8. The present special status of Jammu and 
Kashmir within the Indian Union should be 
retained. · 

Economic And Financial Issues 

The political administrative and legisla!lve 
issues apart the economic and financial 
relations obtaining between the Centre and States 
deserve the most careful reappraisal. We therefore 
suggest the following changes in the existin~: fiscal 
arrangement : 

I. The proceeds of the corporation tax be 
made sharable with the States. 

2. The surcharge on income tax be abolished; 
alternatively its proceeds be shared with the 
States. 

3. The scheme of additional dutie; of excise 
be abandoned. 

4. A review be made of the principles guid
. iug decisions as regards 'declared' goods and the 
. rate of sales. taxation with resp,ct to sue~ goods. 



S. Legislation be introduced hi Parliament so 
that tne proVISIOns ot Amendment 46 to the 
t.:onsutuuon cowd be in1p1ementeu properly, 

6. Even after these proposed changes have 
been earned out, there ~oUld be need tor a 
Fmance Commission to decide upon aadiUonal 
transters to tne states and for deciding the inter 
se auocauon between them. NotwithsLanomg the 
proviSIOns of Aructe 7 4 of the t.:onst1Iuuon, the 
t'restdent shoUld consult the :State uovernments 
betore dectdmg upon the compos1tion and terms 
of reference ot the Finance t.:omnussion. 

7. We feel equally strongly that the working 
of the Nauonal Uevelopment Counctl and the 
Plann.ng Comnusswn snould be senous1y reap
pratsed. The Planning Coiilllllssion, whiCh has 
no constituuonal sancuon nor any s!atutory one 
was set up by a resolution of the Uruon uovern
ment; its composillon is decided upon by the 
Centre and tts expenses are also detrayed by it. 
It has become a convention that Union Cabmet 
Miruster is the working head of the Commission. 

8. The National Development CoWicil too 
has no constitutional or legal sanction. It has 
nonetheless been descnbea as the supreme 
policy making body concerning problems of 
social and economic development. 

9. We suggest that the Planning Commission 
be convertea mto full time secretanat of the 
National Development CoWlcil and that it be 
jomtly financed by the Centre and the State 
Governments. Its composition too should be 
decided in consultation With the State Govern
ments. Arrangements should be made to 
detach it from the Union Government, so much 
so that even the retirement benelits of persons 
workmg in it should be made from out of a fWld 
conmbuted jointly by the Centre and the State. 
It should be empowered to discuss and analyse 
on its own vital issues allecting social and 
economic development and make its recommen
dation to the CoWlcil. 

10. In deciding upon the principles of Central 
Plan assistance to the States the Planning 
Commission should be enjoined to take into 
accoWlt the current imbalances in the pattern 
of economic development in the COWltry the 
relative incidence of poverty in the different 
States, the state of Wlemployment, the propor
tion of harijan and tribal populations in the 
States, ¢.e levels of irrigation power generation 
and mdustrialisation, and similar other factors. 

11. We would also suggest that the present 
arrangement, whereby as much as 70% of the 
Central Plan assistance recommended by the 
Planning Commission iJi , treated as loan to be 
repaid, should be abolished. All Central 
assistance for the Plan should be converted into 
grants; the outstanding loans on this account 
should be written off. 

12. Reflective of the total dominance that the 
Union Government has come to assume in 
fuca! matters, a substantial proportion of the 
aggregate transfers to the States at present 
taking place is not in terms of the recommenda-

lions of the Finance and Planning Commissions, 
but on the basts of Oiscnptwn e .... erc1sed by the 
Centre. Such discrel!onary transfers are ana
them~ to sound pnnciptes of I"edera1 nnance and 
must be spedily orougnt to an end. 

13. A mechanism must be established where
by the States uovernments are associated in the 
formwauon of the nauon s monetary and invest
ment policies. 

14. The State Government must be allowed 
rotal!onal representauon on the Hoards of 
Dtrectors of tne Keserve Bank of 1ndia. 1t may 
be considered wnetner they coUld not be repre
sented by rotal!on on tne Central Boara of 
Dtrectors of Ule !:Sank too. 

15. The Union Government can finance any 
excess of its expenwture over its mcome. These 
securtlles bear a rate of interest of only 6.5%. 
ln contrast the :States are suojected to specific 
ltn11ts m the overdratts tuey occaswnatJy draw 
WIUl Reserve !:Sank of 1nwa and ror wruch they 
are charged Imerest at tne rafe of 13%. Trus 
anomaly ueserves to be removed, and tne States 
alioweu an eq wtabie snare m created money. 

16. It may also be useful to have a perma
nent bxpenutture CoillJDlssion which could 
aavise bom me Centre and the States in case 
their expend1tures tended to b~ prolltgate. 

17. The Centre has been raising additional 
resow·ces by ra.lS!ng ailllllrustered pnces of com
mowues lle petrouWll products, coal, iron and 
steel, and so on msteaa of adjusUllg the exciSe 
duttes on them. As a couseq uence. the States. 
have been deprived of thousands ot crores of 
rupees of revenue. We suggest that the Centre 
be asked to share 40% or the extra resources 
raised through any such increase in administered 
pnces. 

18. _The States are currently left with a lowly 
share m total market borrowmgs, which can be 
undertaken only with the approval of the Union 
Government. Here at least 50% of the total 
borrowmg in any year should be allocated to the 
State Governments. 

19. State Governments have ~erious reserva
tions about the provisions and working of the 
~dustnal ~Development and Regulation) Act. 
Lertam guu.lelines could be laid down by the 
Nallonal Development Council and the Plan
ning Commission, reserving some areas of licen
sing for Lhe Centre and the rest to the States. 

20. We also urge that the Union Government 
be pursuaded to assWlle the responsibility for 
ensunng. the supply of 15 to 20 major food
grams, mdustnal raw materials and essential 
co_mmodities all over the country at uniform 
pnce. 

21. The States should be taken into confi
dence in deciding the Central investment in 
public sector. 

22. Administr~tion of the civil population in 
c_antonme~t. are~ should be given to the respec
tiVe mumcipaliUeo. 



23. Specific powers should be conferred to 
the state Governments for levy of cess on mine
rals for the development of mine area. 

24. Investing some powers in the states to 
remove hardships caused by the opeqtion of the 
Forest Protection Act. 

25. A national policy for salaries, wages 
and dearness allowance of both Central and 
state government employees should be made. 

26. Location of Central Government under
takings and offices should be based on achieving 

, regional balance and economic considerations 
rather than on the concessions offered by the 
State governments. 

27. Fixing of support price for agricultural 
commodities keeping in view local condition> 
like productivity and market prices. 

We hope that the suggestion submitted by us 
will make the centre lose only those powers which 
it has assumed by violating the federal spirit of 
the constitution and there will be some guarantee 
that the states will not be treated like municipali
ties in future. 

COMMUNIST PARTY OF INDIA (MARXIST) 

State Unit .- Andhra Pradesh 

MEMORANDUM 

Our party had welcomed the constitution of 
your Commission to specifically study the present 
Centre-State relations, as by doing so, the Govern
ment of India has endorsed the consistent stand 
of several non-Congress(!) parties and demands 
of the several State Governments regarding the 
necessity to revise and redefine the relevant Arti
cles of the Constitution of India reflecting the true 
Federal/Union spirit envisaged by the framers of 
the Constitution under Article 1. The basic 
approaches to be taken into consideration and the 
direc•ion of the headed chan~es in the Constitution, 
specially these affecting the Centre-State relations 
were already elaborated bv our Party at the national 
level. Therefore, we will confine ourselves for 
the present to highlight some of the difficulties of 
our State ( Andhra Pradesh) which directly arose 
due to the imbalances in the distribution of powers 
between the State and the Centre. 

1. Arbitrary exercise of powers by The Governor 

The turmoil caused in the State due to the 
arbitrarY exercise of powers by the then Governor 
either while dismissing the then State Government 
headed by Shri N. T. Rama Rao or swearing in 
of the succeeding Chief Minister, Sri N. Bhaskar 
Rao, the denial of even twenty four honrs of time 
to establish the maiority enioyed hv Shri N. T. 
Rama Rao on the floor of the Legislature and at 
the s•me time giving a month's time to 
Shri Bh•skar Rao, accenting all sorts of neoole 
as Le!!islators presented by Sri Bhaskar Rao, is 
too well known to the country and is now a part 
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of history, whatever the powers that were at that 
time might have said or say now. The exercise 
of powers by the then Governor, disregarding the 
wishes of the Government directly responsible to 
the people, in the matter of appointing Vice 
Chancellors to some of the Universities is another 
example of arbitrary functioning of the Governor 
which is totally alien to the very basic concept of 
democratic functioning of the Government. The 
very fact that the above could happen, which were 
legally interpreted as the powers exercised as per 
Constitution, clearly establish thM the present 
provisions regarding the institution of lhe Governor 
in our Constitution are against the democratic 
spirit of our Constitution and go very much against 
the Federal/Union set up envisaged in our Cons
titution. The instances of abuse of powers by the 
party controlling the Centre through the office of 
the Governor in almost all the States is too well 
known and hence the office of the Governor should 
be abolished as such. For any reason if it is felt 
that the institution of Governors cannot be totally 
abolished, then we suggest that the Governor be 
appointed from among a panel of three names 
suggested by the States Legislature. Similarly, it 
should be expressly made clear that all the bills/ 
enactments made by the Legislature need not be 
sent to the Governor for approval/signature as 
long as the subject falls within the jurisdiction of 
the State. Similarly, the present provision em
powering the Governor to reserve any bill passed 
by the Legislature for Presidential acceptance 
should be totally removed as long as the subject 
on which the enactment was made, falls within the 
jurisdiction· of the State. 

2. Distribution of powers between the State and the 
Centre 

The power conferred on the States to make 
le~slation on the subiects mentioned in List II 
of the Seventh Schedule should be absolute. Some 
of the subiects listed in List III of the Seventh 
Schedule like Administration of justice, Constitu
tion and oreanisation of all Courts exceo•s Supreme 
Court, Forests, Education, Internal trade and 
commerce and Electricity should be transferred 
from List III to List II. This would enlarge the 
avenues for mobilising resourres by the State 
Government and for developine the State. This is 
very vital for our State's development. 

3. Financial Relations 

At present, the powers to raise finances throueh 
raisin!l loans from the internal market, from 
foreign countries and through deficit financimt are 
totallv controlled by the Centre and are unlimited. 
Similarlv, the avenues for imoosing taxes are more 
concentrated in the Centre making the St;~te Gov
ernments to be alwavs at the receiving and for 
day to dav main•enance and development. Due 
to the deficit financing and market borrowings, the 
impact is felt bv the State through rise in prices 
for all the articles forcinl!' the State Government 
to grant enhancement in the D.As. from time to 
time and to snend more towards not onlv for its 
dav to dav arlministration hut ~l•o towards deve
loomental activities. Against this situation. the 
State Governments have to take approval and 



have to limit the borrowing to the quotas fi:~:ed by 
the Centre so much so that the pace of develop
ment and size of the plans are dictated by the 
Central Government :-

The share of Andhra Pradesh in the net market 
~orrowings (data next page) is gradually decreas
mg from plan to plan forcing it to curtail its 
developmental activities including construction of 
irrigation projects. . . -~ 

Share of Net Market borrowings of A.P. in the 
total Central borrowings 

Total Sh.re of A. P. 
Central All Amount %in total 

Period borrowings States"' (Rs. in Central 
(Rs. in s;,are crores) net 
crores) (%) borrowing 

J. Third Plan 
11961-62 to 
1965-66, 838.86 49.6 43.77 5.217 

2. Annual Plan 
1966-67 to 
1968-69 481.38 47.8 19.73 4.098 

3. Fourth Plan 
1969- -o to 

'1973-74 2,130. 89 27.2 46.54 2.184 

4. Fifth Plan 
1974-75 to 
1977-78 3,8210 21 22.4 72.70 1.902 

5. Annual Plan 
'1978-79 to 
1979-80 3,981.31 9.5 26.23 0.658 

6. Sixth Plan 
19R0-81 to 
1984-85 14,766.27 10.2 278.77 1.887 

Similarly, the share of the States in the total 
develoomental expenditure in the country has 
decreased over the vears after independence. It 
has decreased from 75.4% during the First Five
Year Plan to 60.5% during the Sixth Five-Year 
Plan. The total transfers of the Central receipts 
decreased from 36.4% during First Five-Year 
Plan to 32.5% during Sixth Five-Year Plan. The 
decrease was more spectacular in case of Central 
loans given to the States from the Central Capital 
Account inclusive cf deficit financing. It decreased 
from 61.5% during the First Five:Year Plan to 
mere 27.1% during the Sixth Five-Year Plan. 
This is more painful. That the Central is resorting 
to substantial transfers to the State through 
discretionary grants can be seen from the data pre
sented below : 

Period 

19~1-56 

19~6-61 

19~1-~~ 

19~'1-~9 

1969-74 
1974-79 
1979-84 
Tot~l 1911-~~ 

- Statutory Transfer 
Rs. crores ( %) 

447 (31. 2) 
191q (l1 0) 
1,59~ (18 4) 

1,782 (13.3) 

5.421 (35. 9) 
11,168 (44.2) 
22,757 (43.1) 
4f.O~l (41. 7l 

Discretional 
transfers 
Rs. crores (%) 

634 (44. 3) 
892 (31. 1) 

1,495 (26 7) 
1,798 (33. 6) 
6,145 (40. 7) 
6,357 (25.1) 

14,703 (21). 9) 
11.524 (29.1) 

Ref: (i) ""' the 'lerio~s !9<1.1079 report of Seventh 
Finance Co-n'l'lission (1978\, 

Ref: (ii) For 1971-84,. Fin1noes of State Governments, 
R.B. I. Bulletins. 
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From the above, it could be seen that discre
tionary grants of the Centre to the States is very 
substantial and is almost as much as of the Plan 
lransrers. Transfer of such large amounts 
through discretionary grants is leading to political 
discrimination of the States and regional im
balances. For example, special assistance for the 
development of hill regions in U.P. is given by 
the Centre but no such assistance is given to our 
State for developing the chronically drought affec
ted areas. Therefore, the discretionary grants 
should be limited to the extent of meeting unfore
seen national calamities and the bulk of the trans
fers should be converted to statutory grants. There
fore, the financial relations between the State and 
the Centre should be so redefined that every 
State, including ours, has a definite share in the 
market loans raised, in the quantum of deficit 
financing resorted to, in the incomes received 
through the administered prices, Central Surcharges 
and in the total Central revenues commensurate 
with the responsibilities assigned to the State. 

4. Planning and Financing the Plans 

Due to the exclusive powers vested in the 
Centre and exercised through the Planning Com
mission, the Seventh Five-Year Plan prepared by 
our State Government was pruned from over 
Rupees seven thousand crores to just 
Rupees five thousand one hundred crores. The 
approved Plan outlay is grossly inadequate to 
meet the requirements of the people. Though the 
Planning Commission has no specific provision in 
the Constitution it is having overwhelming influence 
en the development of the State. Therefore, there 
is a necessity to make adequate and specific provi
sion in the Constitution such that the planning 
process and fixation of priorities starts from the 
grass root level, finalised by the State and approv
ed at the national level. Such a step will enable 
the State to develop planning in the right perspec
tive. which is more need-based and which also 
involves direct people's participation both while 
planning and implementation. Similarly, the 
State should be given adequate powers to generate 
necessary funds for the Plan proposed by it. 

5. Agriculture, ·Price fixation for Agricultural com· 
modities and Food Grain Trade 

Though agriculture has been included under 
the State subjects, the factors governing the eco
nomy of agriculturists and agricultural develop
ment are totally vested with the Centre at present. 
This policy has not only curbed the development 
of agriculture in our State but also has very badly 
affected the economy of the agriculturists and of 
our State. Our S•ate has no say in the fixation of 
prices for agricultural products and also in the 
food !!rain trade both within the State and outside. 
Similarly, our State is not empowered to procure 
adequate quantity of food grains for public distri
bution system and other welfare oro!!rammes. For 
examnle. our State enioys ore-eminent position in 
the matter of producing tobacco. castor cotton, 
food!!rain~ etc. The trade of tobacco. ~astor and 
cotton is totally controlled by monopolists and the 
farmers are forced to sell at the prices fixed by 



them, notwithstanding the entry of Central Cor
porations at times of distress. Similarly the pro
curement price for food grains is fixed based on 
the bulk production costs rather than the condi
tions obtaining within the State. Due to this the 
farmers of our State are put to Joss and the State 
also is losing the base for raising necessary finances 
for its own planning. Therefore, specific provi
sions should be made in the Constitution empower
ing the S•ates to constitute bureaus for computing· 
the cost of production and for fixing the selling 
price for the agricultural products of the State. 
The State should be made the sole purchasing 
agency for the agricultural products and it should 
be allowed to indulge in wholesale trading between 
the States within the country, after contributing 
to the Central Pool, and export the surpluses out
side the €ountry with the Centre's concurrence. 

6. Implementation of construction of irri~ation pro
jects as exclusive subject of the Slate 

(;en tral approval for the construction of irri
gation projects proposed by our State like 
Varadaraiaswamv Project, Sriram Sagar lind 
Phase, Telugu Ganga, Polavaram etc. is pending 
for years resulting in very steep escalation in the 
cost of construction imposing heavy burdens on 
the State exchequer and on the people. Many times 
the once remunerative projects are becoming un
remunerative due to the reduction in the value of 
money consequent to the fiscal policies of the 
Central Governn1ent (as inflation and adminiJ;tra
tive prices). Very often, the delays are caused on 
the plea that some areas of forests will have to be 
deforested . In all such cases. if the State Govern
ment a~ees to comnensate the area through affo
restation, there should not be any objection for 
undertaking the construction of the Irrigation Pro
jects. Therefore, construction and development 
of irril:ation oroiects for utilisin~ the quota of water 
allotted bv the Central Water Commission should 
be included in the exclusive State subjects to avoid 
delays in their approval. 

7. T.Vs and Radios 

Mass communication media like Radio and 
T.Vs are totally controlled bv the Centre and the 
views of the State regarding its policies and deve
lopmental programmes generally do not find ade
quate renresentation in the daily programmes. This 
is specially so when the parties in power at the 
Centre and in the States are different. The past 
experience also has shown that these mass media 
are liable to partisan use specially during elections. 
The right of the State Government to communicate 
i•s views to the peonle through mass media like 
Radio and T.V. shonld be constitutionally recog
nised. To prevent abuse of these media, these 
should be entrusted to autonomous corporations 
chanting with the responsibility to give only fac
tual information. Time in these media should be 
allotted to the States for conveving their views and 
their developmental programmes. ·· 

8. Dispensing with the postin~ of central serv1c"s 
personnel for the State's posts 

At present, lAS ancl IPS Officers of the Central 
Cadre are being posted to the State's posts and 
the State has no control over them. The Central 
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Gowrnment, on the other hand, has direct control 
over them and through them on the State's admi
nistration. For example, the Government of A.P. 
has recently suspended some lAS/IPS Ollicerti on 
corruption charg~s and abuse of office but the 
Central Government reinstated them. This has 
very badly affected the State Government to curb 
corruption in day to day administration. 

Therefore, posting of Central Cadres like lAS/ 
IPS Officers to the State's posts should be abo
lished. Central Cadre and State's Cadre posts 
should be filled only by their respective cadre em
ployees and the Centre should not have any con
trol over State Cadre employees or vice-versa. 
A specific provision should be made in our Cons
titution keeping the above in view. 

9. National Development Council (NDC) 

National Development Council, on which both 
the Centre and the States are represented, should 
find a specific provision in our Constitution. The 
Planning Commission, which is charged with the 
responsibility of formulating priorities, finding re
sources for development etc.. should function 
under the direct control of the N.D.C. Such a 
step will make the involvement of the different 
States in the country's development, both while 
fixing plan priorities. raising resources etc. for 
development, more fruitful and effective. 

We request, on behalf of our Party, to consider 
the above while finalising the recommendations on 
the changes needed in our Constitution so that 
we can achieve the full objectives , of Federal/ 
Union set up envisaged in our Constitution. 

INDIAN NATIONAL CONGRESS 

(All India Congress Committec(l) ) 

MEMORANDUM 
The Government of India has constituted a 

Commission of Centre-State Relations. generally 
known as Sarkaria Commission. The following are 
the terms of reference :-

"!. The Commission will examine and review 
the working of the existing arrangements 
between the Union and States in regard to 
powers, functions and responsibilities in 
all spheres and recommend such changes 
or other meaqm·s as may be appro
priate. 

2. In examining and reviewing the working of 
the existing arrangements between the 
Union and States and making recommen
dations as to the changes and measures 
needed. the Commission will keep in view 
the social and economic developments that 
have taken place over the years and have 
due regard to the scheme and framework 
of the' Constitution which the founding 
fathers have so sedulously designed to pro
tect the independence and ensure the 
unity and integrity of the country which is 
paramount importance ror promoting the 
welfare of the people". 



The intention of this Paper is to submit to the 
Commission the views of the AICC(I) in this 
regard. 

The Sarkaria Commission in its questionnaire 
has divided the entire issue of Centre-State Rela
tions into seven parts. These are :-

I. Introductory (Essentially questions on 
Federalism and connected matters). 

II. Legislative Relations. 

III. Role of Governor. 

IV. Administrative Relations. 
V. Financial Relations. 

VI. Economic & Social Planning. 

VII. Miscellaneous; under this Part, there are 
six sub-paras :

(i) Industry 
(ii) Trade & Commerce 
(iii) Agriculture 
(iv) Food & Civil Supplies 
(v) Education 

(vi) Inter-Governmental Coordination. 

For the purpose of this Memorandum, it is pro
posed to follow the same division to put forth the 
views of the AICC. 

PART I 

INTRODUCTION 

Any comprehensive review of the working of 
the Constitution with specific reference to the 
existing arrangement between the Union and the 
States in regard to powers, functions and respon
sibilities in all spheres must. of necessary, begin 
with a historic perspective and evaluation of the 
factors, circumstances, strains, pulls and pressures 
that ultimately led to the present structure enshrin
ed in the Constitution. 

From very early times under Ashok and Harsha 
Vardhan to the Moghuls and till 1857, India had 
monarchical States and even when the writ of the 
Central Government ran through the length and 
breadth of the country, the political structure was 
monarchical in character. On the advent of the 
British power, the Crown represented the central 
political authority and those parts of the country 
which came under the direct administration of the 
Crown were demarcated as separate units of 
administration. The Crown represented by the 
Viceroy was the fountain source of all power and 
the province under a Governor was the unit of 
admission. Briefly stated, the political structure 
was unitary and the concept of a federal structure 
was not known. 

On the formation of the Indian National Con
gr ~ss under the inspiring leadership of a Britisher 
Oliver Home, a movement started for demanding 
greater share in the Governance of the country. The 
I ndi"n Councils Act, 1861 and 1892 introduced 
a grain of popular element in so far as it provided 
that the Governor-General's Executive Council 
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which was all alona composed exclusively of offi
cials should includ~ certain additional non-official 
me~bers, while transacting legislative business as 
a Le.,islative Council. All the Members of the 
Coun~il were nominated. The Indian Councils 
Act, 1892 had as its object an attempt "to widen 
the basis and expand the functions of the q~vern
ment of India, and to give further opport_nmties. to 
the non-official and native elements m Indian 
Society to take part in the work of the Govern
ment." The Indian Councils Act, 1909, enacted 
to give concrete form to the Morl~y-~into R~port, 
provided the first concrete step m mtroducmg a 
representative popular element. It is unnecessary 
to go into its details here. The Government of 
India Act 1912 and 1915 were in the nature of 
consolidating or amending, wi!hout givin~ J'!luch 
substantive advance or change m the constitutional 
structure. The administration remained wholly 
unitary. The Montague-Chelmsford Report ( 1918), 
for the first time, envisioned a federal pattern for 
the governance of this vast subcontinent. As . an 
aftermath of the First World War and the Indian 
National Congress coming out of the control of the 
moderates along with the emergence of Mahatma 
Gandhi on the political scene, the British Govern
ment called for a report from the then Secretary 
of State for India and the Viceroy for taking fur
ther steps towards giving increased opportunities to 
the Indians in the governance of the country. The 
British Government made a declaration on 
August 20, 1917 that the policy of His Majesty's 
Government was that of : 

"Increasing association of Indians in every 
branch of the administration and the gradual 
development of self-governing institutions with 
a view to progressive realisation of a responsi
ble government in British India as an integral 
Part of the British Empire". 

This led to the enactment of the Government 
of India Act, 1919. The importance of the Act 
of 1919 amongst the landmarks in the pre
Constitution development of the political system 
in India may be best explained in the words of 
the Royal Proclamation made by His Majesty 
George V in 1919 by which the enactment of the 
Act of 1919 was announced : 

"Another epoch has been reached today in the 
annals of India. I have given my Royal 
assent to an Act which will take its place among 
the great historic measures passed by Parliament 
of this realm for the better Government of India 
and for the greater contentment of her people. 
The Acts of 1773 and 1784 were designed to 
establish a regular system of administration and 
justice under the Hon'ble East India Company. 
The Act of 1858 transferred the administration 
from the Company to the Crown and laid the 
foundations of public life which exist in India 
Today. The act of 1861 sowed the seeds of 
representative institutions; and the seed was 
quickened into life by the Act of 1909. The 
Act which has now become law entrusts elected 
representatives of the people with a definite 
share in Government and points the way to 
full representative government hereafter". 



It is necessary to briefly refer to the main 
features of the system introduced by the 1919 Act. 
While introoucing Dyarchy in the Provinces, with
out imparing the responsibility of the Governor 
(and througn him of the Governor-General) for the 
administratiOn of the Provinces, responsible gov
ernment was sought to be introduced. The subjects 
of administration were divided into two categories; 
Central and Provincial. The Central subjects were 
those which were exclusively kept under the con
trol of the Central Government. The provincial 
subjects were sub-divided into 'transferred' and 
'reserved' subjects. The 'transferred subjects' were 
to be administered by the Governor with the aid 
of Ministers responsible to the Legislative Council 
in which the proportion of elected members was 
raised to 70 per cent. The germ of responsible 
government was thus sown in the limited sphere 
of 'transferred subjects', to the extent of the sub
jects of administration designed as provincial as 
set out in the Devaluation Rules. The Central 
control over the Provinces not only in administra
tion but also in legislative and financial matters 
was relaxed. Even the sources of revenue were 
divided into two categories so that the Provinces 
could run the administration with the aid of reve
nues raised by themselves and for this purpose, 
the provincial budgets were separated from the 
Government of India and the Provincial Legisla
ture was empowered to present its own budget and 
levy its own taxes relating to the provincial sources 
of revenue. 

Here one may be tempted to say that this 
arrangement marked the beginning of a quasi
federal structure. But that would not be correct 
because the Provinces get power not by the Cons
titution Act, 1919 but by way of delegation from 
the Centre under the Devaluation Rules framed 
'Under the 1919 Act. The Central Legislature 
retained power to legislate for the whole of India, 
relating to any subject, and it was subject to such 
paramount power of the Central Legislature that 
the Provincial Legislature got the power "to make 
Ia ws for the peace and good government of the 
territories for the time being constituting that pro
vince". The Unitary structure with the Governor
General at the apex was retained by providing 
that a Provincial Bill, even though assented to by 
the Governor, would not become law unless 
assented to also by the Governor-General. It 
would, therefore, appear that while under the 1919 
Act the unitary character of the political structure 
remained intact, the Montague-Chelmsford Report 
probably pointed the direction to some distant 
dream of a federal polity. The Report specifically 
stated that 'the conditions for a federation did not 
then exist because the Provinces of India were not 
self-governing States which could surrender cert
tain powers to a federal government ('). 

The aftermath of the Raw!att Act and the con
viction and incarceration of Mahatma Gandhi 
under Sec. 124A, a prince amongst the political 
sections of Indian Penal Code, and the barbarous 
sentence of six years RI imposed upon him in the 
wake of which the non-cooperation movement was 

(") Para 120, p>Se 78 of the report quoted by H M. Secs
vai in Constitutional Law of India, 3rd edi11on, Vol. 1. 
P. 447, para 55. 

started, led to a country-wide stir for Home Rule. 
This forced the British Government to appoint a 
Statutory Commission as envisag>..d by Sec. 84A 
of the GOI Act, 1919, to enquire into and report 
on the working of the Act and to announce that 
Dominion Status was the goal of Indian political 
developments. The notorious all-white Simon 
Commission, condemned in advance by all politi
cally conscious sections of the society, visited India. 
To make the bitter pill sweet, it was announced in 
1929 that Dominion Status was the goal of Indian 
political developments. The Commission submit
ted its report in 1930. It was for the first time that 
the new political society sought to be set up was 
expected to include all monarchical Indian Prin
cely States owing allegiance to the British Crown 
and subject to its suzerainty. The British Govern
ment convened a Round Table Conference to con
sider the report of the Simon Commissiou. The 
delegates of the British Government and of British 
India and the Indian States participated in the ddi
berations of the Conference. A White-paper drawn
up on the deliberations of the Conference was exa
mined by the Joint Select Committee of the British 
Parliament and the Government of India Bill was 
drafted in accordance with the recommendations of 
the Committee, and passed, with certain amend
ments, as Government of India Act, 1935. 

At this stage it would be advantageous to focus 
attention on the main features of the GOI Act, 
1935. It made a bold departure inasmuch as in 
place of the unitary structure. of the ~dian polity, 
the Act prescribed a Federation, treatmg the Pro
vinces and the Princely States as units of the Fede
ration. The Joint Parliamentary Committee noticed 
that: 

"A unitary and centralised government with the 
Governor General in Council as the key-stone 
of the whole constitutional edifice; and it is 
through the Governor-General in Council that 
the Secretary of State and ultimately Parliament 
discharge their responsibilities for the peace, 
order and good government of India." 

A federal structure envisaged under the Act 
necessitated the breaking-up of the unitary State 
into a number of autonomous Provinces wht~h were 
to derive their authority directly from the Crown 
instead of from the Central Government ~ under 
the previou~ system, an_d the_n building lh~m up 
into a federal structure, m whtch both the Federal 
and Provincial Governments should get definitely 
demarcated powers by direct delegation from the 
CNwn. The hurdle in the way of feder~l structur_c 
coming into existence w~s the expecta!ton. ~at tt 
was optional for the pnncely States to JOtn the 
Federation. The expected consent never ca~e 
forth. Even though the federal part of. the po!tty 
never came into existence, the part rel~!tng to p~o
vincial autonomy wa~ put into operation,. effecttve 
from 1st April, 1937. Some of the dub1ous fea
tures of the scheme need nut detain us for further 
consideration, as they m:c irrelevant to the present 
submissions. But on~ tmportant feature must be 
noticed and that is the division of powers betwee." 
the Centre and the Provinces, because the Consti
tution of India largely adopts the same division. 



There were three divisions namely : (1) Federal 
List, (2) The Provincial List and (3) Concurrent 
List. As far as the allocation ·;:,f the residuary 
power of the legislation is concerned, there is the 
unique provision, nowhere to be found in any other 
part of the world, in that this power was vested 
neither in the Central nor in the Provincial Legis
lature, but the Governor-General was empowered 
to authorise eitha the Federal or lhe Provincial 
Legislature to enact a law with respect to any 
matter which was not enumerated in the Legisla
tive List. The developments subsequent to the 
introduction of the Provincial part of the Federal 
structure in the 1935 Act have a bearing on certain 
aspects of the Constitutional framework with which 
we are concerned. 

India was dragged into the Second World War 
against its will by the decision of the Governor
General as representing the Crown. As a first con
sequence, the Congress called upon all Congress 
Mmistries in the Prov.inces wherein they were in 
power, to resign and also simul~an~usly called 

. upon the members of the Central Legislative As
sembly to refrain from attending the next session 
of the Assembly. Thereafter, the Congress Work
ing Committee invited the British Government to 
declare in unequivocal terms what their war ends 
were in regard to democracy and how those ends 
were to apply to India and to be given effect to 
immediately. The Governor-General deferred any 
further political advance on the specious plea of 
disagreement between the major communities. This 
has reference to the demand of the Muslim League 
for a separate State styled as Pakistan. 

After the "victory in Europe day", there was 
general election in Britain which had an unexpected 
out-come of the Labour Party forming the Gov
ern~ent under Mr. Attlee. A white-paper was 
published on June 14, 1945 with a view to break
ing the political deadlock in India. However 
while clarifying th~ British position, the the~ 
Governor-General said that it is not the intention 
of the Government to introduce any change con
trary to the wishes of the major Indian communi
ties. This diabolical approach gave a veto to the 
Muslim League which was bent upon the vivisec
tion of the country. Soon followed a 

1 
Cabinet 

Mission headed by Sir Pethick-Lawrence the then 
Secretary of State for India. In the pia~ put for
ward by the Cabinet Mission the advance over 
the past position was that I~dia was to choose 
~hat. will be her Constitution, what will be her posi
tion ID the world and the British Government would 
~ake the transition as smooth and as easy as pos
Sible. Before the Cabinet Mission the Muslim 
L.."'ag~e firmly. submit~ed that unless the long term 
q~est!on asso_ciated With the setting up of the Con
sututwn-makmg machinery was settled it could 
not discuss the composition of the inter~ Govern
ment. There was. a sligh~ ambivalence in the ap
proach ?f the Ind1an Na_uonal Congress in that it 
swayed m fav?ur o~ a urutary P<?lity but argued for 
a federal I~~~a :Vhiie the Mushm League insisted 
up_on_ the VlVIseciion of the country. The Cabinet 
MIS>Ion plan failed. Prime Minister Attlee made 
a statement in the House of Commons in which the 
demand for Pakistan was rejected in no ullfertain 
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terms on administrative, economic, military, geo
graphical and statistical grounds. In terms, he said 
that the Government is unable to advi.se that "the 
power which at present resides in British hands 
should be handed over to two entir~ly separate 
sovereign States (of Hindustan and Pakistan)" (2). 
One hoped that the demand for the vivisection of 
the country was thereby disposed of for good. 

Leaving aside the transitional developments 
leading to the independence of the country, ac
companied by the painful partition, only two deve
lopments in the interregnum worthy of note may 
be mentioned. To avoid at all costs the partition 
of this land, a proposal for a loose confederation 
was mooted, with only four legislative heads re
served for the Centre, namely : (1) Foreign Affairs, 
(2) Defence, (3) Communications and (4) Currency, 
the rest of all legislative power including non
enumerated residuary power to be given to the 
States/Provinces. This was how the Muslim 
League was sought to · be appeased. The Indian 
National Congress on the other hand wanted a 
strong centre with a federal structure :md the 
residuary legislative power with the Union. The 
native States were expected to join the Union on 
these terms. The choice was between parting com
pany and a loose confederation or a federa
tion with a strong Centre. Ultimately, the coun
try was divided. All accommodation sought to 
be given to the Muslim League by setting up a 
loose confederation lost relevance. This was the 
situation that emerged on August 15, 1947. This 
historical background had its hang-over on the 
Constituent Assembly which proceeded to frame a 
Constitution for India i.e. Bharat. 

Let us first concentrate on the theoretical aspect 
as to whether conditions germane to the setting up 
of a federal polity were in existence when the 
Constituent Assembly, largely emulating the GOI 
Act of 1935, proceeded to provide for a federal 
structure. A federal polity involves a dual system 
of government. 'Confederation' means 'an asso
ciation of States who agree to limit the exercise of 
their sovereignty in order to assist in the achieve
ment of a common objective, but who do not per
mit any direct contact between the organs of the 
association and their citizens. Prof. Dicey says : 
"condition absolutely essential to the founding <'f 
a federal system is the existence of a very peculiar 
State of sentiment amongst the inhabitants of the 
countries which it is proposed to unite. They 
must desire Union and must not desire unity (3). 
The aim of Federation is 'to reconcile national 
unity and power with the maintenance of 'State 
rights,' ('). The distinction between a Confedera
tion and Federation need not be lost sight of be
cause in the former, only the State Government:. 
operate directly upon the people and the Central 
Government acts through the State Governments 
while under Federation, both Central and regional 
Governments operate directly upon the people. 

( 1) Parliame<tarY Debates, House of Commons, Vol. 422, 
Col. 2113. 

( 1) See D;cey's Introduction to the Sludy of the Low of 
I~·• Constit< lion. tenth odltlon, 1973, Page 141. 

(') Ibid page 143, 



Prof. K. C. Wheare had defined the federal princi
ple to mean 'the method of dividing powers so that 
the general and regional governments are each with
in lis sphere coordinate and independent' ("). 
After applying this test, he was of the opinion that 
large number of so calkd icd~rations are quasi
federations. Shri Anirudh Prasad described this 
as a traditional approach (';). According to him, 
this traditional or classical approach has obvious 
limitations in that it ignores compulsions of socio
economic forces operatmg in the modern era which 
have not kft unmouldcd even the tradi
tional federations of Prof. Whcare such as United 
States, Canada and Australia and Switzerland. The 
modern approach according to him is to get solu
tions to the national and r~gional problems of the 
federating countries for which the traditional 
approach of independence in the mutual 
relationship of the States and the national govern
ment would have been too unrealistic to be follow
ed in the present ag~ of inter-dependence. The 
modern writers assert that 'federal system of Gov
ernment is one in which there is a division of powers 
between one general and several regional 
authorities, each of which in its own sphere, is 
coordinate with each other' ('). Prof. Sawer on 
the other hand asserts 'that it is necessary to in
quired whether a federal situation existed in a 
country before it adopted a federal constitution. 
Writing of India, he said : 'The sub-continent 01 
India was another area which by reason of size, 
population regional (including linguistic) differences 
and communication problems presented an obvi
ous federal situation, if not the possibility of several 
distinct Nations" (8). 

The question that must be posed is whether <>.t 
the time the Constituent Assembly proceeded to 
forge a Constitution for India, keeping in view the 
hopes and aspirations generated during the war of 
independence, whether a f~deral situation existed 
in India at the relevant time ? History is replete 
with concrete instances where in order to meet with 
the second condition, namely, that the separate 
States desired union and not unity, a federation was 
formed by breaking unitary States into several 
States and then to unite them together under a 
federation. To revert to our own history and 
experience, upto and inclusive of the GOI Act, 
1919, the Indian political entity was hif?hly ce~tra
lised and unitary in character. The Stmon Com
mission, probably with a view to a(lpl~ing brakes 
on Jawaharial Nehru's outspoken mststem:e on 
complete independence and limiting the scope of 
the matter to Dominion status, recommended the 
inclusion of a new factor viz. the princely States 
in thi! Union. This was calculated to indue~ _all 
clement which would blindly support the Bnttsh 
Government. Accordingly, under t_he Governf!lent 
of India Act 1935 a federal pohty as d_e~Jsed. 
Faculty, provinces which were umts of admtmstra
tion of a centralised unitary State, were broken up 

(') Federal Government 1967 p. 30. 
(') See Cen're aad State under Indian Federalism, by Anirudh 

Prapad, 19Sl,Ch. l,p,23. 
(') Federalism, Finance and Social Legislation, Birch, p. 306. 

(') Sawer, Modern Federalism, 1969 P· 44. 
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and redesignated as States to provide for such 
independent States getting ready to merge in a 
federation. This was a device and not a position 
obtaining. Writers on Constitutional Law including 
Mr. H. M. Seervai has wrongly asserted that the 
federal situation existed in British India, that 
ali the parties involved desired a federal solution 
and that therefore, the Constituent Assembly devi~
ed a federal structure ("). Indeed with the crea
tion of Pakistan and the abolition of the native 
States, whatever justification had existed for a loose 
federation disappeared. 

It is against this historical backdrop leading to 
the adoption of the Constitution that the whole 
gamut of Centre-State relations must be examined. 
Normally speaking, in a federation, the independent 
States which desire union but not unity, 
shed a part of their sovereignty to set up a Cen
tral authority, retaining all the residuary powers 
with themsdves. We had to break up the unitary 
structure to create States which as province10 had 
enjoyed only delegated powers of administration. 
It is erroneous to state that they shed any part of 
sovereignty in order to set up a federation; they 
just did not have any sovereignty. Truly speaking, 
the Centre had ali the powers concentrated in the 
unitary form and parted with some P•>WCJ s in 
favour of provinces being converted inlo States. 
Princely States were historical anachronisms. They 
were feudal ligarchies and as such, had hardly any 
place in modern India. By an astute political de
vice, they were merged; no tears were shed for their 
extinction. But their existence at the time of the 
framing of the Constitution provided a semblance 
of a political legal situation for a federal structure. 

The lessons learnt during the war of independ
ence, the consequence of vivisection of the coun
try, the Hyderabad imbroglio and several other 
events taught us the hard lesson that our political 
structure should have a strong Centre. Giving up 
the traditional system of drawing up two lists of 
powers, one for the Centre and other for the States, 
we followed the precedent in GOI Act, 1935 and 
drew up three lists but the ambivalence about the 
residuary power was done away with when it was 
given to the Centre. Rejecting the concept of a 
loose confederation by giving legislative power to 
the Centre in respect of four topics only, we have 
drawn-up a long list of 96 legislative heads reserv
ed in favow· of the Centre, and 66 heads m favour 
of the States and in addition, 4 7 heads in the 
Concurrent List. In respect of the legislative 
entries in the Concurrent List, both the Parliament 
and the State Legislature can make laws, but even 
here, supremacy of Parliament is ~st~blished ~y 
providina in Art. 254 of the Constitution that m 
the event of inconsistency between the laws made 
by the State Legislature and the Parliament, the 
latter will prevail and to the extent of repugnancy 
the former would be void. Even in such exhaus
tive lists being drawn-up, the residuary power ot 
making laws vests in the Parliament. Therefore, 
the conclusion is inescapable that the framers _of 
the Constitution provided for a ~trong Centre .w.tth 
State autonomy as demarcated m and denvmg 
from, the Constitution. 

)')Constitutional Law oflndia, Secrvai, p. 149, para 5, 8. 



. There is ~>ne _more piece of evidence to sustain 
this conclusiOn m the Constitution itself. Provi
sions contained in Part XVIII of the Constitution 
headed as 'Emergency Provisions' clearly in
~cated a stro_ng Centre_, . and such a provisiOn is 
mconststent With a traditional federal principle. 

Before going into ddails it will be relevant to 
start with the Preamble of the Constitution itself 
the relevant portion of which is reproduced 
below:- .. 

"We, the people of India, having solemnly re
solved to constitute India into a sovereign socia
list, secular democratic Republic and to secure 
to all citizens fraternity assuring the dignity of 
the mdtvidual and the unity and integrity of the 
Nation". 

The words "socialist secular" were introduced by 
the Constitution (42nd Amendment) Act 
1976 and _words "and integrity" (in the latter part) 
were also Introduced by the same. Going into the 
pre-amendment situation, the Preamble as passed 
by the Constituent Assembly contemplated a 
::so~ereign dem~r~~ic Republic" assuring the 
umty ?l t~e Nation . Subsequent events obviously 

made It unperatlve for the Parliament to make 
!t abundantly ~lear (though the position was never 
m dou~t ?r dispute~ that the sovereign democratic 
Repubhc IS also soctahst and secular in nature and 
also to make it clear that the Constitution is con
cerned not only with the unity of the Nation but 
also with its integrity. 

The Pr~aruble makes it abundantly dear that 
the Founding Fathers wanted a democratic Repub
lic which is sovereign and also wanted to ensure 
the unity of the Nation. The men who were mem
bers of the Constituent Assembly envisaged India 
as a sovereign democratic Republic of a United 
Nation. 

The very first Article of the Constitution envi
sages a Nation which is a Union of States. Even 
!hough they contemplated a democratic Republic 
m the Preamble, they have very advisedly avoid
ed the use of the word 'federation' anywhere in the 
entire Constitution. This avoidance--obvmusly 
deliberate--of the word 'federation' is prcsumbaly 
due to the fact that there is no situation here of a 
number of States surrendering a part oi their 
powers to the Centre in the common ;nterest as 
was the case in several federations of the wocid. 

The Indian Constituent Assembly has constitut
ed a Committee for the Union Powers under the 
Chairmanship of Pt. Jawahar Lal Nehru. In the 
Report of the Committee dated 5th July, 1947, 
addressed to the President of the Constituent As
sembly, Pt. Jawahar Lal Nehru inter alia stated as 
follows: 

"'Now that the partition is a settled fact, we are 
unanimously of the view that it will be injurious 
to the interest of the country to provide for a 
weak central authority which will be incapabk 
of keeping peace, or ensuring peace, or coordi
nating vital matters of common conc~rn or 
speakin~ effectively for the whole country in the 
mtematwnal spheres. At the same time, we 

are quite clear in our minds that there are many 
matters for which authority must lie solely with 
the units and that to frame a constitutien on the 
basis of a unitary State would be a r-:trogra.de 
step, both politically and administratively. We 
have accordingly come to the conclusion--con
clusion which was also reached by the Union 
Constitution Committee-that the sound~st frame
work of our Constitution is a federation with a 
strong Centre. In the matters of distributing 
powers between Centre and the Units, within that 
the most satisfactory arrangement is to draw 
up three exhaustive lists on the Jines followed 
in Government of India, Act, 1935, viz., fede
ral, provincial and the concurrent. We hlve 
prepared three Lists accordingly and these are 
shown in the Appendix. 

We think that residuary powers should remain 
with the Centre. In view, however, of the ex
haustive nature of the three lists drawn by us 
the residuary subjects could only relate to matter~ 
which, while they may claim recognition in the 
future, are not at present identificable and can
not, therefore, be included now in the Lists." 

The above report of the Union Powers Com-
mittee was discused by the Constituent Assembly 
alongwith the reports of many other Committees 
involved in the framing of the Constitution. The 
present Constitution is a result of all those discus
sions and decisions arrived at by the Foundin" 
Fathers. "" 

For the first 17 years, after the Constitutim1 came 
into force, the Centre as well as almost all the 
States were ruled by governments formed by the 
Congress Party, then predominantly in power 
throughout the country. Therefore, any dispute 
between the Centre and State invariably used to 
be settled across the table at the Party level and 
these disputes never came in the form of Centre
State problems. This was mainly possible because 
of the outstanding personality and knowlcdoed 
leadership of Pt. Jawahar La! Nehru. It was after 
the life time of Pt. J awahar Lal Nehru that in addi
tion to one State during his life-time, a few more 
States immediately also elected parties other tban 
the Congres to form the Gvernment. But those 
governments did not last long. 

Subsequently, there was a split in the Congres~ 
Party. Those who challenged the policies adum
brated by the Prime Minister, Smt. Indira Gandhi, 
left the fold and contested the 1971 elections as a 
separate party, although with the same name. The 
results of 1971 proved beyond doubt that Smt. 
Indira Gandhi's leadership had the overwhelming 
support of the people. Then followed Bangladesh 
which underscored her greatness as a leader of 
unrivalled calibre and vision. 

Events, however, took a different turn when those 
rejected at the polls took to the politics of the 
street and created, in State after State, situations 
wherein the Government could not be carried on 
in accordance with the provisions of the Constitu
tion in the normal course and the pledges given to 
the people could not be redeemed under the requi
site conditions of peace and order. An Emergency 



was declared to meet the situation. While the in
tended purpose of the Emergency was achieved, 
some aberrations of the period resulted in the 
Government of a new Party being installed at the 
Centre in 1977. The spectre of instabilitv became 
a reality when the Janata Party Government 
feel halfway through its term. Once stability was 
restored at the Centre and several States in 1980, 
the defeated forces took to the streets once again, 
especially in Punjab. The Akali Dal raised un
tenable and unconstitutional demands, which had 
the effect of putting a premium on secessionism 
taking recourse to extremism and employing the 
methods of terrorism. Subsequent development~ 
leading to 'Operation Blue ·star', consequent assas
sination and martyrdom of Smt. Indira Gandhi, the 
general elections that brought about the reestablish
ment of stability at the Centre, are recent events 
and need no further explanation. 

The brief resume given in the foregoing para
graph gives a bare chronology of important events. 
But it can be no means provide even a bare out
line of the trials and tribulations the country went 
through in that long fifteen year period. Nor does 
it describe, in any detail or with specificity, any 
of the numerous situations where our strong and 
stable Centre alone actually succeeded in prevent
ing disintegration of the country; nothing else 
could have succeeded. Suffice it to say that these 
events have proved, again and again, that India's 
unity and integrity cannot be taken for granted and 
that therefore, the strength of the Centre cannot 
and should not be diluted in any manner whatso
ever at any time in the foreseeable future. 

The "strength" of the Centre, however, is not a 
static concept. What is considered adequate 
"strength" at a given time may well fall short of 
the needs thrown up at another time. "Strength", 
therefore, should be taken as a function of effec
tiveness. Any fresh power calculated to ensure 
the continued effectiveness of the Centre should 
not be looked upon either as unwarranted assump
tion of more power by the Centre, as such, or as 
erosion of the power of the States. The very atti
tude of looking at the question in terms of Centre 
vs States is untenable. The right approach would 
be to look upon the Centre and the States as 
partners and the division of powers as the modus 
to get the multifaceted functions of Government 
performed by the appropriate Constitutional agency. 

There are several areas in which the inadequacy 
of the Centre's existing powers has been demons
trated in recent years. Law and order problems, 
particularly in the context of communal or secta
rian clash·s. have underscored the limitations of 
local law-enforcing agencies. This is nobody's 
fault; in fact despite the limitations, those agen
cies have done their best. But our overall experi
ence in this respect is enough to bring out existing 
inadequacies and the need to empower the Central 
Government to take more effective steps to meet 
the said situations whose complexity is, if anything, 
expected to increase, given the determined efforts 
of disruptionist forces op~ratine: within the country 
under various guise~ and destablishinz forces · 
operating from abroad. The point to be remem
bered is that by such empowerment of the Centre, 
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the States would lose nothing. while if no such 
steps are taken. the nation's unity and secular 
character could be imperilled. Inter-State crime, 
terrorism, dru1: and other smuggling operations 
and economic offences. tensions in bi-lingual and 
multilingual areas and areas close to our inter
national borders. Citiz~nship. collation of vital 
statistids at the national level. control of com
municable diseases, national system of education 
with particular reference to a common core 
curriculum, educational institutions or high excel
lence at the national level etc. etc. are some of the 
numerous items which will require Central inter
vention in an increasing degree and for which the 
adequacy of powers as available to the Centre at 
present would need to be examined. 

USA, Canada and Australia are having strong 
Centres. Judicial pronouncements in these coun
tries have strengthened the Centre to the maxi
mum extent. Separate short notes are attached 
at Appendices A, B & C about the position in 
these countries. 

We have a very long border to protect on the 
West, North and the East (including Bangia 
Desh). Even though our policy is one of non
alignment and peaceful co-existence, the latter has 
not always been reciprocated from the other side 
of the border. Past events clearly and unequi
vocally compel continued vigilance and prepared
ness for which a strong Centre with adequate 
powers is indispensable. 

Under Article 355, it is the duty of the Nation 
to protect the States against external aggression 
internal disturbance. Sufficient powers have to be 
vested in the Centre to discharge this obligation. 

Any review of Centre-State Relations under 
various heads must, of necessity, keep in view the 
historic evolution of the present polity, the 
experiences of the war of independence, the 
wisdom of the Founding Fathers, the present 
visible fissiparous tendencies and the numerous 
serious challenges to our unity and integrity. TI1c 
review has to be in the light of these very relevant 
considerations, which would evidently brook no 
weakening of the Centre. 

A list of important Articles 
jects relating to Centre-State 
below at Appendix 'D'. 

and incidental sub
relations is placed 

Judicial Pronouncements 

There has always been a debate whether our is 
really a federal structure stricto sensu or if is a 
unique constitutional document not inhibi•ed by 
traditional concept of federalism, designed to meet 
our requirements of governing a sub-contient with 
diverse cultures and languages all seeking unity in 
diversity. 

Let us look at this aspect from the vantage 
point of courts. In state of West Benoa! vs. 
Union of India (10), the plaintiff, the State of 
West Bene:al sought a declaration that the Parlia
ment is not competent to make a law authorising 

(") (t964) I SCR 375, 



the Union Government to acquire land and rights 
in or over land which are vested in a State, and 
that the Coal Bearing Areas (Acquisition and 
Development) Ac•, 1957 and in particular Sec
tioa 4 and 7 thereof were ultra vires the legislative 
competence of Parliament and for a consequen
tial relief. One of the contentions canvased 
berore the Court was (Bench consisting of Seven 
Jud~es) that the constitution having adopted the 
federal principle of Government, the States share 
the sovereignty of the nation with the Union, and 
therefore, power of the Parliament does not extend 
to enacting legislation for depriving the States 
of property vested in t~em as sovereign . aut~ority. 
This contention necessitated the exammat10n of 
the true character of federal policy. It was observ
ed that the Indian sub-continent comprised a 
territory too much for a democratic set up with 
wholly centralised form of Government. Dec~n
tralisation of power for effective governance bemg 
must, the federal polity was conceived.. There 
was also a problem of Indian States, which w~re 
in a sense soverei.gn. Then came the observation 
that "the Constitution of India was erected on the 
foundations of the Government of India Act, 1935; 
the basic structure was not altered in many 
important matters, and a large number of provi
sions were incorporated verbatim from the earlier 
Constitution". After having noticed that it was 
essential for the transformation of the nation from 
the backward to the developed State, greater degree 
of economic unity would be required to be secured 
and accordingly subjects having an impact on 
ma•ters of common interest were transferred to the 
Union List. It was then asserted that the result or 
this exercise was a Constitution which was not true 
to anv traditional pattern of federation. There is 
no warrant for the assumption that the provinces 
were sovereign, autonomous units which have 
parted with such power as they considered reason
able or proper for enabling the Central Government 
to function for the common good. The legal the?ry 
on which the Constitution was based was the With
drawal or resumption of all the powers of sove
reilmity into the people of this country a~d the 
distribution of these powers. save those Withheld 
from both the Union· and the States by reason of 
the nrovisions of Part III - between. Union an~ 
the States. Our Constitution differs from the tradi
tional form or federation especially (1) in the 
matter of surrendering or parting their sovereignty 
by the independent so":erei~n .miits for t~eir com
mon interest and vestmg 11 m the Umon and 
retaining the residue of the authority in the ~on~ti
tuent units; ( 2) supremacy of the Consti!ullon 
which cannot be altered except by the consl!tuent 
units (see Article 368 and the entrenched .clause); 
(3) distribution of powers between the Umon and 
the regional units each in its sphere 1\uaranteed and 
indeoendent of the other. vet there IS a departure 
in Part XVIII of the Constitution (Emergency 
Provisions) ; and ( 4) the constituent units . and the 
Centre do not have their own separate and mdepen
dent iudiciarv for enforcement of their laws (e.g. 
Feder'll and State Judiciarv). We have provided 
O"" uniform Judicinrv for State and Central laws. 
Suhba Rao. Justice. in his minoritv judgement does 
accent that the Indian Constitution accepts the 
federal concept and distributes . t~e sovere_ign 
powers between coordinate conshtuuonal entitles, 
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namely, the Union and the Stat~s.. However, he 
has not pointed out the distmgu.Ishwg feature~ of 
our federal polity w~th. th~ traditional federations 
as set out in the maJonty JUd~cment. 

In the State of Rajasthan & Others vs. Union 
of India etc. (11 ) the court (7 Judges Bench) 
made certain observations about the nature of our 
federation. M.H. Beg, Chief Justice observe~ 
that : 'a conspectus of the provisions of our Consti
tution will indicate that, whatever appearances of 
a federal structure our Constitution may have, its 
operations are certainly, judged ?oth by .t~e content 
of power which a number of Its provisions carry 
with them and the use that has been made of them, 
more unitary than federal'. After refer~in~ to 
Dicey's classical postu.late for a. federal pnnc1ple, 
it was observed that '1f the specwl needs of our 
country to have political coh.erence. national inte
gration. and planned econmmc ~evelopment of all 
parts of the country. so as to bUild a we!fare State 
where Justice, social, economic and poht1cal are to 
prevail and rapid strides are to be taken to.wards 
fulfilling the other noble aspirations set out m the 
Preamble, a strong Centre seems inevitable. It is 
the Country's need. That at any rate, seems to be 
the basic assumption behind a number of our 
constitutional provisions." Th~ statement of Dr. 
Ambedkar was recalled that our Constitution is to 
be both unitary as well as federal according to the 
requirements of times and circumst.ances. . Number 
of provisions may be referred to with special refer
ence to Article 365 which provides tha~ 'where any 
State has failed to comply with, or to give effect .to, 
any directions given in th~ exercise of the ~x~cuuve 
power of the Union under any of the proviSIO~s of 
the Constitution it shall be lawful for the President 
to hold that a situation has arised in which the 
Govermnent of the State cannot be carried on in 
accordance with the provisions of the Constitution', 
which would bring into operation immcdiate!Y the 
power set out in Part XVIII of the Constitution to 
issue a proclamation of emergencv. Shon~ of 
embellishment. the polity structurable is umtary 
clothed in the garments of federalism. 

In State of Karnataka vs. Union of India (12 ) 

(7 Judges Bench) two compositions were l~id 
down which have relevance to the present submiS
sions. Beg, Chief Justice observed that the unitary 
character of the polity is discernible from the fact 
that there is no question of dual citizenship. The 
Union of India. acting through the Central Gov
ernment could be said to represent the whole of 
the oeo~le of each individual State and their inte
rests'. Untwelia, Justice. who was with the mino
rity observed that the Indian Coastitution is not 
federal in character, but has been characterised 
as quasi-federal in nature. 

In Shamsher Singh vs. State of Punjab (13 ) 

(7 Judges Bench) Krishna Iver. Justice, in his 
concurring opinion· observed that 'the law ?f our 
Constitution is partly scientific but primanly an 
Indo-Angalian version of the Westminister model 

") (1978) I SCR I. 
'( 11) ( 1978) 2 SCR I. 
{' ') (1975) I SCR 814. 



~ith quasi-fe~~ral adaptations, historical modifica
t~ons, geo-_Pohttcal mutations and homespun tradi
tton~-baslcally a blended brew of the British 
Par!lamentary system, and the Government of 
I~d1a Act,_1936, and near-~erican nomenclature
Wise and m some other respects'. 

PAR II 

LEGISLATIVE RELATIONS 

?art II . of the questionnaire deals with legis
lative relations. The Commission has formulated 
five 9-ues~ions rel~vant to this subject. The main 
questiOn IS regardmg the powers of the Union to 
encroach upon the legislative field by a declaration 
that the legislation is in national interest or in 
public interest. Obviously, the Commission has 
m n:'ind Article 249 which confers power on the 
Parliament to make laws with respect to any 
~a!ter. enumerated in the State List subject to the 
li'!lltat10n .t~at a r~s~lution to that effect is passed 
With. r~qu1s1te maJonty by the Council of States 
spec1fymg the matter on which legislation is to be 
enacted ~s ~lso the territory in w!J.ich the pro
posed leg~slat10n would operate. It IS an incorrect 
contention of some of the States that Industries 
(Development &. Regulations) Act, 19 51 and 
Mines and Minerals (Regulations and Develop
ment) Act, 19 57 were enacted in exercise of the 
power conferred by Art. 249. These two legis
lations were enacted under Entries 52 and 54 in 
the Union List which carve out an exception to 
the Entries 24 and 23 respectively of State List 
See Ishwari K.heitan Sugar Mills (P) Ltd. v. State 
of Utt:rr Pradesh (14), State of Haryana v. Chan
dan Smgh (15), State of West Bengal v. Union 
of India (16). 

Art. 249 envisages a situation where the subject 
or head of legislation squarely falls in the State List 
and on the Council of States adopting the requisite 
resolution, deeming fiction is introduced as an ex
ception to Art. 6(3) inasmuch as Parliament wrll be 
able to legislate on a topic reserved in the State 
List with exclusive power in the State Legislature 
to make law on that head of legislation. It is not 
shown during last 35 years that the power confer
red by Art. 249 has been exercised to the detriment 
and disadvantage of any State. No change is called 
for in this behalf. 

The Commission has asked whether any change 
is necessary in the distribution of powers in the 
Seventh Schedule or the contents thereof. This has 
been dealt with under Part I where it has been 
suggested that the Centre may be armed with more 
powers for protecting the unity and integrity of the 
nation and to prevent tendencies to secede includ
ing powers to deal with terrorism. 

It is not necessary for the Centre to consult the 
States every time a legislation is undertaken on the 
subject included in the Concurrent List. If the 
circumstan~s permit and the subjects so warrant, 

(14) (1980) 4 sec t36 
(15) (1976) 3 SCR 688 
(16) (1964) I SCR 371 
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the Centre will certainly consult the States concern
ed and that is the practice even now. But if it is 
made a constitutional obligation, it may create 
more p~blems than it is expected to solve. On 
~he quest1on whether a legislation is in the national 
Interest or public interest on a State subject made 
by Parliament and whether it should be perpetual 
or for a particular duration, it can be confidently 
stated that Sub-Art. 2 of Art. 249 limits its dura
lion to one year with a yearly extension if consider
ed appropriate. There will thus be a continuous 
a?d on-go_in~ chec~ on. the exercise of power every 
y~ar. Th1s IS. an mbu1lt safeguard against the ap
prehended m1suse of power. The provisions at 
present contained in Art. 249 are therefore ade
quate and appropriate. No change is called for. 

PART III 

ROLE OF THE GOVERNOR 

Part III of the Questionnaire deals with the role 
?f Governor. Befo~e going into the question, it 
1s necessary to cons1der the role of the Governor 
generally. 

The very fact that the Governor has been assign
ed a number of functions under various provisions 
of the Constitution makes it abundantly clear that 
the office of the Governor is indispensable in our 
set up. Pandit Nehru speaking of the office of the 
President said that while he is not invested with 
real power, his position is made one of great authO
rity and dignity. This applies mutatis mutandis to 
the position of the Governor at State level. In 
Sanjeevi Naidu v. State of Mysore (17) it was ob
served that : 'all matters excepting those in which 
the Governor is required to act in his discretion 
have to be allocated to one or other of the Ministers 
on the advice of the Chief Minister'. Who would 
exercise discretionary powers if the office is to be 
abolished? In Shamsher Singh v. State of Punjab 
( 18) Jaw was declared to the effect that the Gover
nor, though he is a custodian of all executive 
powers, shall exercise them only up.:>n and in ac
cordance with the advice of the Minister save in 
the exceptional cases. No argument for the aboli
tion of the office of the Governor can be sound or 
acceptable because if that office is abolished, there 
will be a vacuum which will again result in confu
sion and bad government, creating a lot of problems 
those including, law and order, in its wake. 

Functioning of the Parliamentary type of gov
ernment necessarily implies and assumes that the 
Governor acts or exercises his powers on the advico 
of the Council of Ministers. Even though this is 
the normal rule, there are certain occasions when 
the Governor has to exercise his powers in his own 
discretion--such discretionary powers are either 
expressed or implied in the provisions of the Con
stitution. It is necessary for the Governor to do 
so in order to fulfil his constitutional obligations 
towards the State and also for the preservation of 
th::. unity, integrity and sovereignty of the Nati~. 
The Governor has got the power to select the Ch1ef 

(17) (1970) 3 SCR 503 
(18) (1975) I SCR 814 at 875 



Minister under Articles 163 and 164. Under 
Article 164 he has got the powers to dismiss the 
Ministry since the Chief Minister and the other 
Ministers hold office during his pleasure. Article 
174(2)(b) empowers the Governor to dissolve the 
Assembly. Article 167 empowers the Governor 
to ask information from the Chief Minister relating 
to certain matters and to ask the Chief Minister to 
submit certain matters for the consideration of the 
Council of Ministers. Article 200 empowers the 
Governor to refuse to give an assent to a bill pas
sed by a legislature and send it back for reconsi
deration. The same Article empowers the Gover
nor to reserve a bill passed by the State Legisla
ture for assent by the President. Article 213 em
powers the governor to seek instructions from the 
President before promulgating an ordinance dealing 
with certain matters. Article 356 empowers the 
Governor to send a report to the l'):esident advis
ing Presidential rule. 

The above are some of the important functions 
under various articles of the Constitution which 
the Governor is duty bound to carry out. 

When the Governor exercises his discretionary 
powers, he is to ensure that he is not exercising the 
powers arbitrarily. In fact, the powers under 
Articles 163, 164, 167, 174(2)(b), 200, 213 and 
356 make the Governor an indil;pensable func
tionary in the administration of the Government of 
the State and at the same a link between the Centre 
and the State. In the case of President's Rules 
under Article 356, he virtually becomes an agent 
of the President. It is clear from the above that 
the office of the Governor is indispensable and it 
is also necessary that the person holding the office 
must have sufficient maturity, understanding, expe
rience, tact and knowledge of many matters and 
also the ability to carry a team of Ministers with 
him keeping the welfare of the people of the State 
in mind always, with the paramount duty to pro
tect the unity, integrity and sovereignty of the 
Nation. 

It may be mentioned that Articles 256, 257 and 
365 may also provide situations where the role of 
the Governor can assume great dimensions. 

In the light of the above, the following answers 
emerge for the various questions raised under Part 
ill: 

3.1 The Governors have so far played their role 
successfully and satisfactorily in the context of 
Centre-State relations. Aberrations, if any, are few 
and far between and can be attributed only to un
predictable human factors. 

3.2 The Governor's role should be positive. He 
must be able to carry his Council of Ministers with 
him and convince the Chief Minister about the 
need fo.r a positive attitude towards the Centre 
keeping in view the progress and prosperity of the 
State as also •he progress and prosperity of the 
nation as a whole. He should have the paramount 
consideration of unity, integrity and sovereignty of 
the Nation. 
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3.3 (a) A report to the President suggesting 
action under Article 356( 6j must be made by the 
Governor only if he is unable to find an alternative 
to the imposition of President's rule. In other 
words, action under Article 356(1) must be the 
last resort. Here the tact, maturity and experience 
of the Governor will play a very important part to 
avoid the contingency of the President's rule since 
it is always preferable to have democratic rule by 
the representatives of the people. 

(b) In ordinary circumstances where a party 
gains absolute majority in the legislature and 
elects a leader, the choice of the Chief Minister 
is a matter of course. But the difficulty will present 
itself if there is no single Party which commands 
a majority in the State Le~;islature. In that case, 
there will be claims by combinations of Parties. It 
may be that even such combination_may not result 
in a stable majority or a majortiy demonstrable 
at a particular point of time. There are various 
situations that can be envisaged. Here again, the 
experience, maturity and tact of the Governor will 
have to play an important role in making a selec
tion of the Chief Minister. Under these circum
stances, it is impossible to lay down any hard and 
fast rule nor is it possible to lay down a definite 
pattern or convention because circumstances will 
change from time to time and from legislature to 
legislature. 

(c) The Go-vernor must exercise his discretion 
with utmost caution and after convincing himself 
that what he does is in the interest of the State and 
of the people thereof. 

3.4 The purpose behind Articles 200 and 201 
is to see that there is no conflict inherent or appa
rent between a. State law and a Central law. 
Further, it is also to be ensured that a State law 
does not in any way contravene any provision of 
the Constitution. No doubt, the Governor and the 
State Government will take care of all these aspects 
while introducing a bill and while it is under dis
cussion in the State Legislature. However, a 
further check at a third stage at the Central level 
if the Governor so decides is a desirable step. Here 
again, the State Cabinet itself can ask the Governor 
to refer it to the President or the Governor can do 
it in his own di~cretion. By following this proce
dure, there may undoubtedly be delay but certainly 
it is neither wilful nor with any ulterior motive. 
There is no harm if the salutary articles 200 and 
201 rem~in_in the Constitution in the present form. 
In fact, It ts necessary to have these provisions. 

3.5 The findings of the Indian Law Institute 
apparently consist of two parts. In the former 
pa~ !hey say that the Centre does try to dictate its 
pohctes to the State in giving Presidential assent. 
In the latter part, they say that the assent has 
actually been withheld only in a few cases which 
seems to indicate that this process of Prcsid~ntial 
assent has not acted as a threat to the autonomy of 
the Sta~es. The two parts, though they seemingly 
contradict each other, in effect operate in two dif
fere!lt spheres. The findings of the Indian Law 
Institute are based on misapprehensions and a 
misreading of the situation. Closely read, it would 
reveal that the instances are not of dictation of 
policies by the Centre, but suggestions to the State 



!o conform to the Constitutional principles. This 
m no way could be termed as dictation of policies 
The very fact that the Institute finds that th~ 
assent. ~as be~n _actually withheld only in a few 
cases IS Itself mdtcative of the correctness or the 
argument as put forth s_upra. It is not alleged that 
the_ assen_t has bee~ withheld on invalid grounds. 
Tht_s . by Itself negatives the contention of dictating 
policies by _the_Centre. It is no doubt true that 
~here constitutional necessity warranted, sugges
hons were put forth by the Centre to the States in 
dtverse cases. 

3.6 The view sugt,:ested in the question presents 
only an a~pect. The correct position is that the 
qovernor IS an agent of the Centre under certain 
c~rcumstances and head of the State in other 
cucumstances and a close link between the State 
and the Centre in varied circumstances. His role 
is of multifarious nature depending upon the cir
cumstances in which he is either asked or com
pelled to play a role. The Governor in practice has 
generally_ ~cted impartially, fairly and according to 
the provisions of the Constitution and in terms of 
t~e heal~hy conventions that have developed in 
~tsc_har,gmg the multifarious responsibilities of the 
msti~ution. As stated earlier, if there had been 
any disputable or debatable -decisions by Govern on; 
at any time in the P.ast, they are rew and far 
between and are attnbutable only to human error 
of j':ldgeme~t and never to political or any other 
ultenor motives. 

3. 7 The Governor holds office during the 
pleasure of the President (Article 156). It is not 
necessary for him to have a guaranteed period of 
5 years in office. Normally, if he discharges his 
functions as required and demanded according to 
the high standards expected of his office, there 
will be no reason for the President to exercise his 
pleasure affecting the normal 5 year term. In 
short, a 5 year term should not be a legal or consti
tutional guarantee, but it ~~ certainly a guarantee 
by the Governor's own dignified and impartial way 
of conduct according to the expected standards of 
the high office that he holds. History of indepen
dent India reveals that the President's pleasure in 
abridging the term of a Governor had been used 
very and even in rarely cases where such power 
was exercised, there were justifiable, valid and com
pelling reasons for the President to so act. 

3.8 It is not necessary for the Governor to 
summon the legislature to enable him to check and 
verify the limited question as to who is in majority. 
He must be able to do it by virtue of his experience, 
assessments or the situations, talks with the political 
leaders and his own judgement based on all the 
data available. A strait jacket formula as sugges
ted could be wholly inadvisable in certain circum
stances, besides giving room to manoeuvrabilities 
during the interregnum leading in unhealthy 
practices and situations. 

3.9 It is not correct to say that under the cir
cumstances stated, the Governor does not act fairly 
but in a manner calculated to advance the interest 
of a particular political party or group. It is not 
necessary for us to go into the practice prevailing 
in Germany or any other country. The whole 
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si_tuation must be tackled by the Governor accor
d~ng to the facts and circumstances prevailing and 
hts own ass~ssment of the situation. The very fact 
~at th!l ~ehcat7 power has been vested in such a 
htgh dtgmtary IS by itself a guarantee for the 
proper exercise thereof. 

3.10 As has been s~ated earlier, the situation in 
State II'l:a.y vary f~om time to time depending upon 
the_ pohtical parttes and many other circumstances 
whtch cannot be anticipated or indicated with a 
r~asonable de!?fee. of precision. Under these 
cu:cu~stances, 1t wtll not be possible to issue any 
gutdehnes ro the qovernor regarding the discretio
nary _powe;rs and m fact if guidelines are issued, 
the discreh~lnarJo: powers to be exercised will cease 
~o be so d~scretionary. Nothing can be done to 
tnterfere ~Ith the discretion of the Governor to 
comp_el ~1m to. act in a particular manner under 
c~rtam gtven Circumstances. His own experience 
WISdo~, . knowledge and the provisions of th~ 
~onst~tutiOn, the w~lfare of the people, the unity, 
IJ!-t~gnty of the Nation and the sovereignty of the 
~tbzens should be t~e gu_idin$ factors. To put it 
10 a nut shell, a dtscretton Is a discretion which 
cannot be clothed in a strait jacket formula. 

An Additional Note 

There has been a demand at least by one of 
the State Governments that the office of the 
~ovemor may be abolished. That Government 
IS fully aware of the role of the Governor which 
has been _explained in some detail in the earlier 
part of thts note. It has already been stated how 
the _office of the Governor is indispensable in a 
parliam~t.ary democracy and ro effectively work 
the proviSlons of our Constitution. · 

If for !11~ sake ~f argument one accepts the 
proposal, It. IS submitted that on parity, the office 
of t~e President could equally be argued to be 
~bohshed. On an examination of the provi
SIOns of the Constitution, it will be seen that the 
President has to play almost the same or similar 
role or even in a lesser degree in certain respects 
with reference to Central Government as th~ 
Governor plays with respect to the State. In 
fact, the Gov~mor has more discretionary powers 
than the Prestdent. Such arguments for abolition 
of Governors only lead to create chaotic condi
tions without seeking proper solutions. Nowhere 
it is suggested how the vacuum is to be filled. If 
constitutional chaos is the purpose, this would be 
one way to achieve that objective. 

A new situation that had recently arisen adds 
a fresh dimension and supports the continuance 
of the institution of Governor. Section 6 of the 
Prevention of Corruption Act 1947 requires that 
a· public servant £annot be prosecuted under the 
provision of that Act and several Sections of the 
Indian Penal Code except upon the sanction of 
the authority specified in Section 6 of that Act. A 
Cbief Minister of one State was sought to be prose
cuted under the provision of that Act upon a pri
vate complaint. The complaint was dismissed on 
the ground that no cognizance of the offence can 
be taken in the absence of requisite sanction. 



The question arose : who was competent to grant 
sanction ? If the power to grant san"tion to prose
cute the Chief Minister vests in the Governor, he 
is in-effective in that he has to act according to the 
advice of the Council of Ministers which, 
when sought, would make the accused the sanc
tioning authority. The court resolved the impasse 
by holding that the Governor in granting 
sanction must act in his discretion. Abolish the 
office of the Governor and the resultant chaos 
stares us in face. 

In the light of this, the argument of the parti
cular State Gl'vemment is not acceptable. Further 
elaboration on this point does not appear neces
sary. 

PART VI 

Part IV of the Questionnaire deals with Administra
tive Relations. The first part essentially confines to 
Articles 256, 257, 365 and 356. In the later part, the 
Commission has gone into certain arrangements 
between the Union and the States, the establishment 
of certain Central agancies, All India Services, use 
of the paramilitary forces of the Union in aid of civil 
power in any State, mass media, Zonal Councils and 
finally the Inter-State Council. 

A plain reading of Articles 256 and 257 makes it 
clear that the executive power of the Union is exten
sive and pervasive. The reason is not far to seek. It is 
the duty of the Union to ensure compliance of laws 
m·ule by the Parliament and to State by any stretch of 
imagination can be permitted to act in contravention 
of the laws made by Parliament. Sovereignty vests in 
the people and so far as the subjects contained in 
List I of Seventh Schedule are concerned, they are 
to be administered by the Union. Above everything, 
the Union has got the supreme and unquestioned 
responsibility to ensure the unity and integrity of 
the Nation and also to ensure its democratic and 
secular character. These are fundamental principles 
on which our Constitution rests. Under these circum
stances, there can be no argument to deprive the 
Union of its right to give directions to any State in 
exercise of the executive powers of the Union and 
any such challenge to this power of the Union should 
indirectly be looked upon as a challenge to the unity 
and integrity of the country. Further, Article 256 
read with Article 365 would show that the State 
Government may not respond to the directions given 
by Government of India on pain of imposition of 
President's rule. Certainly, the Union is not going to 
give any direction to a State on subjects contained in 
List II except in accordance with the provisions of the 
Constitution and there is no grievance that the exe
cutive power of the Union is so exercised as to inter
fere with the power of the State in respect of subjects 
contained in List IJ. These arguments also apply to 
the provisions of Article 257. 

What has been stated above is only the principle 
underlying Articles 256 and 257 and that too in a 
nutshell and in broad terms. As a corollary to Arti
cles 256 and 257 (and certain other articles), the 
Constitution provides Article 365 where it has been 
laid down that failure on the part of the State to comply 
with any directions given in exercise of the executive 
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power of the Union, shall be construed to mean 
that a situation has arisen in which the Government of 
the State cannot be carried on in accordance with 
the provisions of the Constitution. This takes us to 
Article 355, which enjoins upon the Union Govern
ment to ensure that the Government of every State 
is carried on in accordance with the provisions of the 
Constitution or even without the aid of Article 
355, the provisions of Article 356 can be invoked and 
President's rule can be imposed in a State by procla
mation because of the non-compliance with the direc
tions issued by Government of India. The Article 
envisages an intervention when a situation arises in 
which the Government of the State cannot be carried 
on in accordance with the provisions of the Consti
tution. Article 256 enables the Union to give such 
directions to the State as may appear to the Govern
ment of India to be necessary for that purpose. Article 
257 provides for control of the Union over States 
in the matter of exercise of the executive powers of 
the Union. Apart from Articles 256 and 257, there 
are certain other Articles also (Article 350(A) for 
example) where the President can issue directions to 
the States. The State Government can ignore these 
directions on pain of imposition of President's rule 
within the meaning of Article 356. 

As a matter of fact, there is nothing new in this 
Article since it is virtually a successor to Section 93 
of the Government of India Act, 1935. This article 
has made provision for the President to issue a procla
mation by which he would assume to himself all or 
any of the functions of the Government of the State 
and all or any powers vested in or exercisable by the 
Governor or any other body of the Government 
other than the legislature of the State and do certain 
acts incidental thereto. But before issue of the procla
mation and assuming the authority, the President 
has to be satisfied that a situation has arisen in which 
the Government of the State cannot be carried on 
in accordance with the provisions of the Constitution. 
He may arrive at this satisfaction either on receipt 
of a report from the Governor or otherwise. This 
provision provides a novel feature in our Constitu
tion and is inconsistent with the claim that ours is 
a federal polity stricto sensu. 

This provision has been put into use about 73 times 
upto the end of February 1984. But if every case of 
exercise of power under Article 356 is examined on 
its own merits, one can justifiably assert that the 
power was exercised in the larger public and national 
i~terest. . Some States _co~plain of an arbitrary exer
Cise of thts power. Thts gnvence is unmerited because 
of Constitutio~ (Forty-fourth Amendment) Act, 
1978_, suspension of State Legislature cannot be 
contmued beyond one year. This must allay any 
apprehension in this behalf. 

·One glaring fact which stands out is the action 
taken by the Janata Party Government in 1977 when 
they enforced Article 356 in as many as 9 States on 
the ground that the electorate in those States had 
~xercised th~ir franchise in favour of the Janata Party 
m the Parhame~tary elections. They were proving 
that the people m those States had lost faith in the 
Congress Governments then governing those States. 
The matter was tested in the Supreme Court where 
stx of the States filed suits against the Union of India. 



~he c_ourt held that Article 356 was applicable to the 
s1tuat10n then prevailing and dismissed the suits. In 
short, the Supreme Court upheld the action taken 
by the Janata Government in imposing the Presidents 
rule in 9 States on the grounds stated above. 

In 1980, when the Congress came into power, the 
same procedure was repreated, of course without 
challenge of the action in court. Thus 18 of the cases 
came into one category, viz the result of the elections 
to Parliament where the electorate expressed confi
dence in favour of a particular Party. That leaves us 
with about 50 cases where President's rule was im
posed during the last 35 years. By and large the 
reasons for the imposition of President's Rule in 
these cases was the fact that no Party was in a position 
to form the Government, either due to defections or 
for some other reason. The main reason however 
is defection and a careful analysis of the cases wi!J 
show that the President did interfare wilfully in any 
case in order to promote the interest of any 
particular party. The general complaint by the 
Opposition that the Centre has been misusing the 
provision for promoting the interest of the ruling 
Party is politically motivated and not based on facts. 
There might have been an error of judgement on the 
part of the Governor in a case of two and the remedy 
for prevention of repetition of such a situation is the 
vigilance of the Governor and this will depend on his 
farsightedness, wisdom, statesmanship and experience. 

·With the best of care exercised in the choice of Gover
nor, no failsafe guarantee can be given that they will 
never commit errors of judgement. One thing has to 
be definit~ly stated that the Centre has not created 
the situation any-where to enable the President to 
take over the administration of the State. 

As word about the necessity for retention of Article 
356 will not be out of place. As stated in the begin
ning, this Article is only a successor of Government 
of India Act, 1935 (Section 93). This issue was 
debated at length in the Constituent Assembly and 
ultimately the consensus was that the Centre must 
have the power to take over the administration of the 
State in the circumstances laid down in the Consti
tutional provisions. The reason is that in unstable 
conditions in the State, the first casualty would be 
law and order and the Presidential rule avoids such 
complications and calamities. The Centre cannot be 
a spectator to Party defections, unstable ministries 
and wide-spread horse trading. Therefore, if such 
circumstances prevail, it is not only necessary but it 
is the duty of the Centre to take over the administra
tion of the State, restore normalcy and instal a demo
cratic Government according to the Constitutional 
Procedure. This is what has been done in the past 
and there is no reason to deviate from this principle 
and procedure. The Anti-defection law largely re
trieves the situation. 

On clauses 4 and 5 of Article 356, it is submitted 
that the situation prevalent before the promulgation 
of the 44th Amendment of the Constitution deserves 
to be restored in view of the experiences in certain 
States as a result of which Constitutional amemdment 
had to be resorted to. The possibility of such situa
tions in the Indian Polity cannot be ruled out and 
resorting to Constitutional amendments everytime 
for such purposes would be an unnecessary luxury. 
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Even if for any reason clause 4 is not sought to be 
disturbed, clause 5 deserves to be restored to the 
position of pre-44th amendment. 

After covering the first portion of this part, we may 
now come to the second portion. It starts with question 
No. 4.6. 

Census, elections, etc. which are the functions of 
the Union Government are, at present, by mutually 
satisfactory arrangements, implemented by the States. 
There has been no complaint either from the States 
or from the Centre of any unsatisfactory results of 
S';Jch arrangements. In fact such arrangements are 
h1ghly laudable; they speak volumes of harmonious 
Centre-State relations now existing in the country. 
By such cooperation of the Union and the State 
Governments, costs are reduced to the barest minimum 
resulting in a saving to the Exchequer which can be 
diverted for developmental activities for the uplift
men!. of the poor and down-trodden. Similarly, a 
quest1on has been asked about Central agencies such 
as Agncultural Prices Commission, Central Electri
city Authority, Monopoly and Trade Practices Com
mission, Fo_od Corporation of India etc. It may be 
stated that m most of these agencies, the executive 
power can normally be traced either to the Union 
List or to the Concurrent List. These agencies are 
doing excellent work in the respective fields assigned 
to them. Not one of these agencies can be said to be 
an avoidable surplus; on the other hand, each one 
of them with active cooperation of the State Govern
ments is carrying out functions of national importance 
and the benefits of such activities are mainly enjoyed 
by the States. There is the question of All India 
Services which actually has proved to be blessing to 
the entire administrative set up of the country as 
the officers of the All India Services utilise their 
experience in the States when they come to the 
Centre and vice versa. If anything, there is need for 
more All India Services which unfortunatley are 
being resisted to by the States. Apart from utilisation 
of experience, the All India Services inculcate a 
broad national outlook in the officers which is very 
essential both for efficiency and in the larger interests 
of the society. The All India Services are generally 
not guided by narrow regional or parochial conside
ration but inculcate a broad national outlook, so 
essential for the unity and integrity of the Nation. 

What about the Central Reserve Police and the 
other Armed Forces of the Union ? The develop
ments in Assam, Punjab and Gujarat duling the 
last 4 years speak volumes for the necessity to streng
then the Central forces in order to act whenever there 
is a breakdown of law and order. Apart from this, 
there are other cases of frequent disturbance to law 
and order where the Centre's help has to come in. 
All these instances demand the necessity for arming 
the Union with the powers to utilise the para-military 
forces to restore law and order in an area within 
a State where the State forces are not able to do so. 

There is a question on ·newspapers, books, printing 
presses and broadcasting and other communications. 
The former is in the Concurrent List and the latter is 
in the Union List. It is submitted that the present 
arrangement with respect to newspapers, books and 
printing presses being in the Concurrent List is a well 
thought out arrangement. There are numeroua 



newspapers in regional languages which are confined 
to regional circulation. Books of local interest are 
innumerable and printing presses cover a wide range 
from a modified cottage industry to the most sophisti
cated modern methods. Under these circumstances, 
it is advisable to retain them in the Concurrent List 
so that the States could have control over them at the 
same time enabling the Centre to intervene in cases 
where national interests warrants such an interven
tion. Along with this, dealing with the bigger news
papers having wide circulation in more than one State 
required the subject to be in the Concurrent Lis1. The 
same argument applies to books as well. 

Broadcasting and other forms of communication 
including T.V. have necessarily to be in the Union 
List, because a matter put on the air from the broad
casting Station is received and heard not only in one 
State but all over India and in the case of a powerful 
station, all over the world. It is also the duty of the 
Union to ensure that the relationship with foreign 
countries is not adversely affected by such broad
casts. For example, one has to be very careful in 
broadcasting sensitive news or subjects which may 
affect our relations with neighbours. Giving complete 
powers to Government of the States to broadcast 
as they please, could lead to results that could better 
be imagined. The same argument also applies to 
T.V. In principle, where communication crosses 
inter-State boundary, national interest requires 
that the same should be dealt with by the Union. 
In view of tl}ese considerations, there is no necessity 
to change the present arrangement. 

The Zonal Council were set up in view of the pro
visions of the Reorganisation of States Act, 1956. 
Unfortunately, it cannot be said that they have served 
any useful purpose. 

Pertinent at this stage is Article 263 of the Consti
tution. The Article reads as follows : 

"If at any time it appears to the President that the 
public interest would be served by the establish
ment of a Council charged with the duty of-

( a) inquiring into and advising upon disputes 
which may have arisen between states; 

(b) investigating and discussing subjects in which 
some or all of the States, or the Union and 
one or more of the Stat~. have a common 
interest; or 

((') making recommendations upon any such subject 
and, in particular, recommendations for the 
better coordination of policy and action with 
respect to the subject, 

it shall be lawful for the President by order to 
establish such a Council, and to define the 
nature of the duties to be performed by it and 
its organisation and proced~re." 

The establishment of such a Council has been 
recommended by the Administrative Reforms Com
mission. 

As a matter of fact, it should be possible for the 
Union and the States to settle differences which may 
arise between them by having a dialogue at an appro
priate level. The Prime Minister as the Head of the 
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Government will always be willing to hear the autho
rities of the States either himself or through the 
Central Ministers who could look into and resolve 
the matter. There cannot be anything which defies 
solution after mutual discussion for the simple reason 
that the interests involved are of the people and in 
the ultimate analysis there need not be a conflict. 

There is yet another difficulty in establishing such 
a council. The States will have a tendency to approach 
the Council for every partly and sundry matter blowing 
up the differences out of all proportion. This apart, 
if the State is aggrieved and the State approaches the 
Inter-State Council, the Union Government will also 
have to present its point of view before the Council. 
If unfortunately, the Council's view happens to be 
against the Union Government which presents the 
case in the larger interests, then the Union Govern
ment will be embarrassed to accept the recommenda
tions of the Council. This in effect will make the 
Inter-State Council a body more powerful than the 
Union Cabinet without the responsibility to Parlia
ment or the pople. Therefore, the general establish
ment of such a Council is fraught with unsavoury 
consequences even if the Council is to be presided 
over by the Prime Minister. In fact, if the Prime 
Minister presides over the Council, the position will 
be worse; it will be embarrassing for the Prime Mini
ster to over-rule his own decision as Chairman of 
the Council in his capacity as Prime Minister if cir
cum~ances and national interest warrant such an 
action. Thi~ does not mean that in appropriate cases 
of dire necessity Article 253 should not be -invoked 
as has been done sometimes in the past. 

PART V 

FINANCIAL RELATIONS 

Part V of the Questionnaire deals with the Finan
cial Relations between the Union and the States. The 
questions are very elaborate and there are 39 posers 
under this subject. 

The financial relations between the Centre and the 
States are primarily based on the Constitutional 
division of taxation powers and expenditure responsi
bilities between the two and have evolved over the 
years to meet emerging requirements. To enable 
the Centre and the States to discharge their respective 
duties and responsibilities, it is necessary to ensme 
a fair distribution of the total national resources bet
ween the two. It is equally important for the system 
to promote equity and redressal of regional imbalances 
in view of the tremendous diversity of the country 
with its 22 States at different levels of economic dev~>o 
lopment and resources potential. The existing system 
seeks to achieve a balance between these objectives 
through various transfer mechanisms. 

One very salient feature of our Constitution is 
that thr Entries regarding taxation are dealt with in the 
Seventh Schedule List I and List II separately. The 
Constitution provides for a division of taxation 
powers whereby some taxes are exclusively reserved 
for the States while the others are reserved for the 
Centre. This division has a sound economic rationale. 
Taxes which have a local origin and or the collection 
is generally traceable to the geographic limits of a 



State are in the State List (e.g. land revenue, sales 
tax, State excise duties, motor vehicles tax, enter
tainment tax etc.). Taxes which have an inter-State 
base or whose collection is necessarily to be handled 
by the Centre, as for example, Wealth Tax, etc. are 
in the Union List. Entries 82 to 92-A of List I of 
Seventh Schedule deal with the taxation power 
of the Union. Similarly, Entries 45 to 63 of List 
I deal with the taxation powers of the States. Another 
Entry 92-B has been added to List I by the 46th 
Amendment but is yet to come into force. This divi
sion avoids distortions. The Constitution, however, 
recognises that this division alone will not result in 
providing adequate resources to the States to enable 
them to discharge their functions. It, therefore, 
provides for a system of transfer of resources from 
the Centre to the States. Even though the Union 
Government has got the taxation powers under 
Entries 87, 88, 89, 90, 92 and 92-B of List I, by virtue 
of Article 269 the Union Government has got to 
share in the net yield of these taxes with the States 
according to the prescription of the Finance Commis
sion. A percentage of the net proceeds of income 
tax is also assigned 1.0 the States while the Union 
Excise Duties are being shared between the two 
since the commencement of the Constitution. Simi
larly, the tax under Entry 92-A is levied by the Centre, 
but the States collect the tax and appropriate it to 
themselves. Entry 91 and the States collect and 
appropriate the tax to themselves. 

This leaves us with Entries 82, 83, 84, 85 and 86. 

By virtue of Articles 270 and 272, the Centre has 
also got to share in the taxes collected under Entries 
82 and 84. They are taxes on income, other than 
agriculture income and duties of excise on Tobacco 
and other goods manufactured/produced in India 
except alcoholic liquors, Indian Opium, Indian 
Hemp etc. Thus, taxes collected under Entries 82 
and 84 i.e. income-tax and excise duties are also 
sharable by the Union alongwith the States, 82 manda
torily and 84 by law. This leaves us only with the 
taxes under Entries 83, 85 and 86 which the Centre 
collects exclusively and appropriates those collect 
to itself. The taxes are in common parlance Customs 
Dutits, Corporation Taxes and Wealth Taxes. 

Corporation tax is actually an income-tax collected 
from bodies corporate. This has two elements, one 
is that the tax payable by the bodies by themselves on 
their income and other is the tax collected by those 
corporate bodies in respect of the dividents payable 
by them to the share-holders. By an amendment of 
the Income-tax Act, in 1959, this tax which was 
earlier divisible in part has ceased to be so. The 
earlier sharable part was the dividends portion. 

In respect of sharable portion of the taxt>s, that is 
the taxes under Entries 82 and 84, the distribution is 
made in accordance with the recommendations of 
the Finance Commission which is appointed every 
5th year or earlier which is char~ed. wi~h the duty 
inter alia to recommend as to the dtstnbutlon between 
the Union and the States of the net proceeds of the 
taxes etc. The Finance Commission is also charged 
with the duties to determine the respective shares of 
States in respect of taxes levied by the Centre where 
the Centre has no shate. 
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Article 275 provides for grants in aid to States 
which may be in need of assistance under Article 
282 the Union or the State may make any grants for 
any public purpose irrespective of the fact whether it 
has got the executive power in respect of the subject 
which is covered by the public purpose. Voluminous 
grants in the event of natural calamities bear testi
mony to the fact that when real need arose Centre 
rushed to the aid of the State. 

To ensure smooth and adequate devolution of 
funds from the Centre to the States, the Constitution 
provides for a regular statutory machinery viz. appoi
ntment of the Finane~ Commission every 5th year 
(and earlier, if necessary). A reference to Finance 
Commission has been made ~upra. The Commission 
undertakes a thorough review of the finances of the 
States, their revenue potential as well as their expen
diture commitments, and recommends allocation 
of shares in taxes and principks governing grants-

. in-aid. In recent times, issues relating to provision 
of assistance for natural calamities and debt relief to 
the States have also been referred to this Commission 
for suggesting principles governing provision of such 
assistance and relief wherever necessary. 

The existing provisions of the Constitution have 
proved to be satisfactory over the last 35 years since 
the Constitution makers had taken the various socio
economic and regional factors into account while 
incorporating these provisions. They do not seem to 
require any alteration. Any alteration is likely to 
create imbalance leading to weakening of the national 
fabric. 

The rate of taxation has reached the maximum and 
perhaps is at a climax. Therefore, the question of 
enhancing the revenue by increasing the rates of taxa
tion just may not arise. 

The basic issue for consideration at this stage is 
whether there is scope for larger transfer of resources 
from the Centre to the States. This would have to be 
viewed with reference to the obligations of the Centre 
in the fields of Defence and External Affairs as well 
as the Plan priorities that have a bearing on the 
national economy as a whole. It is equally important 
to assess whether the States can mobilise additional 
resources within the areas remarked for them by the 
Constitution. It is generally argued that the Centre 
should transfer more resources to the States a• its 
budgetary position is stronger than that of the States. 
This view is based on an inadequate appreciation of 
the resources constraints facing the Centre which 
arise partly from the difficulty in raising current 
revenues beyond a certain level and partly from the 
progressive devolution from the Centre to the States 
as a result of the recommendations of the successive 
Finance Commissions. Af a result, there has been 
a major structural transformation in the Centre's 
budgetary position since 1979-80. Substantial sur
plust s on the revenue account which were a feature 
of the Central budget have given way to defkit on 
the revenue account. In 1985-815, for the first time, 
the balance from current revenues itself has become 
negative. A stage has now come when the capital 
receipts have to be tapped to meet the expenditure 
on the current account. 



The question that arises h "re is whether there is 
s~ope for effecting economic in expenditure and im
proving tax and non-tax revenues for making the 
balance from current revenues positive. The present 
rates of Central taxes as referred to above are 
already quite high. As regards expenditure com
mitments, the national priorities should always be 
kept in view. Security of India is the highest priority. 
It requires huge investment in security forces, and 
for providing latest equipment and weaponary. 
It ne~ds research. This expenditure is mainly dependent 
on global conditions as also the security environment 
in the neighbourhood. Defence preparedness is an 
ess:ntial pre-requisite for the survival of any nation. 
The investment may appear to be negative or 
urtproductive but it is abundantly indispensable. 1962 
Chinese perfidy should not be forgotton. Centre 
must have enough adequate funds at its disposal, 
and Centre has not avoided the unpleasant task of 
taxing to the maximum. 

Interest payments represent contractual obliga
tions and will have to be necessarily provided for. 
The subsidies are critical for ensuring self-sufficiency 
in food production and the present comfortable food 
situation is largely due to the provision of subsidies 
as incentives for improving production. 

An analysis of the balance from current revenues 
indicates that expenditure of Defence, provision of 
subsidies and interest payment comfortable food 
situation is largely due to the provision of subsidies 
as incentives for improving production. 

An analysis of the balance from current revenues 
indicates that expenditure of Defence, provision of 
subsidies and interest payments account for more than 
70% of the non-Plan revenue expenditure. 

While the situation on the non-plan front is non
too-bright, the Centre cannot shed its responsibility 
towards accelerated development of the nation 
through productive investments in the core sector. 
The Centre's Plan outlays are concentrated in areas 
like communication, petroleum, steel, coal etc. that 
have on overall national importance. It may be 
noted that nearly 35% of Centre's outlay is on energy 
sector alone, while industry and minerals, and trans
port utilise another 35% of the outlay. A reduction 
in these outlays would become inevitable if more 
resources are transferred from the Centre to the States. 
Such a change would have an adverse effect on the 
economic growth of the country and would, in the 
long run, erode the resource potential of both the 
Centre and the States. 

It is pertinent at this juncture to examine whether 
the States cannot, through own efforts, expand the 
resource base in areas earmarked for them. It is 
generally argued that the States have inelastic 
sources of revenue. But actual performance in the 
last decade reveals that the States' total tax revenues 
have grown more rapidly than those of the Centre 
and the States' tax revenues have increased from 
31.5% of the total tax revenue in 1974-75 to 34.6% 
in 1984-85. There is, thus, considerable buoyancy 
in the taxation base of the States under the existing 
system. 
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Coming to the States' taxation powers, it will 
be seen that they are contained in Entries 45 to 63 
of List II of the Seventh Schedule. Numerically, 
there are 19 Entries. Factually the revenue yielding 
capacity is comparatively less. Perhaps, their maximum 
revenue comes out of Sales Tax. 

On a close examination of the taxation powers of 
the Union and the States, it will be found that it is 
not possible to transfer any of the taxation powers 
of the Union over to the States. The Founding 
Fathers of the Constitution have made such an elabo
rate procedure in respect of powers of taxation, 
the collection and distribution with a provision for 
periodic review regarding the shares due to the 
States so that one would find it difficult to improve 
upon the system now in vogue. The result is that 
there is no question of transferring any taxation 
powers to. the States. 

Now look at the performance of the States. Under 
Entry 46 of the State List, the State can levy tax on 
agricultural income. Because of the efforts as to the 
enormous expansion of irrigation facility, hybrid 
seeds, chemical fertilizers, and research in soil fer
tility, a very large number of agriculturists have come 
to occupy the upper bracket of elite group in the society. 
Green revolution to the extent of bludgeoning stocks 
of Food Corporation of India, search for export 
market of wheat and rice, and over-rising support 
prices for agricultural products have combined to 
bring into existence an affluent class of agriculturists. 
Yet, save Kerala no States has levied agricultural 
income-tax. An employee with yearly salary of 
Rs. 18,000/- is subjected to income-tax but a farmer 
with an income of a lack of rupees per annum does not 
pay a farthing as income-tax . It is a truism that State 
Government in order to keep in tact their vote 
banks do not levy taxes and shed crocodile tears of 
shortage of resources. 

Another disturbing feature is that the irrigation 
and power projects executed by the States in suc
cessive Plans at huge cost are not providing any 
return to the States. In fact, returns from the irriga
tion projects so far have not been adequate even for 
covering the working expenses. The performance 
of the State Electricity Boards and Road Transport 
Corporation has also been far from satisfactory, 
resulting in considerable losses. Through suitable 
measures, the States can generate more resources 
on these accounts. 

Keeping the above in view, the complaint of the 
States regarding an inadequate and inelastic tax base 
appears to be unfounded. The potential resources 
base available for the States is~quite large and relatively 
more elastic. If effectively managed, the tax base of 
the States can yield much larger revenues and this 
alone would solve the pr.sent problems. In a situation 
of overall resources constraint, maximum effort at 
mobilisation of resources is required on all fronts 
and mere transfer of additional resources from the 
Centre can only be a temporary measures at the cost 
of wider national interests. 

The present problems have arisen not because of 
the inadequacy of our system but because the system 
is being operated in situation of constraint on re
sources. It is necessary that the Centre and the States 



exploit the resources available to them fully. Public 
Enterprises would have to be geared up to generate 
adequate resources for both. This does not require 
any changes in the system. In fact, such a change 
in favour of the States would create more problems 
than it would solve, since; any diminution in the 
Centre's financial cap1city j would adversely affect 
not only the national security as also its integrity 
but also the economic growth of the country in 
general and the upliftment of the backward States and 
the under-privileged masses in particular. It must 
also be clearly recognised that a change in the present 
system of sharing of financial powers would not 
create more resources. The answer to the problem 
lies in better financial performance on all sides within 
the existing system. 

In view of the position explained above, the mo~t 
equitable stand that can be taken in respect of finan
cial matters is to continue the policy of existing system 
which should remain undi turbed. 

PART_VI 

Part VI of the Questionnaire deals with Economic 
and Social Planning. Essentially these questions 
relate to the functions of the National Development 
Council, the Planning Commission etc. 

The Commission invites sug~:estions for improve
ments of the existing system11. 

It is the Congress culture to view the Nation as 
a whole for development. Regional development 
must be so planned as to _bring all par~ ?f the cou!ltry 
on even keel. Regionalism, parochtahsm, castetsm, 
communalism and narrow sectarian interests are 
foreign to Congress culture and Congress ethos. 
Planning is undertaken to give a push to the back
ward areas to some on par with industrially developed 
areas. Subsidies for setting up and running indus
tries in tribal/backward areas, ignoring State bounda
ries, speak volumes in this be~alf, Through<_>ut 
this has been the target and object. _The Plann_mg 
Commission itself has been set up wtth the object 
of achieving an all round development of the country. 
In actual practice, it is absolutely necessary to have 
a coordinating body for planned development at 
various levels in various States. The Plannmg Com
mission undertakes this task. The necessity of coor
dination cannot be over-emphasised and the system 
has worked successfully. Planning for the country 
of the size of a sub-continent like India cannot be 
left to small regions. Such an approach would further 
accentuate imbalances. The plan of each. State has 
necessarily to be an integral part of the nattonal plan 
because the aim is not the development of one State 
alone but the development ?f the Na~i~n as a wh:ole. 
For this purpose, the Planmng ~om~tsston. takes mto 
consideration the resources avatl~ble m var1ous Stat~ 
and suggests the plans for vartous States to fit m 
National plan. Plan targets of each St~te are appro.ved 
by Planning Commission. A! the ns~ of repetttlon, 
it may be said that the State s Plan 1S only a. part 
of the National Plan. The co.ncept of ~e _NatiOnal 
Plan is given by the Planmng C:ommtsston. The 
States formulate their plans accordt~gly. The ~h_ole 
programme is approved by the Plannu~;g Commtsston 
and then the plan is carried into executton. 

86-288/87 
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In this process, the Union certainly assists the 
States either by undertaking centrally sponsored 
schemes in various regions where the States are unable 
to undertake such schemes : sometimes giving out
right grants for' planned development and sometimes 
giving matching grants, etc. 

On these vital and relevant considerations, it is 
submitted that there is no justification for any change 
in the present pattern adopted for economic and social 
planning and development. 

PART VII 

The last plrt of the Questionnaire covers a number 
of items under the heading 'Miscellaneous'. The 
first one is Industry. 

Entry 52 of List I enables the Union to legislate 
on the subject of Industries provided it is declared by 
the Parliament that the control of such industries by 
the Union is expedient in public interest. In the 
absence of such a declaration, Industry in general 
is covered under Entry 24 of List II. There is a 
general complaint that in the guise of national interest, 
the Union encroaches upon the subject of industries 
which is otherwise State subject. There is a particular 
complaint regarding the Industries (Development and 
Regulation) Act, 1951. This Act has come into exis
tence almost at the threshold of the Constitution, 
it has been amended many a time to add 'to its 
schedule more and more items of industries over which 
the Centre would get control. This expansion of the 
first schedule to this Act is what is complained about 
as an encroachment of the Union over the States' 

. rights in the field of industries. 

This approach betrays a lack of legal and consti
tutional understanding. Undoubtedly, once declara
tion as envisaged by Entry 52 of the Union List is 
made the industry becomes a scheduled industry 
and its control vests in the Centre. But the degree of 
control depends upon the provisions of the Act 
under which the declaration is made and is limited 
to that Act alone. In Ishwari Khaitan Sugar Mills 
(P) Ltd. v. State of U.P. (17) a Constitution Bench 
of the Supreme Court of India held that legislative 
power of the States under Entry 24 of State List 
is eroded only to the extent, control is assumed by 
the Union pursuant to a declaration made by the 
Parliament in respect of declared industry as spelt out 
by legislative enactment and the field occupied by 
such enactment is the measure of erosion. In all 
other respects even the declared industry is within 
the legislative competence of the States. The Court 
held that even in respect of declared industry the power 
of acquisition can be exercised by the State. Power 
to make a reference under Section I 0 of the i!ldustrial 
Disputes Act, even. in respect of declared t_ndustry, 
continues to vest m the State. (See Rashtnya Mtll 
Mazdoor Sangh, Nagpur v. The Model Mills.) (IS) 

At first sight, one may be incl~ned to tJ;Unk that 
there is substance in this complamt. But 1f we go 
deeper into the subject, it will be found that almost 
all these products covered by the industries in the 

(17) (198C)4 sec 136 
(18) c. A. No. 1619 to 1622 of 1971 dec'ded on 18-9-84 

reported in 1985 (I) SCR 751 



IDR Act require the use of one raw material or the 
other which is in short supply or it may be for the 
use of a material by the consumer which is in short 
supply as in the case of Kerosene oil for the stoves. 
If these factors and the duties of the Union towards 
the entire population are taken into consideration, 
it will not be easy to agree that the Union is making 
an avoidable trespass into a subject reserved for 
the States.· Again, the location of the industries in 
rural areas where it has to provide employment, the 
utilisation of its products and the necessity for the 
industries in certain backward States and areas are 
all taken into consideration by the Union Govern
ment. All this is possible only through the Act mention
ed earlier and the intention behind this Act is not 
the trespass into the rights of the States but to im
plement the duty enjoined upon the Union by Articles 
38 and 39 of the Constitution which are Directive 
Principles of the State Policy of the highest impor
tance. 

In the light of the above, all the questions under 
this item of industries stand answered by supporting 
the present system. 

The next question is with reference to Article 
307 which empowers the Parliament by law to appoint 
an authority such as it considers appropriate for 
carrying out the purposes of Articles 301 and 304. 
The purpose in general relates to inter-State trade 
and commerce. It may be mentioned that no such 
authority has so far been constituted. If there had 
been the necessity and existence of such an authority, 
such a necessity should have been felt many a time·· 
during 35 years and such an authority could have 
been establihsed. The very fact that such a necessity 
has not been felt so far and no such demand has 
been made by any State in the past, only shows that 
this Article is an enabling provision to be used as 
and when the necessity arises. Nothing has been 
brought out either in the Questionnaire or elsewhere 
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to justil)r establishing such an authority and the bene
fits to be derived therefrom. 

The next part in the Questionnaire is on Agricul
ture. This subject is actually is in the State List under 
Entiry 14, but indirectly this is also a part of Entry 
33 of the Councurrent List in so far as the trade and 
Commerce of the products of agriculture is concern
ed. The Entry in the Concurrent List is justified, as 
the past events have proved that the Centre's inter
vention sometimes was necessary. If food is in short 
supply, it may be necessary for the Parliament to 
intervene on that very subject. Further, it is an es
sential commodity for uniformity etc. That perhaps · 
is the reason why this Entry was found necessary in 
the Concurrent List inspite of the presence of Entry 
14 in the State List. In any case, agricultural deve
lopment and food and civil supplies are complementary 
to each other and in the matter of coordinating the 
production and · supply activities the Centre has 
necessarily to ha,e a role to play. 

Education is a subject covered by Entry 25 in List 
III of the Seventh Schedule, but subject to Entries 
63 to 66 of List I. The reference to List I is only 
regarding certain institutions of national importance 
etc. and those have necessarily to be with the Centre. 
So also the matter of coordination and determination 
of Standards of higher education have to be with the 
Centre. There is no necessity to interfere with the 
present situation. 

The last question pertains to Inter-Governmental 
coordination. The question refers to a Commission 
in existence in the USA which was created by the 
Congress in 1959. The question is whether we should 
also have an institution of a similar nature with 
a similar purpose. The answer appears to be in the 
negative since the necessity for such an institution 
has neither been felt nor has the question been 
assessed except byL the Commission itself. 



APPENDIX A 

UNITED STATES OF AMERICA 

The Central tenet of American Constitutionalism is that 
all power is derived from the people and must be held in check 
to preserve their freedom. A number of free sovereign States 
gathered together to form a Union. Exercising the mix of 
functions delegated to each branch of Government by the 
people in the social compact, that was the Constitution, each 
power centre would remain dependent upon the others for the 
final efficiency of its social designs. (I) The result was that tbe 
central authority, namely, the President enjoyed limited func
tions. It represented a loose federation. The Constitution 
as originally framed did not include a Bill-of-Rights. It was 
Jefferson who urged amendment of the Constitution to include 
such a Bill. The Civil War made a crucial difference. The 
first fourteen amendments were not directly designed to streng
then the central authority. People being the repository of 
residuary rights, this fact was constitutionally recognised in tbe 
Ninth Amendment introduced in 1791 which provided that 
••the enumeration in the Constitution, of certain right'S, shall 
not be construed to deny or disparage others retained by the 
people". 

The Central authJrity derived much of its present strength 
by judicial innovation. The Courts recognising the paramount 
national interest so construed the provisions of the Constitu
tion, that the federal authority is made more powerful. It is 
worth noting that sub-clause (I 8) of Section 8 of the Cons
titution which is a sort of a residuary clause was more often 
invoked to make the federal authority stronger. Sub-clause 
(18) reads as under :-

"To make all laws which shall be necessary and proper for 
carrying into Execution the foregoing powers, and all 
other powers vested by this Constitution in the Govern
ment of the United States, or in any Department or 
officer thereof". 

The expression ua nece.~sary and proper"' came in for cons
truction in McCulloch vs. Maryland.(2) The court took note 
of the fact that the earlier Articles of Confederation had pro
vided that each State retains "every power not expressly dele
gated". Keeping in view the Tenth amendment which provided 
*that the powers not delegated to the United States by the Cons
titution, nor prohibited by it to the States, are reserved to the 
States respectively, or to the people held, that "the sword and the 
purse, all the external relations, and no inconsiderable portion 
of the industry of the nation, are entrusted to its government. 

It can never be pretended that these vast powers draw after 
them others of inferior importance, merely because they are 
inferior. Such an idea can never be advanced. But it may 
with great reason be contended that a government, entrusted 
with such ample powers, on the due execution of which the 
happiness and prosperity of the nation so vitally depends, must 
also be entrusted with ample means for their execution. The 
powers being given, it is the interest of the nation to facilitate 
its execution." The court held that even though the words 
•bank and incorporation' are not found in the enumerated 
powers of the Federal Government, they *can be comprehended 
in the necessary and proper powers for carrying the other powers 
into execution. The federal authority mightly benefited by this 
opinion. 

In Ware Vs. Hylton (3), the court held that under the 6th 
Article of the Constitution, all treaties made or which shall 
be made under the authority of the United States shall be the 
supreme law of the land. Accordingly, the court rejected a 
statutory scheme enacted by the State of Virginia in 1777 crea
ting an impediment to the payment in full of debts_ owed by 
Virginians to British creditors, as it was found to be 1n confitct 
with the treaty of Paris and was held void uoder the supremacy 

(I) American Constitution Law, Laurence H. Tribe, 1978, p.2. 
(2) 4 L. Ed. 579 (1819). 
(3) Dallas 199 (1796). 
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clause. of the United States Constitution. This affirmatively 
established that a treaty entered mto by a federal authority 
known as Treaty of Paris had an overriding effect on the State 
Legislation. The Supremacy of the federal authority was clearly 
spelt out. 

In Gibbons Vs. Ogden (4), the court after referring to 
the commerce clause observed that the whole Act on the subject 
of coasting trade according to those principles with govern 
the ~nstruction of statutes, implies unequivocally an authority 
to hcense vessels to carry on the *d trade. Approaching the 
matters from this angle a statute of the New York State which 
granted exclusive privilege for operating a steamboat between 
New York and New Jersey was declared invalid. Wide inter
pretation of the commerce clause enabled the court to uphold 
the action of the federal authority. 

In Osborn Vs. The Bank of the United States (5), the facts 
were that the State of Ohio levied at S 50,000 tax on each 
branch of the congressionally chartered United States Bank in 
Ohio, when in MsCulloch V. Maryland (2), a similar tax by 
Maryland was declared unconstitutional, yet the Ohio official 
decided to ignore the court decision to enforce the State Law. 
The United States Bank went to the United States Circuit 
Court and received an injunction prohibiting Ralph Osborn 
the Ohio State Auditor from collecting the amount. O<bo~ 
defied the injunction and forcibly seized funds from the bank. 
The Bank sued Osborn for damages and the State Court ordered 
to repay the amount seized. 

Osborn carried the matter in appeal to the Supreme Court 
which affirmed the decision of the State Court. Reaffirming 
the earlier decision it was observed that .. Bank is an instrument 
which is necessary and proper for carrying on the fiscal opera
tions of government. To tax its faculties, its trade and occu· 
pation, is to tax the Bank itself. To destroy or preserve the one, 
is to destroy or preserve the other". Again the balance tilted 
in favour of strengthening the federal authority. 

Coming to the present day, it would be advantageous to refer 
to City of Philadelphia v. New Jersey. (6) The State of New 
Jersey enacted legislation that prohibited the bringing of gar
bage into New Jersey from out of State. The affected cities 
and the privately owned garbage dumps brought suit against 
New Jersey in the State Court. The State Court held that the 
law was unconstitutional as it discriminated against inter-State 
commerce. The State •Supreme Court reversed the decision. 
The matter was taken to the United States Supreme Court. 
Reversing the!<fecision of the State Suprt?me Court, it was obser
ved that the Supreme Court has consostently found parochial 
legislation of this kind to be constitutionally invalid. This 
gives effect to the federal principle. 

These illustrative cases tend to indicate tl-tat it was the judiciary 
which by a progressive interpretation of the Constitution made 
the federal authority for more powerful than what the Consti
tution framers intended it to be. The vacillation of the legis
lature was set at naught by the Judiciary keeping in view the 
requirements of a developing society, international relations and 
cohesive development of a nation. The trend is by judicial 
activism to strengthen the federal authority. From the point 
of view of a traditionalist, a question was always posed; whether 
federalism is more than a legal fiction and this question generates 
considerable controversy amongst scholars in law and the social 
scientists. From a loose conglomeration to a strong central 
authority. the movement has been over a Century taking into 
its sweep legal formulation. Progressive re-interpretation 
of the role, character and nature of central authority, tended 
to make it stronger more or less by judicial interpretation to 
the provisions of the Constitution. 

(4) 9 Wheaton l (1824) 
(S) 9 Wheaton 738 (1824) 
(6) 437 u.s. 617 (1978) 



APPENDIX 'B' 

CANADA 

The Judicial Committee of the Privy Council was the Final 
Court of Appeal for Canada in Constitutional cases till 1949. 
The Privy Council, a highly respected judicial body, but generally 
considered to be conservative in its approach, did not recognise 
the fact that the Centre was strong while interpreting the pro
visions of the British North America Act 1867. Narrow inter
pretations were given to the pri_?cipal Federal Powers. 

The above position is obvious on the basis of a number of 
decisions of the Privy Council. One leadin& case is that of 
Attorney General of Canada Vs. Attorney General of Ontario 
and others reported in 1937 A Page 326. The Dominion of 
Canada in order to comply with an international Agreement 
passed two labour welfare legislations. By a very narrow 
interpretation of Sections 91, 92 and 132, the Privy Council 
held that the Dominion had no power to enact the legislations. 
The concept of Federal supremacy was cut in the neck by one 
stroke. 

After t_he abolition of the appeals to the Privy Council in 1949, 
the Supreme Court of Canada was vested with the jurisdiction 
as the final authority to decide constitutional issues. The 
trend has since. bee.n reversed. In the year 1977, in Capital 
C1t1es Commumcat10n Inc. Vs. Canadian Radio Television 
Commission, reported in 81 DLR Page 609, it has been held 
that the Federal Power to control Television, Radio etc. includes 
the exclusive authority of Parliament of Canada to control the 
content of Broadcasts and Television Programmes. 

Again in Konard Johannesson and another Vs. Rural Munici
pality of West St. Paul reported in 1952 (I) SCR page 292, 
the Supreme Court held that if a provincial statute is not autho
rised under any legislative head of Section 92 of British North 
American Act, then it is 'ultra vires'. The Supreme Court 
upheld the rights and supremacy of the Parliament to maintain 
peace, order and good government. Thus a new dimension bas 
been added to the Central powers. 

By the above illustrative authorities, it can thus be concluded 
that in spite of the narrow interpretation of the Privy Council 
earlier, the Spreme Court of Canada had been interpreting 
the Canadian Constitution in such a way as to make the Centre 
strong. 

APPENDIX C. 

AUSTRAliAN CONSTITUTION 

The Constitution of Australia (Australian Constitution Act 
1900) makes the division of powers between the federation and 
the States. 

The exclusive powers of the Commonwealth are enumerated 
in Sections 52, 90, 111, 114 and 115. Section 52 deals with 
the seat of the Government of the Common wealth· Section 
90 deals with the imposition of uniform duties or' customs 
excise and bounties; Section Ill deals with surrender of terri: 
tories by the States to the commonwealth; Section 114 with 
the Defence Forces and Section 115 with the coinage. 

The Concurrent powers of the Commonwealth Parliament to 
be shared with the States are enumerated in Section 51 and em
braces as many as 39 items. Being so wide in range, details of 
such powers need not be gone mto here for the sake of brevity. 

In Australia each State has a separate Constitution and 
residual powers are vested in them. Under the Commonwealth 
Constitution, the bulk of the legislative powers are concurrent 
and are shared with the State Parliaments. 

The framers of the Commonwealth Constitution recognised 
the potential of the conflict between the Commo~wealtb and 
States and therefore made express provisions to deal with such 
situatiol1< under Section 109 of the Commonwealth Constitu
tion Act. 'Ihe said Section 109 is a simple statement that 
"when a law of a State is inconsistent with a l"w of the Com
monwealth, the latter shall prevail and the former shall to 
the extent of inconsistency, be inv~lid." ' 

676 

The above said provision had a varying impact on State 
legislations. In the early years of this century, the Section was 
given a relatively narrow interpretation by the High Court 
of Australia which is the highest court. Thereafter, the High 
Court developed a more liberal interpretation of Section 109, 
so that many legislations which have escaped this Section earlier 
came to be struck down on the ground of inconsistency with 
the Commonwealth legislation. The leading case on the subject 
is Engineer's case reported in 1920 (28) CLR 129. In this 
case, the Court declared that "that Constitution was to be 
interpreted by its words alone." The earlier view was that the 
Commonwealth itself was a contract between the Common
wealth and the federating States and this mistaken notion was 
corrected for the first time in the Engineer's case. It was realised 
in this case that the words of the Constitution were to be 
regarded as creating a nation and therefore central supremacy 
as a corollary was permitted and the march of the time deman
ded the same. 

In the case of Victoria Vs. the Commonwealth (1937) 58 
CLR 618 at 630, the High Court of Australia further clarified 
the legislative authority of the Commonwealth Parliament in 
thel following words :-

uWhenaStatelaw, if valid, would refer, impair, or detracted 
from the operation of a law of the Commonwealth Parlia
ment, then to that extent it is invalid. Moreover, if it appears 
from the terms, the nature or the subject matter of a federal 
enactment that it was intended as a complete statement of the 
law governing a particular matter or set of rights and duties 
then for a State law to neglect or apply to the same matter o: 
relation is regarded as a detraction from the full operation 
of the Commonwealth law and so is inconsistent." 

In another case Australian Railways Union Vs. the Victorian 
Railways Commissioners (1930) 44 CLR 319, the High Court 
declared that the Commonwealth Conciliation and Arbitration 
Act, binds both the Commonwealth and States and their 
agencies and therefore the Act will apply to an industry carried 
on by or under the control of a State or Commonwealth or any 
public authority constituted under the Commonwealth or a 
State. Thus the authority of the Commonwealth to bind the 
States and their agencies was upheld in the above case. Subse
quent decisions of *the Court confirmed this legal position.(•). 

In another case, the question regarding the legislative power 
of C<?mmonwealt~ over radio broadcasting came up for consi
deratiOn. The H1gh Court upheld the legislative powers of the 
Commonwealth Parliament on the ground that the subject 
''Postal, telegraphic, telephonic and other like serivces "includ~ 
the power over radio broadcasting. Similarly, the 'legislative 
powers of Common.wealth Parll~men.t were ~gnised in respect 
of ':"any other subjects, by gJVJng liberal mterpretation of the 
subjects under the Concurrent LISt. Two such cases are cited 
below-(') & ('). 

Under the Constitution, tax~tion is a concurrent subject and 
both the Commonwealth Parliament and States levied income 
tax through sep:u-ate legislat~ons: In 1942, the federal Parlia
ment passed umform '!"' legJSlallon which excluded the States 
from levy of . separate mcome taxes. The Act gave each State 
~ fixed tax !e1mbursement grant equal to its average collections 
m the previOus two years. The Act which gave the Common
wealth Parli~ment a monopoly of income tax was upheld by the 
High Court m sp1te of the opposi <ion of four of the six States in 
the case .of South Australia and others Vs. Commonwealth, 
reported m 1942 (65 CLR 373) first uniform tax case. 

The Constitution gave exclusive legislative powers with 
reg~d to levy of customs and excise duties to the Commonwealth 
Parliament: The general power of taxation other than customs 
and exc1se m the con~urrent list was also interpreted as a Central 
power to the excJusmn of States under certain circumstances. 
Thus the fiscal power under the Constitution was effectively 
centraliSed over the. years. Now, under the Constitution, 
Commonw"!'lth Parliament may use its taxing powers to 
ach1eve a w1de range of objectives and over the years, the States 

(
1
) Radio Corporation Pty Ltd. Vs. the Commonwealth (1938) 

59 CLR 170, 

(') Minist~r .of Justice (W A) Vs. Australian National Airlines 
Comm1ss1on (1976) 12 ALR 17, and 

(') Murphyores Inc Pty Ltd. Vs. Commonwealth (1976) 136 
CLRI. . 



were excluded from two significant sources of taxes on income 
and on commodities. (1) The Commonwealth Parliament has 
also been conceded the right to spend money on whatever way 
it chooses. 

With the centralisation of fiscal powers, the Federal Govern
ment became strong. However, Commonwealth wanted to be 
fair to the States and objectives in approach. For this purpose 
the Australian Loan Council and the Commonwealth Grants 
Commission were established in 1928 and 1933 respectively. 

The illustrative cases thus establish that the history of the 
Australian Federation has been a history of the gradual growth 
of the powers of the *Commonwealth Parliament in relation to 
the States. Many factors social, political and economic, have 
contributed to this movement. The period since the close of 
second world war was one of the great significance in the Con
stitutional history of the country. The war measures increased 
the influence of the Commonwealth Parliament. The judicial 
interpretations of the provisions of the Constitution than the 
framers of the Constitutions contemplated or would have approM 
ved. 

APPENDIX D 

IMPORTANT ARTICLES REGARDING UNION-STATE 
RELATION 

I. Article 73-Extent of excutive power of the Union. 

2. Article !53-Governors of State,. 

3. Article !55-Appointment of Governors. 

4. Article !56-Terms of office of the Governor. 

S. Article 163-Council of Ministers and discretionary powers 
of the Governor. 

6. Article 164-0ther provisions as to Ministers. 

1. Article 169_:Abolition or creation of Legislative Councils 
in States. 

8. Article 174--Summoning the Legislature. 

9. Article 200-Assesnt to Bills, reservations of bills for con
sideration of the President. 

10. Article 248-Residuary powers of legislation. 

11 Article 249-Power of Parliament to legislate with respect 
· to a matter in the St1te List in the National 

interest. 

(') (i) Dennis Hotels Pty Ltd. Vs. Victoria (1960) (104) CLR 
529 

(ii) Petrol case (38 CLR 437) 
Commonwealth and Commonwealth Oil Refineries Ltd. 
Vs. South Australia 
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12. Article 252-Power of Parliament to legislate by consent 
or adoption. 

13. Article 256-0bligation of the State and the Union. 
14. Article 257-Control of the Union over States in certain 

cases. 
15. Article 263-lnter-State Council. 
16. Articles 268-Appointment of Taxing powers and Sharing 

269 & 270 of Taxes. 
17. Article 271-Surcharge on certain duties and taxes for *the 

purpose of Union. 

18. Article 272-Taxes which are levied and collected by the 
Union and may be shared between the 
Union and the States. 

19. Article 275-Grants from the Union to certain States. 
20. Article 280-Finance Commission. 
21. Article 282-Expenditure defrayable by the Union or a State 

out of its revenues. 
22. Article 293-Borrowings by the States. 
23. Article 302-Powers of Parliament to impose restriction on 

trade, commerce, and intercourse. 
24. Article 304-Restriction on trade, commerce,"'and *inter-

course amongst States. · 

25. Article 312-AII India Services. 
26. Article 355-Duty of the Union to protect States against 

internal aggression and internal disturbance. 

21. Article 356-Provisions in case of failure of *Constitutional 
machinery in States. 

28. Article 385-Effect of failure to comply with or to give 
effect to dire.:tions given by the Union. 

INCIDENTALS 

!. Fifth Schedule (Part of the Constitution). 
2. Seventh Schedule (Part of the Constitution). 

3. Planning Commission. 

4.N.D.C. 

5. Industries. 
6. Education. 
1. Agriculture-Pricing of Agricultural commodities. 
g. Food-Procurement, storage and Distribution. Inter-State 

Movement. 
9. Power-Rajadhyaksha Committee Report, Oearance for 

, Electricity Projects, Electricity Duty. 

10. Mines & Minerals. 
11. Irrigation- Major Irrigation Projects. 



INDIAN NATIONAL CONGRESS 

State Unit-KERALA 

MEMORANDUM 

Indian Constitution is federal as well as unitary 
according to the requirements of time and circum
stances. While in normal times, it can be made to 
work as a federal system, our constitution retains 
to itself the choice to convert itself into a unitary 
system. Considering the size of the country and the 
multitudinal differences in culture, language, and 
levels of economic and social development of the 
different regions and people inhabiting them, the 
Constitution makers have given us "the soundest 
frame-work" in a federation with a strong centre. 
Last 34 years is a long enough period for us to take 
stock of the legislative powers of the union and the 
states in so far as their working is concerned especially 
in the field of ever-increasing responsibility of the 
States in development programmes and social welfare 
measures. Regional disparities and imbalances 
have not been completely eliminated during the past 
era of planning. These imbalances are but one mani
fesBtion of the oligarchic and spatial distortions 
of the Indian political economy that had built them
selves up from the very inception of planned develop
ment. Without minimising the attempts made in the 
past to redress these regional imbalances, it is clear 
that a meaningful effort in this direction has to 
begin with a clear analysis of the present institutional 
set up that wields economic power both at the Centre 
and in the States. There is concentration of economic 
power at the Centre; the economic power of the State 
Governments and that of the Districts vis-a-vis 
the States in turn, is seen to be for too meagre in 
relation to their clearly defined responsibilities. 
The evolution of public finance over the last three 
decades presents a picture of concentration of 
financial resources at the top and funneling of these 
large quantum at the higher layer and corresponding 
paucity lower layers where in fact, lie the largest 
areas of development activities. . 

2. One of the issues needing immediate solution 
is the basic problem of Centre-State financial relations. 
Substantial responsibilities relating to the economic 
and social well-being of the people are entrusted 
to State Governments whose command over financial 
resources for discharging the same is too meagre. 
Right from the beginning, a rigid compartmentali
sation was introduced between resource transfers 
for meeting the so called continuing or committed 
revenue expenditure and the resources transfers for 
the so-<:alled plan expenditure intended for the new 
projects of the State. The latter is kept out of the 
scope of the Finance Commissions. So are the entire 
capital transfers, irrespective of whether they are 
grants or loans, plan or non-plan. While the Finance 
Commission is enjoined to probe the scope for better 
fiscal management and economy in the State's adminis-
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tration, maintenance, de~elopmental and other 
expenditures, the expenditure by the Central 
Government is never exposed to the same degree of 
scrutiny by the Commission. ~s a resul!, ~he Finance 
Commission has had no role m determmmg the part 
that should be retained by the Centre out of the 
aggregate resources mobilised and the part that 
should be made available to the States. In actual 
practice, it is the Central executive rep~es_ented by 
the Finance Ministry which has been decidmg upon 
the quantum of resources to be placed within the 
jurisdiction of Finance Commission fo~ distribut~on 
among different States. And the detatled exercises 
of the Finance Commissions have been essentially 
confined to devising just and equitable measures for 
distribution of the given quantum of resources among 
the different States in the form of share in tax revenues 
and grant-in-aid. The growth in the transfers of 
financial resources of a non-statutory nature from the 
Centre to the States since the inception of planning 
calls for a critical review. 

3. It is indeed surprising that no serious notice 
is taken of the dead-weight of the artificially accu
mulated indebtedness of the States to the Centre. 
In fact, failure to find a solution to this problem has 
rendered Central Plan assistance to the States without 
desired results. Loans from the Centre to the States 
have been consistently well over three-fourths of the 
aggregate non-statutory transfers. The late Prof. 
Gadgil made an attempt to sort out the 'plan' com
ponent of these non-statutory transfers and found 
that the 'Plan assistance' in the form of grants was 
only of minor importance, loans accounting for 78 
per cent of the 'Plan assistance'. It may be noted that 
the rate of growth in the indebtedness of the States 
to the Centre has been essentially due to the manner 
in which Plan assistance is presently being dispensed. 
It is necessary to recognise the fact that a substantial 
portion of the capital expenditure of a State in its 
early stages of development would be on infrastructure 
in the form of roads, bridges, irrigation facilities, 
buildings for education and health services and so 
on. They are essential but not capable of yielding 
direct returns in the manner investment on industries 
and transport is expected to yield returns. However, 
the Planning Commission made no such distinction 
in capital expenditure in so far as the States were 
concerned and practically the entire plan assistance 
for capital expenditure in so far as the States 
were concerned and practically the entire plan 
assistance for capital expenditure has been in the 
form of loans, grants being of negligible dimensions. 
Large sums of money made available'to the States for 
undertaking operations such as famine relief and 
anti-sea erosion (which create no tangible assets) 
have been treated as loans to be repaid with interest. 
The Planning Commission and the Central Govern
ment must take these hard realities into account so 
that full and equal justice is done to every State. 



. 4. ~e drift in Centre-State capital transactions 
IS seen m the net flows from the Centre to the States 
wh!ch have fast tapered off and alomst turned negative: 
It IS pertment to draw attention to the fact that 
whereas practically the entire "Capital assistance" 
to the States is treated as loan, irrespective of the 
purpose for which it is utilised, a distinction is 
drawn between grants and loans in respect of capital 
expenditure concerning Centre's own undertakings. 
For instance in the developmental capital outlay 
of the Central Government, the entire expenditure 
on Civil Works is financed out of capital grants, 
whereas "Central assistance" for similar item of 
capital expenditure on the part of the States is in 
the form of loans. Once does not see the reasons 
why when the purposes of capital expenditure are 
identical for the economic and social development 
of the people of the country (and, in the ultimate 
analysis, all the resources are supplied by the people 
themselves), that part of the capital expenditure 
undertaken by the Centre is met out of grants, while 
the part undertaken by the States through "Central 
assistance" be subjected to rerayment with interest. 

5. Again, Central Government's financing of 
large size industrial undertakings are to a substantial 
extent through equity participation in those under
takings and in deciding upon the terms of repayment 
and interest charges for the loans given to those 
undertakings, due note is taken of the gestation 
period and the capabilities in earning returns. It 
only stands to reason that projects of a similar nature 
undertaken under the auspices of the State Govern
ments should merit identical considerations of 
financing, instead of "assistance" given to the States 
for such purposes being entirely in the form of 
repayable loan. 

II 

Financial Relations 

J 6. The scheme of devolution envisaged by the 
constitution was one under which most of the transfer 
of resources from the Union to the State was through· 
the recommendation of the Finance Commission. · 
The transfer of resources under centralised planning 
was not visualised at that time. Alongwith the 
planning process there developed more and more 
centralisation of savings in the country. Thus the 
percentage of resources transferred to the State through 
Finance Commission is only 40 per cent while the 
transfer of resources taking place defacto outside 
the Finance Commission is around 60 per cent: 
It is clear therefore that the original scheme of 
devolution envisaged by the constitution-makers 
has been over-stopped by resorting to additional 
mechanisms of resource transfer in practice. 

7. In the context of planned development, it is 
necessary to take an overall view of the financial needs 
of the State so that concentration of all tax powers 
with the Centre is avoided by making it possible to share 
all income taxes and all excise duties. There should 
b~ a clear provision for a more equitable distribution 
of resources between the Union and States in respect 
of resources other than taxes as well. The experience 
of the past 34 years clearly shows that the Central 
Government has taken care to see that the receipts 
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from those sources exclusively reserved for the 
Centre are increased from year to year while the 
revenue from those sources or items which are sharea
ble with the States are not increased in the same 
proportion. Sometimes, the Central Government 
shows a tendency to grant concessions in the case of 
shareable items causing the quantum of the shareable 
pool to go down. The net result is that the discre
!ionary powers enjoyed by the centre in this regard 
IS very often not exercised in the State interest. l'f. 

(j; 8. Over the years, there has emerged fairly large 
deficits on the central revenue account. There is a 
tendency to ascribe the increase in revenue deficits 
to increasing devolution to State Government. 
This is not factually correct. The proportion of 
total central resources transferred to the States 
over the last 34 years beginning with the First Plan 
(1951-56) and ending with Sixth Plan (1980-85} shows 
that there is no increase. It has remained around 
32 ·6% over the years. This indicates the need for 
efficient exploitation of income-tax, Excise and 
Customs and better control over expenditure. This 
aspect of India's finances has remained obscure 
and escaped public scrutiny, because of the lack 
of institutional arrangements to over-see them. 

9. The Commission may kindly note that the con
centration of economic power in the centre and its 
operation over the last 34 years has resulted in the 
growth of the centre in the field of fisca I and monetary 
policies without the States ever getting their adequate 
share by way of direct participation in the policy 
formulating process. The present institutional 
framework does not give the States sufficient role. 
It is, therefore, necessary to create a statutory body 
like an "Inter-State Council" with adequate repre
sentation to State Governments ensured. Whether 
the present National Development Council could 
be restructured to meet the tequirements is examined 
elsewhere in this note. 

10. The poorer States are not getting a fair deal 
in the sharing of total resources. The present devo
lution mechanism has not bridged the gap in resources 
and in development between the poorer and richer 
States. The share of the States in the totality of 
Centre's resources inclusive of taxes, non-tax 
and capital has shown a progressive decline from 
plan to plan. If the State's share was 43 per cent in 
the First Plan period (I 951-56), it was only 31 per 
cent in the Fifth Plan period (I 974-75). The quantum 
of central assistance to the State's plan is now fixed 
on an ad hoc basis on the advice of the Finance Ministry. 
It is interesting to note that the resources for the 
Central Plan has increased from one Plan period to 
another in response to increasing costs of Central 
investment and inflationary rise in prices, whereas 
there is no corresponding increase in the central assis
tance to State Plans. The high rates of inflation and 
escalation of costs have made a substantial erosion 
in the resources of the States. In addition to the 
unfavourable impact on the resource position of 
the States on account of Centre's predominant 
position in the fiscal and monetary policy formu
lation process, the per capita revenue surplus of 
States resulting from the Finance Commission's 
award has shown a very wide divergence. The minimum 
surplus per capita is Rs. 15 in the case of Orissa 
and maximum Rs. 676 in the case of Haryana. The 



resultin~ ratio between the lowest and the highest 
per cap1ta surplus is one to forty-five. An exa
mination of the recommendation of all the Finance 
Commissions would show that the awards have 
always helped to make the richer States richer. 
In the existing design of things the States with large 
non-plan revenue surplus will have a strong and 
large resources base for the ensuing Five Year 
Plan. The size of the State Plan is fixed on the basis 
of the available central assistance determined 
by the modified Gadgil formula to which is added 
the States' own resources including the revenue 
surplus arising out of the Finance Commission's 
award. The present system of inter-state allocation 
of resources through the Finance Commission 
and Planning Commission has in practice resulted 
in an unhappy state of affairs breading in the process 
a large number of irritants in the Centre-State 
Financial relations. The States which have the benefit 
of larger surpluses from the Finance Commission 
award are ipso facto allowed to have larger State 
Plans. This is clearly an unacceptable situation. The 
Finance Commission and the Planning Commission 
should work in unison and on the same data-base 
which is not unfortunately the case today. Any well 
thought out formula for devolution of resources from 
the Centre to the States should be able to ensure that 
all States should have the same amount of per capita 
revenue surplus at the beginning of every plan period. 
But the total sum to be earmarked for devolution 
during a plan period both through the award of the 
Finance Commission and the Planning Commission 
should have some live relation with the resource 
gap assessed on the basis of a more scientific data 
base. The present annual exercise of the Planning 
Commission to fix plan outlays and Central assistance 
each has become a mechanical exercise bureaucratic 
in form and arithmatic in content. Recently, it is 
seen that as much as 50 per cent of the Central Plan 
assistance is allocated outside the Gadgil formula. 
The balance amount is distributed purely on the 
exercise of central government's discretionary 
powers. Thus it is clear that the transfer of resources, 
both statutory and discretionary on the advice of the 
Finance Commission and Planning Commission 
have not promoted either efficiency and economy 
in expenditure or reduced disparities in public expen
diture among the States. This is because the devolu
tion has been organised not on the basis of a well 
co-ordinated examination and study of the specific 
needs of the committed expenditure or of develop
ment. 

II. Over the last three decades, there has grown 
up a degree of concentration of savings in the hands 
of Central financial institutions like LIC, GIC, UTI, 
IDBI and IFCI. This has become in effect the strong 
arm of the Central Government in the working 
of which the States have not been intimately associ
ated. On the other hand, the dependance of the 
States on these institutions for investment in agricul
ture, industry, housing, water supply and urban 
infrastructure is quite large. In the circumstances, 
while the total savings available in the community 
have to be shared between the public and private 
sectors, it has to be ensured that the share mobilised 
by the public sector has to be distributed between 
the Centre and the States and their respective public 
undertakings. 
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12. There is a clear trend notice over-time high
lighting a decline in the State share of total Public 
sector resources which is largely due to the sharp 
decrease in the transfer of capital resources. In this 
context, it may be noted that most of the States 
suffer on account of the growing indebtedness and 
overdraft problems. The States do not possess elastic 
sources of revenue and the repayment of loans there
fore becomes a major burden on them. The States 
also find that there is a substantial erosion of resources 
due to grant of instalments of additional dearness 
allowance and other items of expenditure related to 
cost escalation. The State's resources are thus 
squeezed between the increasing demands both on 
the non-plan and plan leading to over-drafts. Recently, 
the difficulties are multiplied to a significant extent 
by the growing tendency on the part of some State 
Governments to indulge in non-plan schemes which 
are non-productive, inflationary and welfare oriented. 
There are a whole. variety of such items of expen
diture which are growing in number and spread. 
The real answer to this situation lies in ensuring price 
stability. As things are, the Central Government 
alone is concerned with the price situation, while 
in the management of prices and costs and in the 
initiation of the inflationary spiral, the part played 
by State Governments is also becoming a significant 
factor next only to that of the Central Government. 
Therefore, there is an additional reason why the 
developing situation should be continuously studied 
concurrently both in respect of the design of a 
development strategy and the instruments of policy 
formulated for their faithful implementation. Direct 
participation of the State Governments alongwith 
the Central Government in a common forum is 
therefore needed. The NDC with the Planning 
Commission as its Secretariat can be such a forum. 
Such a body can also discuss and decide the market 
borrowing policy and the pattern of distribution 
of the proceeds between the Centre and the States. 
One of the functions of this body would be to under
take continuous studies on Centre-State finance 
which, of course, will include the review of the revenue 
and the expenditure of the States and the Union 
Government. Such a scrutiny is bound to create a 
more desirable climate for avoidance of waste and 
economics of expenditure. This would also involve 
modernisation of accounting procedures of Govern
ment which would help it to reflect the correct position 
at any given time. This would immediately call for 
modernisation through computerization. Timely 
reports presented to State Governments, Central 
Government and Estimates Committees would 
go a long way to enable people's representatives at 
all levels to go into wider aspects of policies and 
programmes and thus act as a watch dog on plan 
schemes and programmes. 

m 
Planning 

· The concrurrent list of the Seventh Schedule 
of the Constitution has recognised "economic 
and social planning" as an instrument of vital social 
and economic change which the Central Government 
may initiate in consultation with the States. Economic 
Planning has to have a national perspective, national 



priori!ies, . inter-sectoral and inter-nigionill balimce. 
Ptann_mg _has to be; therefore, a national ·endeavour 
ensurmg m the process the full commitment of the 
States _in the prim~ry _task of designing development 
strateg1es and pohcy mstruments. Planning, there
fore, has to be total and cannot be partial. It aims 
at total social and economic transformation which 
will leave no room for any hurried or superficial 
treatment. 

13. J>:>. . review of the ~ttempts by the Planning 
CommissiOn to extend Its role and functions at 
different levels of Planning and implementation 
starting from the Union Government to the States 
the District, Blocks and Panchayats-would 
clearly show that they were fighting a loosing battle 
all th_rough. The efforts to streamline the Planning 
machmery through a plethora of expert committees, 
Government orders and a system of subsidies and 
persuasions did not, over these 35 years achieve 
much to our credit. Planning process is getting more 
and more bureaucratised, with the result that the 
necessary means for the perpetuation of the old 
order is placed in the hands of the traditional centres 
of power. 

14. The Planning machinery at the Centre, the 
State, District and the Panchayat levels have to be 
organically linked in a two way process-top-down 
and bottom up-in identification, formulation, imple
mentation and evaluation of development schemes. 
The financial resources to set the physical resources 
in motion could be provided through a channelisa
tion of (i) profits of pulic sector industries. (ii) con
tribution of the pleasantry in the form of delivery 
to the State of part of their products at reduced prices, 
(iii) nationalisation and State Control of all the com
manding heights of the economy, (iv) increased 
taxation and State loans, and (v) deficit financing. 
It may be noted that in the management .of these 
important levers of the .economy, the Planning Com
mission and the Planning machinery in the State 
should have a commanding role. In designing policy 
instruments in the above areas, the National Deve
lopment Council ably supported by the Planning 
Commission and the State Planning Boards will 
have to play a direct and innovative role. The Dis
tribution control and responsibility in State owned 
industries, incentives in the new industrial order, 
the role of trade unions, measures for facilitation 
social mobility are all important areas where relevant 
policies and machinery for implementation have to 
be built up by both the centre and States as a Joint 
Co-operative venture.· 

15. In actual practice, the Planning process as 
evolved and implemented by use has resulted in a 
stereo-types system of project preparation covering 
the length and breadth of this huge country with 
its immence diversities. This makes the Planning 
process loose its responsiveness to specificity of 
regional and local situations. This also leaves out 
from intimate study of the vast development potential 
of different planning regions represented by the States. 
The only remedy is to democratise. the planning 
system giving greater empha~is on. local !nitiative 
paving the way for better natwnal mtegration. The 
detailed sectoral planning may be left to the States 
as .advised. by the Administrative Reforms Commis-
~ ' ~ . .- -
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sion. The Central Government should be the supreme 
co-ordinator providing initiative and leadership to 
the States. As for as subjects in the State list are 
concerned recently there Is a tendency to increase 
the number of centrally sponsored schemes by Central 
Ministries in this area on the plea that some schemes 
of national importance have to be taken up and im
plemented all over the country which will call for 
initiative, direction and co-ordination by the Centre. 
The experience is, on the other hand, that these in
creasing number of centrally sponsored schemes 
only tend to distort the State Plan priorities. In 
cases when it becomes absolutely necessary to take 
up a few schemes, it should be only on the basis of 
I 00% Central assistance and not on the basis of 
matching contribution. Both at the Centre and in the 
States the Pin nning, monitoring and evaluation 
organisations have to be build up as fullftedged 
progressional organisations. While Government body 
could be used for concurrent evaluation, independent 
centres of study can be made use of in the evaluation 
of major Plan Programmes both at the Centre and 
in the States. This would help to ensure unbiased 
reports on performance. 

16. The State Planning Boards/Committees/Com
missions have been created in few States whereas 
in a majority of States planning is still left to the 
respective state planning departments of the secreta
riat. These bodies today are not endowed with 
much of a status In the heirarchy even though they 
are contributing a grat deal in collecting data, initiat
ing research studies and formulating development 
programmes. Every often a Five Year Plan that gets 
formulated for a specific time-frame differes in several 
respects from the actual plan that gets implemented 
during the same period. The reason is that a large 
number of new shemes and programmes are sanc
tioned in each year's plan. Budget making a serious 

. erosion either in resources or priorities or sectoral 
balances. In making such changes in the plan, the 
Planning Boards do not seem to play any role. 

IV 

The Machinery for Planning and Implementation 

17. From the very inception of Central econom~c 
planning in India, it was recognised that there IS 
need for building up institutional arran~emen~s. ~or 
plan formulation in respect of econom1c a~t1vit1es 
which call for community involvement at different 
levels. Form the selection of projects in a sector and 
preparation of preliminary reports !o. the alloca
tion of priorities between them and their Implemen~a
tion through proper phasing, there are a whole sen~s 
of studies, consultation with interest groups and mob•
lisation ot mass participation that have to be ensured. 
It is usually during these various stages through 
which a project or a programme has to. pass that 
scare appear and mar the total eff~cts m the end. 
Defective conception, wrong appra1sal a~d f~ulty 
implementation may damal!e even otherw1se vmb_le 
schemes. Governmen•s whether at t~e Centre o~ .m 
the States should recognise the social and ad~Ims
trative costs of directly conceiving and runmn_g a 
number of development programmes-small and bill
from the headquarters for a large number of temto
rially dispersed and disadvantaged sections of 



sol'iety hy J~lcgatin!! 1·esponsibilitics for fNmulation 
l>f projects, concurrent evaluation and nwnitoring 
and implementation to lower eschelons. The Central 
Government or the State Governm<nt concerned 
will be able to define stratej!ies. introduce -desirable 
chanj!CS. where necessary, on the basis of increased 
avenues for learning from experience. This will help 
to accomplish the desired economic and social 
objectives. It frequently happens that several Go
vernmental or non-governmental agencies participate 
in a project during its various states which makes 
it necessary to define clearly the relations between 
them and the type of administrative arrangements 
necessary to co-ordinate their activities and avoid 
points of conflict. The greatest harm being done 
presently to a project is through the avoidable delay 
and waste caused by duplication of functions at 
difterent levels of administration. Bureaucratisation 
is, very often, in the nature of shifting responsibilities 
to others, no matter what it costs in terms of time 
and manhours wasted. The speed and promptitude 
with which developmental tasks are attended to and 
carried out will generally depend on the thorough
ness with which clarifications are sou1rht at the very 
inception and the care the executive-devotes to the 
choice of presonnel and their continuity on the job. 
A hold up in construction activity due to delay in 
administrative sanction hP.S extended in the case of 
innumerable projects the period of their invest
ment maturity.. The experience of our past Five 
Year Plans pomts out clearly the need for introduc
inil _maxi_mum decentr~lisation in planning and ad
mtmstratiOn and financtal flexibility. Careful planning 
by Central and State Governments therefore have to 
ensure t~at. various delivery systems function in 
synchromsat10n and ~hat enlargement and improve
~ent are '"':ell co-ordmated. The marked inequalities 
m ownershtp of land and other scarce commodities 
have to be narrowed and the benefits ensured to 
reach the poorer households, notwithstanding their 
pitiful asset position. 

_I~- It !s high tiOCJe. therefore, that politics and ad
mtm~tratton rec_ogmse the pertinence of decentralising 
certam planrung and implementation functions 
so that the Central Government and State Govern
ments in tum will be able to concentrate more 
o!l emerg~nt tasks of d~awing up development strate
gtes, shapmg up of pohcy _inst~uments, initiating hich 
powered researc_h, co-ordmat10n and more effective 
supe~tston W~tch would help sustain improved 
quahty of sc:rvtce .. In fact, the parting with powers 
relatmg to mcreasmgly routinised aspects of deve
lopment management, would not involve any Joss 
at all etther to th~ Government at the Centre or the 
States. The e~ecttve or administrative institutions 
at the respecttve levels of political power should 
he left free to focus their sights on the managemet 
of the challenges . of development administration 
m areas s~ch a~ t~ter-sectoral balances, industrial 
growth, umve~sahsat10n of literacy, preventive medi
cme and hygtene and Planning for the strategy for 
a fuller expl.>itation of natural resources. 

19. It is in this context that the Commission 
should review t~e. series of attempts made by the 
Plannmg Commtsston to decentralise the Planning 
process to the States, regions, districts and lower 
levels. In 1962, the Plannin~ Commission suggested 
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to the States that they should sct up State Planning 
Boards to help them in the preparation of long term 
perspective and medium term plans, to recommend 
policies and measures for realisation of major social 
objectives. to evolve criteria for location of major 
projects and to assess the costs and benefits of alier
natlve proposals. The expectation was that all 
State Governments will fall in line with this national 
efforts, since these expert bodies will he endowed 
with sufficient status and authority to advise State 
Cabinets• Secretaries and Heads of Departments 
on all matters of Planning and implementation within 
the national policy and plans frame work. But nothing 
substantial was done in any of the States till 1972. 
The study team of the Administrative Reforms Com
mission therefore found it necessary to make a strong 
case for State level planning bodies with sufficient 
authority and status. The study team found that 
wherever Planning Boards or Committees had been 
constituted their functions were only vaguely defined. 
Membership of those bodies range from 5 to 65 with 
very few exports involved. These bodies were serviced 
by the State Planning Secretariates which did not 
have any technical expertise to boast of. The study 
team therefore concluded that none of the Board 
meetings were constructive or fruitful. Following 
the recommendations of the ARC, the Planning 
Commissions again suggested a model State Plannin11: 
machinery. According to the suggested model the 
apex body (The State Planning Board) should have 
the Chief Minister as the Chairman, Finance and 
Planning Ministers and experts representing certain 
disciplines as members. They were to be supported 
by Steering Groups chaired by technical experts 
preferably from outside the Government who are 
al~o members of t'"e apex body. A full-time non
official should be th~ Deputy Chairman of the apex 
~ody, and. the Pla~nmg Departme!lt to be organised 
mto fun~t10nal untts _for. perspective planning, plan 
formulat!on, plan momto_nng and ev~luation, project 
formulation and appra1sal. As an mcentive for the 
States, the Planning Commission agreed to share 
two-thirds of the expenditure involved. 

20_. Most of the States took advantage of the Central 
substdy and set up large or small Plannin~t bodies 
as the case may be. If one were to apply the search 
for excellence as the test of excellence, none of these 
boards could boast of having attracted the desired 
level of expertise or even administrative experience. 
Most . of the Boards work. only as appendages of 
~lannmg D~partments advisinl!: them in the formula
tion of me~hum terOCJ plans. These Boards generally 
were not !nvol~ed m. annual plan formulations or 
relevant dtscusstons "':llh the Planning Commission. 
It may be seen that m the formulation of Annual 
Plans an~ subs7quent discussions in the Planning 
Commtsston whtch _alone had any operational signi
ficanc~, the Plannmg Boards were religiously kert 
at ~ dtstan~e. No wonder, these bodies did not grow 
up m pre~ttge and st_at~s within the State or vis-a-vis 
the Plannmg Comnusston. 

The need for decentralised planning in the States 

. 21_. The extent and form of democratic decentra
hsa~ton of planning and plan administration have 
yaned from state an~ there. have been up~ and downs 
m the earnestn~s Wtth wbtch this bas be~n pursued. 



Malty states started· as a first step to renew the old 
concept of gram-panchayats and gramsabhas so 
that peoples' involvement in their affairs at the gra,s
roots can be started. The community development 
programme and the National Extension Service 
helped to focus the need for decentralisation 
further. 

22. The Balwantarai Mehta Committee was ap
pointed in 1957 to assess the: extent to which the C. D. 
movement has succeeded in utilising local initiative 
and in creating institutions to ensure continuity in 
the process of improving economic and social con
ditions in rural areas. This committee argued that 
there should be administrative decentralisation for 
the effective implementation of development program· 
mes and the decentralised administrative system 
should be under the control of elected bodies since 
they felt that development cannot progress without 
responsibility and power. Development can be real 
only when the community understands its problem, 
realises its responsibilities, exercises the necessary 
powers,. through its chosen representatives and main
tains a constant and intelligent vigilence on local 
administration. With this objective they recommended 
an early establishment of statutory elective local 
bodies and devolution to them of the necessary re
sources, power and authority. Unfortunately noth
ing very much was achieved on the ground even 
though sporadic attempts were made to set up 
Panchayati Raj Institutions in most parts of the 
country. In fact, th11 Panchayati Raj Institutions 
were rarely given an opportunity to take up planning 
or implementational work on a sizeable scale. The 
Panchayati Raj experiment gradually lost ground 
due to the weakening of administrative wilL 

23. During the IV Five Year Plan period the 
Planning Commission indicateq to the States' the 
need to formulate district plans. Recently the plan
ning Commission has offered financial assistance on 
a fifty-fifty matching grant basis for setting up the 
district level planning machinery. Many states have 
set up planning units at the district level even though 
they differ in form and content from state to state. 
The differences are to be attributed partly to the 
varying interests. evinced by the state leadership 
in decentralised planning and partly to the absence 
of uniformity in the Panchayati Raj institutions which 
provide spatial and political base for deeentralised 
planning. But the devolution of power and authority 
to the district or lower level planning bodies has 
not taken place so far. · 

24. The next attempt at decentralisation was 
in 1978, when Ashok Mehta Committee on Panchyati 
Raj Institutions was constituted. The government 
resolution clearly stated that •the Government con
siders that the maximum degree of decentralisation 
both in planning and. implementation is necessary'. 
As a continuing process in the development of neces
sary. As a continuing process in the develoj)ment 
of ideas on planning from below. and multi-level 
planning, the Ashok Mehta O;>mmittee found that 
at the district level the data base IS better and expertise 
in these various departments is sufficiently of a high 
order. The assessment of total resources, the credit 
availability and also the formulation of strategy 
convering the several blocks could be done at the 
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district level. The Dantwala Working Group on Blo~k 
level Plannmg referred to this coordination, integra
tiOn and the need for harmonisation of the block 
plans with the district plan since 'the preparation 
of Block and District Plans will be part of the same 
exercise'. The emergence of the need for executing 
a very large number of location of specific projects 
on numerous action point s at a great distance from 
the state headquarters would emphasise the ad
vantage of planning at the district level. Progress has 
also been achieved in institutionalisation and st<lll
dardisation of techniques and procedure for district 
level planning. 

25. Recently, the Economic Advisory Council 
appointed by the Prime Minister was asked to go 
into the question of deeentralised planning and 
administration. They have examined the question 
denove and have recommended on intermediate tier 
of authority between the state and the districts. The 
proposal is that this may be introduced at the level 
~f a cluster of four contiguous districts on an average 
falling within the same agro-climatic regions large 
enough to provide some of the advantages of scale 
where they are essential and yet not so large as to 
lose the advantages that come from compactness and 
easy accessibility. Decentralisation of development 
planning and administration within the state could 
then take the form of devolution of specified functions 
to the Divisional Development Authorities (DDA) 
constituted for the purpose and through them to Zilla 
Parishads and Panchayat Samities, 

26. The main objective of decentralised develop· 
ment planning should be in fact to visualise possibi
lities and potentialities concr~tely within each 
region and sub-region in a systematic and practical 
manner. This would also help to build up the 
infrastructural facilities required, and assist in every 
way the changes in technology and organisation that 
are needed for a broad-based process of economic 
and social transformation. 

27. The foregoing overview of planning processes, 
·policy instruments and institution-building should 
serve the purpose of highlighting the s~rious 
shortcomings endemic to the system of planning in 
India. There was no serious attempt to relate the 
process of economic development and planning to 
resource endowments and needs of the people, living 
and working at the grass roots level. The result was 
that we could not tap the full potentialities of specific 
regions for growth and development in terms of 
increased agricultural production, development of 
minor irrigation, small scale industries, manpower 
development and resource mobilisation. Planning 
to be effective has to be planning from below as 
against planning from above. 

28. Over the years there has been a visible ten
dency to make greater in-roads into the powers of 
the states with the result fissiparous tendencies are 
allowed to develop endangering the concept of uni
fied India where there will be an assurance of the 
fullest development of the democratic aspirations and 
the distinctiveness of the people of the different states. 
At the same time, the devolution of powers should 
not be such that it will lead to a weak centre either
Different states and different regions within state 



are experiencing problems of growth which ar& speci
fic to the differences in the levels ot development of 
these states or regions within states. A dead unifor· 
mity therefore is not conducive to the evolution 
of a relevant and workable solution. Co
ordination could be best assured in the sphere of 
planning and economic afl"airs through only new and 
innovative institution building. In our constitutional 
frame work the need for constant consultation and 
discussion among states inter se and between states 
and the union has manifested itself almost from the 
beginning of the working of the constitution. The 
Five Year Plans are a continuing major exercise in 
this process. Other closely related problems are power 
generation, regulation of industries and trade, as
sured distribution of food and essential articles, 
central financing institutions, procurement and 
supply of raw materials and marketing arrangements 
etc. All these matters which are of common concern 
to the states should be brought within the purview 
of an inter-state council as envisaged by Art. 263 
of the constitution. This Article has been pressed 
into service only for setting up Central Councils of 
Health, local self Government, National Integration 
Council, Chief Ministers Conference etc. There are 
proposals to create All India Institutions like the 
National Loan Corporation, Nation Credit Council 
and National Economic Council. Though a lot of 
coordination is necessary in the matters affecting 
the interests of the States and the Centre, there is 
no need to create a number of independent bodies. 
Instead it should be possible to make the existing 
National Development Council a statutory body 
under Article 263 of the Constitution. It must be 
endowed with wide powers in matters relating to 
Centre-State relations covering the entire spectrum. 
The States could be effectively represented on the 
N.D.C. The National Planning Commission must 
be made to function as the Secretariat of the National 
Development Council. The Planning Commission 
should be so structured so as to enable it to take up 
problems for study and research on reference from 
respective State Governments. The NDC should 
meet at fixed int.ervals say at least once in every 
quarter. The meetmgs should be made more purposi
ve so that the Chief Ministers of the States are able 
to study all plan documents and other important 
problems in detail and take decisions on them. The 
N.D.C. and the Planning Commission could thus be 
transformed into a strong instrument of change and 
development not only of the Central Government but 
also equally of the State Governments paving for 
better national integration. This will democratise 
the planning system and decentralise it, while at the 
same time giving the Central Government necessary 
regulatory and corrective authority. The process of 
resource allocation will thus be made to sub-serve 
new economic priorities which are implicit in a dy
namic and growing economy. 

29. The State Governments on their part may be 
advised for the same set of reasons to decentralise 
the Planning process to regional level, district, block 
and panchayat levels by an Act of Legislature so 
that the process will be insulated from the instability 
an~ .fragmen~tion likely to prevail in the present 
polit1~ SituatiOn. The State Planning Boards should 
be built up as a Centre of expertise and administrative 
expenence. Such a body can naturally function as 
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the Planning Secretariat to Government which alone 
can ensure the required status and authority to the 
Board. 

30. The Sarkaria Commission will do well to re
cognise the dialectical and integrative processes 
involved in development planning. The institutions 
built up at different levels in both the Centre and the 
States should represent legitimate authority so that 
they are enabled to apply sanctions at all strategic 
points of our social and economic life. A special 
machinery legitimatised and protected by the Consti
tution along can provide the required level of 
leader ship and credibility. 

INDIAN NATIONAL CONGRESS (I) 

State unit-Madhya Pradesh 

MEMORANDUM 

11;1:1li~!!T m« ~f ( ~) '~>f ~~~ f'ff!RCI" ;rcr ~ r"' ~ 
~~"~~ IJ+<Iim il> f<111; ;;IT lfTCim'f ~f'fm'f it ~ ;;;ri'\ lfil{ 
arr~ '1~ '!if ~'!>ciT <tW ~ 1 fficrm'f it~ 
IJ+<Iim it ~ ~~ ~ 3l"f.r oo '1f <f+<~ fd 111 'liT m il> 
f<111; 'flllt<r \'Rff<'ll'r'f ~ I 

2. miJ ~f ~ ~~~ 11cr ~ f'li ~f'Tm'f it ~ <rrn '!if 
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q-fr~ 'fil'!'T '!if ~mf.r'li <f!{<TT 'liT ~'IT'f it ~<l ~ 'li~, 
crrf'li 3fflT w~ "l!Tl!l<'fll rmr ~ 'lifl'f f'f~~ <tW f'li!IT 
"'T «ii; I 

.:r;;:ll"qr;:r llir f~<~fa-

3. '(T""'~'~"r.ff il> ;;IT ilff&'fir< ~ ilf1~ <:f'ilrr ii> ~J;;rra
li ffiinrT'f it f'fftcr ~. ~ q-lfft<r ~ an~ ;;;r it q-f~ '!if 
lfil{ 1orrt:w 'f@' ~ 1 !19 3f'l'Cfro 'lit ~~'li~ <:!'ill '<l<'ff 
it an:rf cr'li 'fir ;;IT ~~ ~f ~ cr~ ~fcrm'f il> ilfrnfilfr 

il> 3{~ ~~r ~. ari~ ~ f'l"l!'li<'frif it ~~f~~ o;'lim 

afl~ ~m it 'llT<r'fr 'ifi>a•i'N < ~!crf ~ 1 

4. or~ cr'li ~ an~ U"'!!1 il> srnTIJ'Iirl! ij';;rrm '!if 
IJC![;:f ~ '!iiW ~f ~ ~~ ~ f'f~ 11a ~ f'!i ~w '!if l1:'" 
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· s. ~. 61:l! ~fcrerR if; l.'!TCT~ fw:s~q if; 3Rflla ;;rr f'l~ 
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. s. ~t a~ ili'l:'"rll amf1ifcr iii'OI' 'l\T ;:r .. ll'T # ~ 'l'<: 
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G"f~ i\· 'lit~ 3lTCfll~'fiCTT 'f~f ~ I Uf<renrr i'i W 'TT<f 
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iNDIAN NATIONAL CONGRESS 

Stale Unit-Andhra Pradesh 

MEMORANDUM 

General 

The Con~titution lays down in its very first article 
that India is a union of States. Indian Constitution 
is. therefore, federal in its nature, concept and func
tioning although in certain aspects it may exhibit 
an unitary character; in fields like Defence and 
Foreign Affairs wherein it would not be possible in 
infuse the theory of federalism or dual responsibility. 

1.2 The underlying principle in framing the Consti
tution is that there should be a strong Centre. States 
have also been given almost autonomous powers 
in certain fields exclusively reserved for them. The 
Constituent Assembly unanimously resolved that 
Indian Constitution throws more responsibility on 
the Executive though there may be less stability. 
Eminent constitutional experts unequivocally held 
that the Indian Constitution is basically sound. 
The very fact that the Indian Constitution stood the 
test of time for more than 35 years should strengthen 
this view that basically the Constitution does not 
need any changes of far reaching consequences. 

1.3 In any democracy, the functioning of the Exe
cutive depends much upon the strength of the Opposi
tion. Unfortunately, even after 35 years of inde
pendence, we could not develop a two party system 
on all India basis to govern the Country. When a 
single party rules both at the Centre and States there 
was no friction nor was there any occasion to put 
any of the contraversial provisions in the Constitu
tion, to test. It is only when the Regional parties 
sprang up and began to form Governments at the 
State level, without any all India character or adequate 
representation in the Parliament, the bogie of State 
and Central relationship, either administrative, legisla
tive or financial have been raised. 

1.4 A close analysis of the functioning of the re
gional parties would, more than confirm that this 
cry was raised merely to cover their deficiencies at 
the State level and in that they found that throwing 
the blame on the Centre is a convenient way of es
caping from their short-comings and failures. It is 
incorrect to state that all this was due to lack of 
adequate provisions in the Constitution or the Cons
titution has vested the Centre with more powers and 
that the Centre has become an hindrance to free 
functioning of the State Government. One should 
not forget the fact that historically the Country was 
torn to pieces when it was not integrated or united. 
It is only during the British regime that the entire 
Country was brought under a single authority, al
though for practical reasons the Britishers encouraged 
Princely States but at the same time they had absolute 
control over their functioning. History, therefore, 
taught us that if India is to be integrated and united 
there should be a strong Centre. There should be 
no doubt that when once Centre becomes weak, the 
Country will again be divided leading to balkanisa
tion of States. It is with this historical perspective 
that late Sri Sardar Vallahbhai· Patel t<lok up. the 
onerous ta~k of integrating all the Princely Indian 
States and made them part of the Indian Union in a 

remarkably short time and to enable us to prescribe 
for ourselves this Constitution which is federal in 
nature. 

1.5 Before thinking of any changes in the Consti
tution to vest more powers in States to make States 
more autonomous and more independent of the 
Centre, we should not forget our past history, tile 
trials and tribulations that the Nation underwent 
during the past 5 or 6 centuries. Emotionalism or 
Parachronism approach cannot and should not be 
encouraged so far as the integrity and unity of the 
Country is concerned. The option, if any, should 
be to make Centre still stronger. 

1.6 Unity in diversity can only be achieved through 
various regions, religions, languages, ethnic groups 
and weaker sections mainly fall in line with the doc· 
trine of the concept of "One India." 

It would therefore be necessary to see that all 
such groups are given equal opportunity in the eco
nomic and political fields not as a matter of charity 
but as a matter of right by all the power weilding 
institutions, Central and State Government and 
local authorities etc., so as to usher in an eeatita-
rian society. ' 

Any unrest in any part of our country due to non
fulfilment of the above-mentioned ideals has to 
be dealt economically and politically and not be 
deemed as any constitutional crisis. We are already 
aware of the damage the theory of the 'Sons of Soil 
is causing directly or indirectly in our body politic 
today. If a persons life and property are not safe 
if he does not belong to a particular State, while 
being an Indian citizen, where will it lead to except 
to chaos. 

I. 7 Coming to the functioning of the present Con
stitution it is difficult to even agree that the States 
have no autonomous powers under the existing 
provisions. In fact our experience in this State, and 
should also be the experience in other States ruled 
by other non-Congress Government under regional 
parties, which have no political philosophy or all 
India character and which are not controlled by an 
All India Apex Political body, the Governments 
or Chief Ministers of the States have enoromous 
powers under the Constitution either to use them 
benevolently or mis-use them. Ex-facie a glaring 
fact that strikes any reasonable person is whether 
at all the Centre has got adequate powers to check 
the States when constitutional provisions are mis
used by the States. The Constitution helped a State 
Govt. to stall the election of the Chairman of the 
Legislative Council, which is the highest Legislative 
body in the State and run that body with a nominated 
per~o~, till such time the ~overnment in power gets 
maJority to elect the Cha1rman. The same Consti· 
tution enabled another State Government to abolish 
the Council itself when it found that the Govern
ment has no majority in the Council. It also enabled 
the State Government to pro-rogue the Legislatures 
while they were in session without even letting the 
Presiding Officer and much less the Legislature know 
about it, while the agenda was still to be transacted. 
The same Constitution is helping the State Govern
ment to mis-use the administrative machinery fm: 
political or party purposes. In all these spheres, 



though the instances may look smaller, yet consti
tutionally there is no provision to check the Govem
ments in po~~r who are bent upon mis-using the 
powers or gtvmg up well latd convertions. After 
all a democracy functions well whether it be under 
a written constitution or an un-written constitution, 
on the development of conventions and following 
conventions as if they have the force of law. 

1.8 The primary function of the Legislative Assem
bly is to enact laws and to lay down policy for the 
Executive to carry out. A stage has come when the 
functioning of the State Governments have proved 
beyond doubt that even this vital function of the 
Legislative Assembly can easily be circumvented 
through promulgation of ordinances. Instances have 
become more, when ordinances have not been enac
ted into law by the Legislative bodies for years. When 
the Legislatures were in session also constitutional 
provisions have been compLetely ignored and ordi
nances have not been got ratified by the Legislatures. 
The most abnoxious system of re-promulgating 
ordinances was resorted to, rather than seeking the 
ratification by the Legislative bodies. 

1.9 In the light of the above background and in 
the light of the working of many of the State Govt., 
we are of the firm view that the Constitution does 
not require basically any change. Our reply to ques
tion 1.5 in Part I is in the affirmative subject to the 
detailed reasons given against appropriate questions 
in other parts. We totally agree that the difficulties, 
issues, tensions and problems which have arisen 
in the Union State relations are not due to any 
substantial defect in the Scheme and fundamental 
fabric of the Constitution. 

Legislative Relations 

2.1 We strongly feel that Parliament should have 
basic authority to form a new State or to alter the 
boundaries, to increase or diminish the areas of 
any existing States and the existing provisions in the 
Constitution do not require any change. 

2.2 We feel that the existing distribution of powers 
between State Legislatures and Parliament are ade
quate and are working satisfactorily. There are 
adequate provisions in the Constitution for ratifica
tion by State Legislature whenever the Centre wants 
to take up legislation of an all India character, on 
subjects in the State list of the Seventh Schedule to 
the Constitution. 

2.3 Article 213 of the Constitution empowers the 
Governor to promulgate ordinances which shall 
have the same force and effect as an Act of the Legis
lature. This article also stipulates that every such 
ordinance shall be laid before the Legislature and 
shall cease to operate after the expiration of 6 weeks 
from the re-assembly of the Legislature, i. e. such 
ordinances shall be enacted as Acts of the Legislature 
within 6 weeks from the date it was laid down before 
the Legislature. Under the existing. provisions 
ordinances will be placed before the Legtslature only 
when the Legislature was summoned to transact 
normal business. Where the Legislature has not 
ratified ordinances and enacted them into Acts of 
the Legislature, the Ordinances cease to be in force 
l>llt the same ordinances can be re-promulgated 
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again after the Legislature is prorot· gued. It was 
the experience in the State during the la't 2 years 
when ordinances were placed before the legislature 
but no effective steps were taken by the Govt. to get 
them enacted. With the result the ordinances lapsed 
and again re-promulgated after following the due 
procedure. It clearly shows that even though the 
Legislature would not he in favour of promulgating 
such ordinances. the Executive can circumvent the 
Legislature by re-promulgating the ordinance. when
ever it suits their convenience. lnfact. such acts of 
the Governor in re-promulgating the Ordinances 
should be treated as calculated erosion into the powers 
of the Legislature. It is, therefore, suggested that 
Article 213 should be suitably amended so :ts to 
provide. 

(a) for laying the ordinances before the L~gisla
ture within a stipulated time and; 

(b) for prohibiting re-promulagation of such ordi
nances. in any form which ceased to be opera
tive because they were not approved hy the 
Legislature. 

Governors 

3.1 Under the existing provisions of the Consti
tution, Governor is only a titular Head of the State. 
He has to function according to the advice of the 
Chief Minister or Council of Ministers headed by 
the Chief Minister. Though the Con~titution 
empowers the Governor to exercise functions vested 
in him by the Constitution, under his discretion, in 
actual practice there was no field where the Governor 
is vested with power where he can function ignoring 
the advice of the Council of Ministers of the Chief 
Minister. The post of the Governor as representa
tive of the President, in our view is essential as an 
authority to function in moments of constitutional 
crises. 

3.2 The major constitutional function of the Gover
nor is the appointment of the Chief Minister. Here 
again he has to go by the advice of the majority 
party, which elects their leaders, who in turn should 
be sworn in as Chief Minister. The fact that the 
Governor was vested with the powers of aproint
ment of Chief Ministers has led to the conclusio~ 
that the Governor is equally competent to dismiss 
the Chief Minister. The question of dismissal, of 
Chief Minister arises only when the Chief Minister 
fails to command the majority of legislators or 
where the Governor has reason to believe that the 
Chief Minister is functioning without any majority 
in the House or confidence of the House. Our ana
lysis in the functioning of the office of the Governor 
reveals that the Governor's office has become contro
versial, when he exercises power of dismissing the 
Chief Ministers on the ground that the Chief Minister 
did not enjoy majority support of the legislatures. 
This has become a major source of friction especially 
in the non-congress ruled States, because willingly 
or un-willingly the Governor is associated with the 
party in power at the Centre and is being regarded 
as a representative or agent of the Central Govern
ment at the State level. A close look shows that 
this development is only of recent nature. It is a 
debatable point whether the Governor should have 
jibsolut~ discretion to dismis~ the Chief Minister 



<'11 the ground that the latter lost support of the 
majority of the legislatures in the House. On the 
other hand, a more practical view should be for the 
Governor to direct the Chief Minister, whenever he 
had a doubt that the Chief Minister was not enjoying 
majority support, to test his strength in the House. 
Under the present scheme of the Constitution. the 
Govenwr has not authority to summon the Legisla
ture and direct the Chief Minister to face a trial of 
strength since prorogdion or summoning of legisla
ture should be done by the Governor only on the 
advice of the Council of Ministers. We would, there
fore, suggest that whenever a Governor strongly 
feels. on the strength of material before him that 
the Chief Minister is not commanding majority 
support of House. he should have the right to summon 
the Legislature and direct the Chief Minister to prove 
his majority in a trial of strength. We, therefore, 
agree with the suggestion in question 3.8 in Part III. 

3.3 The incorporation of the suggestion in ques
tion 3.9 will not be a workable proposition in the 
democratic set up envisaged by the Constitution. 
It should be left to the Members of the Legislatw·e 
to elect the leader or dissolve the House and go in 
for elections. 

3.4 Bills passed by the Assembly are presented to 
the Governor for his assent with due recommenda
tions of the Chairman of the Legislative Council and 
the Speaker of the Assembly in respect of States with 
bicameral legislatures and the recommendation of 
the Chief Minister. The provision was functioning 
very satisfactorily and there is no occasion for any 
friction in this regard. 

Administrative Relations 

4.1 Our experience till now is that there was no 
occasion for the Central Government to invoke the 
provisions under Article 256 and 257 of the Consti
tution. In a Constitution of Federal nature obliga
tions of the States and Unions play a vital role. Our 
experience was that in ensuring compliance with the 
laws made by the Parliament there was no occasion 
or need to invoke provisions under Article 256 as 
most of these Acts are self-contained defining the 
powers of the State Govt. and Central Government. 
The retention of these provisions in the Constitution 
are very essential whether we invoke or not to assert 
the supremacy of the Parliament or the Central 
Government to check the erring Governments in 
vital matters affecting the integrity and unity of the 
country. 

4.2 Under the same concept; the powers under 
Article 356 for imposing the President's rule in extra
ordinary circumstances are very essentiaL The recent 
happenings in the border States like Assam and 
Punjab would strengthen this view further. It is 
the only efl'ective provision in the Constitution for 
the Centre to interfere in situations affecting integrity 
of the States. The mere fact that these provisions 
might have been invoked for subserving the party 
interests when both Central Government and State 
Government are under the rule by the same party, 
should not be viewed with alarm but the need for 
the exercise of this extra-ordinary power should be 
viewed in the context of maintaining national inte
grity and unity of the country. 

688 

4.3 The provisions regarding All India Services 
as they are now conceived, is absolutely necessary; 
Infact, we should admit that All India Services have 
not fulfilled the expectations of the Constitution 
makers as the main link between policy makers and 
the Administration and as- the main organisation to 
carry out the policies of the Government and to foster 
stability and national out-look conducive to national 
int~oration. All India Srrvic.:s srould have more 
inde"'pendence in their functioning. The existing 
controls over the All India Services by the State 
Governments are enough. 

4.4 As regards the various Ce~tral Agencies_ and 
the multiplicity of thetoe orgamsatwns. as mentiOned 
in part IV Q. 4.7 it is absolutely a matte~ of ad
ministrative exigencies and ~or th!s purpose m~orpo
ration of any specific provision_ !n th~ ConstJtutiO!l 
or amendment of existing provisiOns 111 the Consti
tution is not desirable. Whether such agencies- are 
eroding in the State's autonomy, depends much upon 
the perspectives of the State and Ce~tral Go~ernments 
and tlfeir out-look. These agenc1es are m a way 
intended to give a national approach in implementing 
schemes of All India nature and also afford the States 
with financial and infrastructural facilities. lnfact, 
if functions of these organisations are totally trans
ferred to the States, it casts a very huge burden on 
the States' exchequer with no apparent advantages. 
Some of these organisations infact only supplement 
the activities of the State Governments as in the 
case of F. C. I. 

4.5 We would share the view that there is a need 
for an inter State Council on permanent basis. The 
existing National Development ~ouncil sh~mld be 
made a Constitutional body withm the amb1t of the 
Article 263 of the Constitution or the existing pro
visions in this Article be suitably amended to pro
vide teeth to the -National Development Council, 
instead of setting up a separate Council for this 
purpose. Our views in this context are elaborated 
in the subsEquent paragraphs. 

Financial Relations 

5.1 The objectives of maintaining financial strength 
of the Centre, and proper augmentation of the States' 
financial resources, need a fine balancing. However, 
for proper coordination the Centre should have the 
power and means to ensure that fiscal policies laid 
down by the Centre are adhered to by the States. 

Centre-State Financial relations should encourage 
efficient and economical use of resources and flow 
in the economy. We would have to recognise the 
fact that our Country has wide variations in Econo
mic Conditions. In otder to : chie\e an alround eco
nomic growth leading to a movement towards effective 
economic intej!ration of the country, mutual economiC 
dependence of different areas may ha_ve to b~ mam
tained. This will be a helpful factor m secunng and 
cementing the national integration. an<;~ coh~sion, 
as the process of reducing_ econom1~ d!spantles as 
between different States has 1ts financial JmpltcatJons 
also. Th~ relatively backward States have .to be 
helped, the~transfer of resources from the Centre to 
such States must be augmented. 



'. · 5.2 The outstanding provisions in tlie Constitution 
relates to the provisions dealing with the financial 
relations between the Centre and the States. We 
have no doubt in upholding the existing provisions 

·and express the firm view that the enforcement of the 
existing provisions has worked to the great advantage 
especially, to backward states as compared to the 
much advanced and industrialised States. We fully 
share the view that regional imbalance can be reduced 
by a strong Centre having elastic source of revenue 

. and with more discretionary powers to use the funds 
-available for the development of the poorer States. 
Giving more financial powers to the States, only 
adds to further tilt the balance in favour of the richer 

. States; Except the Corporation tax the other major 
· revenue yielding ·sources like_ income-tax, Excise, 

Customs should only be with the_ Centre for purposes 
·of uniformity in levy and facility of colle_ction also. 
. The levy of tax on agricultural income is already with 
. the State Governments. Except in respect of customs, 
tax collected against income ·or Excise is already 
sharable with the State Governments. • By its very 

·nature customs levies should be' with the Centre only 
-and it would not be possible also to share with the 
. States. So the only field that was left where States 
may not be getting their due share in Corporation 

'tax. · · 

5.3 The present provisions· in the Constitution pro
vide for very equitable distribution of taxes among 
the States. If the existing provisions are in any way 
altered, modified or amended, by way of transferring 
to the States to collect the tax on any of the above 
items, it would only result in inequitable distribution 
of revenue with the economically forward States be
coming more richer and backward States remaining 
backward for ever-. To cite an instance, the total re
venue yield against Salex Tax in the State of Andhra 
Pradesh was at one time, not equal to the Salex Tax 
collected in the · city of Bombay in the Maharashtra 
State. The same would be the position in respect of 
income-tax or Excise duties etc. Equitable distribution 
of national wealth and resources would not b.· possi
ble, on the other hand, the economically forward 
States become much stronger creating trouble and 
infact, threatening the unity .oftbe Country itself, as 

0 is evidenced by the agitation going on in the rich bor
der States. It should be concluded that the Finance 
Commission is very reasonble in apportioning the 
taxes among the States. Nearly 90% of· the 
income tax is divided among the States while 40% 
of the excise duties are also shared by the States. 

_ In due course, if necessary share of Excise Duties 
may be further st pped up and it is a matter which 
can be looked at by the Finance Commission once in 
5 years and for this purpose no amendment to the 
existing provisions in the Constitution would be war
ranted. 

5.4 At one time Corpor~tion tax was also divisible. 
Perhaps the original position may be restored in this 
regard. But any devolution of taxes or grants-in-aids 
should not have any negative effect on the effort of the 
State Governments in raising internal resources 
within the State. While the Governments led by the 
regional parties are very keen c n taking up populistic 
programmes to woo the people and electorate, they 
are also equally keen in not raising the rest-Urces to 
the optimum extent, again to woo that section of 
people and electorate who will be affected by levy of 
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taxes. With out substantial effort by the State Govern
ments, it would be futile to argue t_hat the .Centre 
should come forward with more liberal assistance. 

5.5 There was an oft-repeated complaint that ta
king un-due advantage of the existing provisions in 
the Constitution, the Central Government is levying 
surcharge and at the; same time denying the States 
their due share in surcharge. The Vllth Finance 
Commission attempted rationalisation of their pro
. cedure also. At the best an amendment to the existing 
provisions of the Constitution may be thought of to 
limit the powers of the Central Government to levy 
·the surcharge say for a period of 2 years and beyond 
that to merge with the main levies so that- it would 
form part of the divisable revenue. 

5.6 A time rmay [come when . provisions under 
Article 269 have to be regularly relied upon bY the 
Central Government to improve the resources of tho 
States. Here again the richer States will be contribu
ting maximum revenue and care should be taken by 

·formulating principles for distribution among the 
·States so that under-developed States get a reasona· 
·ble share.. · · · · 

5.7 The Vllth Finance Commission's view regar
ding the principles governing grants-in-aid are sound. 
We do not see any need for amendment of the existing 
provisions of the Constitution in this regard. In our 
view there is no need for setting up the National 
Loan Corporation, National Credit Council or Na
tional Economic Council. 

5.8 Some suggestions have been made that Central 
Sales tax etc. should be further enhanced. In our 
view it is not warranted. Any such increase would be 
helping only the developed and richer States at the 
cost of the less developed and poorer .l States. 

5.9 We should recognise the fact that our Country 
has wide variations both economic and political. Eco
nomic disparties manifest themselves in some fields 
like lack of basic, social and ec. nomic services. There 
has to be better utilization ofthe'productive resources 
of the Country as a whole. Economic development 
cannot be separated from social inhibitions, exercise 
of authority at the lower levels of our present hi'
rarchy- such as district Panchyatraj Institutions. 
No doubt, the directive principles of the Constitution 
have laid down that there should be decentraliza
'tion of powers in the Country-experience has shown 
that the Zilla Parishads and Panchayaties are more 
used as Political pawns in the power chess 
board rather than as elf clive instruments of develop
ment at the lower level nor there is devolution of real 
power to the people of order that the regional, back
ward and economic aspirations of the local people 
are ~et. The Primary need and in fact the crying need 
of the hour is to give these bodies a place in the Cons
titution itself. We advocate provisions in the consti-

- tution ordaining the States :-

(a) To constitute village Panchayats, 

(b) To constitute a Zonal body for a group of Pan
chay;· ts, call it a Panchayat Samithi, 
Panchayat union etc., 

(c) To constitllte a district body ofPanchayats, call 
it a Zilla Parishad or so, 



(d) To provide for the conduct of elections to the 
above bodies through the Election Com
mission of India as in the case of conduct of 
the elections to Parliament and State 
legislatures, and 

(e) To provide for the constitution of a State Level 
Finance Commission somewhat on the lines 
of the existing Article 280 of the Constitution, 
providing for the distribution of taxes between 
the State Government and local bodies, to 
ensure the local bodies their share of taxes, 
without being fettered by the discretion of the 
State Government, which is bound to be in
fluenced by political considerations. 

5.10 While the States are clamouring for more 
resources from the Centre for successfully carrying 
out the socio-economic obligations, most of the States 
are conveniently for getting that the local authorities 
who have to carry out many of the schemes, are not 
adequately financed. In fact, most of the local au
thorities are starved of funds at the expenses of the 
populist programmes undertaken by the State Govern· 
ments. The remedy lies only in making a provisions 
in Constitution itself to provide devolution of funds 
to local authorities like Z.P.s, Panchayat Samithis and 
Mandals by setting up a Finance Commission at the 
State level as in the case of Finance Commission. 
Incorporation of a provision on the lines of Article 
280 of the Constitution empowering the State Govern
ments for setting up a Finance Commission for devo
lution of funds between State and local authorities 
should be considered. 

5.11 There is need for finding ways and means for 
devolution of more revenues to backward states, 
even if necessary thrc ugh subventions from richer 
States under well laid principles; but care should be 
taken to see that it does not result in financial indis
cipline in the backward States or encourages such 
States to lag behind in mobilising their financial re
sources. 

5.12 The Centre is pumping large sums of money 
to secure economic and social justice especially to the 
weaker sections of the people. Most of these schemes 
are funded by the Centre and naturally there would 
be a desire on the part of the Centre to over-see the 
execution of these schemes and to monitor the utili
sation of the funds and also to satisfy that the funds 
are spent properly by the State Governments without 
being diverted to other purposes. In order to involve 
the States in the execution of these schemes, the Centre 
is insisting on a percentage contribution from the 
States resources also. Though these schemes are 
prima-facie executed through State agencies only, the 
sharing of funds by the States and the Centre is in 
certain aspects leading to du<1l responsibility, leading 
to the danger of schemes not being executed at all. 
Proper execution of these schemes can be sabotaged 
either by the Centre or States withdrawing their 
support for some reason or the other. One possible 
solution to this would be for the Centre to finance the 
schemes cent percent without imposing any obligation 
on the States and execute them through their own 
Administrative channels or in the alternative the 
Centre should transfer the entire funds to the States 
and leave the execution of the programmes to the 
discretion of the State Governments. 
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5.13 There is no doubt that such interference, acts 
as irritant and a source of considerable delay as else
where mentioned in questionnaire. It all depends 
upon the proper relationship between the State and 
the Centre and it cannot be cured by deletion or 
addition of any more provisions to the Constitution. 

Social & Economic Planning 

6.1 The National Development Council which is a 
non-statutory body may perhaps be conferred with 
constitutional status under Article 263 of the Consti
tution, if necessary after suitably amending the same 
and we broadly agree with the suggestions in question 
6.2 of Part VI. The National Development Council 
may also be consulted before the Central budget 
is finalised, just like the Finance Minister con
sulting the experts in various fields of Industry, 
Commerce and Taxation so that the States can also 
be afforded an opportunity to express their views on 
the formulation of the Central Budget. National De
velopment Council can be entrusted with the functions 
envisaged by the National Loan Corporation, National 
Credit Council and National Economic Council moo
ted in question 5. 29 of Part V and . can effectively 
function to resolving upon inter-State disputes or 
subjects of common interest to States. The NDC 
may by law made by the Parliament be clothed with 
statutory powers to implement its decisions. 

Conclusion 

Strong and autonomous States in a Federal set up 
is a concept advocated by the Western capitalistic 
States, especially the United States of America, who 
probably may feel that such set up may make the cons· 
tituents depend more on them for their survival both 
economic and otherwise. 

A classic example of such federation is that of the 
Federal Republic of Germany (West Germany) which 
being an ally of the USA., had to change its consti· 
tution to be in tune with this concept, although the 
people of that country always advocated for a strong 
centre. 

Dr. H.L. Bhatia, in his book •Centre • State Finan• 
cia! Relations in India' under the auspicious of the 
Birla Institute of Economic Research writes at Page 
40:-

'The Federal Republic of Germany representative 
were in favc. ur of a strong centre. They preferred 
fiscal uniformity at the national level and an attain· 
ment of financial equilizatic.n between different 
states to the interests of individual states. The Ame
ricans on the other hand were keen in selling their 
own philosophy of strong and autonomous states 
within a federal set up. This resulted in the provision 
for financial independence of the States and Fede
ral Government'. 

The Constitution of the Federal Republic of Ger· 
many was ammended under Article 109(1) of the 
Basic Jaw 'The Federal and the lender shall be auto
nomous and independent of each other in their fiscal 
administration'. 

India is a Welfare State, emerging Independent 
out of Centuries of exploitation degradation and po-

• verty, being a colony of the British Imperialist&. In 



the words of our Late Prime Minister, Smt. Indira 
Gandhi, 'TO US THE CONCEPT OF SOCIALISM 
IS THAT CAPITAL IS SUBSERVIENT TO 
SOCIAL JUSTICE, FOR THE WELFARE OF 
THE COMMON MAN BY EQUITABLE DISTRI
BUTION OF THE NATION'S WEALTH AND 
ITS ECONOMIC RESOURCES TO BE WITHIN 
HIS REACH IS OUR GOAL'. These pers
pectives still remain unfulfilled and hence we cannot 
allow India fall a pray to the vested interests. The 
Indian constitution therefore has to be moulded for 
the good of the entire nation for its unity and inte
grity. It cannot be changed into a document to meet 
the caprice of Regional chauvinism. We have 
already heard from the leaders of the Regional parties 
that •Government of India has no territory' and that 
•Centre is Myth' etc., exposing their hollowness about 
their knowledge of the Indian Nation. Vesting more 
powers in States by amending the constitution will 
only spell the doom of the Nation. 

We conclude with the assertion that 'India lives'
it lives to serve the poorest of the poor living in any 
or every part of its vast territory with dignity and hon
our and never shall it yield to any force however high 
and mighty, that may be-nor, are prepared to be 
in shackles once ag1in and subject itself to slavery 
and degradation in any modern form. 

INDIAN NATIONAL CONGRESS (SOCIALIST) 

MEMORANDUM 

Background 

1. Any debate or dialogue on re-structuring 
the Union-State relations within the existing Cons
titutional framework can only proceed from a 
correct understanding of the forces which have 
moulded our modern nation, and the ingredients 
and the roots of our nationhood. It would include 
a close examination of the historical, political, legal 
and Constitutional dimensions of the State entity 
called the Indian Union. 

The Indian sub-continent has been a complex 
amalgam of a multitude of sub-national groups 
endowed with their own distinct assertive regional 
personalities, wide ranging social customs including 
customary laws, highly developed languages and 
cultures, seeking identity or a place in the sun and 
a number of religions and cults, often working them
selves to competitive frenzy. Moulding a modern 
political nation out of these seemingly contradictory 
elements is the unenviable task that the nation 
builders have faced since the Indian Union become 
an independent national entity endowed with 
a nationhood on 15th August, 1947. 

We have to be clear in our minds that there is 
no parallel to this unique historical experience 
assigned to the people of Indian Union-a modern 
nation carved out of the administrative boundaries 
of a colonial empire in the Indian sub-continent. 
The compelling logic ofour evolution into nation
hood is that there cannot be any uniformity but 
only harmony and unity in diversity acting as 
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cementing bonds of the nation. The question before 
us, tnerefore, is whether through the instruments 
what we have forged for the Union and particularly 
through the Constitution of India as adopted in 
1950, we can achieve these ends and promote the 
interests of millions who inhabit this great land 
and are partners in its progress and engaged in its 
development as a free sovereign independent republic. 

While historically speaking there is hardly any 
parallel to this Herculean endeavour, it is worth
while comparing ourselves to the great multilingual, 
multi-cultural or multinational States of the 20th 
Century. Comparison with China, U.S.S.R. and 
the United States would be a tempting endeavour. 
The Indian nation born out of our struggle for 
independence is in a fundamental sense different 
from these major populous nation-States of the 
world, that is China, U.S.A. and U.S.S.R. The 
question arises why is India basically different 
from these great national agglomerates 7 

In the United States, the dominant influence 
of a single language and ever visible Anglo-Saxon 
Protestant influence in the formative years, has 
created the powerful melting-pot nation of the 
United Statesof America. 

In the Soviet Union, the Russian language and 
cultural tradition has acquired a remarkable and 
crucial presence and importance in the post-revolu
tionary Soviet phase and even today many ethnic 
minorities name Russian as their mother-tongue. 
This is a fact recognised by every observer of the 
Soviet experiment and modern Soviet history, not 
excluding the present soviet leaders. To quote 
late Mr. Brezhnev : 

"And this historical community of people, the 
Soviet people, have inherited Russian Cultural 
traditions". 

Thanks to the wisdom and foresight of the great 
liberator and leader of the soviet revolution, V.I. 
Lenin, the nationalities acquired a special identity 
of their own within the Soviet State. 

In the Peoples' Republic of China, the ethnic 
minorities constitute only less than 8% of the total 
population. A major theme of the development of 
the modern Chinese nation has been the ever-increas
ing Han influence over other ethnic minorities. 

But in India, our experience has been unique. 
We have a multitude of languages, sub-national 
groups, regional personalities, religions and cults. 
None of these groups can claim the majority but 
at the same time, there has been a steady evolution 
of Indian nationhood over the last several centuries 
beginning with the great medieval Bhakti Movement. 
One has only to travel from Manipur to Kutch 
in Gujarat or from Kashmir to Kerala to under
stand the distinctive trends in food, attire and habits, 
and the unique roots of the assertive regional cultures 
and personalities. Therefore, neither the concept 
of Indian unity or nationhood, or the institutions 
and constitutional arrangements we have evolved, 
can be based on a concept or uniformity. On the 
contrary, the emphasis has to be on acceptance 
of our great diversities and on harmony and unity 



in diversity. Although the . Moghul Empire did 
not embrace the . whole ·sub-continent, Moghuls 
helJ?ed the growth of regionai·Ian~ages; even though 
the1r court language was pers1an. They . helped 
growth and evolution of Urdu in their northern 
terri toties-a language which had :developed since· 
the Delhi Sultanate period and there is historical 
evidence to suggest that they encouraged the use 
of Bengali, Marathi and . Gujarathi. 

With the advent of British imperialism, the pri
orities and compulsions of the alien imperial masters 
were different. Development of the ·British imperial 
interests demanded carving out of the sub-continent 
for opening up a vast hinterland for exploitation and 
promoting colonial trade through the port towns 
and the development of infrastructure, particularly 
railways,- roads, communications for movement of 
their forces, to retain their strategic hold in the 
South Asian sub-continent. From 1773 to 1833, 
the British Parliament gave increasing authority 
to the Governor General.in India. With the Charter 
Act, the situation underwent a change. After the 
revolt of 1857,.and with the advent of Viceroy and·' 
Viceregal rule, it·. ought to be remembered that the 
British industrial capital also entered India. But 
the great revolt of 1857 compelled the colonial 
masters to think in the direction of certain decen
tralisation. Sir Charles Travelyan, who was 
Governor of Madras and Sir Bartrel Ferere, Governor 
of Bombay, in the second half of 19th Century, 
strongly advocated a decentralised set up for govern
ance of this sub-continent and in'l861 the Presi
dency ·Governors of Madras and Bombay were 
assigned increasing powers. And as a logical coro
llary, in 1877, income from l<!nd revenue,. excise. 
anr. stamp duty were allotted to the provinces bur 
these arrangements did not last long. The ever
gro ... ing need for policing changed this policy as the 
records would show, and a new policy of sh&ring 
these revenues came into existence. 

The first decade of 20th century saw the birth 
pangs of Indian nationalism, particularly in Bengal, 
which had entered a phase of renaissance. The 
emerging national consciousness had given birth 
to a pan-Indian nationalism. The first political 
manifestation of this great awakening was the Swa
deshi Movement and the massive upheaval· against 
the partition of Bengal in 1905 led by Sri Auro
bindo and other nationalist leader.;. It is interes
ting to recall that when the agitation succeeded in 
the annulment of partition in .1911, a new· Bengal 
province was created which contained only Bengali
speaking districts and for the first time in the history 
-of the sub-continent, a political and administrative 
territory was carved out with well-delineated ling
guistic and cultural features. This development, 
as Dr. Pattabhi Sitaramiah ramarks, greatly in
fluenced the nationalist opinion in many States. 

The British Colonial authorities were not un
aware of this trend and while trying to buttresa 
their rule over the sub-continent, they were keenly 
aware of the need to implant federal elements in 
their administerative framework of the sub-conti
nent. The Montague-Chelmsford Reforms of 1911 
reflected this trend. Lord Hardinge, the then Viceroy, 
Temarked while introducin& these reforms : 
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"The only possible solution for the difficulty would.· 
appear to give the provinces gradually a large 
measure of self-government, until at last India 
would consist ·of a number of administrations, 
automonous in all provincial affairs, with the 
Government of India above them all, and posses
sing power to interfere in the case of misgovern
ment, but ordinarily restricting their functions 
to matters of imperial concern". 

· That was a clearly spelt out rejection of the unitary 
form of government by the colonial masters, and it 
is not difficult to discern how .it evolved into a 
specific emergency provisions of the Indian Con
stitution of 1950. The Simon Commission Report 
of 1927-28 and the Butler Committee Report of 
1927---30 and the framework of round-table con
ference of 1930-32 underline this basic perspective . 
of a federal union in. the sub-continent. 

The Indian National Congress which had become 
the vehicle of India's movement fot national libera
tion was also ·simultaneously coming to grips with 
this problem. The. Motilal Nehru Committee Report 
on Indian Constitutional reforms thus envisaged 
a federal system and the Lucknow Pact of 1918 
was a landmark in the history of Indian nationalism. 
The Pact recognised the need to develop provinces 
and strongly upheld the view that residuary powers 
should always be with the provinces. 

Under the leadership of Mahatma Gandhi, Indian 
National Congress had adopted an approach which 
suited the needs of Indian democractic advance. 
Gandhi's acceptance of the demand for linguistic 
provinces in 1920 and the subsequent reorganisa
tion of Indian National Congress on the basis of 
lingusitic units has to be viewed as a historic land
mark in the growth of nationalist movement in 
India. The resurgence of regional languages and 
cultures provided a new thrust to Indian nationalism 
and the great figures who emerged on .the national 
cultural firmament like Rabindra Nath Tagore, 
Subramania Bharati or Vallathol is only reflect
tive of this trend. The Indian National Congress 
as well as other progressive social movements 
through its spokesmen like Maulana Azad and C.R. 
Das supported the idea of autonomy for States. 

Th' Government of India Act of 1935 took note 
of this assertive opinion. But the· · Mountbaten 
Plan or partition and the growing threats of balk
anisation and fragmentation which flowed from 
the partition, changed the political atmosphere in 
India and had its great impact on the Constituent 
Assembly deliberations. Thus the Indian Cons
titution of 1950 adopted by the Constituent Assembly 
followed the Government of India Act of 1935 and 
a concept of national citizenship with sovereignty 
of Parliament, and a uniform and impartial judicial 
system, kept intact, other provisions of the 1935 
Act. The Constitution makers had created a united 
India and a dominant Centre with unique executive 
powers assigned to the Union in the context of the 
early challenges of national integrity. 

: The role of the States. in this Constitutional scheme 
was quite diffierent from the role assigned to them 
in the new Constitution. As Dr. Ambedkar one 



of the architects of the new Constitution pointed 
out : "The Indian Union was not the res~lt of an 
~g~eement betw~n the slates nor did th~ stares 
JOin th~ federatloD !" _their individual capacity; .on 
the contrary an md1sso/uble federal union was 
create~ out of the British-made provinces and 
the prm_cely states".· But in this process, the States 
l?st the1r. aut~n~my and became partners with limited 
ng~ts w1th hmited spheres of legislative authority 
assig!led to it along with limited revenues and methods 
o~ d1~bursement. T_he Legislative lists in the Con
~tltution ~~;re ex~austlye; but 97 subjects were placed 
m the Umon List while only 66 including pilgrimage 
cattle trespass, burial grounds, theatres and drama; 
put down in the State List. . 

However, there were strong objections to the treat
me~t given by the national leadership to the States 
as IS clear from the debates of the Constituent As
s~m~ly and the deliberations of the Union Con
tJtutwn Committee. Govind Vallabh Pant B. G. 
Kher and Dr. Srikrishna Sinha were am~ng the 
stalwarts of the freedom movement who strongly 
resented the move to curtail state rights but having 
agreed to a federal structure with a strong Centre 
and residuary power with the Union, there was 
hardly any escape route. It is important to re
member these early reservations had come from 
the stalwarts of the national struggle who were 
also leaders of the States who had risen from their 
roots. While examining the case for re-distribution 
of political and financial powers and consequent 
changes in the Constitution, the question before us 
therefore, is whether we are prepared to have a fresh 
review of the Union dominance over the States 
as reflected in the present Constitution. 

Need For A Review 

2. The basic premise of such a review snoma be 
that there is a fundamental disequilibrium in the 
Constitutional system as it has existed for the last 
35 years. It may be wrothwhile recalling that some 
of these articles reflective of the trend of Union 
dominance were smuggled in at the last moment. 
The story of Article 365 empowering the President 
to compel the States to comply with and to give 
effect to executive directions of the Union is a case 
in example. It was introduced during the last 
week of the deliberations of the Constituent Assembly 
and surprised many members, as the debates would 
reveal. _ 

It is worthwhile having a close look at some of the 
provisions of the Constitution through which the 
Instrumentality of Union dominance over the States 
has been clearly implanted leading to many distor-
tions in the system. -

3. Some Coostitutional Provisioos and Their lmpH
catioos 

Articles 1 & 3 : 

Article 1 enables Parliament and Parliamen~ alone 
to admit into the Union or establish new States on 
such terms and conditions as it thinks fit and under 
Article 3 Parliament alone is empowered to alter 
the boundaries of any State, to increase or diminish 
the area of any State or change its name or consti
tute a new territory ou• of the territories of one or 

more States. In- contrast, in the United States 
consent of the State was a pre-requisite to any pro-: 
posed change of its boundaries. No. such rights 
have been conferred on the States of Indian Union 
under o~r Constitution. They have been compelled 
to remam as panners but with limited rights. 

Article 73 defines Parliamentary authority over 
~e Co!i~urrent List and extension of Concurrent 
List, giVmg the Union considerable leverage. 

Articl~ 154 sP.,ll~ out the executive power of the 
State. bemg vested m a Governor who is a Union 
Nommee. [ 

· ·Article 100 which is the most reprehensible article 
endows the Union nominee functioning as Governor 
of the States with a power of assent and Article 
20 I enables the Governor to forward legislation 
passed by the State Assembly to the P~esident. 

Articles 148/149/150/151 make Union and Parlia
mentary · supremacy complete; they give drastic 
powers to the Union and Parliament-read alongwith 
Entry 97 .. 

. Articles 170/175 which deal with divisibl~ taxes, 
grants, and othel' assistance, are again heavily wei
ghted in favo?r of the Union and has only helped 
to create an mverted pyramid with absorption of 
revenues at Union. layers and paucity at lower layers 
of the States, leading to a system of dependence 
of the States on the Centre. · · 

Article 356 There is no other provision or article 
in the Constitution which has been so consistently 
been abused leading also to the misuse of the office 
of the Governor. It has been used through the 
instrumentality of the high office of the Governor 
.to keep opposition parties out of office but even 
to resolve the differences within the ruling.party, 
thus clearly abusing an emergency provision of 
_the Constitution for partisan ends. It would be 
worthwhile to bring some of these cases to refresh 
the memory of the Commission : 

(I) On Nov. 29, 1975, Shri H. N. Bahuguna 
resigned as the Chief Minister of U.P. a,nd 
at the Governor's recommendation, Pre
_sident's Rule was imposed on November 30, 
only to b! lifted on Jan. 12, 1976, when Shri 
N. D. Tiwari became the .Chief Minister. 
The Union Home Minister justified the action 
as "being necessary" just to sort out some 
small problems including election of the 
leader by the Congress Party. (INDIAN 
EXPRESS Dec. I, 1975). 

(2) The D.M.K. Party in Tamil Nadu was over
thrown in January, 1976 only because of 
its opposition to the declaration of State 
of Emergency. It had 184 members in an 
Assembly whose strength was 234 and whose 
term was to expire only in March, 1976. 

(3) In May 1982, Governor Shri Tapse of 
Haryana asked Shri Devi La! on May 22 
to bring his supporters to Raj Bhavan at 
10 a.m. on May 24. In a House of 90, 
Congress-I had won only 36 seats, andJ th 
Lok Dal 31, supported by B.J.P. and Cong(e) 



(4) 

with respective strength of 6 and 3, and 
alongwith independents, Mr. Devi La! had 
a clear majority. But on Sunday May 23, 
even before the deadline for Mr. Devi Lal 
to produce his supporters. was. over, the 
Governor Tapase sworn in Shri Bhajan Lal 
as the Chief Minister. 

(STATESMAN-HINDUSTAN TIMES-
May 24, 1982) 

And on May 24, majority of the M L As:--46 
in numbers-went to Raj Bhawan to reg1ster 
their protest. 

Between 1980 and 1983, Shri Sarat Chandra 
Sinha, leader of Congress(S) Party in Assam 
Assembly who had the majority support 
was repeatedly denied the right to form 
the Government. 

(5) More recent examples of Sikkim, Jammu & 
Kashmir and Andhra Pradesh needs no reit-
eration. 

Thus, through the instrumentality of the Go
vernor, this provision has been consistently misused, 
eroding into the letter and spirit of the Constitution. 

Article 365 which empowers the President to 
dismiss the State Government for not implementing 
the directions of the Centre should be suitably amen
ded to prevent its misuse. 

Regional Imbalances and Continuous Drain of 
the States 

4. The present Constitutional scheme which gives 
major initiative to the dominant Centre or Union · 
in economic sphere has only aggravated the problem 
of regional imbalances. The problem of distribution 
of powers, functions and resources between the 
Union and States needs to be reviewed afresh. It 
is to be remembered that the Union has an inherent 
advantage with the basic levers of the economic life 
of the nation within its ambit, like the currency, 
credit, monetary policies and other instruments 
under the control of the Reserve Bank of India. 
With the nationalisation of banking and insurance 
and creation of new funding agencies and financial 
institutions like the Unit Trust, I.D.B.I. and I.C.I.C.I., 
these powers were gradually enlarged in '60s and '70s. 
With firm control over foreign assistance, foreign 
exchange resources and foreign trade, its control 
over major levers of the Economy has been total 
and complete. With income and corporate taxation, 
excise and customs duties, use, regulation and dis
tribution of foreign exchange and foreign loans, 
it scaled heights of peaks of authority over the eco
nomic life and activity of the nation unparalleled 
in similar federal set ups. This has been further 
buttressed by the existence of the Planning Com
mission overseeing the national economic planning 
but with no statutory authority and a Union-oriented 
Finance Commission. All this resulted in growing 
regional imbalance and disparities and this state 
of object helplessness and total dependence among 
the States. 

Transfer of Resources and Gro"iag l'llftbtHaess 
or the States 

S. The. Story of the. transfer of ~esourcea from 
Union to States ought to be an eye-opener. Soon 
after the Constitution came into being in the 
years of 1951-1956~ transfe~ of ~esources from 
Union to States constituted 32% while by 1970-71, 
it had grown to 59%, and 1979-80, to 65% and 
in 1980-82, to 72%-all of a non-statutory cha
racter, resulting i~ an increasing dependence of 
States on the Uruon. There can be no greater 
disturbing distortion of the original Constitutional 
framework than this. Consequently, the indebted
ness of the States to the Union has been phenomenal, 
generating tensions of various types within the 
Union and the State. 

The outstanding of the States to the Centre rose 
from Rs. 239 crores in 1951-52 to 4094 crores in 
1965-66 and Rs. 5508 crores in 1968-69, and a 
phenomenal amount of Rs. 26,571 crores by· 3lse 
March, 1983. . Thus in 1983-84, the provision of 
Central loan assistance to States was Rs. 4290 
crores out of which repayment of principal and 
interest alone constituted Rs. 2963 crores. 

The system of persistent unauthorised overdrafts 
is another danger signal, inherent in the existing 
system. · 

All these call for a major review of the consti
tutional provisions as these distortions are threaten
ing the integrity and fabric of the nation itself. 

It is very important to overcome the feeling of 
dependence in the states which has crept into the 
psyche of the States. In any federal set-up the 
states or units are always given means and instru
ments of effective resource mobilisation and revenue 
raising efforts but unfortunately that is not so in 
India where the d1rect tax powers of the States are 
very limited. Even a large part of the net capital 
receipts of the States is derived from the Central 
loans and even their market loans not only need 
clearance from the Reserve Bank but are wholly 
dependent on the response of the nationalised banks 
and the Life Insurance Corporation both under 
the Union. 

The Role of Planning Commission and the 
Finance Commission 

6. Under the system of planning that we have 
adopted, we have also created a new distinction 
between Plan expenditure and non-Plan expenditure. 
While on revenue account there is a fairly clear-cut 
distinction on capital account, the difference bet
ween Plan and non-Plan expenditure is gradually 
changing, while the plan exrenditure is looked 
into by the Planning Commission, the Finance 
Commission looks after non-plan expenditure. 
At. the end of each plan, substantial part of revenue 
expenditure on Plan account turns into committed 
non-plan expenditure. ·Grants under Article 27S 

· based on the recommendations of the Finance 
Commission can at ·best only enable the States 
to cover the deficit at the existing levels of economic 
and social &ervices, whil.e they will have no surplus 

· from existing source to cover ·additional services 



whatever be their need or urgency. Thus, poorer 
S~tcs like U.~. and Bihar have been at a great 
~1sadvantage w1th low level of public services. n 
ts true that successive Finance Commissions have 
been looking into this problem but unless there is 
a basic Statute change, it will always be dependent 
on the whims of those who constitute the Finance 
Commission. In this context it is interesting to 
examine the role of Planning Commission and the 
Finance Commissions. The Planning Commission 
which is conceived as a national planning body 
has steadily turned into an appendage of the Union 
Government and has failed to play its historic role 
in a subcontinental nation like India. It is essential 
to give it a Constitutional status to this body and 
put it under the National Development Council 
and make it a nodal agency between Centre and 
States. . 

The Structure of the Finance Commission should 
be looked into and it must be statutorily incumbent 
on the President to consult the States on the com· 
position and 11erms 'of reference of the commission 
and its staff should be recruited from different 
Stares and the Commission should not be dependent 
on the Centre, for its funds. or Secretariat. 

Attack on the Powers of the States 

7. In the economic sphere there are certain other 
issues which should come up for an immediate 
review. Since the passage of Companies (Deve
lopment & Regulation) Act of 1951, list of industries 
to be regulated by the Centre have been so mani· 
pulated that 90% of industries are now with the 
Centre, even industries like gum, match sticks, 
cutlery, household electrical appliances, soaps 
and toilet requisites, hurricane lanterns and bicycles 
and even agricultural implements-all articles of 
daily use and essentially catering to the huge rural 
population and markets-have been taken away 
by the Centre. This made late Prof. D. R. Gadgil, 
a pioneering economist and once the Deputy Chair· 
man of the Planning Commission to observe : 

"Such strangehold of activities by the Centre 
and its agencies and officials make any real 
progress impossible". 

Other Unhealthy Trends 

8. Manipulations and sabotage of even the exis
ting provisions of the Constitution continue to 
threaten healthy evolution of Union-State relations. 
It has become a common practice of the Union 
now to raise the administered prices of commodi· 
ties like petroleum products, coal, iron & steel 
and aluminium. Instead of adjusting the rates 
of excise duties, whcih should have resulted in a 
proportionate share going to the states, the entire 
accruals from these revenue raising exercises have 
gone to the Central agencies and the States deprived 
of thousands of crores of rupees on account of 
these unethical and arbitrary practices. For ex
ample, in 1982-83 alone, the Centre covered Rs. 
6500 crores (now it is more than 8000 crores) by 
raising administered prices with no share for the 
States. If it was an adjustment of excise duties, 
at least Rs. 2600 crores would have been accrued 
to the States. This is true of raising of market 
loans also. 
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Other Distordoos 

9. There have been increaring interference even 
in the legitimate areas meant for States exclusively. 
The Constitution conceived law and order as a 
State subject but from a small beginning with tho 
Central Reserve Police Force numerous police 
forces have sprung up which go beyond even their 
own respective sphere of permissible activity and 
these paramilitary forces have been impinging 
on the area which the Constitution-makers them· 
selves had left entirely to the states and their ex· 
penditure has been mounting, even the Public 
Accounts Committee of Parliament, in their !31st 
Report (1973-74) has remarked : 

"The Committee are very much concerned with 
large-scale and continuous increase in unpro
ductive expenditure of these agencies, fromt 
Rs. 3 crores in 1950-51 to Rs. 48.27 crores in 
1966-67, to Rs. 130.91 crores in 1972-73 and 
Rs. 156.42 crores in 1974-75, an increase of 
52 times in 24 years. This is by any standard 
an alarming increase ••. , . . . . "The Committee 
feel that expenditure ·on police organisation has 
been increasing at such a rapid rate that it calls 
for an immedialle review by an independent high· 
powered commission". 

No such review was undertaken and presently 
the expenditure on these law enforcement agencies 
is nearing 800 to 900 crores a year. To cap it all 
a new department of "Law and Order" and 'States' 
have been added to the Union Home Ministry 
in a highly arbitrary and un-constitutional manner 
recently. 

Thus, it would be seen that while States are left 
with unelastic sources of revenue, the expenditure 
of the Centre is mounting even on items demarcated 
exclusively for the States under the existing Con· 
stitutional framework and provisions. 

Need for A Review 

10. Thus, the present situation calls for a review 
of the major determinants of the institutions, issues 
and policies which had led to the present situation. 

Such a review should cover implications of the 
Constitutional provisions like-

(a) Appointment and powers of Governors ; 

(b) Experience with emergency provisions and 
with President's Rule in the States and the 
practice of Presidential assent for Bills passed 
by State Assemblies. 

(c) The role and structure of All-India services 
and Central Police forces and an exhaustive 
review of the Union-State relations and the 
Concurrent List and the residuary powers. 

(d) I.a the economic sphere, such a review should 
go into the role of the Planning Commission 
and Finance Commission, fiscal transfers 
and divisible pool of taxes and plan assis· 
tance under Articles 282/275 and the way 
the lever of administered prices have been 
used to rise reasources and deprive States 
of its legitimate resources. 



(e) The role of the National Development Council 
as an important adjunct of policy- making 
has to _be further explored. 

(f) The role of deficit financing and financili.l 
institutions and domestic and external bqr· 
rowings have to be reviewed and a natio!lal 
borrowing authority based on the Australtan 
Laon Council set up. · 

(g) The question of foreign exchange budgeting 
within the overall. control of the Reserye 
Bank and the States' rights to negotiate 
and obtain foreign loans, have to be at 
length. 

(h) The Administrative Reforms Commission's 
Report had inadequately dealt with setting 
up of inter-State Council under Article ;163. 
This needs to be fm ther explored . in the 
context of recent changes in the body politic. 
Those powers may extend even to disputes 
between the States and an amendmen~ to 
the constitution. is .called for. 

Radio and Television 

-- II. Another major· area of considerable impor
tance is the role of radio" and television, presently 
under .total Central control. In the context of 
the texture of our nationhood and polity, it is im
perative that States should have a voice in the evolu
tion of the media policy and in its overall control; 
even in an autonomous set-up. 

To sum up, major changes as we have outlined 
above, are called for in many articles of -the Con
stitution. 

We hope the Commission would address itself 
to this historic task at this crucial juncture of our 
national existence. 

INDIAN NATIONAL CONGRESS (SOCIALIST) 
State Unit-Kerala _ 

MEMORANDUM 
r. Introductory 

I. Indian Constitution is federal in form. It 
was never intended as unitary. Indian Constitution 
contemplates a "Union of States" and the Union 
Govt. is the Govt. at the apex ofthe Federal Polity, 
while the States form the base. · 

The Union Govt. and the State Govts. simul
taneously exist and have sway over every inch 
of Indian territory. Both are independent res
ponsible institutions created under the Constitution. 
Since India is a large and heterogenous country 
there is need for substantial decentralisation, te;ri· 
torial as well as functional, of powers and functions 
in the interest of efficiency an1 eqclity. Suit~ble pro· 
vision can be had for effectice control during times 
of external emergency, while Inter-State Councils 
envisaged under Art. 263 will help better co-ordina
tion between the States. The provision enabling 
the President to assume emergency powers on the 
assumption of failure of Constitution in the States 
under Art. 356 is against the federal spirit and has 
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to be deleted. For the suecessful working -of Our 
federal system we require more than anything .else 
a federal spirit which is a firm determination · to 
maintain both diversity .and unity by way of con
tinuous process of mutual adaptation. There has 
to be an ideal compromise between centrifugal and 
centripetal forces. National Unity has to be pre
served, political stability preserved, economic growth 
and defence capability achi~ved and social jNstice 
brought about. For a proper realisation of these 
objectives we have to uphold the federal spirit. 

II. Legislative Relations 

List III of the seventh Schedule actually includes 
items which ought to have been included in list II. 
The autonomy of the States has dwindled consi
derably as the centre has made in-roads into the 
legislative powers of the States. There has been 
over the years encroachment in a substantive measure 
on the legislative autonomy of the States under 
cover of "national interest" or "public interest''. 
Many items have been shifted from the State list 
to the concurrent list. The States have been lowered 
to the level of glorified municipalities. This trend 
needs to be corrected. ' 

3. It should be. made obligatory on the Union 
Govt. to obtain the concurrence of the State 
Government in matters of legislation on items 
included in the concurrent list. 

4. Item 97 of list I is to be shifted to list II. It 
is only reasonable and in conformity with the 
federal spirit envisaged in a federal constitution that 
the residuary power rests with the States. 

IlL Role of the Governor 

5. The institution of Governor~ has been a subject 
of controversy. The Governors behave more 
as agents of the Union Government serving partisan 

. ends than functioning independently and impar· 
tially as "Head of State". 

Articles 200 and 201 which give the Governor 
power to withhold assent · to bills passed by the 
legislature or to reserve them for the consideration 
of the President do not agree with the democratic 
and federal spirit and that power has to be deleted. 

TV. Administrative Relations 

6. When a no confidence motion has been adopted 
by the Assembly against the Chief Minister it shall 
be obligatory on the Governor to give the opposi· 
tion a chance· to present the next Chief Minister, 
who will seek the confidence of the House on the 
same day and the Governor shall not dissolve the 
Assembly before giving the opposition such an 
opportunity. 

7. Central intervention under Art. 355 against 
internal disturbance is improper. The Union Gov
ernment may locate and use its Central Reserve 
Police and other armed forces in aid of civil power 
in any State only on request by the State Govern· 
ment and not suo-motu as suggested by the Admi
nistrative Reforms Commission. 



~-. ~roadcasting and television (Entry 31 List I) 
facilities should be shared on an equitable ba · 
between the Union and the States. SIS 

9. Establishment of Inter-State Councils under 
Art. 263 will help better co-ordination between 
th_e States: They have to be on a permanent basis 
With an mdependent secretariat. 

V. Financial Relations 

10. The scheme of devolution of the revenue-gap 
between the resources and the fiscal needs of the 
States to discharge their responsibilities by sharing 
pro~eeds of Central taxes and duties and by _grants
m-aid from the Umon has not worked satisfactorily. 
It has only ~on~ havoc to the interests of the States. 
The grant~-m-a1d portion has not been adequate. 
The States share of the Central taxes has to be 
raised to 75%. 

. I I. Tl~ere has to be a pattern for mandatory 
d1s~nbut10n of sche1_11es. and aids meant to provide 
social and economic JUStice and equality. Non
plan expenditure incurred by the States on account 
of welfare programmes have to be aided substantially 
by the Union. 

12. There shall not be any encroachment on the 
taxation power of the States. Transfer of resources 
by transferring items from the State list has to be 
avoided. More items are to be transferred to list 
II (State list). More central taxes have to be brought 
to the shareable pool. Financial resources other 
than tax revenues also are to be brought to the 
shareable pool. 

13. The Finance Commission must be a perma
nent body dealing with all financial transfers (Plan 
and non-plan) on an assessment of capital and re
venue resources. The Planning Commission's role 
has to ?e limited to functioning as an agency for 
?verall. mvestment, _plannin,g_ a~d decision making 
m the mterest of ratiOnal utilisatiOn of scarce capital 
resources. 

14. The yield from schemes like the Special Bearer 
Bonds Scheme and the revenue accruing from rais
ing administered price items like petroleum, coal 
etc. should be brought within the divisible pool 
of resources. 

15. The Centre must not charge from the States 
higher rate of interest than what it pays to the foreign 
lender. The Centre shall not play the role of an 
usurer in its relationship with the States. 

16. The Union has to ascertain the views of the 
State Governments and give them due consideration 
before moving a Bill to levy or very the rate-structure 
or abolish any of the duties and taxes enumerated 
in Articles 268 and 269. 

17. While dealing with natural calamities the 
States have to be adequately assisted by the Centre. 
All calamities such as drought, s-ea-erosion, cyclone, 
floods etc. have to be treated as natural calamities 
requiring immediate central assistance. 

89-288{81 
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VI. Economic and Social Planning 

18. Planning Com~ission should be a statutory 
advisory body of specmhsts and it must not usurp 
powe~s of the National Development Council. 
Plan~mg has to be de-centralised. The present. 
practice of havmg centralised Planning have lo
wered the role of. the States reducing their status 
to that of local bodies. The States have to formulate 
their plans ~Iccording to their requirement as per 
the norms fixed by the Planning Commission and 
the National Development Council must act as an 
agency for national co-ordination. 

19. The Planning Commission should not he a 
department of the Central Government but should 
be an autonomous body under the National Deve
lopment Council. for overseeing Planning, invest
ment and decision-making at the national level. 

20. Federalism and . Democracy being the two 
mam strer ms of lndmn political evolution, no 
attempt should be made to belittle the status and 
auhonty of the constituent units. The overseein~ 
role of the Centre is incompatible with the tradi: 
tiona! ideals of federalism. The strength and 
stability of the States give strength to the a pel\ of 
the Federal Pyramid viz., the Centre. 

JANATA PARTY 

MEMORANDUM 

I. Introduction 

The unity of India is the unity of a land of diversity. 
The democratic Constitution of our country has 
therefore to be in essence a federal Constitution. How
ever, in the historical circumstances that prevailed 
at the time of the birth of independent India, some 
unitary features were considered essential to preserve 
the unity of the country. More than three decades 
have elapsed since the Constitution came into force. 
The experiences of these years have enabled us to sec 
the strength and the weaknesses of the Constitution. 
They have revealed the loopholes and the short-comings 
that can result in the subversion or erosion of some 
of the basic values and concepts of our Constitution 
including democracy, federalism and decentralisation. 
It has therefore become imperative to have a second 
look at the Constitution to take corrective action 
through Constitutional amendments and conventions. 
These amendments should strengthen the federal 
character of the Constitution with emphasis on de
volution of political and financial powers not only 
from the Centre to the States, but further down to the 
Panchayats as well. The edifice of a strong Centre can 
he raised only on the firm foundations of stron~ 
States. 

JI. Legislative Relations 

Some of the existing provisions in the Constitution 
tend themselves to be used either by the executive at 
the Centre or by Parliament to make inroads into 
the legislative powers that the Constitution has 
assilmed to the States. Thus, we have seen that some 
of the powers enjoyed in theory by the States become 



(e) The role of ihe National Development Council 
as an important adjunct of policy· making 
has · to . be furth~r explored. . 

(f) The role of deficit financing and financiaJ 
instil utions and domestic and external bqr
rowings have to be reviewed and a natio!lal 
borrowing authority based on the Australian 
Laon Council set up. · 

(g) The question of foreign exchange budgeting 
within the overall. control of the Reserye 
Bank and the States' rights to negotiate 
and obtain foreign loans, have to be at 
length. 

(h) The Administrative Reforms Commission's 
Report had inadequately dealt with setting 
up of inter-State Council under Article 263. 
This. needs to be fu1 ther explored in the 
context of rc-cent changes in the body politic. 
Those powers may extend even to disputes 
between the States and an amendment to 
the constitution. is .called for. 

Radio and Television 

·· ·- II. Another major· area of considerable impor
tance is the role of radio' and television, presently 
under .total Central control. In the context of 
the texture of our nationhood and polity, it is im
perative that States should have a voice in the evolu
tion of the media policy and in its overall control; 
even in an autonomous set-up. 

To sum up, major changes as we have outlined 
above, are called for in many articles of . the Con
stitution. 

We hope the Commission would address itself 
to this historic task at this crucial juncture of our 
national existence. 

INDIAI"' NATIONAL CONGRESS (SOCIALIS1) 
State Unit-Kerala . 

MEMORANDUM 

I. Introductory 

I. Indian Constitution is federal in form. It 
was never intended as unitary. Indian Constitution 
contemplates a "Union of States" and the Union 
Govt. is the Govt. at the aptx of the Federal Polity, 
while the States form the base. · · 

The Union Govt. and the State Govts. simul
taneously exist and have sway over every inch 
of Indian territory. Both are independent res
ponsible institutions created under the Constitution. 
Since India is a large and heterogenous country 
there is need for substantial decentralisation, te<ri
torial as well as functional, of powers and functions 
in the interest of efficiency an:! eq:Iity. Suitable pro
vision can be had for effectice control during times 
of external emergency, while Inter-State Councils 
envisaged under Art. 263 will help better co-ordina
tion between the States. The provision enabling 
the President to assume emergency powers on the 
assumption of failure of Constitution in the States 
under Art. 356 is against the federal spirit and has 
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to be deleted. For the successful working of. our 
federal system we require more than an~thi':lg .else 
a federal spirit which is a firm determmat10n · to 
maintain both diversity and unity by way of con
tinuous process of mut~al adaptation .. !here has 
to be an ideal compromise between centrifugal and 
centripetal forces. National Unity has t~ be pre
served, political stability preserved, economic growth 
and defence capability achi~ved and social justice 
brought about. For a proper realisation of t~e~ 
objectives we have to uphold the federal spmt. 

II. Legislative Relations 

List lll of the seventh Schedule actually includes 
items which ought to have been included in list II. 
The autonomy of the States has dwindled consi
derably as the centre has made in-roads into the 
legislative powers of the States. There has been 
over the years encroachment in a substantive measure 
on the legislative autonomy of the States under 

·cover of "national interest" or "public interest''. 
Many items have been shifted from the. State list 
to the concurrent list. The States have been lowered 
to the level of glorified municipalities. This trend 
needs to be corrected. · 

3. It should be. made obligatory on the Union 
Govt. to obtain the concurrence of the State 
Government in matters of legislation on items 
included in the concurrent list. 

4. Item 97 of list I is to be shifted to list II. It 
·is only reasonable and in conformity with the 
federal spirit envisaged in a federal constitution that 
the residuary power rests with the States. 

III. Role of the Governor 

5. The institution of Governor~ has been a subject 
of controversy. The Governors behave more 
as agents of the Union Government serving partisan 

. ends than functioning independently and impar
tially as "Head of State". 

Articles 200 and 201 which give the Governor 
power to withhold assent ·to bills passed by the 
legislature or to reserve them for the consideration 
of the President do not agree with the democratic 
and federal spirit and that power has to be deleted. 

IV. Administrative Relations 

6. When a no confidence motion has been adopted 
by the Assembly against the Chief Minister it shall 
be obligatory on the Governor to give the opposi
tion a chance to present the next Chief Minister, 
who will seek the confidence of the House on the 
same day and the Governor shall not dissolve the 
Assembly before giving the opposition such an 
opportunity. 

7. Central intervention under Art. 355 against 
internal disturbance is improper. The Union Gov· 
emment may locate and use its Central Reserve 
Police and other armed forces in aid of civil power 
in any State only on request by the State Govern
ment and not suo-motu as suggested by the Admi
nistrative Reforma Commission. 



~·. ~roadcasting and television (Entry 31 List I) 
facilities should. be shared on an equitable basis 
between the Umon and the States. 

9. Establishment of Inter-State Councils under 
Art. 263 Will help better co-ordination between 
t~e States: They have to be on a permanent basis 
With an mdependent secretariat. 

V. Financial Relations 

10. The scheme of devolution of the revenue-gap 
between the resources and the fiscal needs of the 
States to discharge their responsibilities by sharing 
proceeds of Centra~ taxes and duties and by p-ants
m-aid from the UniOn has not worked satisfactorily. 
It has only ~on: havoc to the interests of the States. 
The grant~-m-a1d portion has not been adequate. 
The States share of the Central taxes has to be 
raised to 75%. 

. I I. Tl~ere has to be a pattern for mandatory 
d1s~nbutwn of schemes. an? aids meant to provide 
social and economic JUStice and equality. Non
plan expenditure incurred by the States on account 
of welfare programmes have to be aided substantially 
by the Union. 

12. There shall not be any encroachment on the 
taxation power of the States. Transfer of resources 
by transferring items from the State list has to be 
avoided. More items are to be transferred to list 
II (State list). More central taxes have to be brought 
to the shareable pool. Financial resources other 
than tax revenues also are to be brought to the 
shareable pool. 

13. The Finance Commission must be a perma
nent body dealing with all financial transfers (Plan 
and non-plan) on an assessment of capital and re
venue resources. The Planning Commission's role 
has to be limited to functioning as an agency for 
overall investment, planning and decision making 
in the interest of rational utilisation of scarce capital 
resources. 

14. The yield from schemes like the Special Bearer 
Bonds Scheme and the revenue accruing from rais
ing administered price items like petroleum, coal 
etc. should be brought within the divisible pool 
of resources. 

I 5. The Centre must not charge from the States 
higher rate of interest than what it pays to the foreign 
lender. The Centre shall not play the role of an 
usurer in its relationship with the States. 

16. The Union has to ascertain the views of the 
State Governments and give them due consideration 
before moving a Bill to levy or very the rate-structure 
or abolish any of the duties and taxes enumerated 
in Articles 268 and 269. 

17. While dealing with natural calamities the 
States. have to be adequately assisted by the Centre. 
All calamities such as drought, s·ea-erosion, cyclone, 
floods etc. have to be treated as natural calamities 
requiring immediate central assistance~ 
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VI. Economic and Social Planning 

18. Planning Comm_ission should be a statutory 
advisory body of specmhsts and it must not usurp 
power.s of the National Development Council. 
Plan~mg has to be de-ce~tralised. The present. 
practice of havmg centralised Planning have lo
wered the role of the States reducing their status 
to that of local bodies. The States have to formulate 
their plans according to their requirement as per 
the norms fixed by the Planning Commission and 
the National Development Council must act as an 
agency for national co-ordination. 

19. The Planning Commission should not be a 
department of the Central Government but should 
be an autonomous body under the National Deve
lopment Council. for oyerseeing Planning, invest
ment and decision-makmg at the national level. 

2.0. Federalism and Democracy being the two 
mam strec ms of Indian political evolution, no 
attempt should be made to belittle the status and 
auhority of the con.stit';lent units. The overseeing 
role of the Centre Is meompatlble with the tradi
tiOnal Ideals of federalism. The strength and 
stability of the States give strength to the apex of 
the Federal Pyramid viz., the Centre. 

JANATA PARTY 

MEMORANDUM 

I. Introduction 

The unity of India is the unity of a land of diversity. 
The democratic Constitution of our country has 
therefore to be in essence a federal Constitution. How
ever, in the historical circumstances that prevailed 
at the time of the birth of independent India, some 
unitary features were considered essential to preserve 
the unity of the country. More than three decades 
have elapsed since the Constitution came into force. 
The experiences of these years have enabled us to sec 
the strength and the weaknesses of the Constitution. 
They have revealed the loopholes and the short-comings 
that can result in the subversion or erosion of some 
of the basic values and concepts of our Constitution 
including democracy, federalism and decentralisation. 
It has therefore become imperative to have a second 
look at the Constitution to take corrective action 
through Constitutional amendments and conventions. 
These amendments should strengthen the federal 
character of the Constitution with emphasis on de
volution of political and financial powers not only 
from the Centre to the States, but further down to the 
Panchayats as well. The edifice of a strong Centre can 
be raised only on the firm foundations of strong 
States. 

II. Legislative Relations 

Some of the existing provisions in the Constitution 
lend themselves to be used either by the executive at 
the Centre or by Parliament to make inroads into 
the legislative powers that the Constitution has 
assigned to the States. Thus, we have seen that some 
of tl1e powers enjoyed in theory by the States become 



inhibited ant.! illusory in actuality. For instance, the 
provisos to articles 31 A, 31 C and 304 (b) of the 
Constitution provtde ample scope for the encroach
ment by the executive at the Centre on the legislative 

. powers of the States. These provisions must be care
fully examined and necessary amendments made m 
the· Constitution to protect the legislative powers 
of States. 

In matters concerning assent to a bill passed by 
a State Legislature or Tn reserving it for President's 
consi..Icration. provisions should be made tn . the 
Constitution to ensure that the Governor acts stnctly 
on the advice of the Council of Ministers. To prevent 
the blocking of bills for an indefinite period, there 
is need for a Constitutional amendment to prov1de 
for the completion of consideration of the bill hy the 
President within three months. 

I II. Role of the Gowrnor 

The unfortunate experience about the high Office 
of Governor has been that in several cases, this Office 
has been misused to subserve the interests of the 
ruling party at the Centre in total disregard for the 
Constitution. Keeping this in view the appointments 
of Governors are often made in a partisan way, as a 
political patronage and without any_ well-defined 
norms and guidelines. These appomtments are 
generally made without consultation with and the 
~onsent of concerned Chief Ministers. The absence 
of calibre, independence and impartiality in the 
persons appointed in this high Office are often over
looked. 

Against this background, certain Constitutional 
safeouards and conventions relating to the powers 
and"" functions of Governors are urgently called for. 

The claim for a majority in a State legislature must 
be tested on the floor of the legislature without delay 
and not in the cosy chamber of the Governor. If at 
any stage a doubt arises about the majority support 
enjoyed by the Chief Minister, he must be directed by 
the Governor to test the majority on the floor of the 
State le!!islature. The same procedure should be 
adhered io by the President of India in relation to 
testing the majority on the floor of Lok Sabha as 
well. 

If after the fall of a government, no party or a 
coalhion of parties is able to demonstrate its majority 
on the floor of the legislature, t ne Govern r must 
dissolve the Assembly, and elections must b~ leld 
at the earli~st. 

On the advice of a Chief Minister who has lost 
majority support, the Governor must not prorogue 
the State legislature or promulgate Ordinances. 

IV. Administrative Relations 

At present a number of Central agencies such as 
the Agricultural Prices Com~!ssion, Central Water 
Commission, Central Electnc1ty Authonty, Direc
tor-General of Technical Development, Monopolies 
and Restricltve Trade Practices Commission, Emplo
ve~s State Insurance Corporation, National Savings 
Organisation, Employees Provident Fund Organisation, 

698 

Bureau of Industrial Costs and Pri~s, Foo~ Cor
poration of India, etc., handle acuvtttes relatmg to 
subjects in the State and concur~ent ltsts ·of the Sev
enth Schedule of the ConstitutiOn. 

Some of these Central Organisations have been 
making inroads into the autonomy of States. This 
encroachment must be effectively prevented. 

Thouoh there is a clear Constitutional provision 
for the ~etting up of an Inter-State Council, this has 
not been done and many Inter-State disputes _and 
disputes of States with the Centre have remamed 
unsettled for a long period resulting in tenstons 
and 'bitterness. The Administrative Reforms Com
mission has also referred to this failure to benefit 
from this Constitutional provision. The Inter-State 
Council should therefore be set up without further 
delay. 

It has been claimed that article 355 of the Consti
tution permits the Union government to deploy in 
States. Central Reserve Police and other para-nulttary 
forces even suo-moto. This is highly objectionable 
and the Constitution should be suitably amended to 
provide for the concurrence of State govern_ments 
before deploying such para-m1htary for~es m the 
concerned States, since law and order 1s a State 
Subject. 

As the provisions of the 44th Constitutional amend
ment were introduced to prevent the misuse of article 
356 of the Constitution regarding President's Rule, 
these should be retained. 

The Centre's monopoly of media like television and 
Radio has been used to deny legitimate access to State 
governments and to serve the interests of the ruling 
party at the Centre. This monopoly must be ended 
by vesting the control of television and radio in auto
nomous corporations. 

V, Financial Relations 

If States suffer from inadequacy of financial reso
urces and powers, the autonomy of States faces severe 
constraints and the federal character of the Con
stitution is also jeopardised. Against this background 
the Centre-States relations on financial matters 
acquire greater significance. 

In matters of resources allocation to States, there 
cannot be a rigid demarcation between ·"Plan" and 
"non-plan", "developmental" or "non-developmental", 
"revenue" or "Capital" accounts. The problem of 
resource allocation to States must be viewed in a 
wider and a more comprehensive perspective. For 
this purpose, the following steps are c ssential 

(I) Income tax including tax on companies should 
be shared by the Centre and the States. . 

(2} The Surcharges levied for general revenue 
purposes on duties and taxes., including in
come tax, should be treated as a part of the 
divisible pool. 

(3) Auxiliary and special duties she uld be merged 
with the basic excise duty, and ·at least 60 
per cent of the net proceeds should be made 
a.vailabll) for the divisible pool. 



· (4) The grant 1to the States under article 275 of the 
Constitution should not be drawn from the 
States' share of the divisible pool. 

(5) The Railway Passenger fares tax under article 
269 of the Constitution should be reimposed. 

( o 1 A National Expenditure Commission should 
be instituted to go into the expenditures of the 
Central and State governments thoroughly 
and rationalise the basis for assessment of 
revenue surpluses for the guidance of Finance 
Commission. 

(7) To deal with the acute problems of institutional 
finance, a National Credit Council consisting 
of representatives of Central and State govern
ments at ministerial level, the Governor of 
Reserve Bank of India, the Chairman of 
NABARD, IDBI, Export-Import Bank and 
LIC should be established under the aegis of 
the National Development Council. 

(8) When the Centre resorts to the revision of 
administered prices, except when such revision 
is intended to meet the losses, the additional 
income that accrues should be included in the 
divisible pool. 

(9) The Centre must not monopolise market 
borrowing but the same facility should be 
available to the States for their projects. The 
National Debt Commission should be set up. 
It should decide the general principles to be 
observed in regard to the relative shares of the 
Central and State governments in market 
borrowing, interest differentials etc. It should 
also work out, in consultation with the Plan
ning Commission and the Reserve Bank of 
India, the conventions that should be observed 
by the Central and State governments when 
borrowing against dated securities from banks 
and other financial intermediaries. 

(10) In times of natural calamities like floods, 
Cyclones, famines etc., there are inordinate 
delays in sending Central Study Teams to 
assess the damage and recommend the quan
tum of Central assistance. Such delays should 
be avoided and adequate Central assistance 
should be available to the concerned States. 

(II) The main reason for the overdrafts that are 
run up. by the States is the lack of balance 
between their developmental responsibilities 
and the financial resources at their disposal. 
Steps should therefore be taken to correct 
this imbalance so that there may be no scope 
for discrimination between one State and 
another on political grounds in permitting 
overdrafts. 

VI. Economic and Social Planning 

The very concept of devolution of power and decen
tralisation is rendered meaningless if in the planning 
process-right from formulation of Plans upto the 
stage of implementation, there is no effective parti
cipation of the States as well as lower local bodies. 
At present, in effect, planning has remained a highly 
centralised process at the apex. 
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It is essential that the National Development Council 
hecomes the forum for discussion not only of national 
planning but of decentralised planning through 
vanous agencies indicated in the previous Section on 
'Financial Relations'. 

In dccentralised planning, it is not necessary for the 
Planning Commission to scrutinise all the details of 
the proposals by the State governments. The 
national priorities to be observed even in State Plans 
can emerge on the basis of consensus arrived at 
between the Centre and the States in the National 
Development Council. 

The finalisation of the State Plan outlays should 
allow the States to make allocations to the districts 
to facilitate district and block development planning. 
This is possible if the Planning Commission accords 
its approval of outlays only for some major sectors of 
development and leaves the rest to the States to 
determine the allocations to the districts on the basis 
of a well defined formula. 

To the extent the devolution of power from the 
Centre not only to the States but right upto the Pan
chayats as well becomes effective, the decentralised 
economic and social planning will become a reality. 

The concrete changes and steps suggested by the 
Janata Party in this Memorandum regarding States' 
legislative powers, role of Governors, administrative 
apparatus, States' financial resources and powers. 
and decentralised economic and social planning, if 
implemented effectively will make the Centre-State 
relations more harmonious with the federal spirit of 
our Constitution and in the process democracy will 
take deeper roots through the devolution and decen· 
tralisation of power. 

JANATA PARTY 

State Unit - Kerala 

MEMORANDUM 

This memorandum deals briefly with only some 
important aspects of Centre-State Relations and it is 
not an exhaustive reply to the Questionnaire issued 
by the Commission. 

General 

1.1 Our Constitution envisages India to be a Union 
of States and naturally states have as much an im
portant role as that of the Centre, if not more, in 
Indian polity. The Constitution of India as framed 
by its founding fathers is federal in character. But 
thirtyfour years of functioning of this Constitution has 
only helped to erode the rights, powers, and status of 
states. The states have now been reduced to the 
position of municipalities under the Central Govern
ment. This degradation was effected through a series 
of constitutional amendments and legislative, admini
strative and fiscal measures of the Central Govern
ment. So, the views expressed by the Rajamannar 
Committee as pointed out in Q. 1.2 of the Questionnaire 
of the Commission have to be generally endorsed. 

1.2 The hope that healthy conventions would 
maintain and strengthen the democratic and federal 



structure of the Constitution has been belied and 
hence dear and unambiguous provisions have to be 
made m the _Constitution for greater autonomy, powers 

._and financial resources for the States. Decentrali
sation of power should not stop at the State level 
and it should go down to the district and townfpan
chayat levels. For tltis, mandatory provisions should 
be incorporated in the Constitution. 

The Election Commission should be entrusted 
with. the task of ensuring periodical fair and free 
elections to the local bodies viz. Panchayats, muni
cipalities and Zilla Parishads also. 

Legislative Relations 

2. The tendency of the Centre to encroach upon 
the legislative powers of the States should be curbed. 
More subjects from the Union and Concurrent lists 
may be transferred to the State list. Residuary 
powers of legislation under article 248 and entry 97 
of the Union list, particularly in respect of taxation 
should be transferred to the State list. The powers 
g1ven to Parliament under Article 249 to legislate on 
subjects within the exclusive competence of the State 
should be straight away annulled. The suggestion 
made in Q. 2.3 of the Commission's Questionnaire 
regarding prior consultation with the State Govern
ment whenever any legislation by the Centre on a 
concurrent subject is undertaken is good. 

Role of the Governor 

3. The fow1ding fathers of the Constitution had 
envisaged a ltigh and independent position for the 
Governors. But, unfortunately no other office under 
the Constitution bas degraded itself as that of the 
Governor. In fact, the Governor has become "a 
glorified servant of the Centre". At the same time, 
the Governor has not even the security of service that 
is enjoyed by a last grade employee of the Govern
ment. The Karnataka Government's Wltite Paper 
on the Office of the Governor gives a correct picture 
of the role and status of Governor. It would be ideal, 
if the Office of the Governor is done away with. But, 
in case it is retained, the Governor shall be appointed 
with the concurrence of the State Government con
cerned. The Governor shall function only on the 
advice of the Council of Ministers of the State. The 
Governor should not have the power to withhold 
assent to any bill that has been passed by the State 
Legislature. Nor shall he has the power to reserve 
any bill for the consideration· of the President. A 
time limit of not exceeding two months should be 
fixed in the Constitution for the Governor to give his 
assent to any bill. It should be mandatory on the part 
of the Governor to invite the leader of the majority 
party or combination of parties who enjoys the sup
port of the majority of the members of the Legislative 
Assembly to form the ministry. In case there is no 
leader who can get the support of majority of the 
members of the Assembly, the leader of the single 
largest party should be invited to form the ministry, 
Any doubt regarding the majority support to the 
Chief Minister shall be tested only on the floor of the 
House. Clear-cut constitutional provisions and 
guidelines should be made in tills regard. It is in the 
choice of Chief Ministers and removal of ministeries 
that the Governors erred most and so, no discretionary 
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powers shall be left, with them in this regard. The 
practice of keeping the Assemblies under suspended 
animation should be abandoned altogether . 

Administrative Relations 

4.1 If the Union Government can be run without 
a President's Rule, there is no reason why President' sf 
Governor's rule should be resorted to in the States 
taking advantage of Article 356. This Article has 
been used most often to the political advantage of the 
party in power at the Centre. So either this Article 
should be scrapped or it may be amended in such a 
way that it could be enforced to only in the rarest 
of rare occasions and conditions. The suggestion 
made in Q. 4.5 of the Commission's Questionnaire 
of enlarging the scope of Article 356 to that existed 
under fortysecond constitution Amendment Act can 
in no way be accepted. 

4.2 Regarding Q. 4.6 it may be observed that 
L census operations carried on through State Govern

ments are satisfactory. But in the case of elections 
some changes at the top level of state election machi
nery are necessary. For example, the Chief Electoral 
Ofucer shall not be a State Government Officer. He 
shall be an independent officer appointed by and 
functioning directly under the Election Commission. 

4.3 There need not be anymore new All-India 
Services. The armed forces like C.R.P. and B.S.F. 
should not be used in states without the civil autho
rities of the State Governments asking for it. Suo
mota action by these forces or the Central Govern
ment in this regard can on no account be allowed. 

4.4 Broadcasting and Television should be included 
in the concwTent list and the States should be allowed 
to establish and run their own broadcasting and 
television institutions. 

4.5 Zonal Councils have become practically de
funct. Inter-State Council under Article 263 will 
serve its desired purpose, if only it is a permanent 
body, consisting of the Prime Minister and Chief 
Ministers having an independent secretariat. 

Financial Relations 

5.1 The observation of the A.R.C. study team that 
outstanding feature of financial relationship between 
the Centre and States "is that the former is always the 
giver and the latter is th~ Receiver" is quite correct. 
Further, the Centre also insists on the dictum "that the 
Receiver cannot be the chooser. Devolution of finan
cial resources through the mechanism of the Finance 
Commission and the Planning Commission has only 
worked to the disadvantage of the States and to 
maintain and increase the disparities between the 
States. 

The richer states have grown richer while the 
poorer states remain poor even after 34 years of the 
working of the Constitution. Transfer of a few 
more elastic taxation heads to the State List will 
help the states to improve their condition. Similarly 
more central taxes such as Corporation tax, Customs 
duty etc. and also financial resources other than 
tax-revenues of the Union should be under the divisible 



pool. Surcharges on Union taxes and duties should 
be abolished. The divisible pool of Central taxes 
may be_ ratsed. The su.ggestion that 75% of taxes 
and duties _collected by the Cen~re should be brought 
under the dtvtstble pool may be favourably considered. 

5.2 Liberal Central grants may be given to the 
state.s whtch are economically backward so that 

, spectal schemes for their economic uplift to the level 
01 the ncher states could be implemented. The sug
gestiOn. 111 Q. 5.6 can be accepted. When natura 
calamtties such as drought, flood, earthquake etc. 
occur the Centre should rush adequate financial aid 
to t~e Stat~s. Very often the Centre moves slowly 
and m a stmgy manner. The failure of the Central 
Government to appreciate the extent of loss to the 
cash crops in K~rala on account of the unprecedented 
drought m 1983 ts an example of this sort of attitude. 

5.3 The Centre as well as the States are not ex
ploiting adequately their sources of revenue The 
public sector undertakings both under the Central 
and State Governments are not yielding adequate 
returns _ on the capital investment. The loop-holes 
111 taxation laws and procedures should be plugged 
and the collection machinery should be geared up to 
make maximum collectton under the law. Political 
interference in tax collection also should be avoided. 
Managerial inefficiency, wasteful expenditure and 
corruption are some of the reasons for the poor per
formance of public sector undertakings. Persons 
of very low qualifications, experience and efficiency 
are. appomted at key positions of public sector under
takmg purely on political considerations. And, they 
not only mismanage the affairs of the undertakings 
but also indulge in all sorts of waste, luxury and 
corruption with immunity because of their political 
connections. This type of functioning has to be put 
a stop to. 

Industries 

6.1 In the Industries sector also there has been too 
much of centralisation. There is no justification in 
bringing industries like production of gum, matches, 
soaps, foot wear etc, under the Central Sector (ref : 
Q. 7 .I of the Questionnaire). In fact goods which 
can be produced in the small-scale and village indu
stries sectors like the ones mentioned above shall be 
reserved for these sectors and they may be totally 
excluded from the large industry sector. Necessary 
legislation may be enacted to ensure this safeguards 
to the small & Village industries. 

6.2 Development of industrially backward states 
and. regions should be one of the major consideration 
while Central Government makes investments in 
industries. Unfortunately this has not been the case 
in the past. Kerala is a glaring example of an indus
trially backward state being neglected in the field 
of Central Sector Industries. Statutory and admini
strative steps should be resorted to ensure special 
central investment in industrially backward states 
and regions. 

Conclusion 

Now that our Nation has declared its o~jective to 
be a sovereign Socialtst Secular Democratic Republic 
many more constitutional changes, enactments and 
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administrative measures are required to achieve this 
end. These are particularly required for Socio
economtc transformation. For example, Right to 
work has got to be included as one of the fundamental 
rights and all citizens of India should be ensured of 
remunerative work. While matters of Central-Stale 
.Relations are considered, it may be noted that this 
ts only part of the overall changes that arc required. 

LOKDAL 

MEMORANDUM 

Introductory 

This is an admitted proposition that the Consti
tution of India is not unitary and that it is federal. 
In evolving federation, one need not go by the defini
tion of that ~erm in. political science. Strictly speaking 
from that pomt of vtew no Government in any country 
adopting federal.principles is truly federal. All depends 
upon htstoncal development preceding the formati0n 
of the Government. 

Our Country is geographically a big country and 
has got the second largest population in the world. 
In this context, it is not possible to have a unitary 
form of Government, and federation is a •must' for 
administrative purposes. 

The principle of federalism has to be adapted in a 
manner so as to suit the genesis of the people. While 
we have re-organised states on linguistic and cultural 
background still the unity of the country has to be 
maintained. In other words, •unity in the midst of 
diversity' is our moto. 

At the same time one should not go by phrases. 
It is true that the Centre should be strong but should 
it be or can it be at the cost of its constituents ? Centre 
can be strong even when States are strong. As a 
matter of fact, like biological process, Centre can be 
strong only when States are strong. If the States are 
dependencees of the Centre, they will have no real 
initiative for development. So, the constitutional 
relationship between the Centre and the States should 
be such that while the Centre should remain strong 
enough not only to meet any foreign aggression, it 
should also have powers to curb fissiparous and 
secessionist tendencies in any State or its part. At 
the same time the States should have freedom and 
resources enough to develop. Mere dincrent political 
ideologies in the Governments of States and the 
Centre should not be regarded as a sign of fi~siparous 
or secessionist tendencies. 

The history of the Central Government in the past 
36 years of the enforcement of our Constitution has 
shown that decisive central intervention has taken 
place more because of differing political ideologies 
in the Central and State Governments rather than for 
checking any disruptionist trends in the States .. It 
is that misuse that has to be checked, wlule mamtam
ing the essential features of Indian Federalism. 

The most important requirement of Federal Con
stitution is that distribution of the legislative power 
between the Centre and the States. The Centre 
and the States should be independent of each other 



in their respective spheres. Both the Centre and the 
States derive their powers from the same source, 
i e .• the Constitution. 

The well-known authority on constitutional law, 
1\lr. K. C. Whcare, defines the Federal Principal as 
"the method of dividing powers so that the general 
and regional Governments are each within a sphere, 
co-ordinate and independent". 

The subject of Centre-State relations has now ac
quired vital importance and. has become c~uci~l ~o 
the preservation of umty and mtegnty of India Withm 
the framework of Constitution. For the. last two 
decades, the States were making demands for greater 
powers for making 'States autonomy' real meaning
ful, purpo~eful and effective. 

Durino the British Regime also, the Government 
of India"' Act. 1935 which canie into force in 1937, 
provided certain basic _features. of Federalism. The 
Constituent Assembly m frammg the Constitution 
of India. followed. to a large extent. some of the 
basic features of that Act. Thus. the Indian Consti
tution was meant to be a federal one. But in the 
working of the Constitution, some unitary features 
have emerged dominantly as a result of one party 
rule at the Centre for long. 

The need for review of the Centre-State Relations 
has become imperative, we have gone through the 
questionnaire sent to ~s by. the Commission and. we 
are making our suggestions m respect of salient pomts 
on Centre-State relations :-

1 Inter State Council 

Article 263. It should be amended. The provi
sions should be made mandatory. The President 
must appoint such a Council at the beginning of its 
Session of the Lok Sabha. Its composition should 
also be defined. It should comprise of all Chief 
Ministers. Leaders of the Opposition in the State 
Assemblies. the Prime Minister and leader of the 
Opposition in the Lok Sabha, the leader of the house 
and the leader of the opposition in the Rajya Sabha. 
The Prime lvlinister should be its Chairman. The 
Leader of the opposition should be defined as the 
person who is the leader of the largest opposition 
party or group. 

The council must be consulted on ail steps to be 
taken by Centre against any State. It will evolve its 
own procedure for ellective functioninll and decision 
making. [!Iter alia. the Fmance Commission and the 
Planning CommisSion should be appomted on the 
advice of the Inter-State Council and they should 
be answerable to it. They should be made permanent 
hodies and should not be left on the whims of the 
Central Government. 

2. Legislative Relations 

Parliament to make laws in respect of matter speci
fically included in the State List 

(i) Article 249 :Article 249 can be invoked with the 
"id of thr rrsoiution passed hy the Council of States 
hv two-thirds rnajoiily that it ;, necessary or expe
dient that the Parliament should make laws. This is 

702 

in total violation of the baisc principles of Federa
lism. The Centre can easily invade. the jurisdiction 
of the State, if the political party. ruhng at the Centr_e 
can command two-thirds majonty Ill this council 
of States. Hence this Article should be deleted. 

(ii) Articles 200, 201 and 213 : Under Article 200, 
the Governor can reserve the bill passed by the 
Leoislature of the State for the consideration of the 
Pn~sident and the Governor shall assent to any 
bill and is bound to r. serve for the consideration of 
the President if that bill, in his opinion, if it becomes 
law derogate from the powers of the High Court 
as to endanger its position which that Co~rt by t~e 
Constitution is designed to fill. Except the bills of this 
nature the Governor should not have the discretion 
to reserve the bill for the consideration of the Presi
dent. Article 200 should be suitably amended. Under 
Article 201, time limit is prescribed for Presidential 
consideration. Any bill can be put in cold storage. 
As the President is bound to act under Article 74 on 
the advice of the Council of Ministers and since 
he has no options at all the legislative power of the 
State can be easily interfered with by the use of Presi
dential veto. In other words, both in theory and prac
tice the legislative process of the State Legislature 
in certain respects are subordinate to the supremacy 
and subject to political convictions or prejudices of 
the Union Executive. Most Governors own their 
loyalites to the party at the Centre as most of them 
are party men or obliged to: the party in several ~ays. 
They are always chosen mainly to watch the political 
developments or even to manipulate development 
some time. Hence it is very difficult to accept that 
the Governors act on the advice of Council of Mini
sters of the State. These bills mainly dealt with 
welfare measures which were far more progressive 
than the legislation initiated by the Central Govern
ment. When a State legislature passed a bill it need 
not be sent for the assent of the President. If there 
is any violation of Constitution, judiciary can deal 
with the matter, instead of allowing a political judg
ment or political prejudices to prevail. Hence Article 
201 should be repealed. Proviso to sub-clause (I) 
of Article 213 should also be deleted for the same 
reasons. Article 200 should be so amended as to 
delete the provision of reservation of the bill for 
consideration of the President. 

Emergency : 

(iii) If the President is satisfied that grave emergency 
exists and the security of the country or any part 
thereof is threatened by war or external aggression 
or armed rebellion, he may declare emergency by 
proclamation. While the Central Government should 
have the power to declare external emergency on the 
basis of armed rebellion should be totally deleted 
or if it is considered necessary to retain it, the same 
should not be declared without consulting the Inter
State Council. 

Similarly financial emergency under Article 360 
should be promulgated only after the matter is placed 
before Inter-State Council. 

Article 360 has not been invoked so far. Financial 
imtahility can be_ the result of mismanagement of 
economy the Un10n Government and in case of 
emergency the States pay the penalty 



This is an anomalous position regarding the financial 
emergency. Hence placing the proposal for financial 
emergency before the Inter-State Council is absolutely 
necessary. 

President's Rule 

(iv) Articles 356 and 357 : If the Pre~ident on the 
receipt of the Report from the Governor of the State 
or otherwise, is satisfied that the situation has arisen 
Ill the State, in which the government of the State 
c~nnot be carried on in accordance with the provis
swns of the ConstitutiOn, he can invoke Article 356 
and 357, dismiss the State Gov~rnment and even 
dtssolve the legislature (optional) and assumi.l all 
powers to himself. This only means that it is the 
Government at the Central that assumes all powers and 
IS the G~vernment that decides, whether to 'mpc,sc 
Prestd,nt s rule or not. In actual practice, the oover
no~s are told by the Home Ministry when they ;hould 
wnte the reports and how they should write the report. 
The .governors are helpless in these matters, as they 
contmuelo be governors at the pleasure of the Presi
dent (thts only means the pleasure of the Prime 
Minister). Under Article 356 as it stands even the 
gov~rnor's report is not necessary, it is only the satis
factiOn of. the Prestdent that is necessary; in other 
words, tt IS the sattsfactwn of the Prime Minister 
who heads the Council of Ministers. It is both a 
tragedy and a farce that the State Governments and 
S• ate Legislatures owe their existence to the pleasure 
of the Prime Minister and his Council of Ministers. 
It is suggested that the Inter-State Council should 
be consulted before invoking the powers under the 
aforesaid Articles of the Constitution. 

(v) Article 365 : Article 365 is no less obnoxious. 
If any State Government fails to comply with or give 
effect to any direction given in exercise of executive 
power (by the Exe.,utive), Article 365 would enable 
the President to invoke it and impose President's 
Rule. H~re again it is only the judgment of the 
political executive and not the result of determination 
by the Judiciary. Hypothetically if the directions 
given by the Central Ex~cutive are themselves obno
xious or violate rule of law, is a State Government 
still bound to carry out the directions '? Except at 
the time of war, at other times any direction issued 
should satisfy the test of public interest and a Stat~ 
Government cannot be compelled to carry out the 
directions given by the Central Executive, which 
can even be malafide sometime. This Atticle itself 
was incorporated eleven days before the Constitu
tion was finally adopted by the Constitutent Assembly. 
This is obviously an after thought. This Article 
should also be deleted. 

It may be of interest to know that historically the 
President's Rule was imposed for the first time (after 
Constitution came into force) on 21st June 1951. 
Ever since that day till today the President's Rule 
was clamped more than 70 times in 21 States, exclud
ing the Union TerritorieL In the scheme of the Con
s! itution, the Council of States and the 
President are th · custodians of the interests of the 
States. But since the President has to act on the 
advice of the Council of Ministers under Article 74, 
the President is reduced to rubber stamp, and in 
effect it is the Prime Minister and the Council of 
Ministers who tak~ decisions, 
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(.1) Finandai Relation~ 

(i) The Primary source of public income are : 

(I~ Taxes, {2) Domestic Borrowings, (3) Eco-
no~tc surpluses g~nerated by the Public sector undcr
takmgs, trade and commerce. Certain revenues are 
collected exclusively by the Central Gove: nment. 
Th~s: are transferr<d to or shared with the States. The 
Finance Commission set up under Article 2RO, ndvise 
the President in the matter in which these revcnu,·s 
should be shared. ' 

But, however, a substantial part of the financing by 
the Gov. rnment of India is done under the enablint: 
provisions of Article 275. The finance Cotnmi"ion 
has no say in this matter. The Government of India 
can play havoc with the State Governments by utitising. 
dtscrettonary grants. This has politicnl over
tones. Therefore, the National Development Council 
e~er~ y~ar should formulate genernl principles fur 
dtstnbutton of grants-m-aid and the deficits in 
the State budgets must be mnde good by the Gnwrn
mcnt of India, by distributinu tlll'sc utnnts in an 
appropriate manner. And such- deficit> 'thnt arise in 
the State budgets as a result of dcvclopmentnl pro
grammes which are part of productive wealth and 
approved by the National Development Council 
and Planning Commission should be treated as 
deficit in the Central budget of the Government of 
India. Such developmental programmes should be 
given recognition in the Constitution. The Consti
tution should be suitably amended for this purpo,c. 

(ii) Central Sales Tax : There are many defects in 
Central Sales tax Act, 1956 preventing State legisla
ture from imposing sales tax on commodities, which arc 
declared by the Central law as comm<'ditie~. of Special 
importance for inter State trade and commerce. 
The1e should be a complete review of all malle s 
relating to the fundamental issue, that is the division 
of National Financial resources between the Union 
and the State in order to maint:tin and protect th · 
federal nature of the Indian poli·y and the financial 
strength of States, finances. For examplr it may he 
mentioned that customs duty export duties and cor
poration ta!<es should be included in the divisih!t
pool. Regarding profits earned by G overnmeni of 
India on sale of commodities such as pdroleum. coal 
etc., relating to which the Government of India has 
exclusive trading rights and right to fix prices. that 
are called administered prices, the States should have 
a share and the Finance Commission can prescrihe 
the principles of sharing. 

Finance, Trade and Commerce 

(iii) According to Prof. Whearc one of the essen
tial requirements of federalism is that Union and 
State must each have under its indepcr.dcnt control 
financial resources sutlicicnt to perform its exclusive 
functions. The financial position must he adcquatL· 
as well as clastic according to the division of finan
cial resources and tax structure. The resources for 
raising funds available to the States arc pr;tctically 
inelastic and comparatively very inadcq nate. In 
the context of development plans efforts to reduce 
uneven development and disparities, the States arc 
in need of increasing resources. The Union 
Government apart from the resources available as 
per provisions of the Constitution has the facility 



of foreign aid and recourse to deficit financing. These 
two avenues are denied to the States. If the States 
hav.: to depend totally on Central Government for 
financial resources, the federal structure would end 
up a unitary State. This is the danger inherent in the 
situation. 

Corporation Tax 

(iv) Clause 6 of Article 366-Corporation Tax 
means any tax on income so far as tax is payable by 
companies. In pittance substance CorporatiOn tax 
is a tax on income but this is not included in the divi
sible pool. Thus Corporation Tax should also be 
treated on the same footing as income tax. Customs 
and export duties should also be compulsorily distri
buted between the Union and States. Tax on capital 
values of assets of individuals and companies should 
be within the divisibl~ pool. 

Article 272 should be amended to make the divi
sion compulsory. As the sharing of basic excise 
duties between the Union and States, as it stands 
today is discretionary and not mandatory. The 
additional duties and excise on goods of special 
importance (Act 19571 authorise the Parliament to 
impose certain duties and excise on specified goods 
namely wgar, tobacco, cotton fabrics, rayon, artifi
cial fabrics and woollen fabrics produced or manu
factured in India and these goods were declared to be 
of special importance in inter-state trade and com
merce for the purpose of Central Sales Tax Act, 1956. 
While it is true that the Government of India has 
assigned these additional duties to the States, the 
rider in the Act that the State would preclude from 
g~tting any part of the proo.:eeds of. th~ additional 
duties from the Government of IndJa tf any State 
imposes a tax on the sale of these goods. This rider 
pre\ents the States to impose sales tax on a number 
of commodities or they should Jo,e the bene!lt oi 
additirnai duties of excise. 

U11cler statu•ory d~v.:~l•,•hn of reso•trccs. not less 
than SO% of tax revenues of !hP C~ntr;,l Government 
should be transferred to the States. The surcharge 
on excise duties should also be shared. 

Grants 

(v) There are two types of grants (a) grants-in-aid 
which are statutory grants under Articles 273 and 
275 (b) non statutory or discretionary grants. 

Article 282 empowers the Union of States to make 
any grant for any purpose when it falls outside the 
area of legislative authority. All grants for Plan 
schemes to considerable extent are discretionary 
under Article 282. These discretionary grants have 
overwhelmingly outstripped the statutory grants 
recommended by the Finance Commission and they 
have reduced the position of the States to that of 
~upplicants for Central assistance. Discretionary 
!'rant., will today range between 71.3% to 88%. 
The,;e discretionary grants naturally fluctuate de
pending upon the Centre's financial position. There
fore, the position of the State becomes nebulous 
and since dependence on the Central becomes more 
pronounced in a federal structure while different 
parties may come to power in different States, it 
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would be better that an independent b~dy like th, 
Finance Commissic n lays <' ow.1 the pnnciple. eve1 
with rL•ga 1d to the discrelionary gr3nts withcu 
allowing discretic nay gr~ nts to b.: used fo 
political manipu!Htions. 

Inter-State Trade and Intra Stnte Trade 

(vi) Article 302 empowers the Parliament to impost 
restrictions on trade and commerce not only relatin~ 
to ·inter-State trade but also intra-State trade i11 
public interest. There is no . P?int in empowering 
Parliament to impose restnctwns on mtra-State 
trade. It is an exclusive sphere of the State. Trade 
and commerce are in Entry No. 26 of the State list 
out it is subject to Entry No. 33 of the concurrent 
list. Entry No.33 of the Concurrent list is as follows-

"Trade and commerce, in and the production, 
supply and distribution of : 

(a) The products in any industry where the control 
of such industry by the Union is declared by 
Parliament by law to be expedient in the public 
interest, and imported goods of the same 
kind as such products; 

(b) Foodstuffs, including edible oilseeds and oils; 

(c) Cattle fooder, including oilcakes and other 
concentrates; and 

(d) Raw cotton, whether ginned or unginned, and 
cotton seed; and 

(e) Raw jute". 

While there may be force in the contention that 
production, supply and distribution of certain pro
ducts of an industry which may be of vital interest 
connected with a defence or integrated planning, 
it is not necessary to su b,iect the power of the State 
legislatures to that of Parliament relating to trade 
and commerce. Therefore, Entry No.33 of the Con
current list will have to be suitably modified. 

Clause (b) of Article 304 uses the expression 
'reasonable, restrictions' relating to the power of 
the legislature of a State whereas Article 302 use only 
the expresssion 'restriction. (without being qualified 
by the word 'reasonable'. In article 302 restriction 
must be qualified by the word 'reasonable'. 

Under Article 302 no bill or amendment for the 
purpose of imposing reasonable restrictions on the 
freedom of trade and commerce by the legislature 
can be introduced without the previous sanction of 
the President. Such previous sanction may be neces
sary in relation to inter-state trade but it would not 
be necessary when the State legislature has to deal 
with intra-State trade. If the restrictions imposed by 
the State legislature are not reasonable and not in 
public interest the High Court or the Supreme Court 
are empowered to strike down the law. The previous 
sanction of the President cannot render invalid law 
valid. Hence the proviso to Article 304 should be 
omitted. 

Article 307 contemplates the appointment of an 
authority for carrying out the purposes of Articles 
301, 302, 303 and 304. It is similar to inter-State 



Commission in the U.S.A. It would be desirable to 
appoint such a commission to deal with such cases 
in the course of inter-State trade rather than leaving 
it to the political executive of the Centre. 

(4) Para Military Forces 

Under Article 355, it is the duty of the Union to 
protect every State against external aggression and 
internal disturbances. 1he Administrative Reforms 
Commission is of the view : 

"Under Article 355 of the Centre is entitled to send 
or station the units of the CRP in States without 
consulting the State Government or even contrary 
to their express wishes". 

ilxcept in case of external aggression against the 
state without the express request or the consent of the 
State Government para military forces of the Central 
Government should not be sent or statioi!ed in any 
State. Hence, Article 355 should be amended so as 
to make it abundantly clear that the Centre shall not 
interfere in the States without the express request 
from them. Even when the para military forces of 
the Centre like CRP are sent or stationed in a State 
at the express request or the consent of the State 
Government as along as they are there they must 
function and operate under the discipline and control 
imposed by the State Government and the State 
Government should have the power to deal with the 
violations of law except the service conditions. 

(5):IAs and IPS 

All India Services like lAS and IPS officers are 
posted in the States bl)t they remain under the super
vision and disciplinary control of the Central Gov
ernment. It is forcibly contended that when different 
political parties come to power in States and the 
Centre, the Central Government attempts to use the 
lAS and IPS officers and advice them to non-co
operative and some time to subvert State Governments 
and bring these Governments to disrepute. While 
there is considerable truth regarding the attempts 
made by the ruling party at the Centre to use these 
officers and also that some of them succumb to the 
pressures and temptations, all officers cannot be 
treated to belong to the same category, some of them 
He persons of conviction, high integrity and charac
ter. But for some such officers belonging to lAS 
and IPS there would not have been even a semblance 
of administration in States like Bihar. Hence a 
balance must be struck regarding their position in 
States Administration~ It is undoubtedly true they 
must remain under the supervision and disciplinary 
control of the State Government primarily but they 
must haven f, sonable protection from harassment and 
insecurity from some unscrupulous political heads 
of the Government and various ministries. There are 
good governments and there are not a few bad govern
ments too. Hence while these officers must be pri
marily under the control of the State Government, 
the Administrative Tribunals should protect them 
against victimisation. 

(6) Judiciary 

In a federal structure created by the Constitution 
providing for distribution of powers between the 
Central Executhe and the Parliament on one hand 
and State Legislatures and State Executives on the 
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other the Supreme Court has to act not merely as the 
interpreter and the guardian of the Constitution but 
also as a tribunal for the determination of disputes 
between the States and the Union and among the 
States. Under the Constitution Supreme Court is vested 
with jurisdiction to deal with these matters under 
Article 131. With the multiplicity of political parties 
coming to power the judiciary has a vital role in 
maintaining tht stability of the federal structure. 
Hence no political party should be suspected or 
taking advantage in the appointment of Judges. 

Under Article 124 every Judge of the Supreme 
Court is appointed by the President after consulta
tions with such Judges of the Supreme court and High 
courts in the States as the President may de• m neces
sary and in the case of appointment of Judges other 
than the Chief Justice, the President is bound to con
sult the Chief Justice of India. The President under 
Article 74 is bound to act on the advice of the Council 
of Ministers. He has no discretion in the matter. 
Hence the Law Ministry, the Home Ministry and the 
Prime Minister are generally concerned in the appoint· 
ment of Judges and ultimately it is the Prime Minister 
who decides. Thus the Judge's appointments are made 
by the Executive. With the multiplicity of different 
political parties coming into power in the States and 
the Centre the appointment of Judges must be above 
controversy. Therefore, it is suggested that Article 
74 should be amended suitably so that the Council 
of Ministers will not be concerned with the appoint· 
ment of Judges and they cannot render any advice 
under Article 74 and the President need not act on 
their advice in that sphere. 

We are of the view that the unanimous resolution 
of the All India Convention of Lawyers held at New 
Delhi in August, 1973 under the Chairmanship of 
late Shri M. C. Setalvad, be adopted, for the appoint· 
ments of Supreme Court and High Court Judges and 
Chief Justice. The, said convention was attended 
by eminent lawyers and jurists. The resolution of the 
convention was presented to Shri V. V. Giri, the then 
President of India. It was recommended that there 
should be a judicial committee of seven seniormost 
Judges of the Supreme Court, including the Chief 
Justice of India and similarly judicial committees of 
seven seniormost Judges in each High Court. These 
committees will make consultations among them and 
then ultimately the President of In~i.a would. act 
on the advice of the Supreme court. Judicial Committee 
and the executive will have no say in this matter. 

Regarding the transfer of High Court Judges, the 
same procedure should be followed. While transfer 
in certain cases cannot be disputed, that matter has 
to be left to the Judicial Committee of the Supreme 
Court. It is also suggested that the judges and Chief 
Justices of the High Courts and the Supreme Court 
shall not be eligible for further office (mcludmg that 
of Commission of Inquiry) under the government 
of India or under· the government of any State after 
they have ceased to hold their offices. Th1s appears 
to be the only way how the)udiciary c~n be made 
totally independent of the pohtJcal ~xecuuve and ho~ 
different political parties with ~heir socio-economic 
philosophy coming into power m the St~tes and the 
political party ruling at the Centre tre~t!ng some of 
the State Governments, with utter hostility can h~ve 
confidence in the federal system thus strengthemng 



the forces of national unity and national integration. 
There are attempts now to denigrate and to destroy 
the sacred institutions created by the Constitution. 
It is ultimately the quality, integrity and the stature 
of men who fill these posts and matters. Their 
appointment should not give scope for suspicion or 
controversy. Suitable amendment in Article 74 of 
the Constitution therefore, should be made. 

Under Article 143(1) the President can refer certam 
questions of law to the Supreme Court for their opinion. 
It has been recommended by Shri Rajmannar's Com
mittee that a provision on the lines of Article 143(1) 
may be made empowering the Governor to refer the 
question of law of public importance to the High 
Court. In a number of States in the American 
Union, it is constitutionally provided for this purpose. 
A provision may be made for such reference to the 
High Court by the State Government. 

(7) Election . Commission 

Under Article 324(2) of the Constitutio~n-, t:o:h~e-:Pi'l'r~es-:;ident 
appoints the Chief Election Commissioner and 
c,ther Election Commissioners. When any other 
Election Commissioner is appointed Chief Election 
Commissioner acts as the Chairman of the Election 
Commission. As the President is to act on the advice 
of the Council of Ministers under Article 74, in prac
tice for all purposes it is the political executive that 
appoints the Chief Election Commissioner and other 
Election Commissioner, if any. 

Sanctity of democratic processes and lconfidence 
in democratic institutions depend to a large extent on 
the independence and supremacy, strength of character 
and democratic conscience of the Chief Election 
Commissioner and other Election Commissioners, 
if any, if they act as agents of political executive of the 
ruling party at the Centre, democratic processes would 
be subverted. and democratic institutions would . be 
destroyed. · · 

In the context of political pluralism if there-·should 
be harmony between the Centre and States with 
different political parties in power, the Election 
Commission should not only be independent but also 
its conduct should be beyond suspicion. For achieving 
this purpose, the Chief Election Commissioner 
should not be appointed by the political executive. 

The judicial committee of the Supreme Court referred 
to in the preceding paragraph, should select sitting 
Judge of the Supreme Court, for the post of Chief 
Election Commissioner and sitting High Court judges 
for the posts of Election Commissioners. The Presi
dent should act on the advice of that committee for 
their appointments. Suitable amendment in Article 
74 of the Constitution should be made. 

The Election Commission should consist of at least 
three Commissioners, i .. e, the Chief Election Commis
sioner and two Election Commissioners. The Ele
ction Commissioners in consultation with the Chief 
Justice of the respective State High Court should 
appoint the Regional Election Commissioners or 
Chief Electoral Officers for every State. The Chief 
Election Commissioner and the Election Commis
sioners shall not be eligible for further office either 
under the government of India or under the govern
ment of any State after they have ceased to hold their 
respective offices. 
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(8) Appointment of Governors-Articles 154 and 155, 

'.The President should appoint a Governor on the 
advice of the Inter-State Council and not on the ad~ice 
of the Council of Ministers headed by the Pnme 
Minister. The role of the Governor under our fede
ral structure is very important. He should act as 
constitutional head of a State and not as an agent 
of the Central Government. He should have the 
same protection, as a Supreme Court j_udge in 
the matter of removal from his office. It IS neces
sary for fearless and independent working by him. 

(9) Formation and dismissal of Ministries in) State 
-Article 164 

This Article has been variably abused. The Centre 
can topple a Ministry in a State through the mecha
nisation of Governor. 

Examples of Andhra Pradesh and J & K are there for 
every one to see. It was tremendous public pressure 
and steadfastness of legislature of Andhra Pradesh 
that Government had to yield. Hence, this Article 
should be am :nded as follows :-

(i) Appointment of Chief Minister :. Omy .t~at person 
should be appointed as Chief Mm1ster who 
gets approval from the Assembly. Hence be
fore appointing a Chief Mi(l.ister, he should 
summon the Assembly within three days of 
vacancy. 

(ii) Dismissal : Only when a Chief Minister is ~voted 
out of office that he should be dismissed if he 
himself does not resign. 

1f a situation has arisen during a period when Assem
bly is no~ in session and it appears to him that the 
Chief Minister has lost confidence but the Chief 
Minister disputes it, he should call a meeting of the 
legislatures within_ 3 days to enable him to seek vote 
of confidence. 

(I 0) Radio and Television 

There is need to prevent central monopoly for media 
like television and radio which should be in the hands 
of a corporation which would work under the Inter
State Council. 

11. On the advice of the Prime Minister, who has 
lost majority support, the President must not prorogue 
the Parliament or promulgate ordinances or dissolve 
the House of People. Similarly, on the advice of the 
Chief Minister, who has lost majority support, the 
Governor should not prorogue the State Legislature 
or promulgate ordinance or dissolve the Legislative 
Assembly. 

12. Unfortunately we have not paid due1 attention 
to decentralisation of power to the local bodies i.e., 
Village Panch'lyats, the Municipal B.>ards, and town 
areas, through whom only the local problems of the 
people can be solved. No body bothers to hold 
elections of these bodies in time. They do not have 
finances and have to look to the State Governments 
for that purpose. It is therefore suggested that 
elections of all local bodies must be held after every 
five years. They should have sources of their finances 
to carry on their activities. 



707 

2. STATE .. PARTIES 

ALL INDIA FORWARD BLOC 

MEMORANDUM 

Views of the Central Committee of tl:e AU India Forward 
• BlocJ 

The questionnaire projects a fragmented approach 
and not comprehensive one, to the problem of the 
Centre-State relations as obtaining now. Further, 
the approach is more oflegal and judicial nature than 
politiC<,·historical. Th~ Constitution of a country, 
IS not only the embod1ment of legal and judicial con
ceptual niceties but reflect the corelation of the politi
co-economic and social forces at work of a particular 
time-span. Our Constitution cannot be and is not 
an exception to that. As such, the unchangibility 
of it can not be the maxim, rather changibility should 
considered an essential element in any written Consti
tution, if it is to be attuned with the changes of the 
co-relation of the socio-economic forces. We, there
fore, are of the opinion that amendments will be neces
sary in the Constitution to restructure the Centre
State relations. 

The terms of reference of the Commission framed by 
the Government seeks to put limitations on the scope 
of the study of the subject when it, mentions inter 
alia that it shall have due regard to the scheme and 
framework of the Constitution which the founding 
fathers have so sedulously designed to protect the 
independence and ensure the unity and integrity of 
the country which is of paramount importance for 
promoting the welfare of the people. 

Our party is second to none to defend the inde
pendence, unity and integrity of the country. The 
suggestions which we wiii give later on, have been 
formulated having due regard to those important 
aspects of our national duty and obligations. There 
should not be any misgiving about that. We hope 
this limitations will not in!Jibit the Commission for 
recommending suitable amendments in the Consti
tution. 

Historical Evolution of the Constitution 

2. The perception of the Constitution of Free India 
has its genesis in the long drawn peoples' struggles 
against alien British rule, which during its one and a 
half cent! ry domination, imposed a highly centralised 
administration, in their own imperial interests. The 
broad anti-Imperialist struggle for the attainment 
of national freedom, brought within its fold 
all the linguistic, cultural, ethnic and religious 
groups by projecting a Jiving image . o~ India's u~ty 
in diversities and defeated the lmpenahst mechamsa
tion of 'divide and rule'. The concept of a Consti
tution based on the principles of federalism, develop
ed during the freedom movement itself. This fe
deral concept found expression in Motilal Nehru 
Report of 1928 and other resolutions and disc~ssions 
during the forties. The most clearest perceptiOn of 
the Federal Constitution of Free India, is reflected 
in the Election Manifesto of the Indian National Con
gress of 1945, which states, :'The ~ederation ~f India 
must be a willing Union of 1ts vanous parts m order 

to give the maximum of freedom to the constitutent 
units. There may be a minimum list of the common 
and essential federal subjects which will apply to all 
units, and a further optional list of common subjects 
which may be accepted by such units as desired to du 
so." 

The political climate which obtained throughout 
the country after the transfer of power, particularly 
in the wake of the partition of the country, must have 
weighed upon the Constituent Assembly not to go 
beyond on the road to federalism what emerged as 
the present Constitution of India in 1950. To the 
great dismay of all sections of democratic opinion, 
the Constitution contains some provisions which 
are closely similar to those of 1935 Act made by the 
British Government in many respects. It is replete 
with the conceptual framework found repugnant to 
the den:ocratic opinions upheld by the leadership of 
the freedom.._movement. · 

State Autonomy eroded 

3. The Constitution that emerged after Independence, 
although described as Federal, is essentially Unitary 
in character. It invested the Centre with enormous 
powers at the expense of the autonomy of the States 
in the legislative, economic and financial as well as 
in the administrative spheres, which will be evident 
from the analysis of the entries in the VIIth Schedule 
(List 1, 2 and 3) of the Constitution. Again whatever 
federal contents remained, have been increasingly 
eroded into during the last thirtythree years, re
ducing the autonomy of the States into a mockery. 
The process of erosion of the States' rights climaxed 
during the Emergency, when the State Governments 
were robbed of all autonomy. States, in this process 
have been brought down to a mendicant status. This 
was possible because of the fact that a single party 
enjoyed power both at the Centre and all the States, 
except for a brief period, that too, only in few States. 

Now that the country has entered into the era of a 
multi-party polity, the existing arrangements bet
ween the Centre and the States, must undergo re
quisite changes in order to attune them with existing 
reality. The new arrangements must necessarily be 
based on the federal principles in the true sense of the 
term. Any move in the opposite direction will invite 
only perils. 

The State Governments run by a Party or a group 
of parties other than the party in power at the Centre 
are always under threat of Central interventions. 
Imposition of President's Rule under Artidc 356 of 
the Constitution, has been the common practice of the 
ruling party at the Centre, to re-establish its rule 
negating the peoples' verdict. There are 1111mber of 
instances of the blatant misuses of this provision. 
This Article 356 has been invoked about '/0 times to 
impose Presidential rule during the last 35 years. 
This has also been resorted to in order to solve the 
inner party squabbles within the Congu:ss at difii:rent 
points of time. 



Though the maintenance of law and order is cxclu
siYely within the State jurisdiction, the deployment 
by the Centre of the Central forces like the C.R.P., 
B.S.F., the Industrial Security Force, even without the 
consent of the State Government concerned cannot 
but be construed as deliberate erosion into the States' 
power and autonomy. This trend has reached such 
a stage, that the Union Government did not hesitate 
to declare certain areas of Tripura State as 'disturbed' 
in total disregard of the opinion of the Government 
of Tripura. Again the Centre's power to issue direc
tion to the States under Article 256 and 257 of the 
Constitution are uncalled for curbs on the States' 
autonomy and power. 

The recent refusal of the Government to initiate 
suitable legislation in the Parliament for the abolition 
of the Andhra Pradesh Legislative Council in pursuance 
of the resolution passed by the Andhra Pradesh 
Legislative Assembly in terms of the article 169 of the 
Constitution is yet another of the Centre's attempts 
at eroding the State Autonomy. 

Withholding of the President's assent for the bills 
passed by the State Legislative reduces the power of 
the democratically elected Legislative bodies of the 
States. This, sometimes, denies the opportunity and 
right of the majority party in the Legislatures to carry 
out the mandate of the electorate. 

The unusually inordinate delay in according Presi
dential assent to the West Bengal Land Reforms 
Bill, 1982, is a glaring example of killing a progressive 
legislation of States by the dubious method of delaying 
the assent or not giving the assent. This is virtually 
an extra-ordinary right of the Central Cabinet (a poli
tical body) to nullify the right of the State Legislatures 
to give effect to the election promises, if the Central 
Cabinet politically decides to do so, throwing to the 
"inds all cannons of Parliamentary democracv. 

The office of the Governor has ; been rendered sub
ordinate and subservient to the ruling party at the 
Centre. The Governors have been reduced to vir
tually the same position as that of the resident agent 
in the native states in the days of British Raj. 

Instances are there, when the Governors debased 
their high office by lending services to fulfil the parti
san objectives of the ruling party at the Centre. 

Financial Relation 

The State's resources bearing capacities are very 
limited. There is no uniform policy of distribution 
of resources from the Central Divisible pool. The 
present devolution of resources is not commensurate 
with the responsibilities to be discharged by the 
States under the Constitution. The Finance Com
mission have not been able to solve the problem of 
distribution of divisible resources between the Centre 
and States in a satisfactory manner mainly because 
of the Constitutional limitations in this respect. 
There is an increasing tendency of the Centre to raise 
periodically the prices of Steel, Petroleum products 
and other commodities resulting in the erosion of 
States' financial resources and transfer of increased 
resources from the States to the C:ntre. The present 
system of determining the prices of farm produces, 
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which does not take into account the actual cost of 
cultivation, reasonable margin of profit and risk allow
ances adds to the burdens of the States because of 
their 'increasing expenditures on subsidies and sub
ventions in this regard. 

Hamstrung with the limitations arising of the widen
ing gap between their legitimate needs an~ actu~l 
resources, the States have so long been managmg their 
finances by borrowings, overdrafts and ways and 
means assistances from the Centre. The recent res
trictions imposed by the Centre on States on the. r~
sort to 'over-drafts' in the name of financial diSCI
pline, have adversely affected the ~an, UV<rabilit~es 
of the State Governments in tackling the financial 
affairs. The reaction of the States to these restrictions 
can be gauged from the comments in the Memoran
dum submitted by the West Bengal Government 
to the Eighth Finance Commission, which runs as 
follows: 

"The interesting thing, however, is that the Govern
ment of India, themselves also need to resort to over
drafts. But they do not use the word. They simply 
issue treasury bills and draw money from the Reserve 
Bank. What is also interesting is that while we are 
made to pay interest at 13 per cent on our over-drafts, 
they pay only 4 ·6 per cent on their treasury bills". 

Incidentally, it is to be mentioned here, that the : · ~ ~ · 
stances from the World Bank, and other international 
lending institutions are passed on to the States by the 
Centre, at higher rate of interest. 

The Centre's policy adversely affects the revenues 
of the States. This is evident by another comment 
of the said Memorandum which is as follows j: 

"Popularity is courted by concessions in the:spheres 
in which revenue is to be shared with the States, 
while compensatory importa are made on other spheres. 
For example, in the budget for the year 1983-84, 
there is a concession in the income tax upto a certain 
levels. The loss on this account is entirely that of the 
States. But there is also an enhancement of surchar
ge on income-tax (from 10 to 12 ·5 per cent). The 
profit on this account is entirely that of the Govern
ment of India." 

It is to be noted that the Centre raised additional 
taxes which yield cumulatively Rs. 1430 Crores per 
annum, of which only the sum of Rs. 80 crores is 
transferable to the States. Further, it will not be 
irrelevant to mention that major sources of revenue 
such as Customs and Excise duties and Corporation 
tax are not included in the divisible pool. 

Apart from the exclusive jurisdiction of the Centre 
over almost all the major revenue sources, the bank
ing, insurance and other public financial institutions 
are under the control of the Centre. The States have 
no say in the investment pattern of them. Nor do 
they share the profits earned by them. Similarly the 
States have no say in the formulation of the fiscal and 
economic polities, the impact of which is bound to fall 
upon them. 



Planning & Economic Co-ordination 

5. Equ~lly, the . States have virtually no role in 
f~~mulatmg the F1ve Y ~ar Plans, determining the prio
ntles ~nd shapm~ ~he Implementation strategies. The 
Plannmg Com.miSSion, although a non-statutory and 
extra-~onsututlOnal b~dy, enjoys wide powers and 
auth~uty, adm1m~trat1Ve and otherwise in all matters 
relatmg t? plannmg from formulation to execution. 
The _Nat10~al Development Council has become 
a dehberat1ve body and its occasional meet at the 
behest of the Prime Minister is a ritual. Nor the 
NatiOnal Development Council is a creature 
of the Constitution. It is the executive of the Central 
Gover,,ment which is its creator and naturally it 
works at its behest. 

. Plan .performances have not reduced the economic 
mequahty, prevented concentration of economic 
power in the hands of the few, diminish poverty and 
un-employment, ensure better standard of life for the 
p~ople, remove regional imbalance, in other words 
fa1led to ful~l the objects of the successive plans. Apart 
from c~ntnbu~mg towards further deepening of the 
economic cris1s, Plan administrations have given 
rise to f~ictions between the States and Centre by 
encroachmg upon the nghts of the States while seeking 
to establish the Centre's control over a number of 
subjects which come under the concurrent and State 
Lists. 

Education J:and Culture 

f 6: Education has been included in the concurrent 
list by the 42nd Amendment Act passed during the 
Emergency. Perhaps in no other federal country of 
the world, education or any other subject of cultural 
importance is under Central control in any way. But 
even after being invested with more power over edu
cation, the Centre have not made more money availa
ble for the States for educational purposes. States 
are also not provided with funds even for fulfilling 
the Constitutional obligation of making education 
free and compulsory for all children upto the age 
of 14. 

~·· Even the State Universities are being· discnmmated 
against by the University Grants Commission. Of 
the total financial assistance of the U. G. C' 80 per 
cent is spent for the Central Universities while the 
the remaining 20 pe1· c~nt is distributed among 113 
State Universities. In a multi-lingual country like 
India, languages irrespective of the size of the linguis
tic groups. The imposition of Hindi does not help 
the process of emotional integration, rather impedes 
it, although we accept Hindi as official link limguage. 

National Unity and Integration 

7. The wrong· economic policies pursued by the 
Governmint during the last three and half decades 
have resulted in regional imbalances. This breeds the 
fissiperous, cha~vinisti:, paroch_ial and even seces
sionist tendencies wh1ch we Witness today m diffe
rent parts of the Country. The Imperialists do not 
miss any opportunity to take advantage of the situa
tion in order to fulfil their sinister design of destabi
lising our country. This has naturally added new 
dimensions to the question of Centre-State relations. 
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With the rapid deterioration of the security environ
ments re.sulting from th~ U. S. global strategy to per
petuate Its dommat10n m th1s subcontinent the task 
of preserv~ng the national unity and integr~tion and 
strengthenmg the foundation of freedom and sover
gnity has become imperative. A sound, balanced, 
healthy and co-operative relation between the States 
and Centre is essential to fulfil the task. 

We have, therefore, come to the conclusion that 
reshaping and restructuring the Centre-State relatio~ 
are sine-q·•anon, for the preservation of democracy, 
for the relentless struggles against authoritaria
nism, for strengthening the unity and integrity of 
the country, for safeguarding the freedom and so
vergnity of the country, for planned economic deve
lopment in the interest of the people and for the ful
filment of other democratic tasks. And the funda
mental basis of such restructuring shall be more power 
and autonomy for the States, which can alone make 
the States strong. Our object of making States strong 
does not mean the weakening of the Centre. Strong 
States do make the Centre strong. We want strong 
centre but not arrogant or dictato•ial centre. 

. We are, however, not oblivious of the fact that 
the present Constitution is an instrument of class 
rule. That being so, it is incapable of solving the fun· 
damental problems of the people. Nor do we believe 
that the restructuring of the Centre-State relation on 
the lines suggested by us, would bring about radi
cal changes in the socio-economic conditions of the 
vast masses of our people and free them from class 
exploitation. Nevertheless, the reshaping of the Centre· 
State relation on the suggested lines would certainly 
enable the state Government, to provide relief to the 
people in greater measure than now and also pro· 
vide the States greater opportunity to serve their 
people. 

With this object, the Central Committee of the 
All India Forward Bloc submits the following pro
posals 

I. Political and Administrative;: Aspects 

l. The preamble of the Constitution should be 
so amended as to include the word 'federal' 
in the description of the Republic of India. 

2. The position of the Governor should not be 
any way different from that of the President. 
The Governor shall have no discretionary 
powers. The manner of appointment of the 
Governors should be changed. Governors shall 
be appointed by the President on the basis of 
a Panel forwarded by the. State Government 
concerned. 

3. Articles 356 be L'eleted. In case of a Constitu
tional break down in any State, provision 
shoul' be made for holding election as in the 
case of the Centre. 

4. Article 1 60 which empowers the President to 
interfere in the State Administration of the 
ground of threat to financial stability, should be 
deleted. 



5. Article 200 and 201 should be so amended as to 
make the State Legislature supreme in the sp
here of legislation on matters relating to the 
State List and all possibilities of interference by 
the Centre or the Governors are eliminated, 
on any ground except in the case of bills which 
affects the powers of the High Court. 

6. Article 248 and Entry No. 97 in the Union List 
vests the Union with the residuary powers 
concerning all matters. Such residuary powers 
should be with the States. 

7. Article 249 which empowers the Centre to legis
late on a subject in the State List under the plea 
of national interest should be deleted. 

8. Article 252 which empowers the Union to 
legislate on the request of two or more States 
to pass laws on subjects mentioned in the State 
List should be deleted. 

9. Article 263 empowers the President to establish 
the Inter-St4te Council. The existing article is 
recommendatory and not mandatory. It 
must be made mandatory. The Council should 
consist of the Prime Minister and all Chief 
Ministers of the States. The Prime Minister 
shall be the Chairman of the Council. The 
Council shall deal with all disputes b tween the 
States and the Union and between States and 
with any other matter of national importance. 
The Council shall have a permanent Secretariat 
of its own in the Capital. 

10. Article 365 which empowers the President to 
dismiss State Governments, for their failure of 
implementing any direction given in the exericse 
of the Executive Power of the Union, under any 
of the provisions of the Constitution, should be 
deleted. 

11. Article 370 giving special constitutional status 
to Jammu and Kashmir shall be retained and 
protected in the letter and spirit. 

12. All India Services like I.A.S., I.P.S. etc. whose 
officers are posted to the States, but remain 
under the supervision and disciplinary control of 
the Central Government, should be abolished. 
There should be only Union Services and State 
Services and recruitment to them should be 
made respectively by the Union Government 
and State Government concerned. Personnel 
of the Union S rvices should be under the dis
ciplinary control of the Union Government 
and those of the States Services, under the dis
ciplinary control of the respective State Govern
ment•. The Central Government should have 
no jurisdiction over the personnel of State 
Services. 

13. The Judiciary at all levels be free from political 
interferences. The Judges of the Supreme Court 
should constitute themselves into a judicial 
council and make recommendations reg~rding 
the appointment of judges of Supreme Court 
and appointment and transfer of judges of High 
Courts. Before making their recommendations, 
they should consult the State Governments, the 
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Union Government and the Chief Justices and 
Judges of the High Courts. The advice of the 
Judicial Council of the Supreme Court shall be 
binding on the President. 

14. The Election Commission should consist of three 
members to be appointed by the President on the 
recommendation of the Judicial Council as 
referred to para 13, in order to ensure its credi
bility and impartiality. 

15. A Statutory Communication Council should be 
set up to oversee the functioning of the radio, 
television and other Government-managed 
media so that this important media may not be 
used for partisan interests. The State Govern
ments shall have adequate representation in the 
Council. 

16.- Law and order is state subject and the preroga
tive of the State in the matter must be fully 
respected. Induction of Central Police forces 
may be allowed on the basis of prior concurrence 
of the State Government concerned. Distur
bed Areas Act should not be extended without 
the concurrence of the State concerned. 15 

U. Economic~ and Financial_-Aspects. 

l. While enlarging the scope of the f.tates' sphere, 
we must also try to preserve and strengthen the 
Union authority on the subjects that could be 
carried out by the Union authority and not by 
any single State, such as Defence, Foreign 
affairs including foreign trade, currency and 
communications and economic coordination 
and planning. The role of the Centre should 
be one of coordination. In areas such as 
Planning, fixing of prices, wages etc., the Centre 

· may not only coordinate but also issue general 
direction. 

2. In the matter of planning and economic coor
dination, however, the Centre will have to con
form to the general guidelines laid down by the 
National Development Council, in which the 
States will have representation along with the 
Centre. At the moment, neither the Council 
nor the Planning Commission is specifically 
referred to in the Constitution. This lacuna 
may be removed by introducing a separate 
Article, which should also state clearly that the 
composition of the Planning Commission will 
be determined by the National Development 
Council. Loans and grants for development 
purposes are not the prerogative of the Planning 
Commission. It is thus important that the 
States have some say in the manner of operation 
of the Commission. The Commission should 
help the States develop in their own way, with 
more powers and resources at their command. 

3. Industrial and power or irrigation schemes which 
concern more than one State have to be kept on 
the Union List so that there can be a common 
policy and final decision in regard to these multi
State Projects will be enumerated by the Union 
Government, while the execution and imple
mentation should be done through the State 
Government. 



4. In matters concerning industrial licensing etc., 
major modifications in the allocation of powers 
between the Centre and the States are called for. 
The lists in the Seventh Schedule should be re
formulated so that States may be given exclu
sive powers in respect of certain categories of 
industries. 

5. The Articles regarding the Finance Commission 
and the distribution of revenues should be amen
ded to provide for 75 percent of the total 
revenues raised by the Centre from all sources 
fo~ allocation to different states by the Finance 
Commission. This is necessary to end the 
mendicant status of the states. 

In what proportion and on what principles this 
75 percent of the total realisation shall be divided 
between the States shall be dicided by the Finance 
Commis~ion. 

It should not be the job of tlle Finance ;commis
sion to decide on the proportion of revenues to be 
distributed between the Centre and the States. 

Its task should be only to fix the proportion 
each State should get from the total financial realisa
tion by the Centre, 75 per cent of which is to be 
allotted to the State. 

Article 280 clause 3, sub-clause (a), which pro
vides "the distribution between the Union and the 
Stat~s of the net proceeds of the taxes which are to 
be or may be divided between the Union and the 
States," should be omitted and the entire clause 
be redrafted so as to make it clear that it is the duty 
of the Commission to make recommendations to the 
President as to the allocation between the States 
of their respective shares of the proceeds. 

The States must also be accorded more powers 
for imposing taxes on their own, and to_ determine 
the limits of public borrowing in their respective 
cases. 

Ill. Miscellaneous 

1. In order to enforce the principle of equality of 
the federation units and to protect further erosion of 
States autonomy, elections to the Rajya Sabha also 
should be directly held by the people at the same time 
as Lok Sabha elections. All States must have equal 
representation in the Rajya Sabha except those with a 
population of less than three million. Both houses 
mu1t have e~ual powers. 

2 Article 3 of the Constitution which gives powers 
to the Parliament to change the ar<:a of a State uni
laterally, should be suitably amended so as to ensure 
that the name and ar~a of a State cannot be changed 
by the Parliament without specific cansent fo[ th~t by 
the State Legislature concerne:l. ~ 1 ... :l 

In the case of a conllict between two or more States 
in respect of territory, steps_ would be t.a~en to settle 
the conflict in accordance wtth the provtstons already 
made in the Constitution for settlement of o~her 
conflicts (e.g. use of water resources of the same nver 
flowing through a number of States) between the 
States. 
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3. Languages mentioned in the Eighth Schedule 
should be allowed in the work of the Governments 
at the Centre and in the States at all levels. Any 
citizen of India will have the right to use his mother 
tongue in his dealings with any branch of the Govern
ment upto the highest stage. English should continue 
to be used for all the official purposes of the Union 
along with Hindi, till as long as people of the non
Hindi people should be encouraged. It is necessary 
to further amend the Eighth Schedule to include 
certain other languages such as Nepali. 

DRAVIDA MUNNETRA KAZHAGAM 

MEMORANDUM 

Introduction 

Thiru M. Karunanidhi, the President of the D.M.K. 
Party after becoming the Chief Minister of Tamil 
Nadu announced in a Press Conference at New Delhi 
on 17-3-1968 that the D.M.K. Government would 
soon constitute a Committee of experts to go into the 
Centre-State Relations in India. Accordingly a Com
mittes was constituted by the Government of Tamil 
Nadu on 22nd September 1969 consisting of the fol
lowing persons to examine the entire question regar
ding the relationship that should subsist between the 
Centre and the States in a federal set-up, with reference 
to the provisions of the Constitution of India, and to 
suggest suitable amendments to the Constitution 
so as to secure to the States the utmost autonomy: 

Dr. P. V. RAJAMANNAR -Chairman 
(Former Chief Justice of the High Court of 

Tamil Nadu) 

Dr. A. LAKSHMANASWAMY MUDALIAR-Member 
(Former Vice-Chancellor of Madras University) 

Thiru P. CHANDRA REDDY -Member 
(Former Chief Justice of the High Court of 

Madras) 

The Rajamannar Committee, as it is popularly 
called, submitted its report in May 1971. 

It was the first time that a State Government 
has obtained a comprehensive and scientific inquiry 
on the subject and the Rajamannar Committee 
Report is a bench-mark in the study of the working of 
Federal Constitution in India. 

The D. M. K. Party appointed a Committee of its 
own to study the recommendations of the Rajamannar 
Committee and it offered its suggestions and comments. 
(page-3). 

Largley based on this. Report, on 16t~ Apri~ ~974 
Thiru M. Karunanidht, 1he then-Chief Mtmster 
moved a resolution on State Autonomy in the Legis
lative Assembly of Tamil Nadu. (Page-10) 

The views of the Government of Tamil Nadu on 
State Autonomy and the Rajamannar Committee 
Report are given in Page 16. 

The Assembly discussed the Report for five ~days 
and on 20-4-1974 the resolution was passed. 

(That Resolution on State Autonomy was. then 
sent to the Union Government for follow-up actiOn). 



D. :'\1. K.'s Views on the Rajamannar Committee 
Report 

The Sub-Committee was appointed by the D. M.K. 
by a resolution of its General Council in its meeting 
held at Coimbatore on 24th April, 1971 to examine 
the Report of the Centre-State Relations Inquiry 
Committee appointed by the Government of Tamil 
Nadu with Dr. P. V. Rajamann1 r as the Chairman: 
and to submit a report giving the outlines of the ut
most autonomy of the States is a federal set-up 
without prejudice to the integrity of India as a whole. 

If by federal principle we mean, along with K.C. 
Wheare, that each Government, both the Centre and 
the States, "should be limited to its own sphere and, 
within that sphere, should be independent of the 
other" and "neither general nor regional government 
is subordinate to the other" then autonomy is its life 
and soul, as sharply contrasted with mere decentrali
sation of powers as it is in England and was in 
Prussia which are examples of decentralised unitary 
State Governments. 

It is collUnon knowledge that the Constituent Assem
bly met to create a 'minimal federation' and then 
because of the partition the pendulum swung to the 
other extreme and the present Constitution -"a new 
kind of federalism"* was evolved in the dark back
ground of Partition-phobia war in Kashmir, insur
rection in Telengana and the Razakar troubles in 
Hyderabad, with the result States' rights and autonomy 
were the casualties. 

As H. V. Pataskar has put it in the Constituent 
Assembly, 

" ...... at the time of the second reading, we deve-
loped a fear complex .... The result was that the 
autonomy of the States, or their semi-autonomy 
came to be looked upon as a matter of national 
danger .... It was with the idea of having a federa
tion that we began changing the names of the 
provinces into States. If the present idea had exis
ted through~ ut, we never would have made that 
change. But while the name of "State" is there, the 
power of the State is so curtailed that it is a mis
nomer to call it a "State" any longer". * • 

"The Constitution", as IVOR JENNINGS put it, 
"derives directly from the Government of India Act, 
1935, from which in fact many of its provisions were 
copied almoot textually"; and as DR. DURGA DAS 
BASU observes, "75 per cent of the Constitution owes 
its origin to that Act". It is a tragedy that a number 
of provisions of the very Act which was created 
by the 'Colonial Masters' to suit their exploitation 
and which was then totally objected to by the 
Congress Party had been incorporated verbatim 
in our present Constitution an 1 that is why some 
authors call the present Constitution as the "palim
ps~~t of the 1935 Act". 

We understand that the term federal can be stre
tched without much difficulty to cover little more 
than a simple customs union as well as very tight 
feder<.tions which are virtually run as unitary States. 

•GRANVILLE AUSTIN, "The Indian Constitution :Corner
stone of a Nation", p. 193 

••C.A.D. Vol. XI, pp. 670-673. 
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But the peculiarity of our Constitution is that mild 
criticism calls it as a 'federation with unitary features' 
or 'quasi-federal'* while pungent comments describe 
the States as no better than "glorified municipalities" 
or "dole-getting Corporations"* *I. _Thi_s debate ~ay 
be considered by some as an exercise m semantics; 
but in fact in this analysis what matters is not the 
written Constitution but the practice of Government. 
A country with a 'federal Constitution' may work it 
in such a way that its government is not federal. Or 
a country with a •nonfederal Constitution' may work 
it in such a way that it provides an example of federal 
government. But our experience of the 25 years shows 
a perceptible trend of centralisation and "the indepen
dence of the States is forgotten and a unitary state is 
being established thoughtlessly"* • *. Even though 
the phrase "Co-operative Federalism" is often used 
by the powers-that-be to identify our type of federa
lism, instances are not lacking to show that the Centre 
is "Super-ordinate". 

It is held by some that the Report of the Admini
strative Reforms Commission has produced a satis
factory solution for the frictions in the Centre-State 
relationships. We refuse to accept this view. Most of 
the basic questions and problems, however, remain 
where they were, mainly because of the Administra
tive Reforms Commission never went into those 
questions. For this we do not find fault with the wis
dom of those eminent personalities who formed the 
Administrative Reforms Commission. As the name of 
the Commission itself suggest, it looked only into 
the administrative side of the Centre-State relation
ships. As the Study Team confesses, their "enquiry 
concerned itself with administrative reforms and not 
with basic constitutional and political reform".~*** 
They did not take the legislative relationships ''within 
the scope of this study". Other important asrects 
have not been dealt with by them. As the Study 
Team makes it clear, "We have not in this study taken 
up questions of substantive policy in individual spheres 
even though these may ijlvolve Centre-State relations 
in an intimate way. Thus issues concerning language 
or the procurement and distribution of food have been 
considered inappropriate for study by us. These 
undoubtedly have a decisive impact on the life of the 
people and on the tenor of Centre-State relationships 
but it is not for a body enquiring into the need for 
administrative reforms to go into such substantive 
questions" ~ * * * *. 

We like to quote what the Chairman of the Adminis
trative Reforms Commission, Thiru K. Hanurnantha
iya had said in the Constituent Assembly: 

"We were, during the days of freedom struggle. 
we<' ded to certain principles and id ologies as taught 
to us and as propounded to us by Mahatma Gan< hi. 
The first and foremost advice which he gave in 
his picturesque language was that the constitutional 
structure of this country ought to be broad-based 
and pyramid-like. It should be built from the 

*K. C. WHEARE, "Federal Government". 
••I DR. ANNA, "The Hindusthan Times", 5th Feb. 1963. 
• .. RAJAJI, "The Hindusthan Times", 17th April, 1962. 

•••.•Report of the Study Team, Centre-State Relationships, 
(Administrative Reforms Commission), P. 8. 

*****Ibid., pp. 8-9. 



bottom and should taper right up to the top. What 
has been done is just ·the revetse. The initiative 
ft om the Provinces and the States and from tbe 
people has been taken away and all power has been 
concentrated in the Centre. This is exactly the 
kind of Constitution Mahatma Gandhi did not want 
and did not envisage". 

--But the Administrative Reforms Commission 
~as not done anything to change this situation. 

Moreover, the Administrative. Reforms Commission 
does not envisage sweeping chang~s in the Constitu
tion because it is its view that the Constitution is 
flexible enough to ensure its successful working, ir
respective of whichever party may be in power, 
"provided those who are in Power mean to work in 
the spirit in which the founding fathers have intended 
it to be worked". We know that the 'spirit' has not 
been taken into consideration always and the misuse 
of article 356 akin to fraud on the Constitution and 
democracy is one of the numerous examples. As such, 
it is very dangerous to give more weightage to the 
elusive spirit of the founding fathers than to theit 
letters. Who can deny, that to give that job of sear
ching and pin-pointing that spirit not to the Judiciary 
but to those who are in power, will not at times give 
place to a draconian scheme of autocratic authority 1 
Moreover to say that 'the most lengthy and detailed 
constitutional document the world has so far produced' 
leaves some more things at the mercy of those in 
power is considered by us as euphemism for the in
adequacy of the Constitution to meet specific needs. 
That is why, unlike the Administrative . Reforms 
Commission, we lay emphasis on the reapp~atsal of ~he 
Constitution in the light of our expenment wtth 
federalism. 

Our emphasis on federalism islnot"{duc to love 
towards any doctrinaire approach. No one would 
have a federal Constitution if he could possibly avoid 
it. •. As the Report of the Joint Committee on Indian 
Constitutional Reforms asjiong back as on 1934 
said : 

·"Every student of Indian pro_blems, what~ver his 
pre-possessions, from the Jomt Commtttee of 
1919 to the Statutory Commission, and from the 
Statutory Commission onwards, has been driven 
in the direction of Provincial Autonomy, not by 
any abstract love of decentralisation, but by the 
inexorable force of facts". 

The inexorable force ·of facts are the result of conti
nental geographic dilJCiensioll:s of. I~dia, various nation
alities living here wtth thetr dtstmct lang!lag~s, cul
tures, history an~ habits and each State m dtfferent 
stages of economtc development . 

. It was true that India enjoyed her pinnacle of glory 
whenever there were powerful rulers like Asoka and 
Akbar. But they could not k~p tight con~rol <?ver 
the far-flung parts of their emptres and thetr edtfice 
crumbled the moment they :overe. taken ~mt of the 
scene. This establishes the ht~tonc necesstty that for 
a mighty and prosperous Indta the ~ntre of power 
alone should not be strong but the umts also should 

*IYER JENNINGS, "Some Characteristics of Indian Consti· 
tion". p. SS. 

91-288/87 
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be made equally strong. Unitary form of Govern
ment had been experimented in our country; but was 
repelled ultimately as unsuitable to our needs and 
genius. 

--As such, federal polity for India is an inevita
bility, as it provides a chance of linking union with 
diversity as the democratic alternative. 

Our experience wlth the present Constitution for 
the past 25 years has brought to light its inadequacies 
to meet the growing needs of the people and various 
nationalities. A theme of subordination of the State 
to the Centre runs right through its fabric. As the 
present Constitution is largely adopted from the 1935 
Act, it is based "on the suspicion of individuals and 
component units" which was necessary during that 
Colonial age. Even though nation·building activi
ties are w; th the States, their financial resources are 
not commensurate with their responsibilities and the 
highly centralised administration at New Delhi has 
smothered the individuality and initiative and the social 
and economic innovation of the States. One tragic 
result of this scheme is that the problem of regional 
backwardness has not been tackled and the so-called 
advanced States are groaning that their further ad
vancement has been frozen and many of State ha!i 
raised the cry that the State is being treated as an 
"internal colony". 

We firmly believe that State Autonomy will not 
be disadvantageous to the backward States; on the 
contrary we affirm that only when backward States 
are given the opportunity and freedom to utilise their 
own resources by the efforts of their own bset choice 
they would have the hope of getting out of the vicious 
circle of backwardness. Because of backwardness 
they depend upon doles from the Centre; because 
they are dependent on doles they do not have the sell~ 
confidence or the initiative or the economic strength 
to grow as strong economic units. 

The States are nearer to the common men. But 
Delhi is distant physically and figuratively. So it is 
not an accident that the Simon Commission of the 
thirties and the Administrative Reforms Commission 
of the seventies have both used the phrase that "Delhi 
is distant". The hands of the States, the instruments 
for rendering social and econolJCiic services, ar~ _tied 
in their genuine efforts to ameliorate the condtt•ons 
of the poor and to bring in socialism. Priorities are 
imposed on them from above without any relevence 
whatsoever to prevailing conditions. This is the sorry 
state of affairs, \Vhether it is a State ruled by .co.ngress 
or C.P.I. or C.P.l. (M) or D.M.K .. an~ tt ~s our 
finn belief that the present ConstitUtion IS not 
equipped to meet this challenge. 

We once again reiterate that we are second to none 
in our concern for the unity and inte~ty of. India 
and if we could once be accused of bemg gUilty of 
preaching secession then the Congress. too can be 
accused of having been guilty of offenng self-det~r
mination to the units of India and the C?mmu~1st 
Party (then united) too could be charged wtth h~vmg 
demanded the same in the past .. The _D.M.K .. •s. an 
open organisation and it n~ver belteves m surreptthous 
designs and secret theones. 



It is too easy to dub these regional claims as 
parochialism but to those critics we want to repeat 
what the "Report of the States Reorganisation Com• 
mission" has said : 

"The national movement which achieved India's 
Independence was built up by harnessing the forces 
of regionalism. It is only when the Congress was 
reorganised on the basis of language units that it 
was able to develop into a national movement. 
The Congress under Mahatma Gandhi realised 
that the same forces which worked for our national 
unity had also helped to develop the regional lan
guages, which led to the integration of language 
areas. It is this alliance between regional inte
gration and national feeling that helped us to recover 
our freedom".* 

An "true development will be possible only if we 
are able to utilise genuine loyalties which have grown 
up around historic areas united by a common lan
guage".'"* 

It is our firm belief that national unity should be 
based on State Autonomy. Along with the Royal 
Commission on Dominion-Provinces in Canada, 
we say : 

"National Unity and Provincial Autonomy must 
not be thought of as competitors for the citizens 
allegiance, for ... they are but two facets of the same 
thing, the same federal system". 

As Mac Iver has rightly pointed out, "a federation 
once formed on sound basis is a continuous process 
of integration. It by no means follow that the auto
nomy of states will finally disappear"*** 

We also believe in the strong Centre-strong in the 
sense that the Centre should have strong army, strong 
navy and a strong air-force; but the strength does 
not lie in emasculating the initiative of the units and 
in heaping up hills of files in the Central Secretariat. 
Strength does not lie in the width of assorted powers 
assumed by the Centre but in the depth and efficiency 
in the chosen fields necessary to maintain the unity 
and integrity of the country. To quote the Govern
ment of West Bengal under the Chief Ministership of 
Dr. B.C. Roy in their Memorandum to the First 
Finance Commission, "im attempt to build a strong 
Centre of the foundations of weak States is like an 
attempt to build a strong building on the foundation 
of sands. Strength means in this context ability to 
perform adequately and properly the duties assigned 
to each." It approvingly quoted the recommendations 
of the Constituent Assembly's Expert Committee 
on the- financial provisions of the Constitution which 
said: "The basic functions of a Federal Govern
ment are defence, foreign affairs and the bulk of the 
national debt_" 

Pandit Jawaharlal Nehru has put in unequi
vocal terms that "it is not• difficult if passions and 
unreasoning emotions are set aside, to devise such 
freedom with the largest autonomy for provinces and 
States and yet a strong central bond." 

Powers heaped up in one centre may lead to serious 
dangers to the nation; for, if not today, some other 

• Report of the States Reorganisation Commission, 1955, 
p. 38. 

•• lb1d-, p.38. 
•••Mac Iver, ••Modem State", p. 361. 
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day, it may become easier for facist !orces. to grab 
power and sabotage the very democratic bas1s of our 
society. 

The country needs urgent measures of eco~omic 
development by using the natural resources ava1lable 
in the States to mitigate the pitiable p_light of the 
toiling millions. No country of the s1ze and popu
lation of India can ever deliver the goods by accumu
lating powers at one point and by . remote con~rol. 
So with a view to avoiding frustration and feehngs 
of helplessness, we sincerely advocate State-auto
nomy to prevent further division; and the restruc
turing of the relations bet-:veen the <:en~e and States 
is a task which should rece1ve top pnonty among the 
democratic forces as it would be the culmination of 
the democratic revolution in India. 

Our beloved leader Dr. ANNA in his own inimi· 
table way described the position of D.M.K. in power 
vis-a-vis, the demand of autonomy : 

"Dear brother, Never have I been mad after 
power. Nor am I happy of being the Chief Minister 
of our State under a Constitution which on paper 
is federal but in actual practice tends to get more 
and more centralised. On that account, I do not 
declare that it is my intention to irritate the Centre 
or pick up quarrels with Delhi. That helps none. 
True, a sense of determination at the appropriate 
stage is all important. But this should be preceded 
by educating the public on federalism itself. In fact, 
dear brother, I am quite confident of your active 
cooperation and intimate participation". 

Thus, he wrote in his last epistle published in 
•'HOME RULE", Pongal Number, 1969. 

As he has put it, educating the public on federa
lism precedes all other efforts. In this regard, the 
D.M.K. has already dedicated itself to that task and 
it is our plea to give greater momentum to this endea
vour and to gather support from like-minded forces 
all over India. We do not hold any dogmatic approach 
to this problem and as federal Government is the 
'product of economic and social pressures', nothing 
can be said as the last word on this subject. Federalism 
is a growing concept capable of improvement accor
ding to change of times and needs and we are prepared 
for any fruitful dialogue with all interested parties 
and individuals. · 

We once again stress that the States should be given 
"a position that is self-respecting" to build a socialist 
society as equal and honourable partners. In this 
context it is worthwhile to quote the pronouncements 
made by Dr. Karunanidhi while announcing the ap· 
pointment of the Rajamannar Committee : 

"It should be viewed more as a part of the theme 
of Socialism that the organs of peoples' power 
should be wsted with necessary resources and au
thority. In our view, the surest way to ensure the 
implementation of socialist ideals in a large country · 
like India, whose constituent States are politically 
and geographically distinctive is to endow the States 
with greater autonomy. If therefore we reiterate 
our pleas for greater powers for the States, it is 
only because of our earnest desire that a strong 
Centre should emerge, underpinned by prospe
rous and powerful States." * 

*Budget S~b 1971-72, Part A. 



With this background we approached the Report 
of Centre-State Relations Inquiry Committee with 
Dr. P.V. Rajamannar as Chairman and Dr. A. Laksh
manaswami Mudaliar and Thiru P. Chandra Reddy, 
as Members. The Committee was set up by the Govern
ment of Tamil Nadu "to enquire into Centre-State 
Relations, to examine the existing provisions of the 
Constitution and to suggest the measures necessary 
for augmenting the resources of the State and for se
curing the utmost autonomy of the State in the Exe-

, cutive, Legislative and Judicial branches including 
the High Court, without prejudice to the integrity of 
the country as a whole". Though the Centre-State 
Relations have been the subject of discussion several 
time~ before, it was the first time that a State Govern
ment has initiated a comprehensive and scientific in
quiry on the subject. The Committee, popularly known 
as Rajammannar Committee has done a commendable 
work and the erudite scholars have brought to bear 
upon their enquiry a judicious and deep insight into 
the problem. It has indeed become a valuable docu
ment and a bench-mark in the study of the working 
of federal Constitution in India. For the first time, 
the issues involved have been analysed threadbare 
and concrete solutions offered. Whether one is 
inclined to accept these recommendations ~or not, it is 
beyond doubt that this Report can be a starting point 
for any discussion on this subject. 

This Committee of D.M.K., with its political 
philosophy and approach, carefully went into the 
recommendations of the Rajamannar Committee 
and offer the following suggestions and comments 
for consideration and acceptance of the Party. While 
we are in total agreement with many of the recommen
dations, in· some cases we have sought to amend, alter 
and improve. We have also suggested additional 
amendments to the provisions of the Constitution not 
included in -~he Rajamannar Committee Report. 

Thiru M. Karonanidhi, Chief Minister of Tamil 
Nadu, moved a Resolution on State Autonomy 
in the Legislative Assembly on 16th April, 1974 

RESOLUTION 

I move the following Resolution :-

The House taking into consideration "The 
Tamil Nadu Government Views on State Autonomy 
and the Rajamannar Committee Report" and the 
Report of the Rajamannar Committee; 

Resolves that, in order to secure the integrity 
of India with people of different languages, civili
sation and culture, to promote economic develop

. ment and to enable the State Governments having 
close contact with the people to function without 

· restraints, and 

In order to establish a truly Federal set-up with 
full State autonomy, the Central Government 
do accept the views of the Tamil Nadu Government 
on State Autonomy and the reeommendations of 
the Rajamannar Committee and proceed to effect 
immediate changes in the Constitution of India. 

16th April, 1974 M. KARUNANIDHI 
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The speech of the Chief Minister Thiru M. Karonanidbi 
on the 16th April, 1974 moving the resolution 

on "State Autonomy" in the 
Legislative Assembly 

Hon'ble Mr. Speaker, 

I am indeed very happy to have privilege of moving 
this epochmaking resolution which, I am confident, 
will form a landmark in the History of India. 
lbeseech the Honourable Members of this House, 
renowned as they are for their sagacity, to give deep 
and deliberate consideration, keeping in view the 
laudable object of this resolution and to extend their 
support to it. We are all aware that the ruling party
Dravida Munnetra Kazhagam-has, on ·many 
occasion, demonstrated its determination to play 
its full part to enhance India's might and strength 
and in safeguarding and securing that the integrity 
and unity of India are not affected in the slightest 
extent. 

If proof were needed of the ardent patriotism of 
the Dravida Munnetra Kazhagam party, it is seen in 
the fact of how in 1962, the Party gave up its demand 
for secession, how it enthusiastically took part in 
the preparations for defence to repel the Chinese 
aggressors, how it contributed Rs. 6 crores to the 
National Defence Fund and thus was in the forefront 
of all the States. Indeed the Dravida Munnetra 
Kazhagam party had rendered heroic service for the 
defence of the country imbued by the spirit of being 
in the very battlefield of India's fight. 

I am mentioning all these just to discourage con
sideration of this resolution on the basis of and with 
the point of view of unwarranted and unnecessary 
doubts. 

In 1945, in its Election Manifesto, the All India 
Congresss Party had described the nature of the 
future Federal Constitution of India as below :-

"The Federation of India must be a willing Union 
of its various parts. In order to give the maximum 
of freedom to the constituent units there may be a 
minimum list of common and essential federal 
subjects which will apply to all units, and a further 
optional list of common subjeets which may be acce· 
pted by such units as desired to do so," 

Following this, in 1947, the resolution moved 
by Pandit Jawaharlal Nehru in the Constituent 
Assembly emphasized that except the powers assigned 
to the Union, all the other powers shall vest with the 
autonomous States. The material part of the Resolu
tion runs as follows : 

"Wherein the territories that now comprise British 
India the territories that now form the Indian 
Stat~, and such other parts of India as are outside 
British India and the States. .shall be a Union of 
them all; and the said territories, whether with their 
present boundaries or with such others as may be 
determined by the Constituent Assembly and 
thereafter according to the law of the Constitution, 
shall possess and retain the status of autonomous 
units, together with residuary powers". 



After India attained independence, these resolu
tions and election manifestos which are part of history 
have been either conveniently forgotten or deliberately 
suppressed. 

This truth was on many occasions brought out 
both in Parliament and the State Legislature by the 
Dravida Munnetra Kazhagam while it was in the 
Opposition; and it has consistently pleaded for suitable 
amendnients to the Constitution. The idea of State 
autonomy has also been continuously propagated in 
Tamil Nadu by the Tamil Arasu Kazhagam. 

In 1967, in the Election Manifesto of the D.M.K., 
it was stated as follows :-

"The D.M.K. had taken upon itself the respon
sibility of seeing that . no .region of the c<?untry 
dominates another reg10n m the name of Imple
menting integration; 

"The D.M.K. is determined to protect the rights 
of the States from being suppressed and to chalk 
out a plan for the uniform economic development 
of all the States; 

· "It shall be the endeavour of the D.M.K. to protect 
the interests of the States and to transfer the residu
ary powers from the Centre to the States; _it ~ill 
reiterate the necessity to amend the Const1tut10n 
for this purpose." 

Dr. Anna as the Chief Minister of Tamil Nadu, 
while presenting the Budget for the year 1967-68, 
had forcefully pleaded against the financial depend
ence·of the States on the Centre-

"We have obviously had to take note of the limita
tions undeG which the State Governments have 
to function in our federal set up. Apart from the 
provisions of the Constitution which are themselves 
weighed in fa v~ur of the Centre,. the practices and 
conventions which have evolved m the last fifteen 
years of economic planning have also tended 
to strengthen the role of the Central Government 
at the expense of the ~tates: With the _del~mi
tation of powers as provided m the Constitutton, 
which gives it the authority to regulate foreign trade, 
monetary and credit policy, the responsibility for 
overall direction of our economy vests with the 
Central Government. Through its access to 
the more elastic sources of revenue, including 
residuary powers of taxation, the Centre is in 
a position to syphon. off a large sh!lre of . ~he 
national income, leavmg the States m a pos1t10n 
where they have to depend on discretionary 
loans and grants-in-aid from the Centre for imple
mentation of their plans and policies. The Centre 
also regulates directly through P<;'Wers ves!ed. in it 
under Article 293 of the Const1tut10n, and md1rectly 
through the Re~erve Bank, ~he terms and conditions 
and limits subject to wh1ch the State Govern
ments can augment their .r~sources through pub.lic 
borrowings. The provision for an objective 
review of the financial needs of the States 
at quinquennial interyals through the Fina~~e 
Commissions has not m any way served to miti
gate substantially the dependence. of t~e. St!ltes 
on the Centre in view of the vanous limitations 
on the terms of reference of such Commissions". 
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In the concluding part of his Budget Sp~ech. 
Dr. Anna observed-

"The House is aware that there is need for rethin
king on the relations between the Centre !lnd the 
States. I have no doubt that every .one Will agree 
on the need for placing existing relatiOns on a satis
factory basis. No one can ?e~y ~hat the expen
ence so far in regard to d1stnbut~on of re":enues. 
delimitation of powers and allocatiOn of assistance 
for Plan has been such as to cause bitterness. It 
has become an urgent necessity to eliminate t.his 
bitterness and evolve ways and means of promotmg 
fruitful relations between Centre and States. ~he 
problem I have posed need cause no apprehension 
or misgiving but should only provok thought. 
It is my earnest desire that through mutual good
will and understanding we should forge a fraternal 
and beneficial nexus". 

Again, in 1969, the last article written bX Dr. Anna. 
in the English Journal '·Home Rule runs as 
follows : 

"Dear Brother, 

Never have I been mad after power. Nor am 
I happy of being the Chief Minister of our State 
under a a Constitution which on paper is federal 
but in actual practice tends to get more and m?re 
centralised. On that account, I do not hke 
my good friend E. M.S. declare that !t is my inten
tion to irritate the Centre or p1ck up quarrels 
with Delhi. True, a sense of determination 
at the appropriate stage is all important. But 
this should be preceded by educatmg the pubhc 
e-n federalism itself. In that, dear brother, 
I am quite confident of your active co-operation 
and intimate participation. 

Ifby being in office, the D.M.K. is able to 
bring to the notice of the thinking public, that the 
present Con.~titution is a sort of dyarchy by the 
back door that would be a definite contribution 
indeed to the political world". 

On the 8th April, 1967, at a Press Conference in 
New Delhi, Dr. Anna observed-

"It will be sufficient if the Centre retains only such 
powers as are necessary for preserving the unity 
and integrity of the country leaving adequate 
powers to the States. In order to distribute the 
powers and to suggest the method of working out 
the Constitution, a High Power Commission should 
be appointed". 

In pursuance of those observations and of my 
announcement on the floor of the Assembly on the 
19th August, 1969, a Committee consisting of Dr. 
P. V. Rajamannar as Chairman and Dr. A. L. 
Mudaliar and Thiru P. Chandra Reddy as Mem
bers w2.1 constituted by the Government on 22nd 
Septemb.er, 1969 in order to examine the question 
regarding the relationship between the Centre and 
the States on the basis of autonomy for the 
States without in the least impairing the integrity 
of the country .. 

It is to be remembered that, subsequently in 1971. 
in the Election Manifesto of the D. M. K., it was 
announced- · 



"Though the Constitution of India is described 
as a Federal one, the balance is more tilted towards 
the Centre, and hence the States are not able to 
function freely in the administrative and financial 
spheres. Only such powers as are necessary for be 
the Centre to preserve to strengthen of India should 
be assigned to the Centre and all the other powers 
should be left to the States, without impairing 
the ideal of a strong India; and for this purpose. 
the Constitution should be amended. After the 
receipt of the report of the Expert Committee 
appointed for this purpose, the D. M. K. would 
seek support on an All-India level to the movement 
for State autonomy. More powers in the execu
tive and financial spheres are demanded to the 
States not for the mere sake of enjoying those 
powers. Since only the States are in close 
contact with the people, the States alone can serve 
the people up to their expectations. Hence it is 
that we demand State autonomy." 

It will be relevant in this connection to point out 
that the election manifesto of the Mysore Pradesh 
Congress (0) issued in 1972 contained the following 
reference to State autonomy :-

"Congress will fight in a determined manner for 
greater autonomy for the State and against all 
di5crimination and step-motherly treatment by the 
Centre." 

The Report of the Rajamannar Committee was 
received on the 27th May, 1971. The said report 
was sent to the Prime Minister of India, Thirumathi 
Indira Gandhi. 

Acknowledging the receipt of the Report, the Prime 
Minister, in her letter dated 22nd June, 1971, wrote 
to me as below :-

"Dear Thiru Karunanidhi, 

I have received your letter of the 15th June 
with which you have sent me a copy of the report 
of the Centre-State Relations Inquiry Committee. 
Your Government will probably examine the 
recommendations of this report. As you know, 
the Administrative Reforms Commission also 
went into this question and has already submitted 
a report which is under our consideration. If the 
views of your Government on this matter are made 
available to us, they will also be taken into account. 
These are important issues and we intend to con
sult all the Chief Ministers. 

With regards, 

Yours sincerely, 

(Sd.) INDIRA GANDHI 

In the meeting of the National Development Council 
held on 30th May 1972 under the Chairmanship 
of th: prim~ Mlotister while explaning the rolicy of 
this Government, I said that-

"Decentralisation is particularly necessary if a 
large country like ours is to cope with the problems 
of a modern economy. It is in this sense that our 
demand for State autonomy should be under
stood-as a request for more efficient management 
of the country's resources, as a means to enable 
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the Centrq to strong in area~ of vital n3tional 
concern, as a method of enabling the minimum 
demands of our people to be met in the quickest 
iime and in the most efficient· manner." 

Though we do not accept the Report of Dr. Raja
mannar's Committee in full, we take the Report as 
the basis for the exposition of our policy in this regard. 

As it was thought that a decision on these issue 
of historic importance had to be taken after great 
deliberation, the problem was considered at different 
levels. The Ruling Party appointed the Chczhiyan
Maran Committee and in the light of its observations, 
the report of Dr. Rajamannar's Committee was ana
lysed.· The Government also considered the report 
of the Administrative Reforms Commission appoint
ed by the Centre. This Government, after a deep 
counsideration of the various opinions expressed by 
the several Statesmen in India on this issue and 
after carefully studying the position in the other 
countries of the world, has formulated its views on 
the report of Dr. Rajamannar's Committee and on 
the question of State autonomy; and the said views 
have been placed before this House alongwith my 
resolution for the acceptance of the same by this 
House. 

In the recent meeting of the Consultative Committee 
on Home Affairs, Thiru Dandapani, Member of 
Parliament, enquired why the Central Government 
had not taken any decision on the healthy suggestions 
made by the Rajamannar Committee on the question 
of re-examining the powers of the Centre and State 
Governments, and the Union Minister for Home 
Affairs, Thiru Dikshit replied that the said Com
mittee was appointed by the State Government and 
the State Government had not yet communicated 
its views on that report. 

In pursuance of the said reply by Thiru Dikshit 
and in response to the desire of the Hon. Members 
of this House to express their views on the Report 
of the Rajamannar Committee, this Government 
has brought forward this resolution in order that 
all the States in India attain State autonomy and the 
Centre becomes a shining examples of a true Federal 
Government. 

The Natiomil flag of India flutters in the glittering 
sun. We lift our eyes to the high skies beyond the 
clouds in our attempt to enjoy the majesty of the 
flag. We hear the National Anthem composed by 
Tagore, the golden voice of Bengal. The sweet 
melody of the Anthem rings in our ears like the soft 
music of the Courtallam Falls. Yes! Our country 
has awoken from its slavery liberating itself from 
foreign domination. The epic story of our heroic 
struggle for liberation of India from which we emerg
ed, holding our heads high, is writ large in the history 
of the world. 

The imprisoned nation has become fre~. The door 
has opened. With a smile, the prisoner comes out 
of the iron cage. The tender tottering child eagerly 
leaps towards its f<tthe~ to embrace him_ after the 
languish of long separatiOn. The father w1th bound· 
Jess joy stretches out his hands to lift and kiss his 
child. Alas ! The hands do not function I Why 
is this so ? He has been released from the prison. 



What is the further obstacle? What is it that pre
vents him ? He looks around in surprise. He has 
come out of the prison and he is free. Then, who 
prevents him from embracing the child. Nobody 
prevents him. When he was in prison, his hands 
and legs were fastened with chains. In his joy of 
release, he came out of the prison without removing 
those chains. No doubt he is free, but the chains 
that bind his limbs had not been removed. Man 
has become free. Then why should his hands and 
legs be kept bound ? India has become free. Then 
why should its limbs, namely the States, be kept bound 
by the chains of concentration of power in the Centre ? 

This is a burning question which has been before 
us for a long time. I bring forward this resolution 
to-day before this august House in the hope that 
it will help to quench the thirst that the question 
represents. 

Our Constitution is not immutable. It has been 
amended more than thirty times. 

It is my earnest appeal to the Central Government 
that they should realise that implementation of 
these great changes in the Indian Constitution will 
form the basis for strengthening our country and in
creasing its prosperity and that it will contribute to 
develop the languages of the States, to preserve and 
protect the different cultures, to foster good relations 
among the States, to promote healthty relationship 
between the States and the Centre and to -improve 
the economic conditions of our country. I seek your 
kind co-operation in this great e11deavour. Moved 
by an ardent desire that the fruits of our freedom 
should be enjoyed fully by the people and keeping 
their welfare at heart, we, on behalf of the Govern
ment of Tamil Nadu have kindled this luminous 
lamp at the centre of the stage of Indian politics. 
I beseech the statesmen of India to help us to keep 
this flame alive and assist in preserving its glow. 

Tamil Nadu Government's views on State Autonomy 
and the Rajamannar Committee Report 

The Government of Tamil Nadu solemnly declares 
its firm resolve to uphold the sovereignty and inte
grity of India and expresses its deep conviction that 
for the speedy economic and social progress of the 
Nation, the Constitution of the country should be 
federal in its true sense. 

In this connection, it is relevant to refer to the 
material part of the historical objectives resolution 
moved by Pandit Jawaharlal Nehru in the Consti
tuent Assembly which adopted it on 22nd January 
1947 :-

"Wherein the territories that now comprise British 
India, the territories that now form the Indian 
States, and such other parts of India as are outside 
British India and the States, as well as such other 
territories as are willing to be constituted into the 
Independent Sovereign India, shall be a Union of 
them all; and 

"Wherein the said territories, whether with their 
present boundaries or with such others as may be 
determined by the Constituent Assembly and there
after according to the law of the Constitution, shall 
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possess and retain the status of autonomous units, 
together with residuary powers, and exercise all 
powers and functions of Government and adminis
tration, save and except &uch powers and functions 
as are vested in or assigned to the Union, or as 
are inherent or implied in the Union or resulting 
therefrom;". 

India is a vast country with people of different 
languages, culture and history. Each State has its 
own peculiar needs and problems. Hence, the States 
should have freedom of action and sufficient powers, 
legislative and executive, to secure their progress 
without impairing the unity of the country. This is 
possible only under a truly federal set up. 

In our country, unfortunately, the experience 
during the past twenty-five years after Independence 
is that the powers concentrated in the Centre have 
been so exercised as to inhibit the States and to 
deprive them of their initiative. 

There bas been a strong tendency to work the 
Constitution as a unitary one treating the States 
as subservient to the Centre. It is myth to say that 
the Centre can be strong only if most of the powers 
are concentrated in the Centre. Thiru K. Santhanam, 
an elderly statesman, who was a member of the 
Constituent Assembly has critically examined the 
plea for a strong Centre and says-

" .... a strong Centre is indispensable if India 
is not to disintegrate and dissolve in chaos. But 
I. ....... do not agree with those who equate 
strength with the range of formal constitutional 
powers. On the other had, I am emphatically of 
opinion that by taking upon itself too many obliga
tions in relation to the vast pupulation spread 
over the length and breadth of India, the Centre 
will become incurably weak. It is only through 
concentration on essential All-India matters and 
by refusing to share the responsibility in such 
matters with the States, while giving complete 
autonomy to the States in the rest of the field of 
Government, the Parliament and the Central 
Government can be really strong. The tendency 
towards vague unhealthy paternalism which has 
come to envelop Indian Federalism as a result of 
the dominance of a single party during the first 
two decades of independence is as bad for the 
Centre as it is unpleasant and provocative to the 
States".* 

Dr. ~a, Chief Minister of Tamil Nadu, while 
presentmg the Budget in the Legislative Assembly 
on 17th June 1967, has observed as follows :-

"It is futile to raise the altruist argument that 
national unity will be impaired by such pleas 
for development of the States. There has be !n 
considerable change in the matrix of Central
State financial relations since the provisions of 
the Constitution in this regard were settled. There 
have bee~ a number of new trends and develop
ments which could not have been visualised when 
the Indian Constitution was framed. The Con
stitution had already provided for considerable 
concentration of powers in the hands of the 

* Vi:le the p~pcr of Thiru. K. Santhanam presented by him 
!O the NatiOnal Conv_ent1on oo Uoioo-State Relations held 
10 New Delh1 10 Apnl 1970. 



Central Governemnt. Through a new institution 
which was beyond the ken of the architects of the 
Constitution! the Centre has acquired still larger 
powers causmg concern about the position of the 
States. This new development relates to economic 
planning. The powers which the Central Govern
ment have assumed in regard to mobilisation, 
allocation and pattern of utilisation of resources 
for the Plan have reduced the States to the status of 
supplicants for- aid from Centre. Though some 
may shrink from discussing this issue on account 
of party discipline, all those who have looked at 
this problem from the purely economic angle, 
have expressed regret at these trends in financial 
relationship between Centre and State. By virtue 
of the powers vested in it such as those under 
entries 36 to 38 in the Central List under the Seventh 
Schedule of the Constitution relating to issue 
of currency and foreign exchange, the Centre 
is fully accountable for inflation and deficit financing. 
The responsibility for rise in prices due to these 
factors is thus squarely with the Centre. The Centre 
has consequently also to assume responsibility 
for control of prices. Though the State Govern
ments have to suffer from the impact of rising prices 
due to the policies of the Central Government, 
the Indian Constitution has not vested the States 
with necessary powers to control the prices and 
set right the situation. Hence it is that I am faced 
with the situation in which I have to request the 
Centre to share the additional expenditure in
volved in payment of dearness allowance to Govern
ment employees due to rise in prices and the loss 
on account of distribution of foodgrains at reduced 
rates. It will now b! possible to appreciate why 
I fe~I aggrieved when the Centre asserts that 
each State Government should itself bear the 
burden involved in distribution of foodgrains 
at subsidised rates and grant of dearness allow
ance to Government employees. Unless considera
tions of party cloud their judgement, those who 
have made a study of the relationship between 
the Centre and States in our Constitution, will 
not hesitate to endorse the validity of my argu
ment." 

It will be seen that through concentration of powers 
in its hands, the Centre actually becomes weak. 
The States have been made completely subservient 
to the Centre and they find themselves helpless under 
the present Constitution. 

· In a true federation, the Federal Government 
should have only powers relating to defence, foreign 
affairs, inter-State communication and currency. All 
the other powers along with the residuary powers 
should only ·vest with the States. The Federal Govern
ment and the State Governments should be completely 
independent of each other in their respective spheres. 
This Government firmly believes that only under such 
a Federal Constitution, the Nation can prosper as 
a whole. 

With this end in view, this Government appointed 
a Committee in 1969 headed by Dr. P. V. Rajamann•r 
with Dr. A. Lakshmanaswami Mudaliar and '!hlru 
P. Chandra Reddy as members to suggest smtable 
amendments to the Constitution of India so as t_o 
secure to the States the utmost autonomy. This 
Committee submitted its Report in 1971. 
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I~~; the Constitution, legislative powers of the 
Parliament and the State Legislatures are given in 
the Seventh Schedule under the headings "UNION 
LIST", "STATE LIST" and the "CONCURRENT 
LIST". The Rajamannar Committee has suggested 
certain changes in those Lists. With the aim of setting 
up a true federation, with a Federal Government 
having powers only relating to Defence, Foreign 
policy, inter-State communication and Currency 
and the States having all the other powers including 
the residuary power, the Government of Tamil Nadu, 
after taking into consideration the recommendations 
of the Rajamannar Committee, has formulated changes 
in the constitutional provisions and also the entries 
of the legislative power. Incidental and consequential 
changes in the Constitutional provisions should 
also be made. THE following are the important 
changes suggested in the Constitutional provisions ; 

Issue of Directions to the States by the Union.
Articles 256, 257, 339(2) and 344(6) empowering 
the Central Government to issue direction to the 
State Governments should be omitted. Federal Gove
rnment should have no such power to give directions. 

Inter-State Council.--The Inter-State Council should 
be constituted t:onsisting of all the Chief Ministers 
or their nominees, with eq•1a) representation for all 
the States. and the Prime Minister as its Chairman. 
No other Union Minister should be a Member of 
the Council. 

In respect of any action to be taken in any matter 
relating to defence, foreing affairs, inter-State 
communications and currency in so far as it affects 
the Centre-State relations <T State or States, the 
Inter-State Council should be consulted. 

Similarly, 1he Inter-State Coun• il sh')uld hav<" the 
opportunity to discuss all economic, fiscal, monetary 
and financial measures undertaken by the Federal 

-Government. 

The Inter-State Council envisaged by article 263 
of the Constitution will be ineffective and will not 
serve any purpose. 

The recommendations of the Inter-State Council 
should ordinarily be binding on the Centre and the 
States. If, for any reason any such recommendation 
is rejected, the recommendation together with the 
reasons for its rejection should be laid before Parlia· 
ment and the State Legislatures. 

Legislative power under Concurrent List.-Before 
any Bill is introduced in Parliament in relation to 
any entry of the Concurrent List, the Inter-State 
Council and the States should be consulted. At the 
time of introduction of the Bill, the remarks of 
the Jnter-Stl te Council and a brief resume of the 
opinions, if any of the State Government should be 
placed before the Parliament. 

Residuary powers.-The residuary power of legisla
tion and taxation should be vested in the State 
Legislatures. 

Article 154 and 258.-The provision giving power 
to Parliament to make laws conferring power on 
State and Sta•e authorities should be omitted. 



Artie!~ 169.-The pow~r to aboli'h or create Legi
,t;uive Councils should be vestd C\clusively in the 
Sl.lte L-:!'gislative Assemblies without the necessity 
of any P:irliamentary Le_;islation. 

Article 2J9.-This article, which empowers the 
Parliame,1t to kgislate with resp;ct to a matter in 
the St:lte List, shall be omitted. 

.\rticle 25:!.-This article empq,wering the' Parlia
ment to legis!at~ for two ot more States by consent 
should be~ omitted. 

Reservation of State Bills for consideration by 
President.-The provision reJarding the reservation 
of State Bills for the cn;;ideration and assent of 
the President should be omitted. Article 254 should 
be so amended that in respect of matters falling 
within the concurrent legislative list, the State law 
shall prevail" over the federal law. 

Promulgation of Ordinance by Goveroor.-The 
proviso to article 213 (1), which mak~s it necessary to 
obtain the instructions of the Presrdent before the 
promulgation of Ordinance should be omitted. 

Grants.-The grants by the Centre to the St~tes, 
both for Plan expenditure and non-plan expendtture 
should be made only on the recommendation$ of 
an independent and impartial body like the Finance 
Commission or similar statutory body. · 

Finance Commission.-The Finance Commi5sion 
as envisaged in the Constitution examines the financial 
resources and the needs of the States. But it does not 
discharge a similar function in relation to the finances 
of the Centre. It is necessary that there should be a 
periodic assessment of the financial resources and 
tht needs of the Central Government also. The Finance 
Commission should accordingly be empowered 
to examine the resources and needs not only of 
the States but of the Central Governments 85 well. 
The Finance Commission will then recommend the 
amounts necessary for enabling the Central Govern
ment to discharge its responsibilities and the amounts 
so recommended should be allocated from out of 
the taxes levided by the Central Government. 

The Members of the Finance Commtssion should 
be appointed in consultation with the Inter-State 
Council. 

It should be expressly provided in the Constitution 
that the recommendations of the Finance Com
mission should be binding on all the parties-Centre 
as well as the States. 

Loans and indebtedness of States.-There should 
be a Federal Debt Commission which should examine 
the entire issue relating to the indebtedness of States. 
This Commission should in course of time function 
as a Federal Development Bank consisting of repre
sentatives of the Centre and the States. This Bank 
should deal with applications for loans made either 
by the Centre or any State over and above borrowings 
in the open market. 

Relief Fnnd.-There should be a fund for each 
State for the relief of distress arising out of natural 
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calamities. 1 h~ t und may abo b.: utilised for ameliora
tive measures. 

Planning Commission.-The Plannmg Comm!ssion 
should be placed on an independent f~vttng wtthout 
being subject to control by the Unto~ Execu~tve 
or to political influences. To secure tlus obJective, 
it should be placed on a statutory basis by Parliament 
enacting a law providing for the estabhshment of a 
Planning Commission. 

The Planning Commission to be established by law 
should consist of only experts in economic, scienti_fic, 
technical and agricultural matters and spectahsts 
in other categories of national activity. No !?ember 
of the Government of India should be on tt. The 
law to be made in this behalf should deal with the 
tenure term of office and conditions of service of 
the m'embers of the Planning Commission which 
should have a Secretariat o(its own. The existing 
Planning Commission should be abolished. 

The duty of the Planning Commission should 
be to tender advice on schemes formulated by the 
States. 

It will also have the responsibihty of making 
recommendations for consideration by the Finance 
Commission regarding grant of foreign exchang~ to 
States for industrial undertkings started by or 
in the States. The Finance Commission will keep 
the recommendation of the Planning .Commission 
in view, in recommending grants. 

Each State may have a Planning Board . of its 
own. 

Planning and Development.-The Industries (Deve
lopment and Regulation) Act, 1951 (Central Act 
LXV of 1951), should be rapealed. 

TI1e State'"' should I ave the r power to start and 
carry on new industries and to grant licences to start 
new industrial undertaking within the State, and 
where foreign exchange is needed for any industrial 
undertaking licensed or started by a State, it should 
be provided by means of block grants to be allocated 
to each State, subject to National Plan Priorities, 
National Demand Projections and Information 
Sharing. System. 

!!'Judiciary-The Supreme Court.-No appeal from 
the High Court should lie to the Supreme Court 
in ordinary civil, criminal or other matters, whatever 
be the pecuniary interests involved and whatever 
the sentence imposed, except in a case involving consti
tutional issues including inter-State issues or the 
interpretation of a Central Act. 

In appointing judges of the Supreme Court, ;;J It 
is desirable to secure, as far as possible and without 
detriment to efficiency, representation for the High 
Court and the Bar of the different parts of the 
country. 

High Courts.-Since the legislative power 1 relating 
to constitution and organisation of High Court is i 
proposed to be transferred to the State List, articles 
217, 222, 223, 224 and 224-A require suitable amend
ment or omis~ion. 



Reference to the High Court.-Whenever any 
particular provision of a State Act is challenged 
~efore the _Hil!h Court on the ground that the provision 
IS unconstJtutwnal, the State Government concerned 
should have the power to move the High Court for 
referring the question to a Full Bench of three or 
more Judges of whom one should be the Chief Justice; 
The Bench as constituted should consider each and 
every provision of the Act concerned and once its 
decision is rendered no provision of the Act should 
be challenged thereafter, on the ground of uncons

titutionality. The State Government should be empo
wered to refer any question of law or fact of public 
importance to the High Court for its advisory opinion. 

Governor.-The office of the Governor is a legacy 
of the British colonial system. The method of 
appointment of the Governor as provided for in our 
Constitution makes it an anachronism in a democratic 
set up. He is a functionary appointed by, and res
ponsible to, the Central Governme:lt and as such. 
he could not be expected to understand the local 
conditions and the political situation. The expenditure 
incurred on the office of the Governor does not seem 
to square with the socialistic pattern of society. 
The expenditure is a wasteful one, which should 
well be dispensed with. The Supreme Court in 
Rao Shiv Bahadur Singh v. State of Vindhya Pradesh 
(1953) SCR (1188) has held that a Minister is an 
officer subordinate to the Governor. Thus, the 
elected representative of the people in Legal theory 
is nothing more than a servant of nominee of the 
Central Government. The time is ripe for doing away 
with the office of the Governor. 

Where the office of Chief Minister falls vacant 
by death, resignation, etc., under the West Germa11 
procedure, the successor shonld be elected • within 
a fixed period of time and if this is not done the 
Assembly will automatically stand dissolved. During 
this interregnum, it is suggested that the Chief Justice 
of the State may take charge of the administration 
till such time as a new Chief Minister assumes office. 
If the principle underlying this suggestion is accepted, 
the other details may be worked out. 

The executive can be dismissed under the1West 
German System by a vote of no-confidence called as 
the "Constructive Vote of non-confidence". Under 
this provision the executive cannot be dismissed 
by a no-confidence motion unless it is accompanied 
by the selection of his successor. A system similar 
to this may be adopted here also. The Chief Minister 
will discharge the functions at present being attended 
to by the Governor. If there is any interregnum, 
the Chief Justice of the State will discharge I the 
functions while there is no Chief Minister. . 

Emergency Powers.-Emergency powers ·under 
articles 356 and 357 which enable the imposition 
of the President rule in States shall be omitted. 

Article 365.-Provisions for issue of directions 
by the Federal Government have been om_itted. 
Consequently, this article also has to be om1tted. 

National Emergency-Articles 352 and 354.-Powers· 
~nder articles 352 and 354 relating to proclamation' 
of emergency and the consequential powers s~ould 
be. , restricted only to war or external. aggress10n, · · 
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Article 353 (a).-Power to issue directions while 
there is proclamation of emergency should be restricted 
only to war or external aggression. But such directions 
shall be issued only with the approval of the Inter-
State Council. ' 

Article 355.-The duty of the Federal Govern merit 
to protect every State should relate only to war and 
external aggression. 

Financial Emergency-Article 360.-The provision 
which empowers the President to issue a proclamation 
of emergency in cases of threat to financial stability 
or credit of India shall be omitted. 

Public Services.-There should be only two classes 
of services-

(!) Services for the purpose of Federal Government, 
and · 

{2) Services for the purpose of State Govern
ment. 

The existing all-India services including the I.A.S. 
and I.P.S. should be absorbed either with the 
Federal services or with the State Services. 

The recruitment to the State services and condi
tions of service will continue to be regulated by the 
States. Recruitment to the Federal services will be 
in accordance with the existing procedure subject 
to the modification that such reacruitment should 
be made on a Statewise basis, with provision for 
reservation of posts for members of the Scheduled 
Castes, Scheduled Tribes and Backward Classes, 
with reference to their population in each State. 

There should be provision for mutual exchange 
of members of the State services and the Federal 
services on such terms and conditions as may be 
agreed to between the Federal Government and the 
State Government concerned. 

Article 312.-This provision relating to all-India 
services and creation of new all-India service should 
be omitted. 

Emoluments of Central Employees.-The 
emoluments of Government employees of the 
Central and States should be uniform throughout the 
country, making due allowance for local or special 
conditions. 

State Public Service Commission.-The power 
relating to State Public Service Commission and the 
removal and suspension of the members thereof shall 
vest with the State Government. 

Territory ·of tbe State.-lt should be expressly 
provided in the Constitution itself that the territorial· 
integrity of a State should not be interfered with in 
any manner, except in accordance with any one of 
the following three alternatives- · . · 

(I) The consent of the State Legislature concerned' 
. should be obtained. 

(2) The issue should be referred to, and decided 
· by a high level judicial tribunal, to be cons

tituted for the purpose with the consent 
of the contending parties and its decisions 
should be binding on all'the parties. 



(3) The opinion of the people of the area or areas 
concerned should be ascertained by holding 
a special poll. 

In other words, articles 3 and 4 should be omitted 
and for altering the boundaries, area, etc. of any 
State, a Constitutional amendment would be 
necessary. 

Representation of States io Parliament-Council 
of States.-There should be equal representation 
for each State, that is to say, each State should have 
the same number of representatives irrespective of 
population. 

There should be no nominations to the Council 
of States. 

House of the People.-The number of seats fixed 
for each State in 1951 should remain unaltered except 
where there is increase in population in which case 
the number of seats may be increased subject to a 
maximum. However, in no case should the number 
of seats fixed for each State in 1951 be reduced. 

Language.-The Official Language of the Union 
Government will be all the languages specified in the 
Eighth Schedule to the Constitution. Till this is 
achieved, English should continue as the official 
language in all the Union Government departments 
including Central Secretariat and for purposes of 
communication between Centre and States. English 
should continue to be the language of Supreme 
Court. The official language in all the courts including 
High Court will be decided by the respective State 
Governments. The offices of the Federal Government 
situated in any State should in addition to English, 
use the official language of that State for transaction 
of business in those offices with the public. All 
communications by and between the Federal Govern
ment offices in the State and the Government of the 
State and its offices should be in the official language 
of that State fer transaction of business in those 
offices with the public. All communications by and 
between the Federal Government offices in the State 
and its offices should be in the official language of 
the State. Members of the Central services employed 
in a State should be well conversant with the official 
language of the State. 

Trade and Commerce-Article 302.-This article, 
which empowers the Parliament to impose restric
tion on trade and commerce and intercourse should 
be omitted. 

Article 304 {b).-The proviso to article 304 (b) 
which requires the previous sanction of the President 
for the Bills of the State Legislature, should be 
omitted. 

Public Order.-The Central Reserve Police Fora 
should not be deployed in any State except at the 
request or with the consent of that State. 

Machinery for conducting Elections to the State 
Legislature§.-Both the Representation of People 
Act, 1950 and the Representation of People Act, 
1951 should be amended so as to confine the provisions 
and the rules made thereunder to elections to 
Parliament. That State Legislatures must be left 

722 

free to enact laws in relation to elections to the State 
Legislature. 

Inter-State Water Disputes.-If there is a water 
dispute in respect of an Inter-state river, th~re 
must be negotiations between or among. the Chtef 
Ministers of the States concerned or thetr represen
tatives. If in such negotiations no agreement is 
reached within a prescribed time, then the Prime 
Minister should settle the issue within the period 
prescribed. If there is no such settlement, then, 
the issue should be referred to the Supreme . Court 
by the Federal Government itself directly within 
the prescribed period. If the Federal Gover~ment 
fails to make such reference, any of the parties to 
the dispute may make a reference to the Supreme 
Court. Such reference should be heard by a 
Bench of the Supreme Court consisting of all the 
Judges. 

Satisfactory provtstons shoulrl be made for 
implementing the decisions of the Supreme Court. 

Sea-Bed under Territorial Waters.-Article 297 
should be amended so as to vest in the State itself 
all lands, minerals and other things of value under
lying the ocean within the territorial waters adjacent 
to that State. 

Union Executive.-Conventions should be esta
blished regulating the formation of the Union 
Cabinet in such a way as to secure, consistent with 
the parliamentary type of Government and all that 
it involves, representation for the various regions of 
the country. 

The number of Central Ministers of Cabinet 
rank belonging to any one single State should nof 
be more than one-fifth of the total number. 

The Study Team under the Chairmanship of Thiru 
M.C. Setelvad constituted by the Administrative 
Reforms Commission to consider Centre-State 
relationship has devoted an entire Chapter to the 
role of Central agencies dealing with matters in the 
State and Concurrent Lists. According to the 
recommendation of the Study Team the items of 
work should be decentralised to the States and the 
role of the Central Government should be that of guide, 
planner and evaluator. The Administrative Reforms 
Commission has recommended that the role of the 
Central Ministries and Departments with regard to 
the subjects falling within the State List should be 
restricted. There is no need for a full-fledged separate 
Ministry or Department at the Centre for dealing 
with a subject falling within the State List. 

Amendment of the Constitution.-Every amendment 
~f the Constitution, irrespective of the provision 
mvolved, should need ratification by the Legislatures 
of all the States. 

Legislative power.-The legislative powers of 
Parliament and the State Legislatures have been 
enumerated in the Seventh Schedule to the 
Constitution as Union List, State List and 
Concurrent List. These entries of legislative powers 
have been examined in detail and a new set of three 
lists of legislative powers, namely Federal List, 
State List and the Concurrent List, have been 



prepared with the object of setting up of a true 
federation ':"ith a Federal Government having powers 
only relatmg to defence, foreign policy, inter-State 
communication and currency and the States having 
a~ . the other powers, including residuary power 
gJvmg due consideration to the recommendations 
of the Rajamannar Committee. 

Federal List 

Legislative power retained 

The following entries of legislative powers in the 
Union List have been retained in the Federal List as 
follows :-

Defence of India and every part thereof including 
preparation for defence and all such acts as may 
be conducive in times of war to its prosecution and 
after its termination to effective demobilisation. 

Naval, military and'air forces; any other armed 
forces of the Union.· 

Delimitation of cantonment areas, local self
government in such areas, the constitution and 
powers with such areas of cantonment authorities 
and the regulation of house accommodation (in
cluding the control of rents) in such areas; 

Naval, military and air force works; 

Arms, firearms, ammunition and explosives; 

Atomic energy and mineral resources necessary 
for its production so far as it relates to the defence 
of the country; 

Industries so far as they are necessary for the 
purpose of defence or for the prosecution of war; 

Central Bureau of Intelligence and Investiga
tion; 

Preventive detention for reasons connected with 
Defence, Foreign affairs; or the security of India; 
persons subjected to such detention; 

Foreign affairs; all matters which bring the Union 
into relation with any foreign country; 

Diplomatic, consular and trade representation; 

United Nations Organisation; 

Participation in international conferences, as
sociations and other bodies and implementing of 
decisions made thereat; 

Entering into treaties and agreements with foreign 
countries and implementing of treaties, agree
ments and conventions with foreign countries; 

War and peace; 

Foreign jurisdiction; 

Citizenship, neutralization a?d aliens; 

Extradition; 
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Admission into, and emigration and expulsion 
from India; passports and visas; 

Pilgrimages to places outside India; 

Piracies and crimes committed on the high 
seas or in the air; offences against the law of na
tions committed on land or the high seas or in 
the air; 

Inter-State railways; 

Maritime and Shipping navigation, including 
shipping and navigation on tidal waters; provision 
of education and training for the mercantile marine 
and regulation of such education and training; 

Lighthouses, including lightships, becons and 
o~her provision for the safety of shipping and 
a1rcraft; 

Major ports and the constitution and powers 
of port authorities therein including their delimita
tion. 

Port quarantine, including hospitals connected 
therewith; seamen's and marine hospitals; 

Airways, aircraft and air navigation; provision 
of aerodromes; . regulation and orgainsation of 
air-traffic and of aerodromes; provision for aero
nautical education and training and regulation of 
'such education and training; 

Carriage of passengers and goods by mter-] 
State railways, sea or air; 

Posts and telegraphs and telephones; 

Property of the Federal Government and the 
revenue therefrom, but as regards property situated 
in a State, subject to legislation by the State; 

Courts of wards for the estates of Rulers of 
Indian States; 

Public debt of the Federal Government; 

Currency, coinage and legal tender; foreign 
exchange; 

Foreign loans; 

Reserve Bank modelled on Federal Reserve 
system; 

Trade and Commerce with foreign countries; 
import and export across customs frontiers; de
finition of customs frontiers; 

Establishment of standards of quality for goods 
to be exported out of India; 

Fishing and fisheries beyond territorial waters; 

Industrial disputes concerning Federal Govern
ment employees; 

The institutions known at the commencement 
of the Constitution as the National Library, the 
Indian Museum, the Imperial War Museum, the 
Victoria Memorial and the Indian War Memorial; 



The institutions known at the commencement 
of the Constitution as the Banaras Hindu University, 
the Aligarh Muslim University and the Delhi 
University; 

Census; 
Federal Government Services and Federal Gov

ernment Public Service Commission; 

Federal Government pensions, that is to say, 
pensions payable by the Government of India or 
out of the Consolidated Fund of India; 

Elections t0 Parliament and to the offices of 
Prestdent and Vice-President; 

Election Commission in respect of ~such elec
tions; 

Salaries and allowances of Members of Parlia
ment, the Chairman and Deputy Chairman of 
the Council of States and the Speaker and the 
Deputy Speaker Gf the House of the People; 

Powers, privileges and immunities of each 
House of Parliament and of the members and the 
Committees of each House; enforcement of at
tendance of persons for giving evidence or producing 
documents before committees of Parliament or 
commissions appointed by Parliament; 

Emoluments, allowances, privileges, and rights 
in respect of leave of absence, of the President; 
salaries and allowances of the Ministers for the 
Federal Government; the salaries, allowances and 
rights in respect of leave of absence and other con
ditions of service of the Comptroller and Auditor
General of the Federal Government; 

Audit of the accounts of the Federal Govern
ment; 

Constitution, organisation, jurisdiction and pow
ers of the Supreme Court (including contempt of 
such Court) and the fees taken therein, p~rsons 
entitled to practise before the Supreme Court; 

Extension of the jurisdiction of a High Court 
to, and exclusion of the jurisdiction of, a High 
Court from any Union Territory with the con
currence of the concerned State Government; 

Inter-State migration inter-state quarantine;· 

Duties of customs including export duties; 

Offences against laws with respect to any of the 
matters in the Federal List; 

Inquiries, surveys and statistics for the purpose 
of any of the matters in the Fedet al List; 

Jurisdiction and powers of all courts except the 
Supreme Court with respect to any of the matters 
in the Federal List; admiralty jurisdiction; 

Fees in respect of any of the matters in the 
Federal List but not including fees taken in any 
Court. 

State List 

(1) Legislative powers retained in the State List 

The following entries of legislative powers in the 
State List have~ been · retained in the State List :-
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Public order (but not including the use of naval, 
military or air forces or any other armed forces 
of the Union in aid of the civil power); 

Police, including railway and village police.; 

Administration of justice; constitution an t.rgani-· 
sation of all courts, except the Supreme Court; 
officers and servants of the High Court; procedure 
in rent and revenue courts; fees taken in all courts 
except the Supreme Court; 

Prisons, reformatories, Borstal institutions and 
other institutions of a like nature, and persons 
detained therein; arrangements with other States 
for the use of prisons and other institutions; 

Local government, that is to say, the constitution 
and powers of municipal corporations, improv
ment trusts, district boards, mining settlement 
authorities and other local authorities for the pur
pose of local self-government or villagt; administra
tion; 

Public health and sanitation; hospitals and dis
pensaries; 

Pilgrimages, other than pilgrimages to places 
outside India; 

Intoxicating liquors, that is to say, the production, 
manufacture, possession, transport, purchase and 
sale of intoxicating liquors; 

Relief of the disabled and unemployable; 

Burials and burial ground; cremations and cre
mation grounds; 

Education including universities; 

Libraries, museums and other similar institu
tions controlled or financed by the State; ancient 
and historical monuments and records; 

Communication, that is to say, roads, bridges, 
ferries, and other means of communication, muni
cipal tramways, ropeways; inland waterways and 
traffic thereon; vehicles other than mechanically 
propelled vehicles; 

Agriculture, including agricultural education and 
research, protection against pests an prevention of 
plant diseases; 

_ Preservation, protection and improvement of 
livestock and prevention of animal diseases; veter
inary training and practice; 

Ponds and the prevention of cattle trespass; 

Water, that is to say, wa'ter supplies, irrigation 
and canals, drainage and embankments, water 
storage and water -power; 

Land, that is to say rights in or over land, 
land tenures including the relation of landlord and 
tenant, and the collection of rents; transfer and 
alienation of agricultural land, land improvement 
and agricultural loans; colonization; 

Forests; 

Protection of wild animalS and birds; 
Fisheries; 



Courts of wards subject to the provtstons of 
List I; encumbered and attached estates; 

Regulation of mines and mineral development; 

Industries subject to the provisions of List I; 

Gas and gas-works; 

'Trade and commerce within the States; 

Production, supply and distribution of goods; 

Markets and fairs; 

Weights and measures except establishment of 
standards; 

Money-lending and Money-lenders; relief of 
agricultural indebtedness; 

Inns and inn-keepers; 

Incorporation, regulation and winding up of 
corporations and universities; unincorporated trad
ing, literary, scientific, religious and other societies 
and associations; co-operative societies; 

Theatres and dramatic performance; cinemas; 
sports, entertainments and amusements; 

Betting and gambling; 

Work, lands and buildings vested in or in the 
possession of the State; 

Elections to the Legislature of the State; 

Salaries and allowances of the members of the 
legislature of the State, of the Speaker and Deputy 
Speaker of the Legislative Assembly and, if there 
is a Legislative Council, of the Chairman and 
Deputy Chairman thereof; 

Powers, privileges and immunities of the Legis
lative Assembly and of the members and the commit
tees thereof and, if there is a Legislative Council, 
of that Council and of the members and the com

·mittees thereof; enforcement of attendance of 
persons for giving evidence or producing documents 
before committees of the Legislature of the 
State; · 

S~laries and allowances of ~Ministers for· the 
State; 

State public services; State Public Service Com
mission; 

. State pensions, that is to say, pensions payable 
by the State or out of the Consolidated. Fund of 
the State; 

Public debt of the State 
.·t 

Treasure trove; 
j . 

.Land revenue, including the assessment and col
lection of revenue, the maintenance of land records, 
survey for revenue purposes and records of rights, 
and alienation of revenues; 

Taxes on agricultural income;. 

Duties in respect of succession to agricultural 
land; 

Estate duty in respect of agricultural land; 

Taxes on land and buildings; 

Taxes on mineral rights; 

Duties of excise on _the following goods manu
factured or produced in the State and count.:r
vailing duties at the same or lower rates on similar 
goods manufactured or produced elsewhere in 
India :-

(a) alcoholic liquors for human consumption; 

(b) opium, Indian hemp and other narcotic drugs 
and narcotics; 

Taxes on the entry of goods into local area for 
consumption, use or sale therein; 

Taxes on the consumption or sale of electricity; 

Taxes on the sale or purchase of goods other 
than newspapers; 

Taxes on advertisements; 

Taxes on goods and passengers carried by road 
or on inland waterways; 

Taxes on vehicles, whether mechanically pro
pelled, or not, suitable for use on roads, including 
tramcars; 

Taxes on animals and boats; 
Tolls; 
Taxes on professions, trades, callings and em

ployments; 

Capitation taxes; 
Taxes on luxuries, including taxes on enter

tainments, amusements, betting and gambling; 

Rates of stamp duty in respect of documents; 

Offences against laws with respect to any of the 
matters in this List; 

Jurisdiction and powers of all courts except the 
Supreme Court, with respect to any of the matters 
in this List; 

Fees, in respect to any of the matters in this List, 
but not including fees taken in any co~rt. 

(2) Legislative powers transferred from the Union 
List to State List 

The following entries of legislative powers in the 
Union List have been transferred to the State List :-

Atomic energy and mineral resources for purpo-
ses other than defence; 

Railways within the State; 

All Highways within the State; 

Shipping and navigation on inland waterways 
. as regards mechanically propelled vessels the rule 
of the road on such waterways; 

Carriage of passengers and goods by railways 
within the State; 



Wireless, broadcasting , television and other 
like forms of communication; 

Savings Bank; 

Lotteries; 

Inter-State trade and commerce; 

Incorporation, regulation and winding up of 
trading corporations, including banking, insurance 
and financial corporations; 

Incorporation, regulation and winding up Gf 
CQrporations whether trading or not; 

Banking; 

Insurance; 

Stock exchanges and future markets; 

Regulation and development of oil-fields and 
mineral-oil resources; petroleum~ and petroleum 
products; other liquids and substances; 

Regulation of labour and safety in mines and 
oil fields; 

Fishing and Fisheries within territorial waters; 

Manufacture , supply and distribution of salt· 
regulation and control of manufacture; supply and 
distribution of salt; 

Cultivation, manufacture and sale for export, 
of opium; 

Sanctioning of cinematograph films for exhi
bition; 

Institutions for scientific or technical education; 

Institutions for professional, vocational or tech
nical training, including the training of police 
officers; or the promotion of special studies or 
research; or scientific or technical assistance in 
the investigation or detection of crime; 

Determination of standards in institution·' fm 
higher education or research and scientific · and 
technic'al institutions; 

Ancient and historical monuments and records, 
and archaeological sites and remains; 

Elections to the Legislatures of States· Election 
Commission relating to such elections; ' 

Audit of the accounts of the State; 

. Constitution _and organisation (including vaca
tions) of the High Court; provisions as to officers 
and 57rvants of the High Court; persons entitled to 
practise before the High Court; 

Taxes on income; 

. Dut!es of ex<:ise on toba~ and other goods 
m~l~dmg med1cmal and toilet preparations con
tammg alcohol or any substance; 

Corporation Tax; 
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Taxes on the capital value of the assets of indi
viduals and companies; taxes on the capital of 
companies; 

Estate duty in respect of property; 

Duties in respect of succession to property; 

Terminal taxes on goods or passengers, carried 
by railway, sea or air; taxes on railway fares and 
freights within the State; 

Taxes other than stamp duties on transactions 
in stock exchanges and future markets; 

Rates of stamp duty in respect of bills of ex
change, cheques, promissory notes , bills of lading, 
letter of credit, policies of insurance, transfer of 
shares, debentures, proxies and receipts; 

Taxes on the sale or purchase of newspapers and 
on advertisements published therein; 

Taxes on the sale or purchase of goods other 
than newspapers; 

Any other matter not enumerated in List I 
or List III including any taxes not mentioned in 
either of those Lists. 

(3) Legislative powers transferred from the concur
rent list to the State List 

The following entries of legislative powers in the 
Concurrent List have been transferred to the State 
List :-

Criminal law, including all matters included 
in the Indian Penal Code at the commencement of 
this Constitution but excluding offences against 
laws with respect to any of the matters specified in 
the Federal List and excluding the use of naval, 
military or air forces or any other armed forces of 
the Federal Government in aid of the Civil powers; 

Criminal procedure, including all matters in
cluded in the Code of Criminal Procedure at the 
commencement of this Constitution. 

Preventive detention for re<sons connected with 
the security of the State, the maintenance of public 
order, or the maintenance of supplies and service& 
essential to the community; persons subjected to 
such detention; 

Marriage and divorce; infants and minors· 
adoption; wills; intestacy and succession; join$ 
family and partition; all matters in respect of which 
parties in judicial proceedings were immediately 
before the commencement of this Constitutiou 
subject to their personal law; 

Transfer of property; registration of deeds and 
documents; 

Contracts, including partnership, agency, contracts 
of carriage, and other special forms of contracts; 

Actionable wrongs; 

Bankruptcy and insolvency; 

Trust and Trustees; 



Administrators-General and official trustees; 
Evidence and oaths; recognition of laws, public 

acts and records, and judicial proceedings; 

Civil Procedure. including all matters included 
in the Code of Civil Procedure at the commencement 
of this Constitution, limitation and arbitration; 

Contempt of court, but not including contempt 
of the Supreme Court; 

Vagrancy; nomadic and migratory tribes; 

Lunacy and mental deficiency, including places 
for the reception or treatment of lunatics and mental 
deficients; 

Prevention of cruelty to animals; 

Adulteration of foodstuffs and other goods: 

Drugs and poisons; 

Economic and social planning; 

Commercial and industrial monopolies, combines 
and trusts; 

Trade unions; industrial and labour disputes: 

Social security and social insurance; employment 
and unemployment; 

Welfare of labour including conditions of work, 
provident funds, employer's liability, workmen's 
compensation, invalidity and old-age pensions and 
maternity :benefits; 

Vocational and technical training of labour: 

Legal, medical and other professions; 

Charities and charitable institutions, charitable 
and religious endowments and religious institutions; 

Vital statistics including registration of births 
and deaths; 

Ports other than major ports; 

Shipping and navigation on inland waterways 
as regards mechanically propelled vessels, and the 
rule of the road on such weterways, and the carriage 
of passengers and goods on inland and waterways 
within the State; 

Trade and commerce in, and the production, supply 
and distribution of,-

(a) the products of any industry, and imported 
goods of the same kind as such products; 

(b) foodstuffs, including edible oilseeds and oils; 

(c) cattle fodder, including oil cakes and other 
concentrates; 

(d) raw cotton, whether ginned or unginned, and 
cotton seed; and 

(d) raw jute; 

Price control; 

Mechanically propelled vehicles including the 
principles on which taxes on such vehicles are to be 
levied; 
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Factories; 

Boilers; 

Electricity; 

Newspapers, books and printing presses; 

Archaeological sites and rem<ins; 

Acquisition and requisitioning of property; 

Recovery in a state of claims in respect of taxes 
and other public demands, including arrears of 
land revenue and sums recoverable as such arrears; 

Stamp duties other than duties or fees collected 
by means of judicial stamps, but not including rates 
of stamp duty; 

Inquiries and statistics for the purposes of any 
matters specified in the State List. 

Concurrent List 

(I) Legislative powers retained. 

The following entries of legislative powers in 
the Concurrent List have been retained in the Con
current List :-

Removal from one State to another, State of 
prisoners. accused persons and persons subjected to 
preventive detention; 

Prevention of the extension from one State to 
another of infectious or contagious diseases or pests 
affecting men, animals or plants; 

Custody, management and disposals of property 
declared by law to be evacuee property; 

Relief and rehabilitation of persons displaced 
from their original place of residence by reasons of the 
setting up of the Dominions of India ancl Pakistan; 

Inquiries and statistics for the purpose of any 
of the matters specified in the Concurrent List; 

Jurisdiction and Powers of all Courts, except the 
Supreme Court, with respect to any of the matters 
in the Concurrent List; 

Fees in respect of any of the matters in the Con
current List but not including fees taken in any 
Court. 

(2) Legislative powers transferred from the Pre
sent Union List to the Concurrent List. 

The following entries of legislative powers in the 
Union List have been transferred to the concurrent 
List :-

Bills of exchange, cheques, promissory notes 
and other like instruments; 

Patents. inventions and designs, copyright, 
trade marks and merchandise marks; 

Establishment of ~tandards of weight and measure; 



Establishment of standards of quality for goods 
to be exported out of India or transported from one 
State to another; 

Regulation and development of inter-State rivers 
and river valleys; 

The Survey of India, the Geological, Botanical 
Zoological and Anthropological Survey of India, 
Meteorological organisations; 

The above changes in the List of legislative powers 
have also to b~ incorporated in the Constitution with. 
necess:uy amendments, supplemental, incidental 
and consequential. 

DRA VIDA MUNNETRA KAZHAGAM 

Supplementary Memorandum 

INTRODUCTION 

In 1969, for the first time in India, the D.M.K. 
Government of Tamil Nadu constituted a Committee 
of Experts, with Dr. P. V. Rajamannar as the Chair
man, to inquire into the relations between Centre and 
the States and to make recommendations thereto. 

Dr, A. Lakshmanaswamy Mudaliar, former Vice
Chancellor of Madras University, Thiru P. Chandra 
Reddy, former Chief Justice of the High Court of 
Madras are the other members of the Committee. 

The Rajamannar Committee, as it is popularly 
called, presented its report in May, 1971. 

Largely based on that Report, Thiru M. Karunani
thi, the then-Chief Minister, moved a resolution 
on State Autonomy in the Legislative Assembly of 
Tamil Nadu. 

The Assembly discuss~d the same for five days 
and for the first time in the history of India a Resol
ution about Centre-State Relations, commending 
suitable changes and amendments to the Constitution, 
was passed on 20-4-1974. 

Those documents with title "The D. M.K.'s views 
on State Autonomy" forms our Memorandum to the 
Commission on Centre-State Relations. 

In this Supplement we are presenting our further 
views on the nid S'.lbject. 

Madras 
30th December 1985. M. KARUNANITHI 

President, D.M.K. Party. 

PART I 

India, like U.S.S.R., Peoples' Republic of China and 
Switzerland etc., has many nationalities with distinct 
languages, cultures, religions, traditions and history 
of their own. Another important factor is the con
tinental geographic dimensions, with. different States 
at different stages of development. 

As professor Toynbee observes, "the growing cons
ciousness of Nationality had attached itself neither to 
traditional frontiers nor to new geographical associ
ations but almost exclusively to the mother-tongues.'~* 

•Quoted in 'The Report of the States Reorganisation C:Ommis-
sion', 1955, p. 41. 
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The Report of the Linguistic ~rovince~ (J?ar) 
Commission, 1948, states that creatton of lmgutsttc 
provinces would bring 'sub-nations' into existence. 

But forces of history have created the linguistic 
states and today nobody could undo them and face 
the public wrath. 

Those who object the use of the terminology of 
'nationalities' may, like the Dar Commission, use the 
nomenclature of 'sub-nations' or call our country as 
'polyglot' or 'poly-ethnic'. 

Only these inexorable facts of life demand federa
lism for our country because as Prof. Kenneth. C. 
Wheare has put it, that "as a matter of history, fede
ralism has provided a device through which differing 
nationalities could unite, and. ·while retaining their 
own distinct national existence, attempt to create 
in addition a new sense of common nationality. 
Nationalism in a federation can be expressed on at 
least two levels; it is not exclusive. homogenous 
passion". * 

We feel federal polity for India is an inevitability 
as it provides a chance of linking union with diversity 
as the democratic alternative. 

It is our c pinion that if Canada has one Quebec 
India has many Quebecs. 

Mr. Gerald Pelletier, M. P. of Canada and Editor 
of 'La Presse' has stated; 

"If I told you that I am firstly a Canadian and 
that my belonging to the French Community comes 
second that would be shameful lie. . . . Confedera
tion is good in so far as it allows my own people 
to live in the best possible conditions, to develop 
their own capabilities within their own culture. 
If confederation means abandoning the French
Canadian identity, giving up our French culture, 
disappearing into the North American' melting pot 
then I am against Confederation". * * 

In the same way we, the Tamils, also feel. No 
self respecting Tamil Y ould sacrify his ·language 
culture and identity for anything. So also is the 
case with others. 

We should not forget that after the birth of lin
guistic states the States have come of age and each 
State has acquired a personality and identity of its 
own and· the people are State conscious. Nay; as 
many state boundaries coincide with the languages 
they speak we could say that they are nationality
conscious. 

"Without federalism Canada could not continue to 
exist, for French-Canadians would not feel" that 
their distinct nationality would be preserved-the 
basis upon which alone they are prepared to think 
of themselves as Canadians". * * * 

•Kenneth C. Wheare, "Federalism and the Making of Nations", 
in "Federalism : Mature and Emergent", edited by Authur 
w. Ma\'lllohan, p.35. 

00 !}ERALD PELLETIER, ••Confederation at. the Cro~s
roads", University or·saskatchuam, 1965, p.' 4-5. 

•••Kenneth Wheare, lb!d, p. 36. 



7The same holds true in India which has many 
Quebecs. 

-Wholesome federalism alone can keep India to
gether and strengthen her from within and without. 

In a federation, Governments-the Union and the 
States, must have complete freedom from mutual 
control and encroachment in the determination of 
their policies and the way in which they are imple
mented. -This freedom is the soul of federalism. 
We call this freedom as Autonomy. It should not 
be confused with separation involving seccession. 

It is our firm belief that National Unity should 
be based on State Autonomy. 

Along with the Royal Commission on Dominion-
Provinces in Canada, we say: 

"National Unity and Provincial Autonomy muiill 
not be thought of as competitors for the citizen( 
allegiance, for .... they are but two facets of the 
same thing, the same federal system". 

Political autonomy for the States would be uselellll 
unless they are backed by adequate fiscal autonomy 
and financial resources. 

So, we demand a reapprisal of the Constitution to 
achieve that end. 

If the present Hon'ble Commission is not to suggest 
any amendments to the Constitution in the light of our 
past experience and in view of our future needs, then it 
is our opinion that the entire efforts would beeome an 
exercise in futility. 

There ar~ some quarters who consider the demand 
for 'Autonomy for the States and Federal Union at the 
Centre' and regionalism as anti-national. They 
are .wrong. 

Autonomy for the units is the life of blood of 
federalism. Even the present Constitution provides 
for some amount of autonomy. Our demand is that 
they should be more; that they should be sufficient 
and that they should be real to develop their uniu 
in their own way and genius without hampered by the 
overlordism of the Centre. 

Regionalism and sub-regionalism are recognised in 
the Constitution. 

There are special provisions in the Article 370 
of the constitution for Jammu & Kashmir. 

Article 371 speaks about . special provisions in 
respect of Vidarbha, Marathwada, Saurashtra and 
Kutch. 

Article 371-A speaks about special provision with 
respect to the State of Nagaland, 

There are special provisions for t~e tribal areas 
of Assam, for the Hill areas of Mampur. 

Article 371-D speaks about special provisiollll 
with respect to Telengana in the State of Andhra 
Pradesh. 

93-288/87 
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One should not forget the fact that "the National 
movement which achieved India's independence waa 
built up by harnessing the forces of regionalism". 
As the Report of the States Reorganisation Com
mission (1955) puts it: 

"It is only when the Congress was reorganised on 
the basis of language units that it was able to 
develop into a national movement. The Congresa 
under Mahatma Gandhi realised that the same 
forces which worked for our national unity had 
also helped to develop the regional languages, 
which led to the integration of language areas. 
It is this alliance between regional integration 
and national feeling that helped us to recover 
our freedom. 

"With the achievement of freedom, a tendency haa 
developed to overlook the claims of different 
regions by denying to them the right to internal 
integration, on the plea that this will weaken the 
unity of the nation. This, however is false cry, 
for true development will be possible, only if we 
are able to utilise genuine loyalties which have 
grown up round historic areas united by a common 
language". 

(-Page 38, Emphasis ours) 

Those who decry the demand for more powers for 
the States in the name of State. Autonomy are those 
who fail to understand the efficacy of federalism. By 
uttering this criticism they also fail to understand the 
necessity to harness the aspirations of genuine and 
basic loyalties which have grown up around historic 
areas united by a common language which are the 
cementing forces of national integration. 

As Dr. Chandra Pal puts it, "the demand for state 
autonomy is not at all incompatible either with the 
process of nation-building or with national inte
gration. Rather it is essential. The need of the 
hour is "Unity" and not "Uniformity". Unity in 
diversity cannot be maintained without permitting 
diversity in unity. Any attempt to crush "diversity" 
is fraught with dangerous consequences and may 
eventually lead . to disintegration and balknisation 
of the country".* 

The problem of State Autonomy has been a live issue 
in Indian federal system as in any federal systems since 
the birth of our Republic, nay, even, earlier. Student 
of Indian constitutional history are conversant with 
the fact that the federal idea which was mooted 
in the Nehru Report and the Report of the Indian 
Statutory Commission was assiduoulsly pursued in 
the Round Table Conference and was adopted in 
the Government of India Act of 1935. The two major 
characteristics of the aforesaid Act were that (I) 
It proposed a Federation for India; and (2) It provided 
fer provincial Autonomy. E':en though the prop_osed 
Federation could not see the hght of the day the 1ssue 
of provincial autonomy g. ined momentum. 

The historic f?ct was that the Constitutent Assembly 
met to consider the proposals of the Cabinet Mission 
Plan, constituting India into a Union under which 
the Provinces would have full autonomy, subject 

•Dr. Chandra Pal, "State Autonomy in Indian Federation : 
Emerging Trends", p. 53. 



only to a minimum of Central subjects comprising 
Foreign Affairs, Defence and Communications and 
"Vesting all subjects@ and all residuary powers in the 
Provinces. According to K. M. Munshi, "Gandhiji 
saw in the Plan the seeds to Convert this land of 
sorrow into one without sorrow and suffering".* 

On 3 June 1947 the decision to partition India was 
announced. Sensing this before-hand B. N. Rau had 
sent a memorandum on the Union Constitution on 
30 May 1947 as follows : 

"If it is decided to abandon the Cabinet Mission 
Plan ... the whole matter may have to be considered 
afresh. In that event we may either have a unitary 
type of constitution, as before the Government of 
India Act of 1935, or we may have a federation with 
the present distribution of powers between the 
Centre and the Units. The former, however 
desirable, may no longer be practical politics."** 

On 4 July 1947 the Second Report of the Union 
vvwers Committee presented its Report to the cons
tituent Assembly recommending that "The Consti
tution should be a federal structure with a strong 
centre". The objectives Resolution moved by 
Pandit Nehru to create" a complete, adulterated 
federation" *** and the first Report of the Union 
Powers Committee had been given a go-bye. 

As K. Santhanam States, " .... the main constitu
tional results of the partition of India was that the 
pendulum swung from one extreme to another extre
me. From the idea of minimal federation, almost 
all leaders g nd, much more than leaders, the 
followers, wanted a maximal federation". •••• 

H.V. Pataskar had explained this aspect very clearly 
in the Constituent Assembly: 

" .... at the time of the second reading, we develop
ed a fear complex ..... the result was that 
the autonomy of the States, or their semi
autonomy came to be looked upon as a matter 
of national danger .... It was with the idea of 
having a federation that we began changing the 
name of the Provinces into States. If the present 
idea had existed throughc ut, we never would 
have made that change. But while the name of 
"State" is there, the power of the State is so 
curtailed that it is a misnomer to call it a "State" 
any longer". t 

With the result they created our Constitution in 
the Plaster cr st set in the Act of 1935, which was 
anathema to those Constitution-makers them
selves. 

The Constituent Assembly had also formally en
doresed the federal principles when Pandit Nehru 
moved the objectives Resolution which stated that: 

@Other than the Union Subjects. 
• K. M. Munshi, "Indian Constitutional Documents" Vol. 

I. p. 103. 
•• B. Shiva, Rao, "India's Constitution in the Making", 

pp. 92-93. 
••• CAD, XI, S, p. 670. 
.... K. Santhanam, "Union-States Relations in India", p.4. 
tcAJ>, Vol. XI, pp. 670-673. 
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"the said territories .... shall possess and retain 
the status of autonomous Units, together with 
residuary powers, and exercise ~ll. po~ers and 
functions of Government of admtmstratJOn, save 
except such powers and ~unctions as arc: vested 
in or assigned to the Umon, o~ as are mherent 
or implied in the Union or resultmg therefrom.: 

Those proposals had been accepted by the Congress 
Party and 'therefore by the people' could be evince~ 
by the following statement of N. Gopalaswam• 
Ayyanger in the constituent Assembly: 

"The statement of the Cabinet Mission, I would 
describe as the law of the constitution of this 
Assembly. That Constitution derives it authority 
not from the fact its authors were three members 
of His Majesty's Government but from the fact 
that the proposals made thertin have been 
accepted by the people of the Country."§ 

It should be noted that the Congress Party of 
yester-years stood for genuine federalism with maxi
mum autonomy to the Units. Pandit Nehru in his 
book "The Discovery of India", which was written 
during April to September 1944 in the Ahmednagar 
Fort Prison has opined as follows : 

"It is clear that any real settlement must be based 
on the good-will of the constituent elements 
and on the desire of all parties to it to co-operate 
together for a common objective. In order to 
gain that any sacrifice in reason is worthwhile ... 

. It is not difficult, if passions and unreasoing emo
tions are set aside, to derive such freedom with the 
largest autonomy for provinces and States and yet 
a strong central bond."@@ 

He even went to the extent of granting the Unit.s 
the right to secede, "say ten years after the establish
ment of the free lnd!an State."@@@ 

His views were echoed in the election manifesto 
of the Congress Party when it fought the elections 
in 1945. It assured "a minimum list of common and 
essential federal subjects" and "the right of any well 
constituted area to secede from the Indian federation 
or Union"tt 

--Undoubtedly this was "the predominant idea 
of our national leaders" at the outset. 

But, with the birth of Pakistan came a right-about 
turn in their thinking and it not only destroyed the 
concept of United India but also the concept of 
genuine and wholesome federalism. 

It should be noted that the Congress Party stoutly 
opposed the Act of 1935. 

The following reasons were given by Pandit Nehru~ 

"The Act of 1935 was bitterly opposed by all sec-· 
lions of Indian opinion. While the part dealing 

~CAD, Vol. I, No. I, ·p. 57. 
S CAD, Ibid., p. 39. 
@@ Jawaharlal Nehru, "The Discovery of India", 3rd Edition,. 

1947, Signet Press, p. 448. 
@@@ Jawaharlal Nehru, Ibid., p-452 

ft Central Parliamentary Board, Indian National Congress,. 
Handbook for Congressmen, New Delhi, (undated) p. 98. 



with Provincial Autonomy was severely criticized 
for its many reservations and powers given to the 
Governors and the Viceroy, the Federal part was 
even more resented. Federation as such was not 
opposed and it was generally recognised that a 
Federal structure was desirable for India. But 
the proposed Federation petrified British rule and 
vested interests in India.* 

--It is a tragedy that a number of provisions 
.of the very Act which was created by the 'Colonial 
Masters' 'representing the old tradition of British 
imperialism' to suit their exploitation and which was 
then totally objected to by the Congress party had 
been incorporated verbatim in our present Constitu
tion and that is why some authors call our Constitu
tion as the •Palimpsest of the Act'. The Constitu
tion, as Ivor Jennings puts it, "derives 
directly from the Government of India Act 1935, 
from which in fact many of its provisions were 
copied almost textually" and as Dr. Durga Das Basu 
observes, "75 per cent of the Constitution owes its 
origin to that Act", with the basic difference that 
the paramountcy of the British Crown over the States 
and, Provinces had been transferred to the Govern
ment of India. 

The Main reasons for copying the much hated Act 
.of 1935 may be summarised as follows: 

I. The anxiety-Complex was predominant; there
fore those who advocated State-rights were sus
pected of lack of loyalty to the country because 
of the creation of Pakistan. 

2. In a hurry to create a Constitution of our own 
they simply forgot the mandate they got from the 
people, the primary plank being federalism. 

.3. In their jubilation over Independence, they 
thought that Congress and its 'God-like' leaders 
would rule the country for ever and they never 
even considered the possibility of other parties 
coming to power in the units. Even if such a 
situation arises, they thought, that it would be 
convenient to suppress them by some of the 
provisions of the Act of 1935. 

4. The Congress Party was and has been unitary in 
character. During the days of Provincial Auto
nomy the top-most leaders like Pandit Nehru, 
Sardar Patel, Rajendra Prasad etc. stood outside 
the new ministries as the High Command and it 
was that High Command which made the choice 
of Premiers and settled the differences of opinion 
in the Cabinets of the provinces. "What happen
ed in practice was that Constitutional federalism 
was superseded by political unitarianism". 
-Therefore States were looked down upon as 
the fiefdom of Delhi, 

--In effect the Congress High Command stepped 
into the shoes of the "irresponsible and unresponsive" 
British imperalism and a Swadesi Imperialism was 
established with the States as the internal colonies. 
Like the British they continue to treat the States with 
JIUSpicion and distrust. Otherwise there is no need 
to retain many of the provisions of the Act of 1935 
which they hated. 

• Pandit Nehru, Ibid., p. 307. 

731 

--That is why mild criticism calls our Constitu
tion as a federation with unitary features or quasi
federal while pungent comment describes the States 
as 'no better than glorified municipalities' or' dole
getting Corporations • • 

Here below are some of the comments about 
our Constitution: 

K. M.MUNSHI "a quasi-federal union invested 
with several important features 
of a ~nitary Government" ("The 
Presodent under the Indian 
Constitution'', Bombay, Bharn
tiya Vidya Bhavan, 1967, p.J.) 

Dr. GAJENDRA GADKAR " .. though it partakes some of 
the characteristics of federal 
structure, it cannot be said to 
be federal in the true sense of 
the term". ("The Constitution 
of India-Its Philosophy and 
Basic Postulates'', Bombay 
(1969), p. 67.) 

HANUMANTHAIYA "The Constitutional edifice of 
India is neither unitary nor 
federal in the strict sense of 
term". 
(-The Report on Centre-State 
Relationships, A.R.C., p(i)) 

As Dr. V. K. R. V. Rao has stated, "There is a 
feeling that we should come to Delhi and by the very 
fact you have com~ to Delhi you now much more than 
what you would know if you are in Bangalore or 
Madras or Lucknow or Chandigarh". t 

It is that wrong feeling that wants to give an 
omniscient and omnipotent role to the Centre. Dr. 
Sampumanand had expressed it in no uncertain terms: 

"There is less and less an inclination to treat the 
State Governments as partners in a common endea
vour and a growing inclination to treat them as sub
ordinates and agents, whose outlook is narrow and 
who cannot be trusted to take important decision 
by themselves .... At times it creates irritation and 
there have been occasions when state ministers have 
expressed the view that the Constitution had better 
be scrapped and the country made a Unitary State 
under one Government", 

-"Reflections". 1962. 

As the Report of the Study Team of the Adminis
trative Reforms Commission says, "at the Centre 
dominant financial power in relation to the state~ 
gives central authorities exaggerated notions of their 
importance and knowledge and does not allow 
sufficient place to the points of view of the stat, s: 
It is important, therefore, that the degree of financial 
dependence of the states on the Centre should be 
reduced to the minimum". 

(Vol. I, Page-23) 

More often we read in the newspapers that one 
Chief Minister or the other has been "summoned to 
New Delhi" not invited--This shows the attitude 
of the Centre. It is nothing but an insult to the 
people of the States. 

••Dr. Anna, 'The Hindustao Times', 5 Feb., 1963. 
•VKRV Rao, Lok Sabha Debates, Vol. XV, 1972, P-251. 



The result is that the Centre is behaving as if it 
has inherited the Viceroy's mantle of paramountcy. 
That is why the elected representatives of the States 
have to make so many pilgrimages to New Delhi with 
begging-bowls in their hands. 

The West Bengal Government's memorandum, 
prepared under Dr. B. C. Roy as the Chief Minister, 
says: 

"In our view one of the major tasks of the Finance 
Commission would be to assess the needs of the 
Centre accordmg to them functions it is required 
to discharge under the Constitution and to allow 
it to retain so much, and so much only, of the 
funds that are actually required for the discharge 
of those specifically Central functions in an efficient 
manner". :.• 

Ten years before this, the State Government had 
explained to the First Finance Commission: 

"An attempt to build a strong Centre on the found
ations of weak States is like an attempt to build 
a strong building on the foundation of sands".** 

It approvingly quoted the recommendations of the 
Constitutent Assembly's Expert Committee on the 
financial provisions of the Constitution which has 
said : "The basic functions of a Federal Government 
are defence, foreign affairs and the bulk of the national 
debt." 

-We entirely agree with the above views. 

Therefore there should be a reappraisal of the Con
stitution on the following principles: 

J. The basis for the adoption of genuine and whole
some Federalism and States' Autonomy lies 
in the multinationality of India, it. continental 
geographic dimensions, various languages, cul
tures, religions, traditions, and history of the 
States. 

2. The re-structuring of the-relations between Centre 
and States requires first of all genuine equality 
of all States, equality of the States and the Centre 
both formally and materially-including equality 
of all nation? I language, not excluding Hindi 
and equal development of all States. 

Besides other details given in "The DMK's views 
on State Autonomy" we reiterate the following: 

Language: 

The group of Articles collected in Part XVII of the 
Constitution deals with language. 

There is a Constitutional declaration that the 
official language of the Union shall be Hindi. 

It is left to the Parliament and the Legislature 
to continue English or not. 

In regard to the Laws and Courts, there is a decla
ration that English sha II be the language until Par

'liarnent by Jaw otherwise provides. 

•west Bengal Government, Memorandum to the (Third) 
Finance Commission, 1961, p-6, (Original emphasis). 

•• West Bengal Government Memorandum to the (First) 
Finance Commission, p.-63. 
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There is a directive for the development of the 
Hindi language. 

We demand that a regional language like Hindi
should not be chosen and crowned with the status of 
the official language of the union. 

The people of Tamil Nadu have been fighting for 
the last 50 years against Hindi domination in one 
form or other. Even though Pandit Nehru, and. 
other Prime Ministers after him, have given an assur
ance that Hindi will not be imposed on non
Hindi people, Hindi is being imposed directly 
and indirectly-mostly by back door means. 

Moreover, there is the liklihood of Hindi being 
made the sole official language of the Union, the 
language of the Jaws of the Parliament and the lan
guage of the High Courts and the Supreme Court 
etc., by an Act passed in the Parliament by a simple 
majority. 

--The non-Hindi people cannot anymore trust 
that the assurances of the previous Prime Ministers 
would be kept up. 

Therefore we demand, 

J. The provisions to make Hindi the officiallanguag<t 
of the Union, the Courts, and the Legislature 
etc. should be deleted. 

2. The directive for the development of Hindi lan
guage should also be deleted, and 

3. All the languages specified in the Eighth Schedule 
should be made as the Official Languages of the 
Union. Till it is achieved English should conti
nue as the official language of the Union. 

In the words of Dr. Anna "the Government of 
Tamil Nadu has stated in unmistable terms that 
Tamil and English can serve all purposes, the former 
as the official Language of .his State and the latter 
2 s the link language .... It is accepted that Eng) ish 
can serve admirably as link between our State and 
the outside wo1ld, why plead for Hindi to be- the 
link language here? What serves to link us with the 
outside world is certainly capable of rendering the 
same services inside India as well. To plead for 
two link languages is like boaring a smaller bolo 
in a wall for the kitten while there is bigger one for 
the cat. What suits the cat will suit the kitten a& 

well". 

· We strongly believe that Hindi is a divisive factor 
and our hard-won national integrity would meet 
its Waterloo on the day if any fanatic, by mistake or 
by scheme, makes Hindi as the Official Language. 

The Office of the Governors 

Pandit Nehru "The DiscoverY of India", described 
that Governors were "acting on instructions from 
New Delhi or Simlat" 

--The same position continues even now. 
The Governors act as the agents and spies of the·. 
centre and their executioners of Democracy in tho 
States. 

tlbid. Page : ~13 



During 1977 when the D. M. K. Government was 
dismissed in Tamil Nadu it was sai<l that the Centre 
did so on the Report of the Governor. In fact it was 
not so. The Report was prepared and kept at New 
Delhi and the Governor was later summoned to 
affix his signature after the Proclamation was issued 
by the President under Article 356. 

The Office of the Governor is legacy of the British 
Colonial System. The method of appointment of the 
Governor makes it an anachronism in a democratic 
set up .. 

As Mrs. Vijaya Laxmi Pandit described, the office of 
the Governor's should be abolished and the West 
German model should be adopted. 

If a system is successfully working in a federation 
like West Germany there is not reason why it should 
not work in India also. 

President's Rule 

As there is no provision for President's Rule at the 
Centre so also there must not be any provisions for 
President's Rule in the States. Therefore those pro
visions like the much misused Articles 356, 357, 360, 
365, etc., should be deleted from the Constitution. 

PART II 

In this part II and attempt is made to show how 
some of the original provisions of the Constitution 
have been subsequently amended, if not amended, 
bypassed or maneuvred to take away what little 
powers that had been given to the states. 

It also, tries to explain how the centre, with its 
enormous resources and dominant budgetary invol
vement, has made massive inroads into state subjects 
through the financial backdoor, thereby emasculating 
autonomy of the states. As a consequence th,reof 
and with the addition of planning the enumeration of 
state subjects and union subjects can be said to have 
become blurred and less and less clear, there by effacing 
what little federalism we have been left with. 
We have cited only some examples; and indepth study 
would reveal how our federalism has become a shame
faced. 

1. There are three significant entries in the State 
List : 

(I) Industries 

(2) Trade and Commerce; and 

(3) Production, supply and distribution of goods. 

The Union list permits Parliament to legislate 
in respect of "Industries, ~he control of which by the 
Union is declared by Parliament by law to be expen
dient in the public interest." 

--These are Entries 24, 26 and 27 in the State List 
and entry 52 in the Union List in the VII Schedule to 
the Constitution. 

--Thus the basic scheme of the Consti~ution is 
industries and commerce ~hould. re~am State 
subjects and should be dealt wtth pnmanly by the 
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States; and that it is only those industries the control o 
which by the Union is expendient in the public interest 
that must be regulated by the Centrre. 

Parliament passed the Industries (Development and 
Regulation) Act in 1951 specifying those: industries 
which in the public interest had to be controlled by 
the centre. 

-This is the single most important legislation 
through which the centre has invaded and almost 
captured this Subject. without any amendment to the 
Constitution. 

In course of time more and more industries have 
been added in the Act; and the basic constitutional 
scheme has now been almost subverted. 

Without any amendment of the Constitution, 
"Industries" has been virtually transformed from a 
State subject into a Union Subjcet, with the result 
the Centre has now extended its control to as much as 
93 per cent of industries in terms of the value of theit 
output. 

Even items like razor blades, paper, gum, shoes, 
matchboxes, household electrical appliance, hurricane 
lanterns cc smetics, soaps and other toilet requisities 
have all been brought under the dominion of the 
Centre. The list is ever ending and now include! 
practically every conceivable industrial product. 

As Mr. N. A. Palkivala points out, "There can be 
no doubt that this is a violation of the constitutional 
mandate".~ 

It is imperative that the Statesjshould remain theit 
legitimate powers over industries and powers. 

No doubt, We have permitted a clear fraud to be 
perpetrated upon the powers of the States under the 
Constitution."• 

2. Central involvement in Village a Small-Scale 
Industries is also very high as may be seen from the 
share of the Centre in the total budgetary expenditure 
on village and small scale industries which is nearl) 
two-thirds.** 

What is more, the Centre's scheme-wise transfers 
financed one-thrid of what appears in the States 
budgets, as their expenditure. 

With regard to its massive involvement in small 
scale industries the Centre cannot claim much legal 
support, constitutional or legislative, as special 
notifications under practically all the measures 
mentioned earlier exclude small scale industries from 
their operations. 

Now the Centre is. holding under the umbrella ol 
its Control and regulation almost all industries includ
ing industries which are not in the core or heavy invest· 
ment sectors. For example Centre's sh? re in the ex 
penditure on consumer industries is about 70% of the 

•N. A. Palkhivala, "Our Constitution-Defaced and defiled" 
p. 119. 

•• All calculations in this paper are based on the "Combi!'« 
in "Combined Finance & Revenue Accounts of the Um or 
& State Governments in India", (1978-79), published b~ 
Government of India, 1983. 



total. Of the agro based consumer industries, its 
share is 76~~ . Its share in the expenditure on plan
tations is 71 ~~· 

3. 1\linerals:-In terms of Entry 23 of the State List, 
regulation of mines and mineral development is a 
state suject. They are subjected to Entries 6,53, 
54 and 55 of the Union List. 

Now the States account for only one-tenth of the 
total budgetary expenditure on minerals. Of what 
it presented in the state budgets as their expenditure, 
more than one-fifth has been financed by the Central 
Government under their schemes. 

The Centre's involvement in mines and minerals is 
nearly complete as it accounted for 97.5% of the 
combined budgetary expenditure. 

--The result is the subject 'Minerals' has been 
virtually tr .msf.->rm~d from a State subject to a 
Central subject. 

4. Originally, "AGRICULTURE, including agricul
tural education and rese1rch, protection against pest 
and prevention of plant diseases" form Entry 14 of 
the State List. 

By the Third Amendment Act 1954, Entry 33 to the 
Concurrent List was brought in. 

According to Entry 33, trade and commerce in and 
the production, supply and disribution of a wide variety 
of domestically produced or imported products of 
industry and agriculture including, 

"(b) Foodstuffs, edible oilseeds and oils. 

(c) Cattle fodder, including oilcakes and oils. 

(d) Raw cotton, whether ginned and unginned 
and cotton seed, and, 

(e) Raw jute" 

--are subject to concurrent jurisdiction. The above 
articles mentioned in the Entry 33 from (b) to (e) form 
much of the largest part of agricultural produce. 

As the Setalwad Study Group on Centre-State 
Relationships (of the A.R.C.) says: 

If the word "production" occurring in this entry 
has to be given wider import AGRICULTURE 
FOR THE MOST PART MUST BE DEEMED 
TO HAVE BECOME A CONCURRENT SUBJECT 

"If the term "production" is to carry a limited im
port, it is not clear at all what the limitation is." 

(-Volume I P. 164; Emphasis ours.) 

The Setalwad Study Group took the view "that 
Agriculture should administratively be treated as a 
State subject and that central encroachment in the 
shape of the assumption of responsibilitv for substan
tive activil'J should not be permissible", (Ibid.,page 64) 

--The view of the Study Group has not been follo
wed in practice, and AGRICULTURE HAS VIRTU
ALLY BEEN TRANSFORMED INTO A CON
CURRENT SUBJECT. 
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5. Entry 14 of the State List a specifically mentions 
"research in agriculture" as a State subject. 

Now it "has virtually become a Central subject and 
is concentrated in the IACR." 

Centralisation of research with the Union Govern
ment is almost total if we take the relative expenditure 
of the Union on the head* "Social and Community 
Services". The share of the Union on, expenditure 
under this head comes to 99.8 per cent. 

The risk of overlooking regional and even sub
regional differences in objective conditions is there 
because of centralisation of research. 

6. Animal husbandry and dairy development can 
be said to be exclusive State subjects. 

Entry 15 of the State List Clearly says 

"Preservation, protection and improvement of 
stock and prevention of animal diseases; Veteri
nary training and practice." 

The Centre's role is limited to the prevention of 
cruelty of animals and the prevention of the exten
sion from one State to another of infectious or con
tagious diseases of pests affecting animals under 
Entry 17 and Entry 29 of the Concurrent List. 

Because the new Entry 33 to the Concurrent List 
was brought in by the Third Amendment Act of 
1954, the concurrent jurisdiction of Centre now ex
tends to the production, supply, and distribution 
of not only food-stuffs which can be interpreted to 
include dairy products, but also cattle fodder 
including oil cakes and other concentrates. 

--This is a new invasion of powers of the States 
by the Union. 

7. "Forests and Protection of wild animals and 
birds" belonged originally to the State List (Entries 
19 and 20). By the Forty-second Amendment Act, 
1976 they have been transferred to the concurrent 
List (Entries 17A and 17B). 

8. According to the Government of India Act, 1935, 
Education was in the Provincial Legislative List. 

By Forty-second Amendment Act, 1976 it has 
been transferred to the Concurrent List, with Entries 
63, 64, 65 and 66 already remaining in the Union 
List. 

This we consider as the cultural invasion of the 
Centre. With this weapon on hand the Centre Plans 
to open central schools in every District. perhaps 
with a view of impose hindi and cater to the needs 
of the elite. Hundreds of crores are to be dumped 
in this process while thousands of elementary Schools 
have no roofs over their heads and no Basic Ameni
ties like black-boards etc,. 

9. Fisheries b~long to the ~tate List under Entry 
21. But fishmg and fishenes beyond the territorial 
waters" is a Union subject under entry 57. Besides, 

"Scientific services and research" coming under the sub-
group. 



under Entry 33 of the Concurrent List, fish being 
a foodstuff, the Centre can claim a role in the pro
duction and distribution of fish and fish products. 
As ports other than the major ports belong to the 
Concurrent/List under Entry 31, the Centre can also 
lay claim to a role in the development of fishing 
harbours and landing facilities. 

The Centre incurs 47% of the combined expendi
ture of the Centre and the States on fisheries. 

Of what is shown as the States' expenditure, about 
one-sixth is financed by the Centre through scheme
wise transfers particularly for the development of 
inland fisheries, again purely a .State subject. 

Other than budgetary control the Centre exer
cises administrative control on fisheries through its 
agency, Marine Products Development Authority. 

-The list may become longer as to how the Centre 
has made inroads into State subjects by the finan
cial back-door. 

We request the Hon'ble Commission to make an 
in-depth study of this particular aspect. 

Making inroads into the States' field by financial 
back-door has been possible because the Centre has 
at its Command elastic and immense sources of 
revenue. Planning also comes handy to the Centre. 
Because of this, the separation between the State 
subjects and Union Subjects have become less and 
less clear and therefore blurred. 

It is true because of acute financial constraints 
the States are not in a position to spend more on 
various subjects of their. own. 
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TABLE I 

But this is an argument for enhancing the States' 
access to addition! resources; and not for making 
inroads into States', subjects by the Centre, em
asculating their autonomy. 

10. Income Tax is shared between the Union and 
the States in the manner prescribed by the Finance 
Commission. 

As per the provisions of Article 279 the Comp
troller and Auditor General of India specified the 
net proceeds forming the divisible pool. His Certi
ficate in this respect is final. 

However, if we examine the 'net proceeds' arrived 
at in practice, we find that they are much less than 
what they should have been. 

As per the recommendations of the Sixth and suc
ceeding Finance Commissions, the States are entitled 
to get 80 to 85% of the net proceeds. In fact they are 
getting less. 

The Table I shows the States' shares for the years 
from 1974-75 to 1979-80, for which period the re
ports of the Combined Finance and Revenue Account 
are available. 

In 1974-75 the States and Union Territories re
ceived only 64. 55%of the 'net proceeds' instead of 
81.79% (80% as States' share and 1. 79% as the share 
of Union Territories). 

-Thus instead of getting Rs. 653.94 crores the 
States received only Rs. 516.15 crores. 

Shore of States and Union Territories in the Divisible Pool of Income-tax-Actual Accrual and 
Estimated Accr110l 

(Rs. Crore) 

Item 1974-75 1975-76 1976-77 1977-78 1978-79 1979-80 

(A) Exclusively going to the Centre 

(i) Taxes on union emoluments 23.42 31.73 28.82 15.06 16.62 
(ii) Surcharge/Super tax, etc. 21.65 62.69 . 63.80 74. 76 115.92 183.61 

(iii) Misc. receipts 7.64 15.97 9.94 16.58 13.02 II. 53 
(iv) Total i + ii -r iii • 78.71 110.39 102.56 144.00 241.76 

(B) Net proceeds of income tax after deducting cost of collection 878.25 1214.46 1194.40 1002.39 1177.39 1340.31 
(i) Cost of collection 27.31 33.96 34.38 33.28 47.59 41.48 

(C) Divisible pool (B-A) 799.54 1104.07 1091.84 1033.39 1128. ss 
(D) Union territories and States' Share 

(i) Assigned or actual 516.15 734.21 652.24 675.81 702.62 864.88 
(ii) Per cent share 64.55 66.50 59.73 68.37 76.63 

(iii) Share as recommended by Finance Commissions • 653.94 883.25 893.01 845.20 983.98 

Recommended Share (Per cent) 

States 80.00 80.00 80.00 80.00 80.00 85.00 
Union Territory I. 79 1. 79 I. 79 I. 79 I. 79 2.19 
Total 81.79 81.79 81.79 81.79 81.79 87,79 

Difference between the actual and estimated transfers to Union 
territories and States 137.79 149.04 240.77 138.58 119. 10 



--The same is the case for the succeeding years. 

As our Table shows the States and the Union 
Territories have lost Rs. 137 ·79 Crores in 1974-75, 
Rs. 149 ·04 Crores in 1975-76, Rs. 240 ·77 Crores 
in 1976-77, Rs. 138 ·58 Crores in 1978-79 and 
Rs. 119 ·I 0 Crores in 1979-80. 

--There is no explanation either in the Com
bined Finance & Revenue Account or in the Report 
of the Comptroller & Auditor General, Revenue 
Receipts. Vol. II, of the way they have determined 
the net proceeds of Income Tax for sharing pur
poses. Nor is there any explanation for allocating 
lower share to the States than that recommended 
by the Finance Commission. 

--If this findings are true then what is happening 
is an open defiance of the provisions of the Cons
titution and the recommendations of the Finance 
Commission which may be construed as a kind of 
misappropriation. 

We request the Hon'ble Commission to appoint 
a Panel of Experts to go into the question and 
make necessary recommendations to rectify the 
position, if the accusation is true. 

II. The taxes on Union emoluments are excluded 
from the Divisible pool, which may amount 
to about Rs. 200 Crores per year. 

As this provision of the Constitution is borrowed 
from the Act of 1935 it may be called as the hang
over of the Colonial past. 

--As there is no justification for this exclusion 
Union emoluments should form part of the Divisible 
pool. 

12. Interest on recoveries of Income Tax and penalties 
do not form part of the Divisible pool. 

The Eighth Finance Commission felt that since 
the power to levy penalties and recover interest under 
the Income Tax Act emanates from the power to 
levy Income Tax, they sHould also fall within the 
concept of Income tax as the term used in Article 
270. 

If they are included, the Divisible pool will in
cr~ase by about Rs. 10 to 15 Crores. 

If Corporation Tax also is included the Divisible 
pool will increase by about Rs. 2,000 Crores. 

13. By inflating the cost of collection of Income 
Tax the Centre is wantonly reducing the Divisible 
pool and thereby reducing the legitimate share of 
the States and Union Territories. 

The cost of Collection of the Central Taxes ill in 
the following proportion : 

Income Tax, including 

Corporation Tax 
Estate Dt'ly 

Wealth Tax 

Gift Tax 

90% 

2% 
7% 
1% 
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The costs of collection between Corporate Tax 
Income Tax is made in the ratio of I : 7, which 
seems to be patently loaded in favour of Income 
Tax. More so, if we deduct the cost of collection of 
the Union emoluments which do not form part of 
the Divisible pool. 

--It is very clear that a ·honest, rational and 
correct method is not followed in computing the 'net 
receipts' and thereby the States and Union Terri -
tories and deceived. 

Therefore we accuse that Income Tax is nots 
genuinely shared at all to the benefit of the State 
and a jugglery in accounting reduces the legitimate 
share of the States and Union Territories. In fact• 
the Finance Commission proposes and the Centre 
disposes. 

We request the Hon'ble Commission to put an 
end to this mal-practice. 

14. Certain concessions are given to assessees of 
Income Tax if they invest in notified savings like, 
National Saving Certificates. 

--This results in reduction of the Divisible 
pool and at the same time the States get a share of 
small savings in the· form of loans for which they 
have to pay interest. 

--The States thus loose their rightful source of 
Income due to the growing exemptions provided 
by the Centre in the Income Tax. 

--We plead that the States should get adequate 
compensation for the various concessions and 
exemptions given in the case of Income Tax. 

15. Article 163 states : "Council of Ministers to 
aid and advise Governor : (I) There shall be a 
Council of Ministers with the Chief Minister at 
the head to aid an advise the Governor ... " 

Now the question arises : Whether the Governor 
can appoint the Chief Minister alone, without the 
other Ministers who form the Council of Ministers 
while Article 163 stipulates that there shall be 
a Council of Ministers with the' Chief Minister at the 
head? 

A Committee of the Governors, appointed in 
one of the Conferences of the Governors, in their 
report to the President bas categorically stated that 
to appoint the Chief Minister alone without a 
Council of Ministers is unconstitutional. 

--But it has not been practiced by some of the 
Governors.· 

We want the Hon'ble Commission to give its 
verdict whether the opinion of the Committee of the 
Governors is right or not. 

16. During the First Ministry formed by the Com· 
munist Party in Kerala, the Governor nominated 
the Anglo-Indian member to the Legislative 
Assembly without the advice of the Chief Minis
ter, obviously to increase the strength of the 
Opposition i.e., the Congress Party. 



Now some Governors appoint the Vice Chancellors 
to the Universities in their State according to their 
will. 

The Governor of Tamil Nadu has set up a new 
precedent by personally interviewing the candidates 
for the post of Vice Chancellor to one of the Uni
versities. 

Recently he has publicly asserted that in appoint
ing the Vice-Chancellors, the Governor as the Chan
cellor, is not bound by the Cabinet, 

It is our opinion that it is a wrong view and it 
is bound to create a lot of frictions. 

--Therefore the Hon'ble Commission should 
clarify that Governors should not behave in an 
autocratic manner, brushing aside the advice of 
the Cabinet in selecting the nominated member to 
the Assembly and in appointing the Vice Chancellors 
to the Universities. 

17. The Governors have used 'Articles 200 and 201 
to serve the interests of the ruling party at the 
Centre. 

During 1950-83 eleven Bills passed by the Legis
lative Assembly of West Bengal have been withheld 
by the President. 
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A Bill on the Abolition of Bengal Land holdings 
by the Government of Tamil Nadu is kept in the 
cold storage by the President without giving his 
assent. 

Recently the Home Minister of the Union has 
stated on the floor of the Parliament that if this 
Hon'ble Commission recommends, then the Centre 
is ready to delete the portions from the Constitution 
which calls for the assent of the President. 

We plead for the deletion of Article 200 and 201 
as those provisions are anti-federal and anti
democratic, 

18. The Centre has been adopting the policy of 
increasing the administered prices of certain key 
industrial goods over which it has control like 
Coal, Cement, Fertilizer, Steel etc. 

For example last year the Centre raised Rs. 500 
Crores through a hike in the price of coal. Instead, 
if the rate of excise was revised the States would have 
got R s. 200 Crores. 

The Centre should be advised not to reduce the 
resource-flow to the States by adopting such 
techniques. The Centre should no~ play this kind 
of tactics which is highly unbecommg and harmful 
to the interests of the States. 

19. The Recommendations of the Finance Com
missions should be accepted by the Union. 

The recommendations of the last Finance Com
mission for the last year was not implemented and 
the Finance Minister advanced the plea that it was 
due to resource-crunch. 

This argument if flimsy. We should not forget the 
fact that the Centre had spent hundreds of crores of 
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rupees for the ASIAD. Where there is a will there 
is a way-Therefore it should be made mandator) 
that the Recommendations of the Finance Com· 
miSSion should be accepted and implemented by 
the Union in toto. 

20. As K. Santhanam has put it, "Planning has 
susperseded the Federation." 

As A. N. Jha says, "the stage has now been reached 
where if a State Government wishes to set up large 
number of Basic schools or Agricultural Colleges, 
Veterinary Colleges, ... all matters obviously within 
the State field--it has some how got to carry the 
Planning Commission with it. This is a far cry, 
indeed, from what the earlier fighters for freedom 
has thought of and indeed what the makers of even 
our Constitution intended. But it has come about". • 

--As a result of this the list of subjects of the 
Union, State and the concurrent have been verti
cally partitioned into Plan and Non-Plan sectors 
and that within the planning sphere the three 
horizontal lists have been turned into a single near
monolithik chunk controlled by and from the Centre. 
As the Report of the Study Team on Centre-State 
Relationships of the A.R.C. says "this is a distor
tion and the demonstrable weaknesses are so nu · 
merous as to call for a review of the system." (Page : 
95-96). 

Planning Commission has become the hand-maid 
of the Centre and the National Development Council 
is nothing but a mere rubber-stamp. The approval 
of the Plan by the N.D.C. is only an empty ritual. 
Both are not Constitutional or statutory bodies. 
Then, where is the question ot "Planning from below" 
or "gross-rout level Planning"? 

Mr. Morarji Desai, who presented 10 Budgets to 
the nation, has stated on 2nd May 1970 in a sym
posium on Centre-State Relations held in New 
Delhi that it was true there was not a regular system 
in the ·devolution of plan resources and that "some
times favouritism was shown to some people accord
ing as the predilections of people lay". 

As more than two-thirds of the transfer of financial 
resources from the Centre to States is of non-statu
tory character at the dis~retion . of the Centre, a 
donor-recipient relationship ex1sts. 

The Centre does not want to change this system 
because it gives them dominant financial powers. 

__ This system should be changed which cuts 
at the roots of federalism. 

KERALA CONGRESS (J) 

MEMORANDUM 

More than three decades have elapsed since the 
golden lines of our Constitutio~ have been framed. 
Thinkers everywhere will unanimously agree that 
the modern democracy is founded _on those c~des of 
conduct laid down in the ConstitUtiOn wluch m turn 
have been directly or in~irectly approved by the 

• A.N. JHA "The Indian Jcurnal of Public Admi
nisiration". April-Jur.e, J9t6 p. 164. 



c•tJzens. More and more rules and regulations will 
invariably check th~ rr~edom of man, ewn if it is 
for the betterment of the Society. Hence, in a mo
dern democracy, every attempt should be made 
to give maximum freedom for the development of 
the individuality of its citizens, without being detri
mental to the society. In other words, concentra
tion of power will undermine the very idea of demo
cracy. It is in this contest that we advocate maximum 
decentralisation of power, thereby delegating more 
and more powers to the States. 

Contrary to 1916 Congress-League Lucknow 
Pact and the "Quit India" resolution of 1942, the 
Constitution of India when adopted by the Con
stituent Assembly in 1949, did not truly reflect the 
Federal character of the Union. The Quit India 
resolution emphatically declared "The Constitution 
of Free India will be a Federal Constitution with the 
largest powers for the States, residual power being 
vested with the States". It was only natural that 
the peculiar circumstances prevailing at the time of 
partition, the communal riots, the mass migration of 
the people and the deep scars of partition, let our 
Founding Fathers to think in terms of a strong 
Centre. But the working of the Constitution for the 
past three decades has further concentrated powers 
at the Centre. It was in this context that the Kerala 
Congress was formed in 1964 with the slogan "strong 
Centre and contented States". From the very birth 
ofthe Party (Kerala Congress) we have been plead
ing for necessary changes in the Constitution and 
for a redrafting of Centre-State relations. The 
past three decades have presented so many tests for 
our Constitution and happily our Constitution has 
proved its worth during this period. However, the 
different problems that have surfaced from time to 
time reminds us that it is high time that we examined 
and reviewed the present state of the relations 
between the Centre and the State, with a view to 
bringing about appropriate changes. We are really 
confident about the happy outcome of the Constitu
tion of Commission, since it consists of eminent digni
taries who have deep knowledge and understanding 
not only of Constitutional and legal matters but 
also of the Socio-Political uniqueness of our country. 

The following l are the recommendations of the 
Party:-

(!) Before enacting legislations directly affecting 
the States by the Centre, the concerned 
States should be consulted. 

(2) Residuary Powers : In most of the Federal 
Constitutions all over the world, notably 
U.S.A., Switzerland. Australia etc. the resi
duary powers are vested in the States. Con
trary to this practice in our Constitution the 
residuary powers are vest~d in the Centre. 
We suggest that Article 248 of the Con
'::itution which emplowers Parliament to 
legislate on matters not included in the State 
List or the Concurrent List be amended, so 
that the residuary powers of legislations 1 are 
left to the State. 

(3) As far as the List Ill-Concurrent List of the 
Seventh Schedule is concerned, for the purpose 
of dis:ussions and advising the Centre before 
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and after legislation, and to examine and re
review the problems and impacts of imple
mentation, a high level committee represented 
by the Ministers concerned should be cons
tituted. 

( 4) It is seen that certain Bills passed by the 
Kerala Legislative Assembly have not re
received the assent of the President even at 
this distance of time. The Party is of opinion 
that a definite time limit should be 
prescribed within which the Sta~c: Government 
should be informed of the dec•swn regardmg 
assent to the Bill or with-holding of assent 
or of the message to the legislature for re
consideration of the Bill. Where the President 
withholds assent, it should be clearly laid 
down that the reasons therefor should be 
stated in writing. 

(5) It is the Prime duty of any Government to feed 
its citizens, especially so, when there is 
shortage of food-grains. Hence, every 
State Government should be given the free
dom to purchase from the open market of 
any State food-grains without any technical 
or legal hindrance. 

(6) At present, entries 45, 46, 47 and 48 of List I 
of the Seventh Schedule gives almost com
plete control of the large scale financial 
and banking institutions ~to the Centre. 
Often, in effect, this adversely effects the 
balanced economic development of the 
country. So as to give the State economy 
a rejuvenating effect, the Centre must make 
it a policy to invest what is collected from 
the State through these institutions, in the 
same State itself. The State must have a say 
in such investment. 

(7) Likewise, the duties and taxes including 
Central Excise and Customs Duty collected 
from One State must invariably be spent for 
the development of that State. 

(8) The Foreign l'l exchange obtaineJ through 
export of cash crops and man power should 
be transferred to the concerned States for 
the welfare of the people who are actually 
bthind it. 

(9) While the Centre decides to import agricul
tural products, excluding food-grains, it 
should only be with the consent of the State 
which customarily produces the product 
so that its economy will not b: adversely 
effected. 

(I 0) The State should be given proper representa
tion in the Planning Commission, and the 
Planning Commission should be made a 
statutory body. 

(II) The present practice of imposing Central 
Excise duty on certain items should be 
abandoned and sales tax introduced instead. 

(12) The practice of frequent price hike adopted 
by the Central Government for mobilisation 
of resources should be stopped and instead, 
excise duty should be imposed on such items. 



( 13) If the State Government is convinced about 
the availability of sufficient resources, work
ing capital etc. required for a particular in
dustry, the Central Government should give 
clearance for starting that industry. 

(14) The Central Government should take steps 
to see that all essential commodities are 
made available to the public at the same 
price throughout the country. If this is not 
possible, the amount spent by the State 
Government towards Dearness Allowance 
for the employees should be reimbursed to 
the concerned States. · 
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( 15) Whenever a State is within the grip of some 
natural calamities like flood, drought etc. 
effective means should be adopted to send 
relief to the State, without any delay. The 
present practice is to send a Committee of 
exp;rts from the Centre to study the pro
blem, and to give some inadequate relief 
based on their report. This is very time 
consuming and hence at least 50 percent of 
the relief. based on the calculations of the 
experts from the State itself should be dis-
bursed to the State immediately. 1 

(16) While starting new industrial ventures, the 
Centre should see to it that every State 
receives a just proportion of the investments. 
To decide the proportion, the criteria must 
be the investment by the Centre per head in 
every State. 

The Kerala Congress (J) is confident that the 
Commission would give due consideration to their 
views and would make recommendations that would 
help our nation to protect and uplift the demo
cratic values. Moreover the Party feels that the 
recommendations of the Commission would help to 
bring in a balanced growth in the country, where 
one State would not be thriving at the expense of 
others. 

MAHARASHTRAWADI GOMANTAK 

MEMORANDUM 

For 25 long years since our liberation from 
Portuguese rule we, the people of Goa, Daman & 
Diu are being governed by the Central Govern
ment through an Administrator assisted by a 
Council of Ministers. To give semblance of self 
rule we have been given a Legislative Assembly. 
However, the provisions of The Constitution of 
India and the Government of Union Territories 
Act, 1963 make it amply clear that we are no 
better than subordinate citizens of the great 
Country. 

This anomalous situation needs to be perma
nently ended particularly in the context of the 
claim of various State Governments for greater 
autonomy as well as the feeling of resettleness ~e
vading the minds of large section of the people 
of the Country over what they feel the excessive 
domination of the Central Government over the 
affairs of the various States, Union Territories and 
their people. 

The Union Territory of Goa, Daman & Diu has 
taken big strides over the last 25 years in matters 
of every field of development. Though geogra
phically we may appear to be a small place on the 
Country's map we are no doubt big in many other 
matters and compare favourably and even better 
with a number of other States and Union Terri
tories in matters of our revenues, per capita in
come and in administrative infra-structure for our 
promotion to full fledged Statehood. 

We have at present two Members in the Lok 
Sabha duly elected by the people. We have how
ever no elected representative in the Rajya Sabha 
due to our Status as Union Territory. Conse
quently we cannot take part in the election of 
the President of India who is supposed to rule 
this Territory through an Administrator appoint
ed by him. 

We do not have our own Public Service Com
mission and are therefore dependent upon the 
U.P.S.C. for all appointment to the Goa Admini
stration. 

We earn a lot of revenue by way of taxes and 
duties. We are denied our share therein because 
of our status as an Union Territory. 

We are richly endowed with natural beauty, a 
harbour and an International Airport besides rich 
deposits of iron ore, forest wealth, water resources . 
and a cultural heritage which establishes out one
ness with the Mother Country. For the purpose 
of carrying out official business we are endowed 
with languages like Marathi and Konkani one of 
which namely Marathi is already at the pinnacle 
of glory and the other namely Konkani is being 
enriched by our people to take over the challenges 
faced by any modern Indian language. 

Our demand for Statehood is unanimous, ear
nest and strong. Public opinion will not brook 
any further delay in bestowing Statehood upon 
this Territory. Our Party, in consonance with the 
Public opinion submits that the Commission should 
make a strong recommendation for granting State
hood to this Territory and thus get on par with 
the rest of the States our relations with the Gov
ernment of India. As regards our overland pockets 
of Daman & Diu we request that the opinion of 
the people of those regions may be considered 
by the Commission separately and in case they 
desire to be with Goa in the new framework of 
Statehood their wishes may not be ignored. 

MUSLIM LEAGUE KERALA STATE 
COMMITTEE 

MEMORANDUM 
The Memorandum submitted to the Hon. Chair

man of the Sarkaria Commission by N. A. Mammu 
Haji, M.L.A. and Secretary of the Legislative 
Party (on behalf of the Muslim League State 
Committee). 

Welcoming your visit to the State, we bring to 
your notice the following points : 

1. The Centre-State relations should not be 
the same as the relation between the States 
and Local Bodies. Except in certain 
specific matters, the States should be given 
ultimate power~. 



, The Centre and the States should have 
equal rights in enacting Legislation~. The 
power for this is concentrated in the Centre 
at present. This should be shared by the 
States also. 

3. At present, the States are depending on 
the Centre for their existence. The Com
mission should submit its strong recom
mendations about the dependence of the 
States. 

4. S'nce the Central Government is misusing 
its power to enact Legislations on State 
subjects, it is better to delete this power. 

5. The State Governments should have access 
to matters which do not come within the 
Union list or the Concurrent List. The 
interference of the Centre like giving direc
tions to get the assent of the President in 
Le<>islations passed by the State Legisla
tur~s, should be avoided to the maximum. 

6. According to the Constitution, the Nation
al Development Coupcil, which consider 
the problems of the State, and the Plan
ning Commission should be separate 
bodies. 

7. The Governor should be answerable to the 
State Legislature. The consent of the con
cerned State Government would be obtain
ed before the appointment of Governor. 

8. Since Article 356 is frequently being mis
used, this must be deleted from the Con
stitution. 

9. 75% of the total revenue mobilised from 
a State should be expended for the welfare 
of that State. 

10. The Central Government should give direc
tions to the States to preserve the rights of 
the minority communities and to redress 
their grievances; and that measures would 
be taken to review the implementation. 

Hoping that the Commission would submit its 
recommendations to the Centre as early as pos
sible. 
PEASANTS & WORKERS PARTY OF lJ.'o;DIA 

Kcrala Unit 
MEMORANDUM 

MEMORANDUM submitted by the State Com
mittee of the Peasants & Workers Party of India 
( Kerala Unit). 

India is a Union of States consisting of people 
of different race, culture, language, religious and 
historical background. Unity in diversity is the 
core of our nation. The framers of our Consti
tutions had endeavoured much to strike out a 
balance between. fissiparous and dictatorial tenden
cies prevalent in our nation at the time of inde
pendence. Although · our constitution could sur
vive the test of time, now it finds that the rulers 
at the Centre are trying to minimise the federal 
characters and to convert into a unitary one. Un
less this tendency is checked in time, the integrity 
of our nation could be lost soon. Hence it is in
cumbant on the part of everyone to assess our 
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experience of the last 37 years and to formulate 
a new approach to the whole problem. 

To beoin with we would like to state that the 
present State of afiairs has degraded the function
ing of the State to that of a municipal council. 
The States are always in need of finance to carry 
on welfare measures. Although the Centre is re
equipped with extra ordinary power to raise money 
by resorting deficit finance, the States have to beg 
before the Centre to fill up the gap bet':V~~n the 
revenue and the expenditure. The faciii~Ies of 
over-draft oiven to the States are not sufficient to 
meet the p~esent exigencies. ~n our opinion ?5~ 
of the total revenue of the nation should be distn
buted amono- the States in proportion to their 
population. Finance Commission must be consti
tuted as a permanent body _with a per~anent 
Secretariat. The recommendatiOns of the Fmance 
Commission shall be made binding on the Centre 
as well as on the States. 

It is distressing to note that several States are 
Ia aaing much behind in economic progress. It is 

"'"' f . alleoed that the rulers at the Centre are avounng 
cert~in States by starting new industries in that 
State disregarding the equitable claims of other 
regions. This economic disparity among the states 
could naturally inculcate an ill-feeling among the 
States. In order to avoid this the State should 
be given free hand to issue licence to start new 
industries both in the private and public sectors 
even with foreign collaboration. To further the 
inter-state trade all barriers including taxes, cesses, 
duties etc. must be abandoned. The Central 
Govt. should take the responsibility to see the es
sential commodities such as food grains, edible 
oil etc. is evenly distributed to all states at fair 
prices. 

Education must be made a subject of list I of 
Sch. II of the constitution. Education must be 
nationalised and a national education policy should 
be accepted in order to imbibe secular, democratic 
socialist outlook in the younger generation. No 
activity which affects secularism should be allow
eel in any of the educational institutions whether 
it is run by majority or minority communities. 

In order to solve the disputes among the 
States and to chalk out national programmes for 
the uplift of down trodden masses, inter-state 
council must be constituted as provided in the con
stitution with all Chief Ministers as member~ and 
Prime Minister as the chair person. This body 
should be made a permanent one. All legislation 
affecting the people of two or. more States must be 
discussed and approved by the council beiorc intro
ducing them in the Parliament or in th~ State 
legislatures. 

Planning Commission must be a statutory body 
independent of central executive. Outstanding 
scientists, economists and technicians shall be 
included. It should tender advice and ~chemes 
formulated by the States. It should make recom
mendations for consideration to the Finance Com
mission regarding foreign exchange to States for 
industrial undertakings in the States. 



Governors shall be appointed by the Presid~nt 
-only after considering the views of the cabinet of 
the State concerned. Art. 185 shall be amended 
to that effect. The Governor shall be removed if 
the assembly passes a resolution with a 2/3rJ 
majority expressing its displeasure. 

Legislative councils should be abolished. 

Art. 200 must be amended so that all bills 
passed by the legislature shall be assented invari
ably by the Governor since the provisions to with
hold assent is quite redundant in the light of 
powers of judiciary review vested with the judiciary 
-of the country. 

Art. 356 must be amended so as to confin~ the 
power vested with the President to dissolve the 
State assembly and to assume power by himself 
only in cases where the integrity of the nation is 
found to be in danger or when cessionist forces are 
active to endanger the unity of the nation. 

REVOLUTIONARY SOCIALIST PARTY 

REPLIES TO QUESTIONNAIRE 

1.1 No. Even though bearing a superficial struc
tural similarity with a Federation, the constitution 
has reduced the constituent units into the practical 
status of provinces as under the Government of 
India Act 1935 with sweeping overriding powers 
to the U~ion eJen without any clearly delineated 
objective conditions . under whi~h !he sam_e may 
be exercised. Thus m the constttutwn-frammg the 
constitution-makers' declaration, as quoted here 
from the A.R.C. Study Team's comment, found a 
lop-sided implementation, -;vith. e;rerything re
volving round 'strong centre with bttle room for 
a true 'Federation' in any sense of the term except 
in a very superficial form. 

1.2 Arts. 251, 252, 256 & 257(1) as also Arts. 
352-360 and 365 should be deleted because these 
Articles envisage undue inroad <?n States' leg!s;ativ~ 
or administrative rights and abndgment of cthzens 
restricted fundamental rights under und~fin~d con
ditions. These provisions in. the constttutwn are 
most offensive ones whether vtewed from the aspect 
of States' riohts not to speak of States' autonomy, 
citizens' civfc a'nd democratic rights and most of 
all the basic democratic principles. · 

1.3 Decentralisation and centralisatio~ should 
not in this manner be juxtapos:d agam~t e~ch 
other. It is not merely a quesnon '?f l;'ltegratzon 
and unity artificially created by conshtul!onal p:o
visions. The organic unity in thought and acll?n 
should permeate units. as. w_ell as the centre, w~tle 
allowing for fruitful I~tl!al!ve and clearly dern,lr
cated jurisdiction for d1fferent levels. 

1.4 This question has to be t;xam!ned in the 
national setting. India is. a multi-nattonal State. 
G 11 speaking Indm needs a full-fledged 
fed~~~i l stem. The Constit!ftion should be r:-

. w d J a blue print for action and ~evelopmen<. i':\:s to be changed in ~ccordance. wtth /'ar:J· of 
development. The constituent um!s o n 1dan 

. n be given the nght to Eece e. 
feder~t.!On may eve h uld be created by actual 
Condtl!ons, however, s o 
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performance so that such an eventuality does not 
arise. Changes in basic approach on various 
aspects are necessary, not a patchwork. 

1.5 While not accepting (a), it can. however, be 
contended that even the half-baked Federation of 
the Indian Constitution has further been dilukd 
by various extra-constitutional means. Though the 
observance of Federal principles, as they are in
complete in themselves, cannot be ensured by (i). 
yet so long as the Constitution is not overhauled 
( ii) can be given a trial to check distortions even 
of existing constitutional provisions. 

1.6 The provisions relating to the oflicial langu
age or those providing safeguards for minorities or 
reservation for scheduled castes and tribes may 
perhaps be cited in this regard. Experience shows 
that these are very insufficient for the purpose, 
particularly b~cause instead of laying down any 
strong basis for freeing the country from the 
strangle-hold of superstitions and prejudices, reli
gious and social, which really stand in the way of 
intcnration of the people of the country as human 
bein~•s most of the foregoing provisions either hdp 
in p~rpetuating them or give rise to new tcn~ions, 
allowing for preferential treatment to a particular 
language in this multi-lingual country. 

In order to foster national integration, it is 
necessary to promote communion of class interest~. 
Even a bourgeois State System can do that. unless 
it feels the compulsion of prevcntmg conlhct of 
class interests by hurturing communal and caste 
divisions and by fostering linguistic animosities. 
The social backwardness is but an outcome of ceo
nomic backwardness which is the result of the 
failure of the State System to ensure food, clothi~g, 
shelter, health and education for all. If the cnllre 
population of the country are ass~red these five 
thinos it is bound to uenerate a chmatc of change 
and "a' level of national" progress i~ defending ,~. ~icb 
as also in further improving .w~1ch e~ery_ ctttzen 
of the country will feel an wtlhng obhgallon. A~ 
pointed out in 1.~, "the const!tutio": should. !Je. <I 
blue print for act10n and by mvolvt~g all. ctttzcns 
in its implementation can the mte~ntY, and 
sovereignty of the country be best ensured. 

1. 7 Thoroughly unreasonable. 
despotic centralisation. !hose 
virtually made the handmatds of 
the ruling party at t~e Centre. 
bears testimony to this. 

It leads to 
provisions are 

power politic> of 
Past exp~rience 

1.8 Certainly. This provision cuts at. the root of 
federalism which means a voluntary umon of con
stituent units. The concerned State~S.tates and 
their people should be the ultimate dects!On-makcrs 
in this regard and not the Centre. 

PART II 

LEGISLATIVE RELATIONS 

2.1 & 2.2 'Legislative powe~s' s.hould not _lle 
viewed in a vacuum. Legislation gtves exp_res~wn 
to social realities. Therefore whether the d•~tnhu
tion of legislative _powers is .commensurate wtth the 
federal principle m a functiOnal way should be 



ass.:ssed not only in a constitutional form but in 
the perspective of the entire gamut of multifaceted 
lik It is the economy, politics and socio-cultural 
milieu of the country which provide fiesh an,! blood 
to the polity. Hence any constitutional provision 
may be practically negated in actual political pro• 
cess. So the distribution of powers should be 
viewed as a comprehensive problem embracing the 
entire society. We have to give an economic inter
pretation of the constitution which would enable 
one to clearly analyse the class Character of the 
State. 

It is a reality that the Centre has acquired powei 
which it cannot usefully discharge or powers which 
properly belong to States. Even Sanjiva Reddy 
(Press Interview, Jan. 1978) complained about the 
erosion of federal structure. He said --- '"A 
State Chief Minister cannot undertake even the 
small things, a health scheme or a forest develop
ment scheme or something like that. Officials from 
the Centre thinks they have to go from the Centre 
to the State within the constitutional framework". 

The Administrative Ref01ms Commission opines, 
""As a result of planning, the three ho~zontal 
layers of administration represented by lists of 
Central, concurrent and State subjects have been 
vertically positioned into plan and non-plan sec
tors and that within the plan world, the compul
sions and consequences of planning have tended 
to unite the three horizontal piece into a single 
near-monolithic chunk controlled from the Centre 
although operated in respect of concurrent and 
State subjects in the States". '"The committee was 
of the view that this position has created a distor· 
tion" with numerous demonstrable weaknesses 
and calls for a review of the system. The Com
mittee feels that the constitution is well balanced, 
and this balance has been tilted to some extent in 
favour of the Centre during the last two decades. 
And again this refers only to matters administra
tive and financial and not to constitutional issues. 
The Committee concludes that it is not necessary 
to amend the constitution. The constitutional pro
visions should be worked by all concerned in the 
balanced spirit in which the founding fathers 
intended them to be worked. 

On the other hand Rajamannar Commission 
wanted to make the Indian Constitution an exact 
replica of the U.S. constitution. 

So these commissions do not see the actual 
problem. The former wants to make patchworks. 
The latter wants the American model. What India 
requires is neither of the two? 

Article 201 of the Constitution and related 
provisions for the President's assent to bills pas
sed by State legislatures call for a review in the 
light of experience. Assent has been delayed for 
months on end and to the Bills which State Legis
latures were well within their rights in enacting 
albeit on matters in the concurrent list. With
holding the President's assent arbitrarily results in 
a virtual denial of the concurrent power to the 
States and drastically affects the distribution of 
legi,lative powers between the Union and the 
States. 
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Further, even a legislation by the State within 
its competence r~quires Centr~'s help in many a 
field and hence tt has to be tailored according to 
the instructions of the Centre. This is an effective 
check on the legislative powers of the State. 

When the State makes an enactment in the case 
of any subject within its competence it should 
have all the infrastructure and other requirements 
for the implementation of the law. The following 
instances prove a strong tendency diametrically 
opposite to this. 

If the directive that the State Government must 
be in tune with the Central Government is accept
ed (Mrs. Gandhi 3/2/72), politically speaking 
constitutional division of powers becomes not only 
blurred, but also irrelevant, the late C. M. Stephen 
said (7-3-1980) that the States which did not invoke 
the Central law for preventive detention against 
boarders can or may be pushed out. 

2.3 Not only consultation there should be actual 
concurrence regarding the issue. In that case, 
better understanding may develop. 

2.4 This provision is an encroachment on States' 
legislative powers and should not be there. Such 
conditions should better be avoided. Such a situa
tion is highly pathological showing lack of pru
dence, planning and foresightedness. The harmo
nious correlationship and interaction among 'natio
nal', 'public' and 'state' interests should not" be 
assessed in a despotic or authoritarian way. In 
the context of deepening economic and political 
crisis in India, such declarations will naturally 
lead to usurping the powers of the State. 

2.5 Residuary powers should be with States. 

PART III 

ROLE OF THE GOVERNOR 

3.1 It should be categorically stated at the out
set that we are strongly in favour of the abolition 
of the office of Governor as the agent or nominee 
of the ruling party at the Centre. 

(a) What has been practised since 1950 has 
been as envisaged by the Constitution. 

The Governor has always been and is by aU 
means a thorn in the fiesh of any State Govern
ment as an instrument in the hand of the Centre. 
Legislative provisions regarding this amply prove 
the erroneousness of the contention that what was 
envisaged was something else. The founding 
fathers of the Constitution were not fools neither 
those who came to powers since '47. Th~ nature 
of the ruling class necessitated centralisation and 
increasing_ authoritarianism. Naturally the Gover
nor b~th m t~eory and practice has increasingly be
come Just an mstrument in the hands of the ~entre, 
for the Central ruling parties and its interests. 

3.2 If there were a genuine federation in I r:dia 
there could be no justification for the office of the 
Governor. Of course there should be co-ordination 
between the States and the Centre by the oflice of 



Governor hardly performs that task. This 
should not result in the dwindling or dwarllng the 
States and the imposition of the interests of the rul
ing party at the Centre on them. We have 
been simply following the colonial pattern. StatPs 
in a Federation in the true sense of the term has 
no need of a guardian imposed by the Centre or 
for its watch-dog. 

3.3 (a) To-day the Governor obeys and has to 
obey or will be made to obey the dictated of the 
Centre. The Governor should have no such power. 

(b) The leader of the majority party or leader 
of the parties should be appointed Chief Minister. 
His power to appoint the Chief Minister should not 
include discriminatory exercise of discretion favour
ing a particular group. The Governor, of 
course, has the duty to see whether the leader com
mands the majority. In case of any doubt, differ
ent Parties in the Assembly should elect 
respective leaders and the Assembly should be sum
moned to prove the majority in the House of the 
leader of a Party or group of Parties. 

(c) The experience, so far, has shown that this 
power has often been misused by the Governor in 
favour of the ruling party at the Centre. Before 
the decision to dissolves the assembly is taken, the 
different groups in the Assembly or at least that 
group which could form a ministry should be given 
an opportunity. So also the Governor, without 
exploring the! possibilities for the formation of a 
ministry, should not decide against the summoning 
of the Assembly e.g. Kerala election in 1965 and 
its aftermath. The Assembly was not at all sum
moned. Here the exercise of discretion by the 
Governor was undemocratic, unconstitutional and 
he was equivocably supporting the ruling party at 
the Centre. 

There should be done so long as the office of 
the Governor in its present form exists. We are 
strongly in favour of the abolition of the office of 
the Governor. 

3.4 This question itself is unwarrant~d. The 
details concerning the problem involved here are 
well known. This question tries to collect informa
tion which is already available. Further whether 
the Governor has acted without advice from his 
Council of Ministers is not expected to be known 
by the public. It is something confidential. It is 
regretable that such a question found its place in 
the questionnaire. Reservation of the Bill by the 
Governor for the consideration of the President is 
done with a purpose. This gives. ~he pressure 
groups, interest gro!lps and t~e oppositiOn to. repr~
sent aaainst the Bill and dilute 11. Here 1t ulti
mately" results in the negation of th~ compe~ence 
of the State to leaislate over the subjects ass1gned 
to it Such insta~ces in different States are well 
kno.;n, The most recent example is the act of 
West Ben cral Governor is reservmg t.he Calcutta 
University

0 
(Amendment) Bill for President's as&ent 

on his own. 

3.5 Do not agree. Facts are. to the co.ntr~ry. 
The first portion of the comment 1s more obJec!lvc. 

The process of Presidential assent has not only 
acted as a substantial threat to the autonomy of 

743 

the States but it has ultimately resulted in the vir
tu.al defeat o! actual con~ent and purpo~e of the 
B11I. Then It becomes either superfluous or anti
people, with the changing time. The delay of 1 
year to 5 years is eloquent proof of the obstruc
tionist nature of this provision, if nothing else. 

3.6 Answer to the First question: It is only a 
pious wish couched in empty verbiage. They un
doubtedly act from the States with a close link 
with the Ruling Party at the Centre, the latest 
example being Talyarkhan, Sikkim Governor. They 
have been without any dependent role. 

Question No. 2 : Many an instance could be 
quoted, (provisions governing the office and duties 
of the Governor combined with Art. 356) (I) Dis
missal of the Communist Government in Kerala in 
1959 even though it continued to have majority 
support in the Assembly, (2) The dissolution of the 
Kerala Assembly in 1965, ( 3) Dismissal of the 
United Front Cabinet in West Bengal in 1967 in 
spite of its majority in the Assembly, (4) Dissolu
tion in 1971 of the West Bengal Assembly without 
giving an opportunity to the CPI(M), (5) The whole
sale dismissals of a number of State Assemblies in 
1977 and 1980, to quote a few. · The role of G. D. 
Tapase in Haryana enabling Shri Bhajanlal to pur
chase support to form the Congress(!) !viinistry is 
still too fresh. (6) In 1952 Shri Prakash, the then 
Governor of Madras, refused to invite Shri T. Praka
sham who had been elected leader by all the oppo
sition parties to form a Government, but 
nominated C. R. as a Member of the Legislative 
Council and then invited him as the leader of the 
Congress Party, to form the Government. 

(7) The worst Examples: In Bihar in 1967, when 
the specially appointed Governor, N. Kanungo, 
appointed S. P. Singh as Chief Miniskr just for a 
day so that, on his advice, B. P. Mandai could be 
nominated a Member of the Legislative Council 
and then, as agreed beforehand, S. P. Singh re,ign
ed and B. P. Manda! was installed as Chief Mini
ster. 

3.7 In addition to this something more should 
be done if we decide to continue the ollice of the 
Governor. 

(a) Supreme Court in Dr. Raghuknl Tilak's 
case-(Hargovind Pant Vs. Dr. Raghukul 
Tilak-1979)-Governors not amenable 
to the direction of the Centre-not subordi
nate of subservient to the Centre--he is not 
accountable to them-his is an independent 
constitutional office, he is cvnstitutional 
head of the State. 

(b) 

(c) 

ARC-a person should not be appointed 
as a Governor for more than onr~ term. 
ARC-study team : Headed by M. C. 

Setalvad. 

-No person who is appointed Governor should 
take part in politics after his appointment as such 
not even after retirement K. Subba Rao (former 
C. J. of India)-a Governor should not be di:o;ible 
for any other office under Government after retire
ment and should be irremovable from otlice on any 
ground other than proven misbehaviour or incapa
city after enquiry by the Supreme CoUI!. 



Even if all this is done, the problem is not solv
ed. If the Governor proves to be recalcitrant, even 
then the President can take action under Art. 35 S 
if he is "otherwise satistkd 'that. ....... '. Then 
wh•Jt is the usc of bringing Amendments to the 
Constitutional provisions regarding Governor? It 
is a question of changing the basic approach of the 
constitution in this matter. 

3.8 This can b~ done if property carri~d out, but 
the Speaker should conduct the meetin~ and for
ward the outcome to the Governor who should 
act accordingly. The legislature is the representa
tive of the people of the State. Its decisions on 
the floor of the house should be accepted by the 
Governor. In certain cases (as in the case of 
Kcrala in 1965) the suggestion in the Q. 3.8 could 
be put into effect. 

3.9 The suggestion may be given a trial, but, in 
our opinion, the Speaker whose offic~ should re
main a r.ontinuous one should summon the House, 
recommend dissolution of the House when it is not 
possible to have a ministry enjoying majority support 
in the Assembly. In such a case the House should 
stand dissolved and elections hdd in two months' 
time during which time the outgoiug Ministry 
would act as a Caretaker Government to discharge 
routine functions of the Government. The Elec
tion Commission which should be expanded, should 
be responsible for conducting the elections by direct 
arrangement with Police and General Admi
stration through the requisition of different cate
gories of personnel. The constitution should, 
accordingly, be amended. 

Add 3(10). See copy. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 Art. 256 is concerned with wilfull neglect of 
enforcement of a Central law of a mandatory chamc
ter, or else the word 'compliance' would have no 
meaning. A law like P.D. Act, for instance, is 
only an enabling statute which adds to the armoury 
of the powers of the Governments, Central and 
State. Each enjoys a clear discretion as to which 
statutory power has to be exercised. What a State 
cannot do, of course is to obstruct the Union if it 
exercises its own executive power under a Central 
law within that State. Article 257(1) i~ dc:;igncd 
to remove an obstruction to the Centre·~ move to 
enforce direct a Central Act within A Stat·~. Ac
cording to Dr. Ambedkar through Art. 257 it was 
sought to meet a situation 'which makes it im
possible for the Provisional Government to be carri
ed on'. However, the provisions continue perma
nently even after the transitional phase. 

The sanction for securing complian.:e with a 
Central Directive in such a case is a drastic one 
which is precisely why it cannot be used without 
offending the autonomy of States. It is Article 365 
which paves the way for imposition of the Presi
dent's rule (Art. 356). The remedy against such 
abuse is a judicial one. The Supreme Court has 
opened the door ajar to judicial review. It should 
be pl'rsuadcd to open it wider. 
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T!~e idea of glVlng directions to the State is 
foreign and repugnant to a truly fed~ral system. 
Arts. 256 and 257 are taken from the 19.35 Act 
with all the attendant loopholes, drawbacks, imper
fections etc. as colonial legacy, suited to the new 
ruling class. It is to be noted that th~ Constitu
tion prescribes a coercive sanction for the enforce
ment of the dir~ctions issued under Articles 256 
and 257, namely the powers of the President to 
make a proclamation under Art. 356 via Art. 365. 
Our opposition to Art. 356 does, by implication, 
envisage deletion of Art. 365 even though it con
tains a fecade of an objective criterion and is at 
best an enabling clause. 

A federal constitution involves the sovereignty 
of the units within their respective territorial units. 

The experience of the working of the constitu
tion so far makes it ckar that the constitution has 
been used by the Centre to establish its dictatorship 
over the States. 

When the provisions regarding Governor and 
Art. 356 are there, the Central Government need 
not make use of 365 in order to topple any State 
Government. Therefore the absence of any in
stance of invoking 365 need not be taken as justi
fication for the incorporation or the continuance of 
256 and 257. Nor do we know of any mstances 
which justify Arts. 256 and 257. Hence, both the 
ar1icles should be deleted. 

4.2 365 can safely be deleted even from the 
point of view of the ruling party at the Centre. 
Even without 365 the Centre can smoothly esta
blish its dictatorship over the States under the 
Indian Constitution. The utter lack of contidenc~ 
in the democratic process of the country and the 
principle of federalism has been writ large upon 
the entire process of Centre-State relationship as 
envisaged in the Constitution. The overabundance 
of safeguards for the foolproof dictatorship of the 
Centre is unabashedly provided for in the Consti
tution. Therefore one need not worry at all if 
365 is deleted. Nor would it signify any significant 
improvement in the unitary character of the 
Constitution. 

4. 3 If the proVISIOnS 
exploit them at will 
of discussion. 

remain, the Centre could 
going through motions 

In this connection a piece from the Constituent 
Assembly Debates may be quoted. Nehru wanted 
Education, Health and Forests concurrent subjects 
(instead of State subjects as under the 1935 Act) 
for integrated development of whole regions and 
of the country. G. B. Pant and G. B. Kher (pro
vincial Govt. chiefs) objected. Then Nehru asked 
how would it be possible for an integrated plan 
for forest development to be carried out unless 
the subject was included in the Concurrent List? 
G. B. Pant's reply was, "It was not legislative coer
cion that would help in such matt~r, but 
pursuation and willing consent. It is this that most 
protagonists of a dominant centre have overlook
ed." Hence, these provisions (Arts. 256 and 257 
(I)) should not bother. The foresight of Consti
tution-makers, as manifested in Art. 356, 
is an apprehension that States may slip out of their 
hands. 



~-4 ~s _extra-or~inary remedial power has been 
arbttrarily, '!'"esponstbly and despotically used in a 
narrow parllsan way. Instances have been cited 
above. Latest example was in Jammu-Kashmir 
where the Speaker was forcibly thrown out. All 
those cases are well-known and need no 
explanation. 

4.5 Under no circumstances Art. 356 should be 
there in the Constitution. 

4.6 It would be better if the present arran<>e
ments are continued. There can be no other sttit
able arrangements. 

4. 7 Yes, these activities could be carried out by 
the States. If the State actually wants any help, 
it may be given by the Centre in such a way that 
it should never become an obstacle to the State's 
autonomy and operational freedom. The Centre's 
role should at the most be that of a guide and not 
of an arbiter or dictator. Even advice may amount 
to virtual dictate and should be avoided to the ex
tent possible. Bodies referred to here should be 
autonomous with complementary role both for 
States and Centre. They must not make inroad 
into States' jurisdiction. 

4.8 All India services are not necessary though 
Inter-State transfers and open recruitment should 
be there. States' control over services is a must 
for proper functioning of the democratic system. 

4.9 Only if the State wants and not otherwise. 
This should apply in case of all central forces. 
The Centre must not have the power to do so 
suo moto. 

4.10 To be shared between Centre and States. 
There is hardly any justification for these media 
being the monopoly of the Centre. 

4.11 So far they have not been instrumental in 
collectively pursuing States' interests by cutting 
across party lines. The Councils themselves are 
practically non-entities and are under the thumb 
of the Centre. 

4.12 Inter-State Council should be set up on a 
permanent basis. The Council should have an 
independent Secretariat. 

In this connection the recommendations of the 
ARC may generally be followed to begin with 
(in all respect i.e. in organisation, functions, etc.). 
The Inter-State Council may be the pivotal co
ordinating body on all matters where" States' inte
rests are involved and any move of the Centre 
should be subject to discussion and decision in 
the Inter-State Council. 

PART V 

FINANCIAL RELATIONS 

5.1 The question essentially is not whether the 
scheme of devolution as envisaged by the consti
tution-makers has worked well or not. The essen
tial question is whether the scheme as has been 
prescribed as actually practised has been prescrib
ed and actually practised has been helpful to the 
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States. The answer is an emphatic and uneqn 
vocal 'no'. There is partisanship and discrimin; 
tion. The entire show is manned by the Centr< 
Uneven development, lopsided development an 
even what is akin to internal colonisation has com 
into existence as a result of the economic, fisci 
and monetary policies of the Central Governmen 
The State's needs and aspirations should be take 
into consideration. Development and not part 
politics should be the guide in this respect. M~>r 
than anything, the basic arrangement of the dii 
tribution of the country's finances between th 
Union and the States is wrong and does alwa) 
leave States subservient. 

. !he financ~al pr?blems and constitutional pre 
vtstons ~egarding this cannot be separated from th 
econoDllc system of the country. The collection c 
tax~s and also distribution among the States, aile 
catiOn of taxes etc. depend upon the economi 
system. Financial relations, when isolated fror 
this fundamental problem and considered a 
merely a problem of relationship between th 
Centre and States, cannot be solved in a scientifi 
and systematic way. Any way, the basis on whic 
there has been devolution of finances, throug· 
sharing of revenue resources between the Centr 
and States as also through grants-in-aid from th 
centre has never been automatic and free fro~ 
interference as would be clear from States' memo 
randa to successive Finance Commissions as als• 
the ad hoc nature of the recommendations of th 
Finance Commissions which did hardly touch th 
basic issue of division national finances through 
scientific system taking away the lever of !inane 
from the hands of the Centre. 

5.2 The observations of the Study Team of tb 
ARC, as quoted, hold good all the mon 
to-day. There are also other problems which th< 
ARC have not mentioned. What with the Finane• 
Commission or the N.D.C., the role of the giver 
on the part of the Centre has been all the more 
pronounced, with even the Prime Minist.:r thn·aten· 
ing to stop financial assistance if a State is no 
well-behaved by her standard. The importan 
problem is that some States may not have adequate 
financial resources to exploit all the resources anc 
develop its economy. In such cases for the ever 
development of all regions to the extent possible 
the Centre has the responsibility to help those 
States and ~his should be done as a necessary things, 
of course, m the process of the governance of the 
country as a whole, taking all the resources of the 
country into account. For this adequate provi
sion should be there, providing for the mutually 
complementary status of the Centre and States. 

In this respect a high power Commission con
sisting of the representatives of the States and the 
Centre (both experts and those who have a total 
view of the society, i.e. both specialists and genera
lists) may be appointed as the Finance Commis
sion/the Planning Commission, as they are cons
tituted today, cannot do this. All aspects of the 
problems related to Finance and development 
should be studied thoroughly. The recommenda
tions of these Commissions should be considered 
and finalised by the NDC which should, however, 
give adequate reasons for departure from any of 
them. 



Regarding the alternatives, broadly speaking, 
under the existing system of distribution through 
divisible pool, (d) and (e) have to be incor
porated. 

(c) can be outright rejected. 

(a) Keeping in view that States are responsible 
for all the Welfare measures and that they are 
accountable direct to the people who hold them 
responsible in the first instance for their weal or 
woe, major heads of revenue should be reserved 
from them, allocating to the Centre resources 
enough to discharge their responsibility in regard 
to Defence, External Affairs, Communications, 
Railways (the last two being revenue earning also), 
International Trade and Commerce as also currency 
besides co-ordination which should largely be 
carried through the NDC, Planning Commission, 
Inter-State Council and similar other bodies whose 
expenses should be borne jointly by the Centre and 
States. 

Instead of the procedure suggested in (c), it 
may be the other way round. 

Let the tax heads be decided upon without 
any reference to their being under so-called State 
or Union List. The responsibility for collecting 
taxes (however it is termed) within a particular 
State would belong to the State concerned. After 
deducting the collection charges, the net collec
tion be· divided between States and the Centre 
generally oil the basis of 65 and 25, keeping 10% 
to be made over either to the Centre in case of 
urgent requirements for the efficient and proper 
discharge of its vital functions or for greater deve
lopment requirements of relatively poor States. 

Needless to say, control and benefits of finan
cial institutions should also accrue both to the 
Centre and States. It is the development needs 
which should be the determining factor and not 
the criterion of raising of resources, the Centre 
providing the matching share, as is the system in 
the main at present. 

5.3 While giving more financial powers to the 
States in general, provisions can be made to help 
the poorer States. When we examine the deve
lopment hitherto, it has been directed for the bene
fit of the landlords, capitalists, traders and foreign 
exploiters. It has also led to regional imbalances. 
Exploitation of the resources, men and material, 
has always been in this perspective. The basic 
malady is in the field of the ideology of develop
ment, which is geared to the interest of the ruling 
class. Unless it is changed, the arrangements 
made whatever they may be, would serve only as 
adjustments. 

If the Centre is made the guardian of the deve
lopment of the poor States in the present context, 
it will further subordinate the States and will 
certainly add to the already strong, dominating role 
of the Centre. 

There may be a system for pooling all the 
resources of the country and distributing it to 
the different regions with a view to the exploita
tion of resources and economic development 
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according to the needs and potentialities of the 
various regions but this should not lead to the 
condition of the States as receiver and the Centre 
as the benevolent giver. 

The question has been posed in a peculiar 
manner. It is the States who are expected to 
implement welfare m~~sures which m~y lead to 
improvement of conditions of people m general, 
particula!lY those v.:ho are po?rer because of . an 
exploitative economiC and soc1al system. Nothing 
has so far been done by the ruling power at the 
Centre to touch the exploitative system or the basic 
inequality. Nor has anything worth-while been 
done to remove regional imbalances. Rather, it 
has been the other way round. Hence, the Centre, 
as oriented at present, is hardly a fit instrument 
to remove regional imbalances. Moreover, it 
should be borne in mind that it is the basic inequa
lity which is the basic ailment and to expect the 
protagonists of this basic inequality who have 
pushed larger and larger segments of people all 
over the country below the poverty line, to remove 
it from any party thereof is unrealistic. Hence, 
the suggestion is totally misconceived and deserves 
total rejection. The scheme of division of 
resources, as enumerated in 5.2 would serve the 
purpose to the extent possible under the existing 
socio-political structure. The task of removing 
inequality involves social revolution and is not 
just a matter of constitutional provisions within 
the existing socio-political structure. Non-justiciable 
high-sounding verbiages contained in the Directive 
Principles of State Policy (Arts 35-51 of the 
Constitution) were devised merely as an eyewash to 
hoodwink the people as to the true class character 
of the Constitution and its makers and cannot and 
need not be taken seriously as the State System 
itself is not only incapable but also opposed to 
implementing any of them, viz;., elimination of 
inequalities in status, facilities and opportunities 
right to an adequate means of livelihood to citizens, 
men and women equally, to avoid concentration of 
wealth, to prevent abuse of tender age of children, 
to protect childhood and youth against exploitation 
and against moral and material abandonment or 
education for all after the age of 14 etc., just to 
quote a few. 

5.4 All the three measures could be used in
variably. To the extent possible deficit financing 
may be avoided. There is vast possibility for 
raising new revenues from the richer sections. Tax 
evasion should be effectively prevented. Better 
control over expenditure has been reduced to only 
a lip service. Actually, unnecessary expenditure has 
ever been increasing. The resources of the country 
are being utilised for non-productive purposes. 
The present loan melas provide an example. If 
the suggestion in 5.2 is accepted, the present posi
tion in this regard, is bound to change and the 
question of deficit financing would came in a 
different manner. 

5.5 A little over 60% of the budgetary funds 
from the Centre to the States in the past 30 years 
( 51-81 ) came in the form of plan and discn:
tionary assistance and only 40% was transferred 
on the basis of recommendations by Finance Com
missions (statutory grants play less than a central 



role) . The weightage of statutory grants is, 
naturally, even smaller when non-budgetary trans
fers are also taken into account. Tax sharing, as 
a portion of the total revenue transfer from the 
Centre to the State, is 40%. A Finance Enquiry 
Commission may be appointed to go into th1s 
question. The criterion for assistance should be 
development and other non-developmental essen
tial requirements. 

5.6 Constitutional provision is necessary for 
such a fund which should be under an independent 
statutory authority with the task of implementa
tion on States concerned. 

5. 7 If the Centre and States are seen to be 
collectively responsible for ensuring 'freedom of 
trade, commerce and inter-course in the country', 
whatever the last one may mean, as it cannot but 
he, to be effective, the overall scheme suggested in 
5.2 should suffice. A complicated devolution pro
cedure tenders to leave greater leverage in the 
hand of the Centre against States. Entire financial 
scheme in the Constitution paves its way and hence 
should be changed basically. 

5.8 The suggestion in 5.2 would and can take 
care of all these aspects. Any proposal that 
would further increase the Centre's power would 
be unacceptable in the light of the experience of 
the Union Government's functioning for more than 
three decades. 

5. 9 In this regard, the views of the Administra
tive Reforms Commission may be studied. Also 
further enquiry may be necessary. However, ·the 
present arrangement is haphazard and overlapping. 
The organisational status, structure etc. of the 
Planning Commission should be changed on the 
basis of the suggestion contained in this regard in 
5.2 .. The precise functions of both the Commis
sions may be as indicated in 5.9. 

5.10 Not at all satisfactory and promoted 
neither. 

5.11 Yes. 

So far to what extent economy measures have 
been sincerely followed and implemented by Cen
tral and State Governments? The involvement of 
both the Centre and States in the process and their 
complementary functioning for the implementation 
is a sure guarantee against any irrational practices 
inherent in the present system. 

5.12 Yes, within the existing framework, so 
long as it cannot be changed. 

· 5.13 Can be agreed to ge.nerally. The formula 
can help States to meet non-Plan obligations. 

5.14 As has been asserted in 5.2, all resources 
should be harassed through the process stated 
therein, taking care of all the aspects referred 
to in the questionnaire. As it is, C?f late, the 
tendency of the Centre has been to nuse resources 
through such devices as not to make the. same a 
part of the . divisible pc;>ol. The Cm;poration Tax 
resources · is. responsible for thiS state of 
Centre do not form a part of the divisible pool 
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under Arts. 270( 4 )(a) and 271 of the Constitu
tion. In successive Budgets, while keeping the 
basic taxes levied under Arts. 269 and 270 un
affected, surcharges are being increased in order to 
avoid their incorporation in the divisible pool. The 
amount thus collected and the Centre's own re
sources out of the divisible pool and from finan
cial institutions including nationalised banks and 
LIC provide the Centre with sufficient leverage 
over states who are threatened or tempted, as the 
case may be, with money bags so dubiously filled. 
Even in implementing recommendations of the 
Finance Commission, Centre's discretionary power 
is wide as Art. 285 requires the President only to 
cause every recommendation of the Finance Com
mission together with an Explanatory Memorandum 
as to the action taken thereon to be laid before 
each House of Parliament. The 'action' obviously 
can be full or part implementation or non
implementation as there is nothing in the constitu
tion to require the implementation of 'every recom
mendation' of the Finance Commission. In this 
context the inclusion of the emphatic 'every' is 
rather misleading. Thus the provisions regarding 
the Finance Commission, even so far as its existing 
functions are concerned, are highly unsatisfactory. 
The Union Government's decision to implement 
recommendations of the Eighth Finance Commis
sion from the next financial year covering four 
years instead of five sharply illustrated this 
lacunae. 

5.15 Shared in what proportion? What should 
be the criteria on the basis of which the proportion 
should be decided? If the present public sector is 
designed in such a way as to serve the imperialists 
and the private sector, a better distribution as 
suggested in the question will mean the escalation 
of the already existing interests. Of course the 
concentration of the vast majority of public Sector 
Undertakings as also of the pivotal among them in 
the hands of the Centre, makes this question 
largely academic. 

Today it is done in a centralised way so as to 
benefit the big, monopolistic, bourgeoisie. 

5.16 The total recorded budgetary deficits of 
States is less than that of Centre. However, the 
phenomenon pointed out does not become clear 
from the way it has been portrayed. 

5.17 Naturally, States' obligation for at least a 
modicum of welfare measures and paucity of their 
resources, both developmental, have given rise to 
this sitnation. 

5.18 It is a fact. However, this should be 
linked to specified functions and from clearly de-
fined sources. · 

5.19 The present system of foreign borrow!ng 
does not help our economy and subserve fore1gn 
monopoly interest. However, the Centre should 
not change as it does, more from the States than 
it gives. 

5.20 The suggestion of Loan Council for the 
raising of internal loan is better. 

5.21 The gap between states' obligations an61 
resources is responsible for this state of 



affairs. It is the reallocation of resources which 
can remedy this situation. 

5.22 Tax-dodging is not a problem peculiar to 
States. Moreover, elasticity of sources of revenue 
exploitable by States is practically non-existent in 
view of the Centre's all-pervasive thrust. 

5.23 Facts agree with the observation. If the 
class character of the Central Government or that 
of the basic State structure does not change, there is 
hardly any scope for that. 

5.24 It will not be enough to ascertain the view 
of States in such cases but to act in accordance 
with the general view. 

5.25 If it means that States should be vested 
with the power to levy them and fix the rates, that 
is a welcome suggestion. 

5.26 The claims of the States are quite justified. 

5.27 The increase should be proportionate to 
increase in passenger-fare earnings. It is related 
to total financial arrangements in regard to Union 
territories and cannot be dealt with in isolation. 

5.28 The assistance should be on the basis of 
actual costs of relief and rehabilitation. 

The relief and assistance may be under specific 
heads, for which the money ear-marked should ~ 
utilised. It may lead to optimum and systematic 
utilisation of funds, making allowances for general 
assistance depending on the magnitude of the 
calamity. 

5.29 With the ultimate residual role (better to 
say, authority) in-tact, the institutions would hardly 
help States except as grounds for giving expression 
to their views. 

5.30 It -matters very much as to who collects 
and to whom it is distributed even while agreeing 
to the last portion. 

5.31 Not a periodical assessment but a conti
nuous and comparative (year to year) assessment 
is essential in respect not only of both State and 
Central Governments but also of all public institu
tions. To serve this purpose there may be a statu
tory agency whose recommendations should have 
a binding nature. It may be called NEC. 

5.32 Today these are carried out only for
mally. If these can be done properly and if active 
discussion is carried on these reports (of course it 
will be a post-mortem of expenditure), this may 
help operations in future. But today the executive 
legislative relationship and the role of the legisla
ture remaining as they are, nothing substantial 
could be achieved out of this. Further the legisla
tive committees being bureaucratic outposts, no 
serious analysis comes out of this system. Also, 
legislatures including Parliament have lost much 
of its effectiveness today. 

5.33 Generally support 'evaluation audit'. But 
'voucher audit', if conscientiously done, can pin
point misuses. 
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5.34 The office hardly accomplis~ed ~s assign
ed functions which are carried out dilatonly. 

5.35 Of course the reports can be made more 
comprehensive and more accurate. Or further 
subdivisions may be made such as develop_mental, 
plan. non-plan. establishment, even . estabhshment 
may be further sub-divided into police. 

5.36 Not sufficient. Without a t~tal change in 
the system functioning and the attitude towards 
people's pr~blem, these thing could not be solved 
properly. 

5.37 Theoretically, yes, practically _not so. ~or 
is there much scope for it in the ex1stmg polibcal 
atmosphere. 

5.38 Not really. 

5.39 Undoubtedly, the changed procedure su~
gested will remove the irritant and may help m 
expenditious implementation. However, it all de
pends on a trustworthy system, which .is not in 
existence. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 The structure and functioning of an agency 
for making decisions and carrying them out is vital
ly related to its basic objectives. What has been 
achieved so far? Was it in the interest of the 
people? Procedural changes may not be much 
useful unless the basic objectives themselves are 
changed. Unless the totality of structural relation
ship between the Centre and States is changed 
nothing substantial could be achieved. Certain 
changes, if brought about, would very well be cir
cumscribed by the Establishment without much 
difficulty. 

6.2 Subject to foregoing observation, on NDC 
statutorily endorsed with power to formulate plans 
with greater scope for states to formulate their 
plans within a national framework is essential. 

6.3 No. There should be change in the politics, 
economics and administration of the Central Gov
ernment which appoints the Planning Commission. 
Transfer of power was achieved without a social 
revolution. National reconstruction and planning 
was set a foot without administrative revolution. 
The whole set up was based on a constitution which 
was more or less the replica of the 1935 Act which 
was enacted by the colonial matters for a colony. 
If this is the basis and foundation what could be 
the nature of the edifice ? There may be changes 
in the procedure, in the structure here and there, 
or more formal representation may be given to the 
less privileged in an antiquated social system but 
the fundamental change can thus take place. 

6.4 & 6.5 (iii) for obvious reasons and in the 
light of experience so far, only an independent and 
autonomous body can have its own views but in 
the present circumstances even an autonomous body 
may not be of much use. Even then it will be a 
change and such a situation may help to expose 



things in a better way. It may bring about a 
better awareness of things in the 'concerned people' 
and alsu in the 'public', if there 'concerned people' 
are interested in the 'public'. The Planning Com
mission should function under NDC endowed with 
statutory power. The views of ARC may also be 
considered in this connection. 

6.6 There should be decentralisation in planning 
with greater independence for States in formulating 
their Plans. 

6. 7 The system acts as a device to pressurise 
States to fall in line with the Centre. 

6.8 Yes. Objective criteria for State Plan and 
assistance for State Plan should be the needs of 
the State, potentialities of the State for develop
ment and not the politics of the State or not the 
place of the State in the overall economic interests 
of the ruling classes at the Centre. 

6.9 Unscientific, against the needs and poten
tialities of various regions and sections of the 
people. Everything so far was so directed as to 
serve the vested interests. Even the Special Assis
tance Schemes fail to subserve the interests of tribal 
and hill areas which are not at the take off stage 
and the assistance is utilised more as pay off. 

6.10 The process of planning should begin from 
down below. Co-ordination, supervision guidance, 
etc., can be made by the Centre, but no imposition. 
Let the States decide what they want. Of course, 
the various States, while making their plans, do so 
not in a democratic manner, do not consult all the 
necessary agencies. The entire planning machinery, 
procedure etc., should be suitably changed to make 
it more responsive to popular demands and 
requirements. 

6.11 Almost a dead letter. No systematic fol
low up or evaluation i~ there. Achi~ement of 
the financial target considered as most mportant. 
Evaluation reports point out certain peripheral mis
takes but it never goes into the substantial aspects. 
The evaluation machinery is never expected to do 
that. Sometimes evaluation is done in such a way 
as to foster developments with a view to stabilising 
what is already achieved. 

6.12 & 6.13 Much has already been said and 
written about this. Through answers to a ques
tionnaire these things could not be analysed. If 
the Government (both the Central and the State) 
is in earnest, steps may be taken to. initiate a seri~us 
discussion on these problems at different levels 10-
volving all concerned. 

But if a Committee of generalists are appointed 
to go into the ques~on o~ how far ~pecialists should 
be more involved 10 thmgs, nothmg would come 
out. 

Strengthening of planning machinery may e!lable 
the State Government to plead more systemabcal!y 
and with more clarity. This can be done by all 
the States. If statutory grants etc. constitute 60% 
or more of the Central contribution to the State, 
how the modified machinery could bring out a 
change in this ? 
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PART VII 

MISCELLANEOUS 

lnduslly 

It is interesting to note Industry, .. Trade ~d 
Commerce, Agriculture, Food and CI~il Supplies, 
Education etc. given under the head miscellaneous. 

7.1 & 7.2 Yes. 

The entire industrial structure in which foreign 
interests (in collaboration with business interests in 
India) are involved and included by the Govern
ment under the I Schedule. Everything is directed 
enmasse towards this. There is increasing involve
ment in different sectors by foreign interests both 
in the public and priva.te sectors. ~he .very a.p
proach of lending practically the entire mdustrlal 
set up from the Centre is objectionable. The norm 
should be specific requirements of the common 
man, taking into account at the same time the in
dustrial potential of a particular State. However, 
common requirements of all States should make !t 
possible to plan industrial development in a parh
cular State according to its potential. This would 
enable division of the production of industrial goods 
among different States according to the potential 
of each of them represent except however, one 
thing should be made cleaij on the point~ raised 
here. How national interests in the true sense of 
the term can be against the interest of any State 
(if people, the vast majority of the people and their 
interests are the main criteria) ? When foreign 
money is invested with a view to utilising the 
abundant raw materials and cheap labour and 
when the products are exported to the investing 
country and when they are imported and sold out 
here after being reprocessed in the investor country 
whether such products are pins or washing soap 
or powder, industries producing such products 
come in terms of the constitutions under national 
sphere, 'national interest' etc. Thus at the 1st 
schedule of the Industrial Act and the attempt at 
definition of natural interest all point to one thing, 
viz. many an industry in India is subservient. to 
interests other than those of the people of India. 

7.3 In many fields of industry to-day, the Indian 
raw materials and cheap labour are exploited for 
foreign investments or foreign investments and 
Indian private or public investments together, both 
the sectors serve the interests of the foreign invest
ments and native bourgeoise. The Government is 
not encouraging independent national investment 
which undertakes the utilisation of raw materials 
and labour and the manufacture of finished goods 
Cor domestic and foreign consumption. The na
tional bou~geoise is comparatively weak. tRow
ever the Government can encourage independent 
inve;tment for proce.~sing . raw J?ate!ials . by us~ng 
domestic technology. An mdustnal hcencmg pohcy 
conducive to this can be encouraged. There is no 
reason for denying States the licensing right in this 
regards. 

7.4 Neither the Centre nor the State Govern
ments have any imaginative scheme in this respect. 
Industries (Small or big, village or cottage) which 



u'e our raw materials, our labour and our capital 
shL,uld be started. Marketing facilities should be 
provid~d by the State and Central Governments. 
There should be co-ordination between the efforts 
,,f States and the Centre. There should be co
,,rJination between big industry (high power 
lL·.:hnology) medium Industry (inter-mediate tech
lll'k,gy and small seal-: industry (local techno
logy). 

All these should be integrated into a compre
hensiw whole and should be related to the agricul
tura! sector and the production therein. 

7.5 These institutions are sub-serving foreign 
in<erests and the big business. · A great share of 
the capital resources of these institutions are ob
tained as foreign loans. Naturally the industrial 
p·0licy is very much influenced by foreign interests. 

7.6 Justified in most cases. The decisions need 
to be taken by the N.D.C. as envisaged by us. 
When the locational decisions are taken today what 
weights more is not tl1e int~rest of the locality or 
interests of the people or the country in general 
but the interest of the investors and availability of 
raw materials and cheap labour. 

7.7 & 7.8 Answers to these questions are im
plied in answers given to other questions. Deci
sions are taken not on the basis of objective criteria 
but out of extraneous considerations. 

Trade & Commerce 

. 8. I Today the restriCtions on inter-State or 
Inter-State Trade and Commerce are not conducive 
to the development of the market within the State 
or within India as a Whole. These restrictions 
oft;;:n help not the consumer, but vested interests. 
This is also due to ilie competition among vested 
interests in various States. Substantial differences 
in the price of consumer goods and other items 
remain. The same goods are sold at different 
prices sometimes in the same city. Inter-State 
barriers have promoted hoarding and also black 
marketing. It has prevented ilie development of 
'national market'. Therefore, the problem requires 
e!Jborate study. The appointment of an authority 
to remedy this State of Affairs will be desirable. 

Agriculture 

9. I There has been further centralisation. 

9.2 In general agr"..ement. While there should 
1:-e. a national framework· within which different 
State;, should work, thls framework should be for- · 
m u lated on the basis of State Plans and not on the 
basis of Central directive or initiative. The initia
tive .should be with the States in this field. 

9.3 Here there . is in effect Central control, no 
real Centre-State majors consultations. Prices of 
all agricultural produces are practically Centrally 
determined. . . . 

9.4 (a) Price of Coconut, Copra, Coconut Oil, 
Rubber, tea etc. The Central policy. affects the 
price. of tllese items of Kerala State. (b) Irriga-
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1 ion Projects-finance, foreign exchange, machinery 
etc. central acceptance is required. Naturally the 
Centre is in a position to control. (c) The same is 
the position. (d) There is central control. The 
recent policy of the Central _Government towar?s 
giving title deeds to the occupiers of forest land m 
kerala, the r-~resu·y policy and administration is 
a~ainst the Adivasis/Tribal p-~ople and their tradi-
ti~mal rights. . 

9.5 ICAR and NABARD have their deep im
pace on agricultural research and agricultural 
financ~ of the States. The State has to adjust it
>df to the conditions laid down by these institu
tions. Actually these institutions are not catering 
to the needs of the States. Through tl1ese institu
tions the Central Government can direct and 
supervise the agricultural policy of the Stales. 

Food and Chi! Supplies 

10.1 & 10.2 The Centre should undcrtJke the 
responsibility of feeding. ilie deficit states. Because 
of the Central Governmcnfs policy, dictated by 
regional politics and regional interests, rice is sold 
at comparatively cheaper rates in Tamil Nadu or 
Andhra Pradesh, whereas the price of rice in Kerala 
is appreciably higher. inspite of rationin~. Though 
integrated policy of rice procurement and distri
bution should have minimised the disparities in 
prices and ·distribution. In spite of persistent 
demand the -centre has failed to provide effective 
assistance to the setting up of a public distribution 
system with minimum efficiency and item coverage 
not to. speak :11! essential commodities for the 
common man. · 

Education 

11.1 To a great extent this is true. Through 
various agencies of research, finance etc., this is 
done in the field of higher, general and professional 
education. -In other stages it is done through CABE 
and Plan allocations. 

11.2 The UGC is very much influencing Univer
sity administration. If the guidelines or criteria 
laid down by the UGC are not followed finance 
from tht: UGC will not be available. The recent. 
UGC report on teachers, students, appointment of 
V.C. shows the way in which it is made to work by 
th·~ Centre against democratic principle and for 
foisting further Central control. 

11.3 Under .the existing conditions no amount of 
discussion will effect a qualitative change unless . 
policy oriented chanegs are conceived first. 

II A Education should be in the public sector. 
The so called right of the minorities should be done • 
away with. The same type of education should 
be given to all from the primary to University levels.·: 
Medium of instruction at all levels should be the 
local language. Minority Institutions should mean 
Institutions for the minorities in spheres which do 
not fall within the scope of general education and 
which may contribute to the distinguishini features 
of minorities which do not such counter to national 
integration· in any way. Any Institution run by a ' 
person or group of persons belonging to a minority 



gr?up. cannot. be allowed to claim the status of a 
mmonty Institution. Education as such should. 
therefore, be entirely in the Public Sector. · 

11.5 As in other fields serious discussion between 
the Centre and the States and among experts 
should take place on these questions and remedies 
sugg~sted. The difference on language policy still 
P~I:s1sts as also on the controls financial responsi
bility . for financing primary and secondary 
education. 

Inter-Governmental Co-ordination 

12.1 . The days of one party regime throughout 
the Umon have gone thus depriving of the extra 
Governmental/ extra-constitutional channels for 
consultation. No consultation is essential in scver:li 
fields especially in Financial matters concurrent 
jurisdiction, mobilisation ot state effort for the 
success of national plan, administrative ' relations 
etc. An appropriate apparatus is lacking now. Of 
co!-ir.se tn,ere is the National Development Council, 
M1msters Conferences, National Integration 
Council, etc. Art. 263 refers to the need of an 
Inter-State Council with specific functions. There 
are already Central Council of Health and Central 
Council of Local Self Govermnent. 

In this connection the report of the Study Team 
of the ARC and recommendations of the ARC 
may be considered. The American System refer
red to in the question may also be studied. The 
composition and functions of the suggested Inter
State Council require further study. However, it 
should nevt:r be another body where the Centre 
can dictate to the States. The spirit should be 
that of co-operation and co-ordination (or Co
operative federalism). 

' REVOLUTIONARY SOCIALIST PARTY 

Kerala State Committee 

MEMORANDUM 

R.S.P. Kerala State Committee is happy to wel
come the Commission which is to review the present 
position with regard to Centre-State relations. 
Proper handling of this live problem was long 
overdue. 
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There exists a very strong view that the powers 
of the states . are being eroded both as a result of 
constitutional amendments and extra constitutional 
measures, economic and administrative centralism 
consciously adopted by the Indian ruling class and · 
its representative--ruling party at the centre for 
the last more than three decades. But the Congress
led State Govermnents did not care to challenge 
this steadily increasing tendency towards centralism 
and hegemony of the Centre over the states. It 
is with the emergence of non-congress Governments 
in various states that the question assumed new 
dimensions and greater importance. 

Before going into various aspects dealt with in 
the questionnaire, we would like to state. ou_r Party's 
stand with regard to the present conshtullonal set 
up. 

. We are of the firm opinion that what is wrong 
with the centre_-stat~ relations is only a part of the 
general congemtal ailment that our Constitution has 
~rom its very inception. The present Constitution 
IS a legacy of the British Colonial rule and ideas. 
It is aimed at establishing a capitalists path of deve
lopment. . T~ere is little. scope in the provisions of 
the Constitution for solvmg the real socio-economic 
problems of the toiling masses. This is evident from 
the fact that while the right to property, is made 
a sacred fundamenal right in our Constitution 
nothing is said about the birth right of every civi~ 
lised man i.e., 'the right to work'. The Conshtntion 
was . intended, by its framers, to serve and protect 
the. mt_erests of the erstwhile ruling class, the new 
capitalist class, and the landlords. The ordinary 
Indian had no say in the making of the Constitution 
and this fundamental defect pervades through the 
whole structure and spirit of the Constitution. 
Provisions ~:overning centre-state relations is no 
exception to this. So what is genuinely needed is 
not I>iec~meal review or different aspects of the 
ConstitutiOn but a through restructuring in its 
entirety. Such a restructuring must give due weight 
to the radical transformation of the jpdian Society 
by solving the complex socio-economic problems, 
nationality questions, regional imbalances, uneven 
economic growth, growing impoverishment of the 
ordinary masses, the fast growing ills of capitalist 
economic developments and the like. 

Since the scope and terms of reference of the 
Commission is limited to that of centre-state rela
tions we do not wish to elaborate our views on 
general constitutional questions. 

Let it be clear at the out-set that we arc for a 
federal system with a unified, healthy and homo
genous Union Government and ~onstituent units 
with co-equal powers. The Union Government 
must be efficient enough to protect the nation 
from external agression and for safeguarding the 
security and integrity of India. -By thus we do not 
mean the hegemony of an omnipotent Central 
government, always making inroads intp the 
jpherent powers or the states. The Indian Union 
must be one in which both the centre and the 
states enjoy equal powers and exercising them in 
their respective fields in a harmonious and mutually 
agreed manner. If this is not borne in mind fissi
parous tendencies with regionalism and commu
nalism will poke their heads threatcnin~: the security 
and integrity of our nation. 

Though the Constitution is called a federal one 
many of its salient features and provisions are 
befitting only to a unitary one. In a true federation 
there is voluntary union of the constituent units 
to form a federal Government. But unfortunately 
history did not provide this opportunity for us. All 
the residuary powers shall vest with the units in 
conventional federations. But all these cardinal 
features of federalism are conspicuously absent in 
our Constitution. So to call our ~onstitution a 
federal one is a myth. In fact, the constitutional 
provisions that govern centre-state relations· is 
largdy a legacy of the Government of India Act 
of 1935. That Act had a limited purpose of 
satisfying the nationalist clamour for self-govern
ment by providing meagre autonomy to the 



provinces-the central government enjoying l)nmi
potence in the governance of the whole country. 
This line of appro;1ch was gene~ally foilowed by 
the framers of the present Constitution also. So 
our Constitution do not envisage equitable distri
bution of powers between the centre and the states. 
Experience has proved that throughout the last 
34 years of our Constitutional development the 
trend was clearly to establish the hegemony of th~ 
centre at the expense of the states. This has resul
ted in regional disparities, uneven economic growth 
and social discontentment. The fact that India is 
a Union of peoples with varied aspirations, 
languages, religions aRd sentiments was not given 
proper attention. This gave opportunity to people 
with ulterior motives to fan up anti-national region
al sentiments. Only by taking urgent steps for re
distribution of powers between the Centre and the 
States and granting more autonomy to the states 
this national malady can be cured. 

Legislative Relations 

The view that there is nothing wrong 111 the 
scheme of distribution of legislati'\le powers between 
the union and states, which ensures in normal 
times a substantial measure of legislative autonomy 
to the states is wrong. The very article 249 in 
the Constitution which enables the Union Govern
ment to legislate on -any subjects included in the 
state tlst is a Democles' sword threatening the auto
nomy of the state in this sphere. The;: powers under 
Articles 200 and 201 vested on the Governor of 
a state to withhold assent to a Bill passed by the 
State Legislature or to refer for President's consi
deration virtually cut at the root of autonomy of 
the states and drastically affects the scheme of 
distribution of legislative powers. The articles vest 
powers on an authority, the Governor who is not 
answerable to the state Legislature, to defeat the 
very purpose of the legislation. (Even the President 
of the Nation does not have so much powers). 
There are instances where legislation proposing 
basic changes in the socio-economic set up could 
not be brought into effect as they were either 
delayed or shelved. 

Whenever any legislation is undertaken by the 
centre on a concurrent subject, it is not only neces
sary that the states should be consulted before hand 
but these should also be concurrence of the states. 
Th:clarations enabling Parliament to legislate on 
subjects which are withi11 the exclusive competence 
of the states on the plea of national or public 
interest should be avoided as such declarations wiJl 
naturally lead to usurption of the powers of the 
state by the Centre. In case, in exceptional cir
cumstances such declarations are made and legisla
tions attempted to by the centre, it should be for 
a short period and prior consultation in the Inter
State Council should be made a condition precedent. 

Role of the Governor 

Through the Supreme Court in Dr. Raghukul 
Tilak's case has opined that the Governor of a 
state is not subordinate or subservient to the centre 
and his is an independent constitutional office, the 
experience of the states during the course of the 
last thirtyfour years has proved to the contrary. 
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Instead of being close links between the Union and 
the State, Governors have become agents or stooges 
of the centre, who will act as ordered by the centre 
instead of using their own discretion. The Gover
nor appointed by the Union is a partisan who will 
have no hesitation to topple a duly elected Govern
ment in the political interest of the ruling party at 
the centre. The latest instance is that of Sikkirn. 

There is no authority as the Governor under the 
Constitution which is not accountable to the people. 
The Governor is not answerable to the State Le~:is
lature. The convention of consulting the state 
Governments before a new Governor is named is 
being given up. Governors are now appointed just 
like the British rulers, during colonial periods 
appointed Agents. 

Competent and suitable persons are not appointed 
as Governors. Our expenence has been that dis
gruntled elements in the ruling party at the centre, 
defe'!ted in elections by !he people are often posted 
as Governors to avoid headache to the High com
mand. They will only dance to the tunes of their 
masters using their discretionary powers. Our 
considered view is that the post of Governnor is 
an anachronism and it has to be aboilshed. If _the 
post is to be continued, the incumbent should be 
made answerable to the State Legislature. 

Administrative Relations 

A federal constitution envisages the sovereignty 
of units within their allotted spheres. The position 
in India today is that the Centre restricts to a 
great extent-almost destroys the autonomous func
tioning of the states in the areas which fall under 
state subjects in the Constitution. There are various 
Articles in the Constitution which enu blc the 
Government at the Centre to interfere in the 
Administration of states directly or indirectly. 
These powers vested in the Central Governmcm 
are exercised often to dissolve the legislatures and 
to dismiss the Government of the state which do 
not toe the line of the ruling party at the centre. 
The recent instance of dismissal of the Sikkim 
Government is a fraud on the Constitution. This 
sort of partisan exercise of unbridled power shall 
have to be curtailed and constitutional safeguards 
should be thought of against such biased exercise of 
power. 

As regards the recommendations of the Adminis
trative Reforms Commission on the Arts. 256 and 
257, the Inter-State Council consisting of the 
Prime Minister and the Chief Ministers of the 
states shalJ consider the points of conflict between 
the states and the centre and solve the differences 
if they fail to arrive at a settlement by mutual dis
cussion ; Article 365 shail be deleted. 

The All India services have not fulfilJed the 
expectations of the framers of the Constitution. The 
Officers belonging to these services are only Joyal 
to the centre and this has often resulted in conflicts 
between the state and centre. To prevent this, 
states should be given more control over these 
services. 

Central reserve police or any other armed forces 
shall not be sent to a State by the centre without 
the specific request of the state concerned. 
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The various central agencies like National Saving 
Organisation, Employees' Provident Fund etc. 
and their handling of activities relating to subjects 
in the state and concurrent Lists have encroached 
upon the autonomy of the states. Formerly the 
officers who manned the state units of these agen
cies used to be appointed in consultation with the 
state. In most cases this practice has been dis
continued. Most of the activities of these agencies 
could be carried out by the states with centres assist
ance and help. 

Broadcasting and other like forms of communica
tion should be included in the concurrent list so 
that the states should have a say in the administra
tion of AIR & Doordarshan. 

Zonal Councils have not fully served the purpose 
for which they were set up. 

Inter-State Council 

Opposition political parties and eminent jurists 
as well as the Administrative Reforms Commission 
have urged the establishment of an Inter-S~te 
Council envisaged under Article 263, to deal With 
the problems arising among states and between the 
states and the centre. The council should consist 
of the Prime Minister and all the Chief Ministers 
of the states with a permanent Secretariat. 

Financial Relations 

A review of the working of the mechanism for 
devolution and examination of details of resources 
transferred by the centre to the states during the 
last 34 years will reveal that the scheme has not 
at all worked well and if at all it worked, it was 
in favour of the ruling capitalist class and to the 
detriment of the states. The states needs and 
aspirations are being ignored by the centre. 

In the economic field and in matters of relations 
between the centre and the states, there is increas
ing centralisation. Even after acquiring more finan
cial resources making inroads into the states 
areas of taxation and receiving billions of dolla~s 
of foreign loans and increa~ingl~ resorti~g to deficit 
financing the centre has failed m ensunng balanc
ed development in various regions of the country 
and to bridge the gap in resources between poorer 
and richer states. While uniform pattern f~r deve
lopment is prescribed_ in th7 name of planmng, t~e 
stage of development m vanous sec~ors and t~e ~P: · 
cial needs of the state are not co!lst~ere~. fh1~ IS 
the result of too much of centralisation m plannmg 
process. . 

The state of Kerala is far advanced in the field 
of education and health and abe~~ ~f many other 
states in regard to transport facilities. But the 
state is not provided special assistance by the centt:e 
for follow up actions on the plea that the state ts 
already ahead of o~er states. in these se~tors and 
thus the state is bemg penalised f<?r ~avm~ acted 
in accordance with the directive pnnctples 1~ . the 
Constitution. At the same time no additional 
financial assistance is extended for developmental . 
activities in other sectors. The state's resources to, 
raise its own funds for taking up these .works 
are meagre and exploited · to the maxunum. 
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While this is the state of affairs in the 
state, it has no alternative but to agitate against 
the attempts of the Centre to encroach upon the 
rights of the state for taxation on the basis exclu
sively left to them by the constitution. 

The Centre shall not make further inroad5 into 
the state's limited sphere of taxation. In this con
text, the Kerala Government is very much concern
ed with some of the Legislations passed by Parlia
ment in recent years. The amendments to the 
Central Sales Tax effected some time ago adversely 
affected the finances of the State. These amend
ments to legislations, levy of surcharges etc. very 
seriously cuts into the tax potentials of thll ~tate. 
These changes to the detriment of the state'1 interest 
are effected without the concurrence of the states. 
We are definitely of the view that the Centre shall 
desist from these measures which are extraconstitu
tional. As a safeguard to the states from 
the aggressive encroachment on their rights by the 
centre and to do social and economic justice to 
them the Constitution should be amended to make 
all central taxes including corporation taxes and 
surcharges and all excise duties shareable with the 
states and it should be ensured that at least 7 5% 
should be distributed among the states. 

Economic and Social Planning 

In the field of planning the Centre is expected to 
play a pivotal role. Unfortunately, the Planning 
Commission, the authority which formulates the 
plan and the National Development Council which 
affixes the seal of approval to it have failed in ful
filling the aspirations of the people. The Admini
strative Reforms Commission has opined that the 
National Development Council has in the past, 
often failed to consider in depth the crucial issues 
raised before it. Controlled by a single party, the 
council has not discharged its obligation ro consult 
the states or to evolve a satisfactory process of con
sultation between the centre and the states. Too 
much of centralisation in the field of planning crip
pled the initiative of states. The Planning 
Commission, being a department of the Central 
Government failed to act 'in close understanding 
and consultation with ministers of Central Gov
ernment and the Government of the States'. 

The Commission could not discipline the Cen
tral Ministries; but the states are obliged to accept 
its dictates. Central assistance by way of loans 
and grants are used to patronise so~e reg!ons which 
results in uneven growth and regiOnal Imbalance. 
In the case of loans obtained by the Centre from 
foreign Countries and agencies at lower interest, 
the Government of India charges higher rates of 
interest from the states. It may be noted in this 
connection that major portion of these loans taken 
by the states are used to repay the: previous loans. 
The principles governing the sanction of loans and 
grants should be reviewed and clearly laid down to 
benefit the deserving weaker states, to enable them 
to cover fiscal gap and to meet spec!al burd~ns 
on their financies because of the1r pecuhar 
circumstances. 

The present arrangements. for formulation and 
implementation of plan especJaUy at state level are 
thoroughly inadequate and efforts should be made 



to strengthen the planning machinery at state 
level also. The Planning Commission should be 
a statutory body functioning under a restructured 
National Development CounciL The N. D. C. 
should consist of equal representatives of the C ~n
tre as well as of the state. Constitutional provi
sions should be made defining the functions and 
responsibilities of the N. D. C. and the Planning 
Commission. In this connection the recmmnenda
tions of the Administrative Reforms Commission 
may be taken into consideration. 

SIKKIM SANGRAM PARISHAD 

REPLIES 

PART I 

INTRODUCTORY 

1.1 The Constitution of India is neither purely 
federal nor Unitary. It is a combination of both with 
greater weightage given for a strong Centre. The object 
of the framers of the Constitut. on has been to build 
a strong central authority which may resist external 
aggression and also to check internal disruptive forces 
that may tend to undermine the nescent state. 

1.2 There cannot be two opinions about the need 
to devolve more powers and responsibilities to the 
States. However, care has to be taken that these 
do not conflict with the responsibility to maintain 
national unity and integrity. It is in this context that 
the views of the Rajmannar Committee have to be 
examined. The question of deletion, revision or 
substantial modification of provision mentioned in 
the aforesaid Articles need to be studied thoroughly 
and in l!l'eater detail before coming to has!y cQnclu
sion. 

Regarding appeals to the Supreme Court, it is the 
highest Court in the country and it has so far been 
functioning with credit and dignity. Hence its powers 
should not be disturbed. 

1.3 It is true that India is a large and heterogeneous 
country. This size of the country and the inherent 
diversities demand devolution of more powers and 
responsibilities to states so as to enable them to 
develop in all spheres of activities within the para
meters of National Unity. 

It may be mentioned that the Administrative Re
forms Commission has also recommended that 
powers should be delegated to the maximum extent 
to the states for carrying out projects in which the 
Centre is directly interested or which are carried 
out by states as agents of the Centre. 

1.4- In theory a Federal Constitution envisages 
that the Central and Regional Governments are 
independent in their spheres of activities. But reality 
of the situation has shown that this compartmentalisa
tion is not there. One can cite the federal constitu
tion of the United States of America, Australia and 
Canada. 

1.5 There is no doubt that the Constitution is 
oasically flexible enough to meet the challenge of 
the changing times. One should bear in mind that 
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no constitution is perfect and indeed can never be 
perfect. Hence there are amendments to meet new 
challenges and new situations. What is important 
is evolution of healthy conventions and procedures. 
There is, therefore, the need for functional coopera
tion leading to harmonious Centre-State relation
ship in accordance with the spirit and intent of the 
constitution. 

1.6 There can be no two opinions on the over
riding importance of protecting the independence 
and ensuring the Unity and Integrity of the country. 
This was uppermost in the minds of the founding 
father of the Constitution. Hence there are a number 
of Articles in the Constitution which have made a 
strong Centre to discharge this responsibility. 

I. 7 Obligations of the union and the states need 
to be carefully reviewed in the light of experience 
gained in the working of the Articles mentioned in 
your question. It must however be said that much 
of the tension in the Centre-State relationship can 
be avoided if there is trust and confidence between 
them. 

1.8 The Constitution empowers the President to 
establish an inter-state council if at any time it 
appears to him that the public interests would be 
served thereby. One of the functions of the council 
would be to investigate and discuss subject of com
mon interest between the Union and the States or 
between two or more states. It would be desirable 
that such a matter as mentioned in your question 
should be left for the examination of all aspects to 
the inter-state council. 

PART II 

LEGISTATIVE RELATIONS 

2.1 No one would question the fact that the Union 
has been heavily favoured in the distribution of legis
lative powers, between the Centre and the States. 
There is therefore demands by some that there has 
to be a total review of these legislative powers. The 
concurrent list is cited as an area of occasional fric
tion between the Union and the States. There is 
also a lurking fear that the Union encroaches upon 
the state legislative field on the plea of National or 
public interest. In particular the ·concurrent list 
needs to be reviewed. What is required is a liberal 
'lpproach in giving assent to State legislation. 

2.2 It would be desirable that in the interest of 
he unity and integrity of the country a review is 

made in the scheme of distribution of subjects men
tioned in the three lists of the Seventh Schedule. 
Also Articles 200 & 201 call for review in view of 
experiences of some states in the country. 

2.3 It is in the interest of ensuring better relations 
between the Union and the States that the Central 
Government consults the state governments before 
hand while undertaking legislation of a subject in 
the concurrent list. There should be such a provi
sion in the Constitution. 



2.4 The Union Government's power to legislate 
on any subject within the exclusive competence of 
the states in 'National Interest' or 'public interest' 
should not be of a perpetual nature. A time limit 
has to be fixed. 

2. 5 ~here are no further suggestions with regard 
to Umon-State relations in the legislative sphere. 

PART III 

ROLE OF THE GOVERNOR 

3.1 The role of the Governor in the context of 
Centre-State relations needs to be reviewed thorou
ghly. It is true that some governors have acted with 
utmost impartiality but there were also some Gover
nors whose actions have not been quite in keeping 
with the spirit of the Constitution. Hence, there 
have been instances of the abuse of powers by Gover
nors. Sikkim had a bitter exp~rience of it in May, 
1984. Su~h instances are not conducive to the exis
tance of better Centre-State relations. Hence the 
case for a review. 

3.3 These (a), (b) and (c) deal with matters of vital 
importance to the State. While making report to 
the President under Article 356 (I) the Governor 
has to be very objective and has to act independently. 
The Governor should appoint only that person as a 
Chief Minister who commands majority in the Legisla
tive Assembly. There should be no two opinions 
about it. In a situation where no party commands 
majority of seats, the Governor should ask the leader 
of that party which has the largest numbers of mem
bers to form the Government. The State Assembly 
must be convened within a fortnight of the appoint
ment of the Chief Minister. 

The words, pleasure of the Governor should 
mean the ministry remaining in office with sull con
fidence of the legislative assembly. The pleasure of 
the Governor should not be allowed to be misused 
so as to enable the Governor to act according to his 
likes and dislikes. 

Regarding Article 174 (2) the Governor should be 
guided by the advice of the Chief Minister. 

3.4 These Articles give discretionary power to tne 
Governor and unfortunately some of the Governors 
have not used these powers independently and objec
tively. There must be a time limit for the Governors 
and the President to make up their minds under 
Article 200 and Article 201 respectively. 

Ordinarily bills passed by the Legislative Assembly 
must be given assent to by the Governor. 

3.5 The case study conducted under the auspices 
of the Indian Law Institute is really revealing and 
disturbing. This process needs to be checked. A 
time limit should be there within which the process 
of consideration of and assent to should be complet
ed. 

3.6 As mentioned earlier some of the Governors 
have not acted impartially and fairly in accordance 
with the spirit of the Constitution. For them the 
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question of establishing healthy conventions does 
no.t arise. Indeed ~ha:y have gone against the very 
pnnctples of constttuttonal democracy. Sikkim is 
one of the glowing examples of such acts of omis
sion and commission on the part of the Governor 
in May, 1984. 

3. 7 The tenure question is not that relevant. The 
procedure for his removal should be the same as 
prescribed in the case of the Judge of the Supreme 
Court/High Court. 

3.8 This suggestion cannot be accepted. The 
Assembly has to be summoned only on the advice 
of the Chief Minister. 

3.9 The procedure postulated in the Constitution 
of the Federal Republic of Germany is not suitable 
for us. In a democracy what is important is the 
quality of a person who holds the high office of the 
Governor. 

3.10 Going by the actions of some of the Gover
nors in dealing with such important matters coming 
within his perview one is inclined to accept the re
commendations of the Administrative Reforms 
Commission. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 It is evident that the provision of these Articles 
are there to make the Centre strong and powerful 
so as . to deal with situations that may affect the 
unity and integrity of the country. However, it must 
also be said that these are sweeping powers and the 
State are helpless in such situation. Hence it is 
imperative that these sweeping powers should be used 
if need be with utmost th ught and consideration 
and after exhausting all other available methods. 
How about placing such matters before the Inter
State Council for its views ? 

4.2 The deletion of Article 365 is not favoured. 
It is no doubt a consequential enabling clause which 
provides a sanction. However, it would be advisable 
that action under this Article is undertaken after 
receiving the view of the Inter-State Council. 

4.3 One would agree with the observation made 
by the Administrative Reforms Commission. At 
the same time it would be advisable that the action 
be taken only after the receipt of the views of the 
Inter-State Council. 

4.4 So long the Chief Minister enjoys majority in 
the legislative assembly the Governor should not 
recommend imposition of President's rule. This 
also holds good in cases where the Chief Minister 
is prepared to demonstrate his majority by facing 
the assembly at a short notice. Unfortunately ther ~ 
are cases where the Governor has abused his power 
and recommended President's rule thereby cutting 
at the very root of constitutional and democratic 
norms. Sikkim provides an example where the Chief 
Minister Shri N. B. Bhandari was dismissed even 
though he had the majority in the House and was 
prepared to demonstrate it on the floor of the House 
even within 24 hours. The Constitution needs to be 
amended so that there is no such abuse of power 
under any circumstances. 



4.5 In view of the situations as mentioned in the 
question and in order to deal with them democratically 
and in the spirit of objectivity it would be advisable 
that the President refers the matter to the opinion 
of the Inter-State Council before formulising the 
opinion. 

4.6 The present arrangements may continue as . 
they have b~n working satisfactorily. 

4.7 The need for review of the working of these 
agencies has been felt as there have been inroads in 
the domain of the state thereby impeding the pace of 
development. It has been keenly felt that some of 
their functionigs should be vested in the State Govern
ments. 

4.8 By and large the All India Services have ful
filled the expectations of the Constitution makers. 
However, it has to be ensured that officers of these 
services, while serving in the state, must be under 
the supervision of the concerned State Government. 

4.9 As a general policy, concurrence of the State 
Government must be there before the use of Central 
force in the State. Only in cases of extreme situation, 
the Union Government can take suo motu decision. 

4.10 One would agree with the view that Broad
casting should continue to remain in the Union list 
but as was suggested the broadcasting and television 
facilities should be shared between the Union and the 
States on a fair basis, giving equal importance to 
1he social, economic and culturai·ethos of the people 
of each state. The present situation of heavily loaded 
news cast in favour of some states must go and equal 
importance needs to be given to news from other 
regions of the country as well. 

4.11 It will be useful if Zonal Councils meet fre
quently. 

4.12 As things stand today, an Inter-State Council 
should be established as such a body will be 
desirable to iron out Inter-State and Union-State 
differences. 

Aboul its functions and composition, it can be 
worked out later after discussions between the Union 
and the States. 

PART V 

FINANCIAL RELATIONS 

5.1 By and large the scheme of devolution envisaged 
by the Constitution-makers has worked well. How
ever, the need for small and backward state like 
Sikkim and other North-Eastern States has to be 
considered in proper prospective. While some big 
States are becoming richer because of their resource 
mobilisation potential, these backward States sorely 
lack that potential. Unless the Centre comes to the 
aid of these States in a big way it will be impossible 
for them to make progress. Hence, this aspect of the . 
situation has to be borne in mind in the process of 
devolution. -
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It will be in the fitness of things that Finance 
Commission must give greater weightage to back
ward States in the distribution of financial resources. 

5.2 The observation of ARC Study Team on Centre
State Relation would continue to hold good as de
pendance of States on the U?ion continuc:s to in
crease. It is necessary to brmg Corporation Tax, 
CUstom Duty and Surcharge on Income Tax into 
the sharable pool but at the sametime backward 
States should not be discriminated while sharing. 
The need for fiscal discipline both by the Centre and 
the States cannot be over emphasised. 

5.3 We fully agree with the above observations and 
also with the view that regional balance can be re
duced by a strong Centre having elastic sources of 
revenue. It must have discretionary powers to use 
funds available with it for the development of poorer 
States. 

Only then the Centre can fulfill its obligations 
and responsibilities as mentioned in the Directive 
Principles of State Policy. Otherwise, the rich 
States will become richer and the poor States poorer. 

5.4 There is no doubt that richer State shave to 
contribute to the Central pool through subvention. 
There is also no doubt that there is absolute need to 
have better control over expenditure. 

Deficite financing has to be resorted to when it is 
a must in the interest of developing economy. 

5.5 Whereas the Finance Commission assesses 
the resources and requirement of funds on the non
plan side the Planning Commission assess the deve
lopmental needs of the states. Both these bodies 
have to be more objective while assessing the needs 
of backward and poor States. The growing expecta
tions of the people of backward states have to be 
given due consideration so that with adequate assis
tance from both these bodies, these States can 
accelerate their pace of development to catch up with 
the rest of the States, It is clear that the pattern of 
devolution of financial resources has not been equitable. 

5.6 What is needed is streamling the process of 
resource sharing based on equality and justice. 
Creation of a special Federal Fund does not deserve 
consideration. 

5.7 The existing arrangement does not call for 
any change. 

5.8 It will be difficult to agree to the views expressed 
in the question. If any tax raising powers are denied 
to the states, what will be left for the states ? 
The whole basic structure of political entity will be 
affected to the detriment of the prerogatives of the 
state in this sphere. This will mean absolute depen
dence of the States on the Centre which will be very 
harmful to the States. 

5.9 As things stand today, the roles of Planning 
Commission and Finance Commission are comple
mentary. No doubt the suggestion for a Permanent 
Finance 'Commission to undertake ·the· dual role of 
fiscal transfers deserves consideration. It is known' 
that some' States are not happy with the views of various 



Finance Commissions. Also some States have 
opined that the Planning Commission has not been 
fair to them. Under the circumstances the consti
tution of one Body has some merit. In the ultimate 
analysis it will be beneficial if these two bodies and 
the states make their assessments objectively and 
fairly. 

5.10 In can be said that the existing arrangements 
have to some extent helped in narrowing down the 
disparities. It seems the statutory and discretionary 
transfers have promoted efficiency and economy in 
expenditure. There is however always room for 
more efficiency and economy. 

5.11 We are in agreement with the views expressed 
in the question. Financial discipline is a must. . All 
progressive schemes have to be implemented within 
the available financial resources. At the same time, 
it is to be ensured that the pattern of allocation 
between the Centre and the State has to be in such 
a way as to give greater assistance to backward 
states so as to help them to accelerate their pace of 
development. Care also should be taken that these 
states do not indulge in financial indiscipline. 

5.12 Tax sharing should be such so as not to put 
small and backward states in a difficult situation. 
For such states grants-in-aid has an important role. 

5.13 We would agree with the principles laid down 
for grants-in-aid under Article 275. However, it is 
to be ensured that all aspects of economic and social 
disparities are taken into account so that there is 
no scope for any allegation of discrimination. Some 
of the states particularly small and backward ~tates 
have problems, which though seem to be regiOnal, 
have national contents and these have to be taken 
care of under the principles. 

5.14 There is reasonableness in the suggestions 
that yield from the Sp~i~l Bearer . Bonds S~heme 
and the revenue from ra1smg admm1stcred pnces of 
items should be brought with in the divisible pool of 
resources. If these were done, the financial resources 
of the states would have been further augmented to 
enable them to give more thrust to implement some 
pressing progressive schemes. Some states are of the 
view that all revenues raised by the Centre should 
be shared with the states. Although we .would not 
fully subscribe to this view, we would hke ~o say 
that interest of states should be uppermost m the 
minds of the Centre in the sphere of resource 
sharing. 

5.15 There should be equita~le and .ration~! cri
teria in the distribution of savmgs available 1n the 
community. The savings belong to the country a~ a 
whole and as such the share of states in the. sharmg 
should not be guided only by. area, popul~t1on and 
resource mobilisation po!entJal. . Oth~rw1se small 
states like Sikkim will be m a terrific disadvantage. 

5.16 We are aware of the responsibilities o~ ~~e 
state and we are equally aware that the responsib~li
ties are increasing. The Centre should also reahs.e 
that in a democratic socialist count!{', the responsi
bilities of the state are always on the mcrease as they 
have to undertake various welfare m~asures for the 
well being of the society. Hen~e t~Is aspects al~o 
needs to be considered. Also m times of certam 
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con~itions Iike inflation or say natural calamities 
~t Will be ~Ifficult for the states to do the job within 
Its financial resources. Consequently deficits do 
arise but that should not be advanced as an argument 
for indulging in financial indiscipline resulting to 
large extent in fiscal imbalance. 

5.17 We are in full agreement that a periodical 
review of the problem of growing indebtedness of 
the states is absolutely necessary. Perhaps it would 
be worthwhile to constitute an. independent body 
to look into this matter indepth. 

5.18 Sikkim being a small state and its borrowing 
capacity being negligible we can only suggest that 
the state should not exceed the limit of sound finance. 

5.19 We are of the opinion that on foreign borrow
ings the Centre should not charge from the state a 
higher rate of interest than what it pays to the foreign 
lender. We are also of the opinion that project-tied 
external aid should be passed on to the states. In
deed it would be worthwhile to make a review of the 
entire present arrangement. 

5.20 In view of the different approaches of various 
states in this matter it would be desirable to have 
loan councils, keeping in view the country's condi
tion. There will be no justification to copy loan 
council as it exits in Australia. The Reserve Bank 
of India should be given more freedom in its func
tioning to fully meet its obligations and responsi
bilities. 

5.21 It is true that even after doubling the entitle
ment of Ways and Means, there is continued existance 
oflarge overdrafts. Under exceptional circumstances 
which cannot be foreseen at the time of budget pr~:.
paration, the resort to over-draft has to be undertaken 
to meet those circumstances. One can cite the 
instance of additional D. A. The Centre therefore 
has to consider these circumstances. The need for 
periodic revision of the ways and means limits can 
thus be stressed. However, it should also be under 
stood that over-drafts should not go beyond reason
able limit.! 

5.22 The answer to the question is Yes and No. 
It may be true in respect to some states that they are 
not exploiting adequately their own source of revenue. 
Some others are exploiting to the extent possible. 
There are also cases where the state possesses the 
potential for raising resources but the Centre takes 
its own time in giving clearance to related schemes. 
Sometimes such schemes are not cleared. Hence 
despite having the desire to exploit. adequate.ly the 
source of revenue yet they are not m a position to 
act on it. If it is found that states have not taken 
recourse to additional resource mobilisation although 
they have the potential to do so, the Centre thro~gh 
Finance Commission should take actiOn agamst 
such states. 

5.23 There is tremendous scope for improvement 
in the performance of public sector undertakings 
as the public sector has so far not yielded the expected 
returns on capital-investment. 

About substantial leakage in Central taxation, the 
Central authorities should take adequate precautions 
to close those leakages. 



5.24 It will definitely be a healthy convention 
if the suggestion is given effect to. In such a situation 
there will be more mutual trust and confidence bet
ween the Centre and the State. 

5.25 We agree with the suggestion that Article 
269 should be better exploited to augment the re
sources of the States. 

5.26 It is obvious that had the tax continued to 
operate the revenue on the basis of the greatly in
creased current passenger fare earnings of Railways 
would have been much higher. On the basis of equity 
and justice the grant in lieu of the passenger fare tax 
should be revised and enhanced. 

5.27 The Union Territories come under special 
category. Hence there are no comments from out
side. 

5.28 It is a fact that this is one of the areas in which 
states have been experiencing great difficulty. In 
our state of Sikkim every year there are national 
calaimties in the form landslides and h:!ilstorms. Such 
c1lamitics should be treated as national problem 
and the Centre must come forward with adequate 
funds to deal with such situations. The formula 
suggested by the Seventh Finance Commission seems 
to be inadequate. It is also necessary that Central 
officials must visit the areas to ensure that relief 
assistance is utilised properly and effectively. 

5.29 We have no objection to the setting up of 
National Loan Corporation, National Credit Council 
and National Economic Council. 

5.30 We fully agree that the funds are spent pru
dently and that the benefits go back largely to the 
people. At the same time collection of funds and their 
distribution are also important matters that need 
consideration. 

5.31 (a) We agree that periodical assessment of 
expenditure of the Union is necessary. Such an exer
cise will satisfy everyone. We are also in full agree
ment with the view that additional resources should 
be found for helping the states, particularly the 
poorer ones. 

(b) What is needed is strict financial discipline. 
Those states which indulging financial indiscipline 
despite repeated requests should not be bailed out 
by the Centre. 

(c) We are not in favour of a permanent National 
Expenditure Commission. We believe that both the 
Centre and the State have the capacity to discharge 
their responsibilities to the satisfaction of the people. 

5.32 The present system should cotinue. 

5.33 It is desirable to have a beginning in evalua
tion audit. 

5.34 We believe that Parliament ·has conferred 
&ufficient powers and joined adequate duties on the 
Comptroller and Auditor General to enable him to 
keep an effective watch on the expenditure of the 
Union and the States. 

5.35 We are sati_sfied that the reports of the Comp
troller and Aud1tor General are comprehensive 

758 

and reasonably accurate. At the same time we feel 
that if need be some powers may be given to him to 
enlighten the public on the pattern of and trends 
in public expenditure. 

5.36 We have already expressed our views in re
ply to question 5.35. 

5.37 The existing arrangements may continue. 

5.38 We are of the view that an expenditure Com
mission is not needed. 

5.39 We fully agree with the view _tha~ there should 
be monitoring of accounts of ut1hsat10n af~er t~e 
expenditure has been made. At the same t1me m 
some cases there has been considerable delay in the 
clearance of the plans of action formulated by the states 
from the ministry concerned. Such undue delay 
which comes as an irritant must be av,,ided. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 The shortcomings in planning relationship as 
indicated are more or less valid. We are of the firm 
opinion that the State Governments must be fully 
involved in the planning process within the parameter 
of national priorities to be laid down by the Centre. 
In this vital sector of planning the Centre and the 
States have complementary role to play. That the 
National Development Council should be made more 
active hardly needs any over emphasis. At the same 
time full freedom should be given to the states to for
mulate their own plans suited to their local conditions 
and ethos. 

6.2 We agree with the view that the National De
velopment Council should be set up on a statutory 
basis. The recommendations of the Planning Com
mission must get approval of this council. We have 
expressed our views earlier also that State should be 
fully involved in the planning process and that fruitful 
result would come only if there is decentralisation in 
planning. 

6.3 As we believe in decentralisation in Planning, 
we are not happy with the present composition of the 
Planning Commission. The states should have full 
freedom to formulate their own plans within the para-
meter of national priorities. · 

6.4 We endorse the view that the Planning Com
mission should be a high grade advisory body of eco
nomists, technologists and management experts. We 
are also in agreement with the suggestion that the 
commission should be an independent body free 
from all pressures of the Union Government. 

6.5 It may continue to offer advise in the formula
tion of Centre & State plans and also in respect of 
investment. 

6.6 It looks reasonable to incorporate national 
priorities in the State Plans. This would help the 
state to prepare their own plans according to the re
quirements keeping in view the national priorities. 
Thus there is no need for minute scrutiny by the com
mission of state schemes. 



6.7 The main task of the Planning Commission 
should be confined to plan formulation. The terms 
of assistance to the state needs to be liberalised. The 
Planning Commission would be free to advice on re
source raising. 

6.8 & 6.9 It would be fair if the formulation of plan 
size is left to individual state after the determination 
of Central assistance. The present system of deter
mining special central assistance for tribal and Hill 
Area sub plans is by and large reasonable. More 
weightage should be given to the present system of 
allocation of Central assistance in respect to back
ward states if there has to be balanced regional de
velopment. 

The criteria evolved by the National Devt. Council 
for allocating Central plan assistance to the states 
are by and large reasonable. We are of the view that 
of the four factors that are taken into account for 
allocation of Central assistance, backwardness of the 
state should be given and added consideration. Al
though the Gadgil formula relates to only small por
tion of the plan assistance to the states, it can be said 
in fairness that its subsequent revisions are moving 
towards equitable distribution. 

6.10 We believe that Centrally Sponsored Schemes 
are necessary particularly to backward and poor states. 
At the same time it is necessary that the states should 
be associated in the formulation of such schemes. 
Only then these schemes can take into account condi
tions of states and this will help in their effective imple
mentation. 

6.11 It is true that there is need to strengthen the 
system of monitoring and evaluation at both the 
Union and the State levels. To achieve this it is 
desirable that the Central Government provides the 
necessary guidance and the financial assistance to 
the State Government. 

6.12 If planning is to be successful it is absolutely 
necessary that it is decentralised right up to the village 
level. We fully agree with the view that decentralised 
planning would help in introducing a spirit of "Co
operative federalism" in our planning system. 

6.13 State Planning Boards have an important 
advisory role to play in the whole planning and de
velopment process in states. Unless th~re is decen
tralisation, the State Plann_ing Boards w1ll not be m 
a position to play its fru1tful role. 

PART VII 

MISCELLANEOUS 

7.1 We are in agreement that the extension of the 
First Schedule to cover a very high proportion of 
industries in terms of value of their output h~s g~ne 
against the interests of the States. On~ can 1magme 
the situation in which States are placed 1f they have to 
run to the Centre for a licence to start a soap facto~. 
One can understand that in respect of core mdustnes 
or industries related to defence purposes, o~ ~h~re 
massive investment is needed, the Centre s JUnsdiC· 
tion to issue licences is quite understan~able. Unfor
tunately a large number of consumer 1tems as men-
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tioned in the above question are union subjects. Such 
Industries should be transferred to the State juris
diction. 

7.2 Within the parameters of national public inter
est, defence industries and core industries and also such 
other industries, where investments are beyond the 
financial capability of the State Government should 
be included. The Union Government at the same time 
should have confidence in the States. It is therefore 
felt that a large number of items in the First Schedule 
to the (Development and Regulation) Act. 1951 can 
be shifted to the States jurisdiction. 

I. Metallugrical Industries : 
(i) Iron and steel structurals 

(ii) Iron and steel pipes 
(iii) Other products of iron and steel 
(iv) Iron and Steel castings and forgings 

2. Electrical Equipment 
(i) Electrical motors 

(ii) Electrical fans 
(iii) Electrical lamps 
(iv) X-ray equipment 
(v) Electronic equipment 

(vi) Household appliances such as electric irons, 
heaters the like 

(vii) Storage batteries 
(viii) Dry cells 

3. Telecommunication : 
(i) Radio receivers, including amplifying and public 

address equipment 
(ii) Television sets 

4. Transportation : 
(i) Motor cycles, scooters and the like 
(ii) Bicycles 

(iii) Others such as fork lift trucks and the like 

5. Agricultural Machinery : 
(i) Agricultural implements 

6. Miscellaneous, Mechanical and Engineering In-
dustries : 

(i) Plastic moulded goods 
(ii) Hand tools, small tools and the like 

(iii) Razor blades 
(iv) Pressure Cookers 
(v) Cutlery 
(vi) Steel furniture. 

7. Commercial, Office and Household Equipment 
(i) Typewriters 
(ii) Calculating machines 

(iii) Vacuum cleaners 
(iv) Sewing and knitting machines 
(v) Hurricane lanterns 

8. Medical and Surgical Appliances : 
(i) Surgical instruments sterilisers, incubators and 

the like 



9. 1\Iathematical, Surveying and Drawing Instruments: 
(i) Methamatical, surveying and drawing instru

ments 

10. Fertilisers : 
(i) Mixed fertilisers 

II. Chemicals {other than Fertilisers) : 
(i) Paints, varnishes and enamels 

12. Paper and pulp including paper products : 
(i) Paper for packaging (corrugated paper, craft 

paper, paper bags, paper containers and the like) 
(ii) Pulp-wood pulp, mechanical, chemical, includ

ing dissolving pulp. 

13. Soaps, Cosmetics and Toilet Preparations 
(i) Soaps 
(ii) Cosmetics 

(iii) Perfumery 
(iv) Toilet preparations 

14. Rubber goods : 
(i) Tyres and tubes 
(ii) Surgical and medical products, including pro

phylactics 
(iii) Footwear 

15. Leather, Leather Goods and Pickers : 
(i) Leather, Leather goods and pickers 

16. Glass : 
(i) Hollow ware 

(ii) Sheet and plate glass 
(iii) Optical glass 
(iv) Laboratory ware 
(v) Glass wool 

(vi) Miscellaneous ware. 

17. Timber Products : 
(i) Plywood 

(ii) Hardboard, including fibre-board, chip board 
and the like 

(iii) Matches 
(iv) Miscellaneous (furniture components, bobins, 

shuttles and the like) 

18. Food Processing Industries 
(i) Canned fruits and fruit products 
(ii) Milk foods 

(iii) Malted foods 
(iv) Flour 
(v) Other processed foods. 

7.3 It would be good if Regional Boards are set up 
to process the request from the State for the import 
of Capital goods. These Regional Boards however, 
have to work within the broad guideline of the Centre. 
Once projects are cleared, allocation of raw materials 
or matters relating to capital issues should follow 
automatically. 

7.4 There is need to have appropriate planning be
fore hand for the allocation of raw materials. This 
aspect needs to be streamlined. A1; things stand today 

there is ample scope for improvement by bringing out 
more coordination between various institutions and 
greater financial support. There is also the need for 
decentralising the structure of planning to serve the 
desired objectives. 

7.5 Sikkim is the smallest State in the country and 
its resource generating capacity is insignificant. 
State plan are financed from the Centre. Therefore, 
the implementation of the State plans has to be within 
the centre's allocation. As there are no Public 
Sectors Industries in the State worth mentioning the 
question of securing loans from Industrial Develop
ment Bank or Industrial Finance Corporation or 
other Centrally controlled financial Institutions has not 
arisen. 

7.6 Hardly there are any Public Sector Indus trios 
in Sikkim. Therefore thequestion mentioned above 
has only academic interest so far as this State is con
cerned. 

7. 7 So far as Heavy Industries are concerned, Sikkim 
is out of the picture. As a matter of fact Sikkim 
wishes very much to have Industries, heavy or medium 
in public or private sector in the State of exploit its 
potential. So long such industries are not there, the 
question is irrelevant. 

7.8 It is true that Sikkim has been identified as 
industrially backward State. But unfortunately 
the Centre has not come forward to set up industries 
in the State to remove its backwardness. The State 
has very limited resources to go in for setting up of 
industries on its own. This can alone be done with 
the Centre's assistance which unfortunately is not 
forthcoming. The result is there are hardly any 
industrial units worth mentioning. What is more 
important is development c f infrastructure to attract 
entrepreneurs from outside. Unless there is invest
ment, either from the public or private it will be very 
difficult for Sikkim to go in for industrialisation alone. 

Trade and Commerce 

8.1 The general policy should be that there is no 
restriction on intra-state trade or commerce. It 
would be better if there is an authority to look into 
the matters as enumerated in the question above for 
better Centre-State relationship in trade and com
merce. 

Agriculture 

9.1 Though agriculture is a State subject, the Centre 
must play its role of involvement in the development of 
agriculture particularly in backward State like Sikkim. 
The present arrangement of supply of fertilisers, 
pesticides and other agriculture inputs should con
tinue. Also the benefits of centre agricultural resear
ch activities continued to be given to the States. 

As things stand today the position mentioned in 
the question has not substantially changed since 1967. 

9.2 We do not agree with the recommendation of 
the National Commission on Agriculture that Cen
trally and Centrally sponsored being implemented 
through the State agency form part of the State Sec
tor and that their number sho.uld be kept to the mini
mum. For a backward State like Sikkim whose 



resource generating capacity is insignificant th~ con
tmuance of such centrally sponsored scheme ia a must 
as they play a vital role in the economic development 
tlf the State. The only thing needed is that the 
State Governments should be actively associated ia. 
the formulation of such schemes. Also there should 
be flexibility given to the States for implementation. 
The Centre should give only broad guidelines to the 
State Governments. 

9.3 We do not see the use of such joint Workin: 
Groups as m~ntioned in the question. Even if they 
are set up thetr roles should be confined to giving re
commendations only. Till now, we have had good 
cooperation between the Centre and the State Govern
ments. As already stated the State should be closely 
associated in the formulation of the scheme and that 
they must have a say in the flexibility of their approach 
regarding implementation of Centrally sponsored 
schemes. 

9.4 In view of the vastness of the country, and di
verse agro-climatic condition coupled with production 
cost and productivity level et!". it is not rational to have 
a. uniform support prices or procurement prices for 
thfferent commodities for the country as a whole. 
Hence the State should be given better flexibility ill. 
fixing farm prices for different ::1 areas of the~country. 

So far as irrigation is concerned, Sikkim does not 
have irrigation system to the level of attracting the 
attention of the centre. We have only very minor 
irrigation system. 

So far as credit is concerned, the National Finan
cial Institution must provide credit for the implemen
tation of agricultural programmes in the State. Toe 
wards that end, the general guidelines must come from 
the·~ Centre. · 

The supply to strategic inputs like fertilisers and pesti
cides is of vital importance to all States in the coun
try. 

The present forestry policy needs to be reviewed. 
It is imperative to give wide latitude to State Govern
ment in the administration of forest within the national 
guidelines. At present the State Government are · 
required to refer even small matters regarding forestry 
to the Centre and this delays the implementation of 
various projects. 

9.5 We are in favour of a broad policy guidelines in 
the working of institutions like the National Bank of 
Agricultural and Rural Development. Within that 
broad guidelines this financial institution should be 
allowed to work in the States. It is suggested that the 
activities of the ICAR should be more extensive and 
their frnits of research should reach the farms, along 
with its guidence. 
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Food & Cin1 Supplies 

10.1 !here i~ greater scope for improving Centre
States batson m the areas of procurement, pricing, 
storage, movement and distribution of food graiM 
as well as other essential commodities. There must 
be prior consultation with State Governments while 
formulating the policies regarding these matters. 

10.2 Periodical review is a must as it is very useful. 
The present arrangement of prior approval of the Cen
tral Government under the essential Commodities 
Act needs to be thoroughly reviewed. 

Education 

11.1 We feel that to say there is unnecessary centra
lisation and standardisation in the field of education 
amounts to making a sweeping statement which could 
have been avoided. Atleast our State has had no 
experience of Centre interference in the initiative and 
authority of the State Governments. The proposal 
to bring Education back to the State list calls for a 
thorough review. 

11.2 The question is not applicable to us as the State 
does not have any University. Also the only one 
college has not so far received any financial assistance 
from the UniversityjGrants Commission. 

11.3 It is ... essential that there is discussion and· 
consultation in order to evolve a consensus among the 
States as well as between the Centre and the State in 
the field of education. The process of discussion, 
consultation and persuasion should be a constant 
factor. It is hoped that the new education policy 
being announced soon will have the imprint of this 
process. 

11.4 We are of the view that Constitutional guaran
tee given in respect to denominational educational 
institutions must go. The relevant Articles must be 
amended to achieve that end. The question arises 
what for these constitutional guarantees. These are 
against the very spirit of our secularism. Such 
guarantee we t: feel go against the interest of national 
integration. 

ll.5 So far as Sikkim is concerned we are not aware 
of any instances of conflicts on issues between the 
Centre and the States so far as education is concerned. 

12.1 The time has come when there should be a body · 
or a machinery like the inter-state council to deal with 
irritations and problems which might arise with 
regard to Centre-State relations. 

The recommendations of such a body or an institu
tion would be of great help in improving inter-govern
mental relations and coordination. 

3. REGISTERED PARTIES 

JHARKHAND""MUKTI MORCHA 

REPLIES TO';QUESTTONN AlRE 

As desired by your office No. 42/2/84-CCSR 
(Coord) dated 21-11-85. I, as President of Jharkhand 
Mukti Morcha am sending the party's views in reply 
to the questionnaire, which runs as follows :-

97-288{87 

1. The problem of Centre-State relation has 
cropped up due to two peculiar situations that 
have arisen in the Indian Politics after 1967. 

1. Rule of different political Parties, one at 
the centre and the other at the State sometimes 



having opposite and conflicting ideologies 
and programme. 

2. Inability of any single political party to have a 
clear cut majority either in the State or in the 
centre and failure to stop the process of defec
tion until the last anti-defection bill of 1985 
was padded. 

3. Both situations have increased the importance 
of the position of the President and the Gover
nor and enlarged the scope of their discretio
nary power calling for a redefinition or clear 
cut demarcation to eliminate possible misgi
vings or allegations regarding their arbitari
ness or even motive. As such situation is 
likely to continue if not aggrevate not so much 
due to constitutional bottle necks, but due to 
accentuating social, Political tensions, cer
tain deliminition of the various authorities 
involving governing the body polity is called 
for. It is in that consideration some answers to 
the questionnaire provided by the learned 
commission are being given though consi
dering the real maladies be-devilling the boiy 
politics of the country even giving birth to this 
commission are lying else where in the very 
social structure of the country beyond the 
purview of the Commission. 

PART I 

1.1 It is not federal, but unitary not with standing 
unique features found in other unitary states. 

1.2 There should be restructuring of the effective
ness of all the articles and justification but not through 
any amendment and legislation but initiating a 
national debate for reaching a conce.1sus. 

1.3 Yes, but the decentralisation should not 
itself be between centre and state, but also between 
district and districts considering the heterogenoity 
un-even development and multicultural character 
of the state itself with specific mention of the 
hilly and tribal area of Bihar now existing a 
internal colony of both the State and the Centre 

1.4 To our knowledge USSR. 

1.5 We nearly agree with the view with addition, 
that major difficulties would not be removed even by 
changing the executive procedure or even evolving 
any so called healthy conventions as they are mgramed 
in this post coloma! social structure and its ill advised 
capitalist moie of development vitiating the very 
motivation of the so;iety, with suspicion and acqui
sitiveness. 

1.6 We agree, but constitution ras failed in the 
purpose as all the provisions of the directive principle 
of the States have been violated or rendered dead 
letter. 

I. 7 They warrant review and re-examination. 

1.8 We support the power under Article 3 but 
we want to add that this has not been properly utilis
ed for political consideration of the dominating 
section to ensure development of the culture, language, 
identity of the oppressed nationalities as that residing 
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in the area called "Jharkhand, Chhatisgarh, Uttara
khand and others in the country creating tension11 
between nationalities. A provision should be made 
in article 3 to review with statutory commission need 
to form any more states in the country, to ensure 
proper development and the multicoloured charac
teristics of the country enshrined in the concept of 
unity in diversity. 

PART II 

2.1 There are instances of the centre exceedin& 
its provision given by the legislative powers in practice 
specially in the subject covered by the concurrent 
list by thrashing of the New education policy, injecting 
C.R.P. or C.I.S.F. or B.S.F. over the head of the 
States, changing Chief Ministers as bonded labours, 
thrusting governors as great Mughals used to depute 
their protegies to the provinces. 

2.2 The legislative list for the centre in the 7th 
Schedule should be confirmed only to the following: 

I. Defence 
2. communication 
3. currency 
4. Foreign affairs 
5. Inter State relation 
6. Creation of States etc. 

~.3 Yes. 

2.4 Except in emergency there should be no power 
with the centre. 

2.5 Nothing special. 

PART III 

3.1 Constitution has failed to envisage clearly 
the new role of the Governors different from that in 
the British times and the Governors failed to envisage 
their roles provided by the constitution thus becoming 
biggest centre of controversies embittering centre
state relations as the role of Dharmavira., A.P. 
Sharma in West Bengal, Jagmohan in Kashmir, as 
also Shankardayal Sharma in Telegu etc. 

3.2 The post of Governor should be abolished 
as they are burden to the State exchequer. 

3.3 Answer is unnecessary in view of the above. 

3.4 Same. 

3.5 We do not agree as the withholding of the 
assent was more political than legal, the example 
being the progressive land Reforms Bill passed by 
the Bengal Assembly seven years back. There should 
be provision in the constitution setting the time-limit 
for giving assent to any state bill by the president 
and showing reason for not giving assent and giving 
right to states for moving Supreme Court either 
against the denial or delay in giving such assent. 

3.6 Answer unaecessary. 

3.7 Same. 



3.8 Whether the ruling party in the state has lost 
its majority in the legislature would be decided only 
in the Assembly by vote and not by any other agencies. 

3.9 It is a worthy suggestion but requiring further 
study specially in the condition when assembly would 
express lack of confidence but at the S' me time 
unable to choose any successor commanding majority 
and also unwilling to recommend dissolution. 

3.10 Yes. 

PART IV 

4.1 As per the paper report the Government of 
West Bengal has refused to enforce the N. S. Act 
and some other preventive provision passed by tho 
eentre, but no knowledge whether there was a threat 
invoking article 365. However, there are allegations 
and indications of putting pressure on the State of 
West Bengal by creating financi I difficulties as 
financing aid was stopped for Haldia project as per 
the report. 

4.2 The Article should be deleted except in 
Emergency. 

4.3 No answer. 

4.4 No, As in Kerata in 1959. 

4.5 No opinion but special stress. should be given 
on sub-clause (b) of the Election Commission. 

4.6 Election be done by Administration of the 
State to stop both capturing and machination of the 
local politics. 

4.7 No opinion. 

4.8 In addition to the All India service' already 
operating there should be All India Judicial 11ervices, 
All India Medical Services, All India Educational 
Services, All India Engineering Services and there 
should be law that in all the services including I.A.S. 
and I.P.S. cent per cent of the persons selected in 
each State be posted in other states. 

4.9 We oppose. 

4.10 We support that Broad-castinr: should be in 
the concurrent list. 

4.11 No purpose served. 

4.12 No opinion. 

PART V 

5.1 No as the disparity between developed and 
under-de;eloped states has increased continuously. 

5.2 We support the provision (a) as it will decrease 
the trend of dependence to the cel!tre, make th:m 
more responsible and stand on their own lel;l with 
their own planning there should be no questiOn of 
giver and receiver. 

. 5 3 Instead of making centre stronger to extend 
justice to the less developed regions of the state there 
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should be clear cut division of resources of the States 
enforced by the centre for its different regions with 
particular instances to the backward regions. . 

5.4 No answer needed in view of the above sugge-
stion. 

5.5 No comment. 

5.6 No comment 

5.7 No comment. 

5.8 No comment. 

5.9 No efficiency in economy in expenditure and 
disparities instead of getting narrowed down has 
increased. 

5.10 No non-plan expenditure should be covered. 

5.11 Spirit of Article 275 has been clearly violated 
in practice both with respect to Assam and Tribal 
Areas. 

5.12 No comment, but we oppose the special 
bearer bonds itself as that rewards the owners of black 
money, on the contre ry the states should be asked to 
the black money which should be totally spent in the 
states plan. 

5.15 No. 

5.16 No. 

5.17 Mismanagement, corruption, lack of planning 
and political will of the states run by political party 
which is also running the centre. 

5.18 No. 

5.19 No. 

5.21 No Comment. 
5.22 Yes, finance commission with the help of 

Planning Commission should suggest to the states 
the various options of exploiting their own resources 
each year. 

5.23 Yes, A permanent body should be created by 
the National Development Council to look into the 
matter and suggest remedy. 

5.24 Yes. 

5.25 No comment. 

5.26 We support the stand of the states the grant 
in lieu of passenger's fare tax should be enhanced in 
proportion to the increase in the collection of Railway 
fare. · 

5.27 No comment. 

5.28 There should be a committee in Parliament 
to look into the matter and monitor the operation. 

5.29 No comment. 

5.30 No comment. 

5.31 To support the creation of national expendi
ture commission. 

5.32 No comment. 

5.33 No comment. 



5.34 & 5.35 The report of the Controller and Audi
tor General should be given more importance and 
statutory action on its recommendation should be 
msured. 

5.36 No comment. 

5.37 No comment. 

5.38 No comment. 

5.39 State Government should be authorised to 
decide the validity of the expenditure under the 
approved scheme without the intervention of external 
agencies. 

PART VI 
6.1 There should be a clear demarcation of the 

sc-hemes between the centre and the states and there 
should be standing committee out of National Deve
lopment Council to coordinate both if required. 

6.2 We support it. 

6.3 No, there should be sitting of the planning 
commission in each state within some specified period 
to deal with the problem of the state. 

6.4 No comment. 

6.5 No comment. 

6.6 There should be clear demarcation of the area 
of operation of the Planning Commission. 

6.7 No comment. 

6.8 No comment. 

6.9 The present system of allocation of central 
assistance has failed in attainment of balanced regional 
development and serve tribal and hill area of sub
plans. 

6.10 No comment. 

6.11 A standing committee of National Develop
ment Council should watch the implementation of 
the plans. 

6.12 Yes, we support the concept of decentralisa
tion of plans starting from every Panchayats itself re
flecting the will and idea of the people. 

6.13 State Planning Board should be strengthened 
and area of working should be so classified so that 
it does not affect the effectiveness of the National 
Plan. 

PART VII 

7.1 Arbitrary extension of list of industry of 
· public interest and National i~portance has become 

counter productive. 

7.2 Yes, there should be clear cut definition of 
National importance. 

7.3 No comment. 

7.4 No comment. 

7.5 No comment. 
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\7.6 States should be taken into confidence before 
deciding on the location of industry. 

7. 7 Criticism of genuine and corrective step& 
should be contemplated by the standing committee 
of the National Development Council. 

7.8 No comment, but industries in backward 
area should be so designed and managed so that it 
develops the backward people of the backward area 
without making colony of the forward people of the 
forward area in the backward regions. 

8.1 No comment. 

Agriculture 

Future of agriculture in India develops more on 
completing land reforms than on any division of 
jurisdiction between state and the centre. Land 
reforms precisely means land to the tillers and co
operative farming there should be a National Com
mission on land relations to evaluation and direct 
the process of reform in the country. 

Food, Civil Supplies 

Trade of all essentially commodities should be 
nationalised and the centre and the state should have 
concurrent power of Nationalising and operating 
them. 

Education 

In India, there is no education imparted through 
mother tongue specially in Jharkhand where educa
tion should be imparted through mother tongue and 
not through Hindi. In India, what to speak of pro
vincial services even in lAS and IPS services politic' 
plays the important role of selection. All sorts of 
norms have broken and there is chaos and anarchy 
In educational system. 

12.1 No comment. 

TIIE NAGALAND PEOPLE PARTY 

MEMORANDUM 

INTRODUCTORY 

I. Nagaland is one of the smallest states in India, 
with the present geographical area of 16,579 Sq. Kms. 
having density of population in the region of 35 
persons to a square kilometre, comprising about 20 
tribes with varied customs and traditions and dialects. 
There are about 1,160 odd villages situating in the ill
communicated remote areas. Though there is diffe
rence in the needs of the plains and the hills, even 
as a Hill State, the State of Nagaland can be singled 
out as very peculi r from other hill states. As a 
matter of fact, because of its peculiarities, Nagaland 
was granted the statehood inspite of its size in popu
lation and area. The other smaller states attained 
statehood because of Nagaland. If Nagaland had 
peculiar socio-economic conditions at the time of 
granting statehood, those have not disappeared today, 
rather the conditions have further aggravated with 
the inception of the statehood, of ten times, it has 



been .found out that the yardsticks applicable else
where m the country could not be applied in Nagaland. 
Hence, Nagaland should be treated as a class of its 
own while considering the Centre-State relations. 

If the Constitution of India is to be considered as 
Quasi-federal the composition of Parliament should 
bear the semblance of federal system. The Consti
tution as of now does not reflect any semblance o~ 
federal system. There are 22 States and a number 
of Union Territories in India. Even if the Union 
Territories have to be treated as such, the states 
should be looked upon as equal partners in some 
way or the other. Contrary to this, the disparities 
between the States in respect of representation in 
Parliament are too much. As against 85 MPs for 
UP, Nagaland has only one MP in Lok Sabha whose 
presence has no meaning in the midst of 545 MPs. 
Even in Rajya Sabha, where all the states should 
have equal representation, Nagaland has only one 
MP out of 275 MPs. 

The Articles 3 & 4 of the Constitution of India are 
tantamount to imposition of brute majority decision 
on the helpless smaller states whose presence in Parlia
ment is insignificant. The States boundaries should 
be based on the traditional boundaries which existed 
before the advent of the British and the choice should 
be given to the people concern to choose where they 

· wish to belong. No States should be allowed to claim 
the legacy of the British colonialists as territorial 
jurisdiction as being done by Assam. 

The State of Nagaland was created under 16-point 
Agreement of 1960 in which the new State was to be 
placed under the care of the External Affairs Ministry. 
However, Nagaland had been placed under Home 
Ministry without the knowledge and consent of the 
Nagas in 1969 nulifying the provision of 16-point 
Agreement. "2. The Ministry-Incharge : The Naga
land shall be under Ministry of External Affairs, the 
Government of India." Had the original arrangement 
continued, perhaps, the conditions of Nagaland could 
have been altogether different in as much as corrup
tions could have been of tolerable degree. The 16-
point agreement should have been honoured in 
Jetter and spirit and the administration should be 
kept outside the purview of Home Ministry because · 

· by making uniform administrative services all the 
vices have been imported and filled the State in a 
suffocated manner. There were other nullifications 
of the 16-point agreement which are also responsible 
for failure of establishing "good will" in respect of 
Centre - Nagaland relations. 

LEGISLATIVE RELATIONS 

2. In keeping with the provisions of Article 371 (A) 
of the Constitution of India, the State of Nagaland 

. should be given a wide range of legislative powers 
covering the subjects of the Union list such as (i) 
power to legislate the ~es and procedure.~ to regulate 
the exploration of mmeral resources (11) power to 
pass its own election laws best suited to N~galand 
conditions (under the prevalent system ele~t1on ex
penditure is too much and after the elec.tJons the 
successful candidates merely work to ennch them
selves to face future elections); (iii) the principle of 
repugnancy should not be strictly adhered to in respect 
of Nagaland. 
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ROLE OF THE GOVERNOR 

3. The institution of the Governor should be aboli· 
shed since it has been ineffective as the head of the 
state and at the most an anathema. Should the insti
tution be felt as the necessary evil, it should be made 
as an elected post. Also, the special power of the 
Governor under Article 371 (A) of the Constitution 
ef India should be repealed and Nagaland be placed 
fln par with others. 

THE ADMINISTRATIVE RELATIONS 

4. The administrative relations between the Centre 
and Nagaland should be reviewed and make it to 
appear of federal nature. The people of Nagaland 
should be allowed to manage their own affairs. Too 
much interferences by the Centre has not helped the 
State in any way to develop itself. 

FINANCIAL RELATIONS 

5. Hitherto the State of Nagaland has been solely 
tlepending on the central financial assistance, having 
no resources of its own. Whatever financial assistance 
that might have been given for the welfare of the people 
of Nagaland have enabled the class of exploiters 
to become richer and richer and the exploited masses 
poorer and poorer. The central aids have simply 
ruined the Naga people's resolution to be self-relianl 
Since everything is business motivated, nothing moves 
in Nagaland except corruption creating the gulf 
between the haves and have-nots wider and wider. 

ECONOMIC AND SOCIAL PLANNING 

6. The State of Nagaland should be allowed to 
spell out its own plan programmes based on the prin· 
c:iple of "cut your clothes according to your size 
and needs." Right now high targetting and low per· 
formance has become regular feature of the State's 
planned programmes. The State should also be 
allowed to tap the foreign financial assistances and 
foreign capital investments. So far, Nagaland has 
been completely deprived of such things under the 
pretext of being politically sensitive State. The 
financial institutions have not created the desired 
impact in Nagaland as their investments are negli
Jible. 

MISCELLANEOUS 

7. (a) Industries : Industrial activities should be 
based on the availability of raw materials locally and 
the issue of licenses should be very liberal. In any 
case, benami license should not be allowed to be 
operated. The Centre should come forward to extent 
all possible help and assistance in setting up of agro
based industries in Nagaland. 

(b) Trade & Commerce : Freedom of trade and 
commerce should be granted to the State of Nagaland 
in respect of imports and exports of goods whereby 
the State should be able to create business activities 
and attract markets from outside State so as to enable 
it to have its own resources. 

(c) Agriculture, . horticulture, forestry, fishery, 
livestock husbandry should constitute the mainst • y 
of the people of Nagaland. The Centre should come 
to the rescue of the State of Nagai and in overcoming 



the lack of power resources and communications. 
The Centre should also help the State to overcome 
the lack o_f requisite finance and proper technology, 
leanng the JOb of working out the details of orogra-
mmes with the State. · 

(d) Food & Civil Supplies : The supply of food and 
civil supplies should be on the basis of actual needs 
to be determined by possession of permits and cards. 
Right now the procurements of foodgrains and other 
civil supplies are being motivated by business con-
siderations. · 

(e) Education : The socio-economic conditions of 
Nagaland are entirely different and it needs to evolve 
a system of its own to educate the children of Naga
land. The National Educational policy of no "deten
tion up to class IV" should not be imposed on the 
State of Nagaland because the education of Naga 
children begin after the age of five only but not from 
the cradle. Secondly, the National Educational 
policy of supplying highly technical and sophisticated 
medical equipments to the Schools should not be 
imposed upon the Naga people because that may 
amount to encouraging of quakes and gambling of 
human lives. Thirdly, taking Hindi or any other 
Regional language as compulsory subject has been a 
stumbling block to the students of Nagaland who 
go outside the State for higher education. This should 
be done away with. 

REPUBLICAN PARTY OF INDIA (K) 

MEMORANDUM 

Centre most be strong 

(I) Ours is a Federal State. In Federalism the 
Centre-State relations assume a very great importance. 
In a country like India which is heterogenous with so 
many castes, creeds, languages, religions havina 
varied and conflicting interests a strong centre is : 
must to keep the country fully integrated. To maintain 
unity in the midst of number of - fissiperous and 
divergent forces is of paramount importance realising 
the importance of this aspect the founding fathers 
of our constitution have made the centre strong. 
Secondly, ours is a flexible constitution, and therefore 
can meet any challenge including the centre-state 
relations - while advocating a strong centre our 
party does not mean that the states be reduced to the 
status of Municipalities - Status must also grow 
strong economically, educationally etc. The present 
scheme in the constitution avails the states of this 
opportunity. But much depends on how it is worked 
out. Dr. Babasaheb Ambedkar, the Chief Architect 
of the constitution has said that whether a constitution 
is good or bad depends on how it is implemented. 

The party does not approve of the idea that during 
normal times there should be greater decentralisation 
and more centralisation at the time of emergency. It 
is a fallasious idea. 

Article 3 of the Constitution ,does not need any re
consideration 

(2) Article 3 of the constitution provides that Par
liament may by law (I) form a new state (2) increase 
the area of any state (3) diminish the area of any 
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state (4) Alter the boundaries and (5) Alter the name 
of any state. During the past 34 years this provision 
has worked well. This provision is complete in itself 
and meet succ:ssfully any eventuality. 

Legislative Relations 

(3) The constitution has provided lot of legislative 
autonomy to the states. I do not know of any instance 
where the centre has encroached upon the legislative 
powers of the state under the cover of national 
interest. 

In respect of any subJect in the concurrent list the 
centre should consult as far as possible the states 
before hand. The adoption of such a course will 
not strain the relations b~tween the union and the 
state. 

In the national interest or public interest if Parlia
ment needs legislation on the subject exclusively 
within the competence of the state it should be tem
porary and quite limited. A demand is voiced in many 
quarters that the state be given gre:1ter autonomy. 
This demand is of repeated now-a-days as some 
other political parties have come to power in many 
states. They feel that their powers are inadequate. 
So long as Cong (I) was ruling in most of the states, 
such a question did arise. Under such circumstances 
under some pretext to have a legislation on the subjects 
in lind list will strain the relations between the centre 
and the states. 

Role of the Governor 

(4) In federalism Governor is a close link between 
the centre and the state. He is certainly. not an 
agent of th~ centre nor a dignifiei s~rvant of the 
centre. To maintain cordial relations between the 
centre and the states is of paramount importance in 
the performance of his duties. His other important 
duties are:-

(!) Making report to the President suggesting 
action under article 356(1) 

(2) Appointment of Chief Minister under article 
164 and 

(3) Prerogation or dissolution of house under 
article 176 (2). 

In all such matters he has to act without any bias 
ani without being influenced. But now-a-days it is felt 
that the Governor is the tool of the centre. This 
has been displayed in certain states such as A. P. 
an~ ~- & K. where the Governors action was highly 
obJectionable and most uncalled for. He is there 
in the state not to serve the interest of the ruling 
party at the centre but keeping true to his conscience 
he must act since it is the authority of the centre to 
appoint the Governor, it is just possible to make use 
of him to subserve its own purpose at the time of 
political up-heavals. That is due to human weakness. 

Therefore, I suggest that the Governor should be 
appointed in consultation with the state. I also 
agree with the suggestion that Guidelines on the 
manner in which discretionary powers should be 
exercised by the Governors should be formulated 
by the inter-state C~mncil and approved by the union. 



Such guidelines should be placed before both houses 
of parliament. In this behalf a question of constitu
tional validity will arise. But it shall serve the purpose 
of the constitutional provisions. It shall have a 
pragmatic utility. 

Administrative Relations 

(5) Article 365 can be retained as a reserve provision 
although it has never been operated upon. 

The Administrative Reforms commission has 
observed that the issue of direction (under articles 
!56 and 257) of the centre to a state is an extreme 
atep and should be taken only in cases of absolute 
necessity where no other means of securing the ob
jective are available. The assumption of Governance 
by the President under article 356 is a drastic 
medicine prescribed in the constitution as a last resort 
which are not to be administered as a daily food. This 
view is quite correct. 

For many years after Independence there was a 
oongress rule throughout. Therefore, the centre did 
not feel necessary to resort to this remedy even when 
there were to some extent disturbed conditions in 
certain states. But now the picture is changed and 
likely to change to a greater extent under such cir
cumstances the Government at the centre might 
use recklessly these provisions of the constitution. 
The fear is that this constitutional provision will then 
be greatly misused as has been recently experienced 
in certain states where there was non-congress (I) 
rule. I, therefore, feel that the Governor while making 
report under the said articles should exercise utmost 
restraint and should be free from any influence which 
might tend to bring about a fall of any state Govern
ment. 

My party upholds the 44th amendment. The 42nd 
amendment was brought about by Mrs. Gandhi to 
11uit her own designs and ambitions. 

The central agencies such as Agricultural Prices 
Commission, Central Water Commission, Central 
Electricity Authority, Director General of Technical 
Development, Monopolies and Restrictive Trade 
Practices Commission, Food Corporation of India 
etc. handle activities relating to subjects enumerated 
in the state and concurrent lists of seventh schedule 
to the constitution, it is alleged, are making inroads 
in the states' autonomy. 

The scope of the said central agencies should be 
ao curtailed that the states should feel that there is 
no more interference with their autonomy. It can 
also be suggested that the centre should issue suitable 
guidelines in this behalf to make states feel that their 
autonomy is not undermined. 
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To maintain a cordial relation between the centre 
and the states such an action is imperative. In Fede
ralism the states have surrendered to the centre a 
certain portion of their sovereignty that does not mean 
that the states have surrendered every thing. There ! 
is a demand for greater autonomy for the states. But 
I feel whatever autonomy is given to the states may 
prove to be enough provided the constitution is work
ed out in letter and spirit. 

To locate and use the Central Reserve Police in any 
state whether on demand or otherwise cannot be 
construed as an act of central intervention in any 
state. It is the duty of the centre to see that law and 
order are protected in every state article 355, therefore, 
provides for such a measure. In many states, the 
help of central reserve police was sought for. There
fore, there is nothing wrong in locating such a force 
in those states. 

Broadcasting and television facilities should be 
shared both by the centre and the states on a fair and 
reasonable basis as both have got equal need for 
access to these mass communication media for putting 
across their views to the people. 

Article 263 of the constitution which appears 
under the caption. "Co-ordination between states" 
empowers the president to establish an interstate
oouncil, if it appears to him that it would serve the 
public interests would be served by the establishment 
thereof. The Administrative Reforms Commission 
has also recommended the establishment of such a 
oouncil. 

Such a council would definitely be useful in 
ironing out inter-state and the union-states difference. 
It will thereby secure better co-operation between the 
states. This council should have a separate Secretariat. 

Financial Relations 

(6) The Constitution makers expected that the 
Revenue gap between the resources and the fiscal 
needs of the states to discharge their growing responsi
bilities will be covered by a scheme of Devolution 
partly by sharing with the states, the proceeds of 
eertain central taxes and duties and partly by grants
in-aid from the union while periodical changes will 
be made by the President on the recommendations 
of the finance commission. 

But this scheme bas not worked well within the 
past 34 years as h?s been observed by the study team 
of Aministrative Reforms Commission. The states 
have remained, according to the study team, receivers 
while the union became a giver. Such a opposition 
should change. 

I advocate the following alternati.,es namely. 

(I) All the taxing powers be transferred to the union 
list to form a shareable pool, respective shares 
of union and the states as a whole being speci
fied in the constitution itself, the amount and 

1 the principles on which the states shares would 
be distributed amongst the various states be 
determined by the finance commission. 

(2) and that more central taxes such as corporation
tax, customs duty, surcharge on income tax 
etc., be brought into the shareable pool. 

To bring about revolutionary change in the eco
nomic life of the people the states are not in a position 
to do it unless the states get an enhanced share from 
the divisible pool. 

r The centre can increase the income by taxation 
(But it should not be disprorortionate to the income 
of the people) and by having better control over ex
penditure. I am of opinion that the public funds are 



just squandered by the party in power. It is believed 
that lot of money could be saved for the economic 
development if the extravagent expenditure by the 
Government's both at the centre and the states arc 
controlled. It is indeed a fact that our Governments 
earn like beggers and spend like moghals. 

I fully subscribe to the view that who collects the 
funds and how the collected funds are distributed arc 
not very relevant as all funds flow from the people. 
What is more important is that the funds are spent 
prudently and that the benefits go back largely to 
the people. 

I also agree with a view that there is criticism that 
the expenditure of the union is not being organised 
in the best interest of the nations growth and instead 
there are trends for recurrence of in-fructuous, un
necessary and uneconomic expenditure. 

There is a demand in several quarters that the ex
penditure of the union should be scrutinised so lluch 
trends may be contained and additional resources 
found for helping the states. 

It is unfortunate that the states which complain 
of meagre developmental resources are indulgin~ 
more and more in unnecessary expenditure mainly 
on a populist nature and not on economic reasons, 
thereby depleting the already insufficient resources 
for developmental purposes. 

Therefore, there has been a suggestion that there 
should be a permanent national expenditure commis
sion to assess the nature and quality of expenditure 
and the need for Revenue resources for both the cen
tre and the states to enable them to discharge their 
respective obligations reasonably and satisfactorily-

I, therefore feel that the appointment of th~ na
tional expenditure commission on permanent basis 
would go a long way in correcting the erring Govern
ments. 

The present arrangement with regard to the provi
sion of central assistance in dealing with natural cala
mities is not satisfatory. It is more arbitrary and bia
sed.This has een the experience by some states where 
there is congress (I) rule. Secondly, it is again unfor
tunate that the relief assistance is not properly and 
fully utilised. To ensure proper utilisation of such 
assistance a high-level committee should be appointed 
by the states to check the expenditure. There are relia
ble reports that the executive machinery misuses such 
funds. 

There is no need of any loans Council as it would 
not be better institution than the Reserve Bank of 
India. 

Mr. Ashok Chanda, the Chairman of the 3rd Fin
ance Commission has pointed out that the Com
ptroller and Auditor General of India was not doing 
all that was possible to keep a check on the accounts 
of the union and the states. 

Therefore, Parlia'llent has passed a law determining 
the duties and power of the Comptroller and Auditor 
General. But it is experienced that this has also not 
enabled him to keep an effective check watch on the 
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expenditure of the union and the states. There was 
no need of any such enactment as the constitution 
has vested in him this power. The point is it is to be 
properly exercised which has not been done due to 
various reasons. There was no need of any such 
enactment as the constitution itself has given him 
this power. 

The Comptroller and Auditor General is responsible 
only to the President and Governor of the State for 
submission of his reports which are presented to Par
liament and the State Legislatures respectively. It is 
then the Parliament and the state legislatures to exer
cise such checks that they feel necessary to ensure 
financial propriety. 

But the report of the Comptroller and Auditor 
General are not comprehensive enough and reasonably 
accurate to enable them to take firm views in the 
matter. Therefore, the reports of Comptroller and 
Auditor General are not enough i.to ensure the fin
ancial propriety. 

The Public Accounts Committee of Parliament and 
of State Legislatures examine the reports of the Com
ptroller and Auditor General and further probe 
into issues that they think are important. 

In my view a sufficient check to answer the voi
ced complaint of insufficient expenditure control at 
the centre and in the states is not sufficient. 

The Estimates Committees of Parliament and of 
the State Legislatures go into the wider aspects of 
policies and programmes than those covered in the 
reports of the Comptroller and the Auditor General, 
and advice the Government on improvements neces
sary. My view is that in the light of the need for a 
scrutiny of expenditure of the union and of the states 
this committee cannot act as a watch dog to give useful 
Legislative and administrative advise to the adminis
tration. The present estimates committee is only a show 
piece. Its recommendations are not seriously thought 
over. 

A permanent national expenditure commission is 
essential for assessing the propriety of expenditure 
of the union and the states. No doubt such constitu
tional authority is already vested in the Comptroller 
and Auditor General of India. But that has not been 
able to achieve the desired result in spite of the public 
Accounts Committee and estimates committee of 
Parliament and states. 

ECONOMIC AND SOCIAL PLANNING 

(7) Economic and social planning, as per the provi
sion in the constitution, recognised a vital role which 
the centre might play in con sultation with the states 
in the matter of undertaking planning in a National 
perspective, to meet National needs, subscribing to 
National priorities etc. In this planning relations the 
study teams have noted certain shortcom.ngs. They 
are--

(!) The plans do not secure the commitment of 
the states by involving them earnestly in the 
primary task of determining goals after full 
and frank consideration of all the basic issues 
with the states and that the consultation prooo
dures at the meetings of Chief Ministers and 
the Central Ministers is superficial and hurried. 



(2) The Union Ministries tend to the incorpora
tion of the schemes framed by them. 

(3) In respect of programmes legitimately falling 
wholly with inthe jurisdiction of the <tates. there 
is lot of interferance of the centre. 

These shortcomings should be removed. 

That can be done by setting up on a statutory basis 
a National Development Council consisting of all 
the Chief Minister~ of the states presided over by 
the Prime Minister and experts in various fields as 
members. It should have power to discuss and appro
ve the recommendations of the Planning Commission 
with regard to economic development. When once 
the development plans are approved by the council 
lhe states should be free to implement them in accor
dance with the approved pattern. Secondly, adequate 
financial resources should be provided to the state5. 

The resolution, setting up the Planning Commi~sion, 
states that the commission would act in close under
standing and consultation with the Ministries of the 
Central Government and the Governments of the 
Stat~s. This resolution hns not been effective. And, 
therefore, the setting up of a National Developm~nt 
Council as has been observed in para above can brmg 
about close understanding:and consultation with\the 
State Governments. 

Composition of Planning Commission 

The Pla~ning Commission should~befenlarged to 
include representatives of all the states and made. an 
independent body, free from all pressures of Umon 
Cabinet which generally reflects the policy of the ml
ing party at the Centre. 

(Sd.) 
President. 

SOCIALIST UNITY CENTRE OF INDIA 

MEMORANDUM 

Introduction 

1. At the outset we want to state clearly that we ~o 
not share the view that the root cause of the malatse 
that prevades the whole socio-economic-poli!ico-cul
tural sphere giving rise to widespread s.tarvauon, pen· 
ury, unemployment, illete~acy, perv~rs10n of morals 
and values lies in the particular relatiOns between the 
Centre and the State or in otherwise . if the states 
enjoy autonomy and freedoms, for wh1ch there are 
BOW demands, the malaise wi~l b~ overcom~. Y'fe 
are also no believers of the unh1stonc. an~ unsc1ent1.fic 
proposition that. progress or reta~dat10n m the ~ocJo
politico-economlc-cultural fields m a country IS de
termined by the constitutional rramew?rk or to be 
specific on the nature of devolutiOn of nghts and res
ponsibilities between the centre and the states. 

2. We hold on the contrary t~~t the ~n~titut!on 
outlining the arrangements of pohllcal adm1m~trat10n 
belongs to superstructure w~i~h serves ~ d7fimte eco
nomic base. In our country 1t IS the cap1tahst produc
tive system that constitutes the economic base. And 
as the Government is nothing but the defender and 
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protector of the dominating class interests of the rul
ing class, here, the capitalist class, both the Central 
and State governments do the same. Both of them de
fend and project the capitalist productive system, the 
ruling capitalist class and its class objectives. 

3. On the basis of concrete historical experiences we 
are also of the firm opinion that concentration and 
centralisation of financial-political-administrative po
wers does not depend on, whether the constitution of 
a country is federal or unitary in form. It is deter
mined on the other hand by the law of capitalist de
velopment. Thi~ law of capitalist development give' 
rise to monopoly finance capital and financial obli
garchy in the economic base that gets its reflection in 
the concentration and centralisation of powers in the 
bureaucratic administrative system. Also in order to 
defend and protect the capitalist productive system, 
the Central government, more particularly, takes the 
initiative to build up infrastructure conducive to the 
rapid growth of monopoly capital and in that process 
has concentrated enormous economic and political 
powers. That is why the best of federal principles in 
the constitution of the USA could not arrest the same 
concentration and centralisation of powers as the uni
tary form of constitution on convention of the Great 
Britain provide. 

4. What is alarming and needs real attention is the 
trend of authoritarianism that i~ distinctly visible in 
our country also. This authoritarian trend is comple
tely different from autocracy in th~ cl.assical concept. 
It is the outcome of a decaymg cap1talist system at tho.. 
third intense phase of general crisis, that is, overall 
crisis the entire capitali~t world has been passmg 
thro~gh. It therefore, bear.s' far more danger~us trend 
of all out fascism, tramplmg under. foot bas1c dem.o
cratic concept, norms and values, nghts and liberue' 
which were once held as the vary cornerstones of bour
geois democracies. The prime question on the Cenue 
and State relations cannot therefore be as to who will 
trample under foot th~ .democratic norms and prin
ciples, minimum admm1strat1ve neut~ali!Y! relat1ve 
independence and autonomy of the JUdiciary and 
educational institutions- the Centre or the State; 
nor can it be as to who will fleece the common peopht 
by fiscal resources for the benefit of the capitali't 
class and vested interests-the Centre or the State,, 

The focal point should. therefore b~ the con~rete 
objectives and goal of soc1al progress, .ItS .clear direc
tion and the fundamental democratic pnnc1ples, norms 
and values which are to be guarded zealously. 

5. From this specific ~nd basic outlook, we hold that 
the following should be taken up as the most re.levant 
questions in determining the centre-state relauons : 

(a) neutrality of administration, indepen.dence. of 
judiciary and autonomy ~f .the .edu~auonal ms
titutions guarantee of CIVIC hberues and de
mocrati~ rights of the citizens and democratic 
norm in administration must be guarded whe
ther at the central or in the state levels ; 

(b) arbitrariness and discrimination i~ distributi.on 
and transfer of fiscal resources, m controlling 
the financial institutions as also the financial 
and economic policies along with the Planning 



Commission and the National Development 
Council by the Centre should be checked effec
tively ; 

(c) all laws that vest absolute powers in the Central 
authority to subvert democratic process both 
at the Central and State levels like the ones 
during the imperialist rule and now being used 
frequently in the sectarian interest of the ruling 
party at the Centre as also to reinforce the trend 
of authoritarianism-fascism should be abolish~d 
for bare survival of a democratic policy ; 

(d) the Planning Commission, the National Deve
lopment Council, Election Commissions, the 
AIR and Doordarshan must be reconstructed 
to be broad based and autonomous. Clear 
objectives of development must be determined 
democratically. That is to a say, creation of 
employment opportunities through industriali
sation, improvement of infrastructure, moder
nisation of agriculture and upliftment of rural 
life, supply of basic amenities of life to people 
must be made actual targets of development so 
that the goal and objects set in the chapter of 
Directive Principles do not remain pious 
wishes but made real obligations of the govern
ments to the people. If the people of India have 
given unto themselves the constitution as has 
been written in it, they cannot remain content 
with empty declaration of certain rights and 
principles. They want to see those translated 
into practice. By 'national development' they 
cannot accept development and concentration 
of wealth at the hands of the ruling class on the 
one hand and the aggravation of their miseries 
and destitution on the other hand. 

(e) The last but of not least importance is to ensure 
removal of regional disparities and imbalances 
in the socio-economic progress in order to 
curb the regional parochial divisive trends. 
In doing so, every effort is to be made, econo
mic-politcal-social-cultural, to reinforce the 
process of development of one Indian nation
hood that once grew out of the national free
dom movement and can only be sustained and 
furthered in a democratic composite society. 

By encouraging intermingling and assimilation of 
nationalities while ensuring the protection of equal 
rights and legitimate aspirations especially of the less 
developed and dominated nationalities this process 
can be helped. 

6. In our opinion actually the whole gamut of the 
socio-eonomic-political questions is involved and 
deserves thorough examination in order to have a 
proper grasping as to why dissatisfactions and re
sentments are being aired again and again on the 
Centre-State relations which cannot be anything other 
than about the functioning relationship of administra
tion between the two although both serviving the same 
state system and the dominating class. The content 
may lie in the political rivalries between the different 
parties in powers as those most vociferous seem to be 
more concerned about getting more share in financial 
resources for the state while not demanding force
fully the restoration, preservation and further exten-
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sion of basic democratic norms and values, in the 
system of governance and untramplled rights and li
berties of the people. 

With this note of basic difference in approach and 
outlook to the whole question, we touch only on the 
salient points posed in the questionnaire in our fol
lowing observations. 

QUESTJONNAIRF 

PART I 

INTRODUCTORY 

We reiterate that to us the slogan "More power 
or autonomy of the states with a strong centre" is 
contradictory in terms and misleading. The fundamen
tal issue is guarding the essence of democratic methodll 
and principles of functioning and here both the Centre 
and State governments are equally guilty. They are 
both offenders as regards denying administrative neu
trality and fairness, fairness in the electoral process, 
protection or relative freedom and autonomy of judi
ciary, educations institutions as also local administra
tive bodies, freedom of press and civic liberties and 
democratic rights of the people. 

Be that as it may, we are totally opposed to the par
ticular provisions bearing the legacy of the British 
imperialist rule still being retained in the Constitution. 
Articles 356, 357 and 365 referred to in the question
naire vesting special powers in the Centre to remove 
the elected state governments are simply the reincar
nation of similar undemocratic and autocratic provi
sions of the Government of India Act 1935 against 
which serious opposition wa~ raised from the national 
political platform then. These provisions have been 
repeatedly used from the sectarian parliamentary in
terest of the ruling party at the centre against parties 
in opposition forming governments in some states or 
the Chief Minister not to the liking of the central ruling 
clique. The recent examples of Pondicherry, Sikkim, 
Jammu and Kashmir and Andhra Pradesh bear tes
timony to this truth. The office of the Governor was 
used on all the occasions to cause defection of MLAs 
by horse trading. We reserve our comment on the 
post and role of Governor in Free India, as it comes 
in a separate chapter of the questionnaire. 

Here we observe that like the earlier ones, the ar
ticles 254 and 256 make the state governments un
necessarily dependent on the Centre as regards brin
ging legislations of their own and carry the legacy 
of the imperialist administrative scheme. It may be 
worth recalling that these provisions too came in for 
severe opposition from the national political platform 
in the thirties. These should be removed. 

We are however for retention of articles 348 and 
349 making it obligatory to retain English language 
in court proceedings and enactments of parliament and 
assemblies. We stand for two-language formula
mothertongue and English in educational system from 
primary to higher studies as also in all official matters 
of administration. 

As regards the modality in effecting territorial 
changes or formation of new states from the old 
ones, we are oprosed generally to any further 



f~agmenta~ion. In our opimon, 1n a multi-nationa
lity state hke ours fragmentation is no answer to the 
problem of pr~st>r~ing the rights of growth and deve
lop~ent of mmonty nationalities dominated by the 
maJor ones. In case minority domination finds ex
pression in public agitation or legitimate democratic 
mas~ movement by minority nationality people being 
dommated, then the decision for the formation of a 
separate state within th' union for them should be 
?e~ide~ _by a refere~dum to be conducted by the 
Mmontles CommissiOn' which can be formed for 

that purp?se <;>r may_ be a _Permanent body as a watch
dog of ~mo.nty natwnahty peoples rights and legiti
mate aspiratiOns free from chauvinistic outlook. The 
Minoriti~s Commission should be properly consti
tuted with representation from all nationalities and 
vested with constitutional powers so that its findings 
and recommendations may be binding on the c~ntral 
and state governments concerned. 

PART II 

LEGISLATIVE RELATIONS 

We are firmly opposed to centre's growing encroach
ment on the administrative field and power of the 
state in the name of 'public interest'. State govern
ments cannot be reduced to rubber-stamp of approval 
of the decisions and actions of those in authority at 
the Centre. 

We are opposed to forming any police, para
military force like the "National Guard" which can 
be despatched to any State in the name of keeping 
'law and order' which is a state subject. Induction of 
military in a !ministration must be stopped. Similarly 
we are of the firm opinion that the State bills should 
not be kept hanging for the President's approval 
for more than two months. We also hold that if a 
state bill on any concurrent subject precedes the 
Centre's bill that is often brought to stall it, the 
former must get the approval. After the Centre brings 
an enactment on the same, that shall be forwarded 
to the State legislature for reconsideration whether 
in the light of the latter, it deems necessary any 
change or revision or the bill, it has passed before. 
In case, a revision, the revised one will be operative 
in the state. 

We also hold that in case of concurrent subjects, 
any bill that the Centre decides to bring must be 
circulated in draft form to all the states to elicit the 
opinion of the state legislatures before being given 
final shape and placed to parliament. States must be 
given right to articulate and defend their respective 
view points to Parliament through printed docu
ments. 

We also hold that the Centre shall not have any 
right to legislate on state subjects whether temporary, 
or permanent in nature nor subject to 'periodic review'. 
Although we think it is immaterial whether the centre 
or state has any particular subject as per the seventh 
schedule beC'lUS, after all it is the ca 'Jit dist 
system that is being served and not the people. Still 
even from democratic norm we suggest thorough recti
vision of subjects under the three lists of the Seventh 
Schedule in view of the changed context. For exam
ple, state governments must have effective say in 

77J 

~he _fun,cuuumg and investment policy of the financial 
mstit_utwns workmg within the states like banking 
a~d ms~rance (Item~ 45, 47) as also of all big indus
tnes, r~unes, regulatiOn of labour and safety of mines, 
regulatiOn and development of Inter-state rivers and 
river valleys sanctioning of approval for cinemato
graph film for show (items 52, 54, 55, 56, 60). We 
~ave different opinion about use and management of 
nver waters, educational institutions and cultural 
media including films, given separately. We hold, 
however, that education must be a state subject 
though under the general guidance, control and 
supervision of the National Education Commission, 
we have suggested hereinafter. 

In short, apart from the basic constraints of the 
productive system and its reflection in the basic out
look of the constitution, no further constraint should 
be there for the state governments in the form of 
centre's interference and encroachment. 

PART III 

ROLE OF GOVERNOR 

The post, appointment and role of the Governer 
in independent India follow the same objective, 
motive and method as were in British India. The very 
purpose of gubernatorial post is to be questioned. 
If it is to prize the superanuated politicians of the 
ruling party or any bureaucrat as an agent of the 
ruling party at the Centre, it is obnoxious and should 
be done away with. If it is to ditto the Central Govern
ment or the state government it is a costly cipher and 
should also be done away with. Naturally, therefore, 
article 154(1) that vests 'executive power' of the 
state in the Governor must go. For the Jt,gal conota
tion of the 'executive power' is very wid~ and may 
partake of legislative or judicial character. Article 
179(1) and (2) regarding the governor's powers to 
summon, dissolve and prorogue the state assebmly 
must also go. We are also opposed to dissolution of 
elected assemblies after the parliamentary poll on 
the plea of a party having got the majority and that 
parties opposed to it are in power different state 
governments. 

PART IV 

ADMINISTRATIVE RELATIONS 

We reiterate our opposition to articles 256, 257 and 
356 and demand their removal. In case of riots or 
cowardly violence going on for more than three 
months, the state legislatures can be dissolved 
either by a resolution passed at the legislature or in 
parliament and election must be held within three 
months thereafter. To conduct the concerned state's 
administration during this interim period, the Centre 
with parliament's approval can appoint a board of 
administrators not more than five in number, consti
tuted by persons from retired judg<s of the supreme 
court or high court, distinguished educationists, 
economists and retired men of administration having 
unblemished record. There must be an independent 
Election Commission, having its separate office and 
staff which shall be charged with full responsibility 
of preparing electoral roll to conduction of elections, 
not dependent either on the Centre or state in any 



matter, like finance, peace-keeping force, etc. Stringent 
punishment should be meted out to anyone found 
guilty for any corrupt practice in the electroal pro
cess. Separate Election Tribunal should be set up 
for expeditious disposal of all election disputes. 

We hold that all the Central bodies like Agricul
tural Prices Commission, Central Water Commis
sion, as enumerated in Q. 4.7 should be formed by 
men of eminence of proven independence of opinion 
and of unimpeacheable character, men reputed in 
respective fields drawn from the educationists, eco
nomists, social scientists, eminent judges and admini
strators with technical knowledge and background. 
States' repre5entation of views to those commissioni 
can be effectively done by constitution of State's 
Council whose decision or recommendation shall be 
given due consideration and generally accepted by 
those bodies unless rejected on specific reasons to be 
notified. In case of divergence of views between those 
bodies constituted on the basis of consensus and 
the State Council, the matter is to be referred to the 
Planning Commission \\ hich is to be restructt.red. 

We' ' propose the formations of Inter State and 
Regional Councils for ironing out of differences, 
removing irritants and for an integrated development. 
The Regional Council shall have power to resolve 
regional disputes put forward recommendations for 
removing specific problems and difficulties, standar
disation of prices of inputes and products as also 
taxes and duties. Regional coordinated activities 
for agricultural, industrial and infrastructural develop
ment, controlling mobility of labour etc. All these 
recommendations will go to the Planning Commission 
vested with the task of policy framing and the National 
Development Council as the implementing body.;;"_ 

Both the Planning Commission and National 
Development Council should be autonomous bodies 
to be appointed by Parliament out of panels consi
dered by the State legislatures also and having re
presentations both from the states and the centre in 
the consultative committees of both. Priority in 
planned expenditure tote determined by the Planning 
Commission on the basis of recommendations of the 
Regional Councils must be on modernisation of agri
cultural, industrialisation, infrastructural improve
ment and creation of gainful employments through 
those. Particular attention is to be given for develop
ment of back ward areas or regions and in the states 
where unemployment problem is most pressing. All 
appointments are to be. given through Employment 
Exchanges under the administrative control of the 
National Development Council and all Indian citi
zens shall have equal right in a fair test. 

The specific plan and schemes for state's or regional 
development subject to the approval of the Planning 
Commission shall be met by a proportion of 70:30 
respectively by the a. ntre and the State/Region. The 
plan money should go directly through the Planning 
Commission and shall go to the National Develop
ment Council for execution of the plan or scheme 
with the help of the Regional Council or State as 
the case may be. A Regional Development Council 
with regional representation may also be formed for 
that purpose. This process will go a long way to 
stem the pernicious trend of regionalism, remove 
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regional disparities m deve1opment as also eliminate 
misuse of precious resources both by the Centre and 
State governments. Planning and Development 
agencies must be freed from corruption of position 
and powers of political parties ruling at the Centre 
and States. 

It is known to all that the dvil services were buill 
up as 'steel frame'1 L by the British imperialist rulers 
working whether at the centre or states for the brutal, 
ruthless and savage exploitation, oppression of the 
people) and even to bring cleavage or division amon; 

themt on communal, parochial, casteist lines. The 
mental make up cultivated in personnels of these 
services has been of the ruler and not of a public 
serv;;nt. In the alsence of democratisation the socials, 
cultura I fields dw ing and after the freedom movement 
the same mental make up along wit hregional, paro
chial, communal, casteist feelings prevail very much 
in these services. 

The present rulers, both at the Centre and States 
the main architects of all these communal, 
casteist and parochial riots etc. a~ also corruption 
that has become rampant and a serious national 
problem are using as the main instrument in the 
bureaucratic set up. An industrial, bureaunatic 
military complex has since reph ced the civil socitty 
that is ruling the roots and bringing all sorts of degra
dations in the country. ls the Commission prepared to 
delve delvep into the whole issue of this social malady 1 
So the civil officers. whether state cadres or central 
~adres when are meant for serving the vested interests 
and more 50 undt:r the iron-wip of the pre<ent bureau
ctatic-industrial·rnilitrary complex and where ecnfcr
mity has become tee greatest virtut>, can an individual 
honest officer maintain his hontsty and sence of inter
grity to serve the people's intuest in the truest sense 
of the term ? 

We also propose constitution of autonomous 
bodies like the Central £duration Commission, All 
India River Waters Commission, Ali India Rndi.:> 
and Doordarshan as also Centrd Cultural Board for 
Cintma and other cultural media all to be given 
freedom and independence of activities. While educa
tion must be a state subject althouph the essence of 
its content or syllabus must be uniform all over the 
country, educational and research centres must 
enjoy autonomy and freedom in academic pursuit and 
should therefore be guided by an Education Commis
sion constituted with distinguished educationists, 
men of letters and persons having distinguished re
cord in academic field. The River Commission 
will take care of total river water resources and 
distribute those according to ?ctual needs ofthr states 
and will be in charge to keep these free from pollution. 

We are also for a Press Council elc cted by the 
wmking jouranist and editors. The body will set 
down a definite code of conduct against yellow journa
lifm and shall have the power to provide remedy 
against both infringements of this code as also any 
pressme on and discrimination, against the press by the 
Government both at Centre and States. 



PART V 

FINANCIAL RELA TIO~S 
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The first thing to be noted is that the same pattern 
of states' absolute dependence on Centre's as>.istance 
by way of transfer of share of taxes as per article 275 
and grant,-in-aid under article 282 still prevails. The 
basic conception is still that the centre will mono
polise fiscal powers and the states no matter how much 
they contribute to Centre's tax resources will have to 
be rest content with whatever comes to it from the 
centre. In fact, article 282 which was originally meant 
for centre's &pecial grants to the states m case of an 
extraordinary sitllation like natural calamity has 
superseded the importance of article 275 which makes 
provision for distnbution of resources betwe~n the 
centre and states from the divisible pool. It has become 
the source of consternation in as much as this discre
tionery power at the centre; has been misused in petty 
parliamentary rivalry disregarding the actual need of 
the states. 

The States' chief source of resources had till recent 
time been the share in income taxes. Of late the 
centre's growing dependence as tax revenues on 
surcharges excise duties and rise in administered 
prices dep.-ive the state's having a fare share from 
the divisible pool. The Finance Commission's recom
mendations have only left 25 to 27 p.c. of the divisible 
pool to the states. This has placed the state; under 
heavy debt to the central government--the debt in
creasing from Rs. 18,785 crores in 1978-79 to Rs. 
37,406 crores at the end of 1983-84. Even in th~;; case 
of having share in income taxes, the states are being 
deprived unjustly of taxes on union emoluments, 
in tere~t on recoveries and penalties. They are also 
being deprived of fiscal earning on the investments 
in National Savings Certificates etc. 

In view of this dismal picture we propose the follo
wing re-arrangements in fiscal administration : 

(a) Abolition of duplication of taxes. 

(b) Taxes like corporation taxes, custom dutits, 
surcharge on income-tax and agricultural 
income tax should be centrally levied and 
should be divided on the principle of real need 
of the states. 

(c) States should collect taxes and pay the central 
quota to be fixed on them and the excess of 
collection over the quota shall go to the states. 

(d) All the planned expenditures and on >chemes 
both by the centre and the states must be 
cleared by the Planning Commission and th,; 
National Development Council shall be 
charged for their implementation. _ 

(e) All the expenditures to be subject to the 
scrutiny of n4tional audit machinery. 

(f) Gn.nts-in-aid from the Centre or in the alter
native Centre ~tanding as guarantor for states 
borrowings should also be provided to the 
States taking particular . welfar;; sch~~e like 
state trading in essential commodttter to 
distribute those in controlled prices to the 
common people through public distribution 
system, etc. 
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What we wan• i& a national outlook in the matter 
of fixation of taxes, containment of menacing increase 
in black money and in public welfare schemes of 
worth not in populist stances and wastetul expendi
tures. This re-arrangement we hope may do some 
justice to the directive principles by bringing to the 
fore the urgency and importance of well directed 
pro-people measures, to the extent possible under 
the present socio-economic system. 

Loan Council can be set up with the financial rc
rources both internal and external but must be govern
ed by the autonomous Planning 1 Commission and 
the loan from it can be obtained only on development 
scheme of the states, cleared by it. 

The idea of a National Economic Council proposed 
can be taken care of by reconstitution of the National 
Development Council along with constitution of 
Inter-States and Regional Councils suggested by us. 

We reiterate that for a well-directed socio-economic 
development stoppage of wasteful expenditure both 
at the centre and states brocks no delay. We hold 
the Centr~ guilty of flittering away pr~cious resources 
on militarisation of economy at an alarming rate and 
over subventions and subsidies to the agricultural 
and industrial capitalists. The subventions and subsi
dits must be related to procurement of produce and 
collection of taxes, otherwise they will be doubly 
benefited by not paying taxes but getting subsidies 
etc. which is against all canons of fiscal justice and 
equity. · 

We are in favour of autonomous bodies like the 
Planning Commission and the National Development 
Council to have controlling powers over the expendi
ture pattern of the governments both at the centre 
and states. 

PART VI 

ECONOMIC & SOCIAL PLANNING 

Many of the questions have been covered already. 
We are in favour of (1) integrated national planning 
implemented through state planning ; (2) the national 
planning must be directed towards modernisation 
of agriculture; industrialisation and coping with the 
menacing problem of unemployment; (3) initiative 
in drafting the states planning ~hould be with the 
states to be approved by the Regional council, Plan
ning Commission, Priority being on removing regional 
imbalances in developmtnt, unemployment and best 
use of natural resource! and industrial potentialities 
in the interest of the common people; (4) the present 
criteria of allocation of funds for plan expenditures 
in the states do not take into account the actual needs 
in view of pressure on employment opportunities due 
to migration of labour as al&o th~ natural bendits 
accruing to industrial ventures due to proximity of 
raw materials etc. In point of fact about ten industria
lised centres have grown in the Union territory. So 
a balance needs to be taken between disposal of 
industrial developments in les< developed areas and 
coping with unemployment problems in industria
lised areas. The main question is setting the priori
ties of development which must include the all
important issues of creating employment opportu
nities and provision for essential needs fot a decent 



civilised life. We are therefore for channelising all 
plan expenditures through Planning Commission, 
reconstituted on the line suggested above and check 
on leakage by national audit system. As an element of 
bonus on efficiency, ~tates successfully implementing 
the planned expenditures sl10uld be encouraged and 
entrusted with additional project~ that may be financed 
by the Central Fund or Central Loan Council which 
may be of importance from the object of national 
planning. 

We also hold that equalisation of freight charges 
and duties on aU industrial inputs is a must to remove 
inequalities in costing of output that stands as a hind
rance as also in one of the major irritants of the 
states. 

What we feel is not so much 'cooperative federalism' 
in wasteful tXpenditure on populist mea~urt.s and 
heaping economic burdens on the common people 
but centrali~ed plu.nning based on. the recommenda
tions of the states implemented through the states 
under the supervision and control of the National 
Development Council and National Audit towards 
well-directed objectives and fulfilment of priorities. 
Competitive element between the states in discharge 
of these reponsibilities will remove much of their 
dis-::ontents, tone up administrative efficiencies and 
make them directly responsible for non-performance 
etc. and what is more, remove the evil trend of discri
mination by the Central authority in administration 
from narrow political objectives of the party in power 
at the Centre. Let the political rivalries between the 
parties in governmental power be directed in con
crete achievements of urgent pro-people measures. 

PART VII 

MISCELLANEOUS 

• In the matter of industrial development of the 
country no parochial or discriminatory ·attitude 
should be allowed. If setting up of petro-chemical 
or electronic industries in say, West Bengal, is reject
ted by the Centre on the ground of it being a border. 
srate, can there be any other crudest possible example 
of a discrimmatory treatment solely guided by narrow 
political outlook of the party in power at the Centre. 
The question should therefore be where shall lie the 
authority in matter of planned development ? We 
reiterate that it must be with the autonomous Plan
ning Commission. The national planned development 
mu~t come through state plannings approved by the 
Planning Commission. The states should b~ offered 
with major schemes. The question of rewurces mobi
lisation being at the hands of the states under the 
sy~tem we have suggested, there cannot be any question 
of its constraint. The question of under-develop
ment of states due to centre's unhelpful attitude will 
not ari>e if the revi>ed system of the decentralisation 
of initio.tives at state level to fulfil centralised planning 
becomes the rule and not the exception. Rather, it 
will bring more efficiency in tax collection from the 
rich by the State administration as on the wccess of 
it will depend on the individual state'i (particularly 
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those industrially developed) claim on undertaking 
major investment ventures. About the ~tates industri
ally underdeveloped the centralised industrial plan
ning may be made with the help of the resources 
either coming through special grants-itt-aid or credit 
from the Central Loan Council as suggested herein
before. 

PART VIII 

OTIIER COMMENTS 

We hold that agriculture should be developed from 
a Central Planning taking particular care of removing 
backwardness in technique of production, . dispari
ties in irrigational and marketing facilities and to 
ensure standardisation in wages and prices of pro
ducts and the growing needs both for direct consum
ption by the people as also industrial consumption. 
Graded agriculmral income tax, a big source of tax 
revenue yd remains untapped dispite the Wanchoo 
Committee's recommendation~ which should bt 
introduced and the states should be charged with 
the responsibility of collecting it as other taxes. The 
development of agriculture and allied activities 
should be aimed at removing unevenness, di~ parities 
in earnings ·and generation of gainful employment 
to rural unemployeds through national planning. 

The States mu;t be vested with the power and 
resource to procure;: agricultural produces through 
the State Marketing Societies both for guarantee of 
reasonable price for the producers as also to provide 
food and essential items of consumption to the people 
through public distribution network. 

The Educational lnftitutions must bt run under 
the control and supervision of a National Educa
tional Council, Autonomy in administra~ion of 
these institutions fiee from · go~ernmental inter
ference whether at the state level or by the centre 
must be guaranteed. The national educational policy 
on the basis of uniformity of the content and two 
language formula-mother tongue and English must 
be framed up by a National Educational Commis
sion on the basis of suggestion~ and concensus of all 
di~tinguished educationi!ts, political parties, mcial 
workers, men of learning etc. The logical bent of 
mind must be developed and the humanist value 
contents through compulsory literature study must 
be inculcated. One Indian nationhood concept should 
be instilled among diversities of nationality or sub
nationality cultures and traditions. 

We have put our suggestions which art not exhaus
tive in nature but ju;t indicative; we reiterate our 
demands to safeguard the essence of democratic 
norms and values which we hope, is of prime impor
tance in today's perspective to all well-meaning persons 
and bodies seriously concerned about the future of 
Indian polity. 

(Sd.)" 
General Secretary. 
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4. OTHER PARTIES/GROUPS 

ACTION OF COMMITTEE OF 
NORTH-EAST REGIONAL PARTIES" 

CONFERENCE 

MEMORANDUM 

RESOLUTIONS 

I. The Constitution of India should immediately 
be amended to make it truly federal. 

2. All other subject and exc~pt Defence, Currency. 
Foreign Affairs communications should remain 
with the States. 

3. The Concurrent List of the Constitution should 
he deleted. 

4. All resources accruing from all areas of the 
country should go to the respective States. 

A commission should be appointed to assess 
the requirements of the Centre and fix the quantum 
of contribution to the centre by each State according 
to their capacity. 

5. The President and the Governors should have 
no power to appoint or dismiss a ministry save 
in accordance with the will expressed by the 
Legislature. 

6. Each State will have equal representation in Rajya 
Sabha and powers and functions of the Rajya Sabha 
should be increased. 

ASOM JATIYABADI DOL 

MEMORANDUM 

The arrangement made under the constitutiOn 
for distribution of power between the Centre and 
the States is improper and inconsistent with a 
true federal polity. Excessive and unfettered power 
bas been given to the Centre over the States; so 
much so that the States, the federating partners, 
have now come to be treated as more vessals of the 
centre. Whatever little autonomy the States were 
left with has also been eroded through misuse of 
constitutional provisions by those in authority in 
the centre. The consequence is that the states are 
now unable to manage their own affairs without 
the centre's aid and approval, Developmental works 
and economic growth have suffered; feelings of 
ill-treatment, neglect and insecurity have led to 
aggravation of social tension. No wonder that 
all this has, over the years, given rise to increased 
conflicts, strains and stresses between the centre and 
the states. The need, under the circumstances, for 
a review of the centre-State relationships has long 
been overdue. 

It is, therefore. highly welcome that the centre 
has not set up a Commission headed by Justice R.S. 
Sarkaria to make an in-depth study of the centre
state relations and to make recommendations for 
their improvement. The move has naturally aroused 

· great expectations among different sections of the 
public; it is believed that the Commission's recom-
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mendations would be instrumental in bringing about 
a healthy and harmonious relationship between the 
centre and the States. 

The Asom Jatiyabadi Dol, a regional Political 
Party based in Assam, has its own views and sugges
tions on the issue in question and, therefore, submit 
this memorandum to the Commission. 

The Dol is of the opinion that to improve and 
ensure a better and healthy centre-state relationship 
adqeuate measures must be taken to remove the 
present sense of helplessness and consequent anta
gonism of the State against the centre. The States 
must be provided with more autonomy. They must 
be given more powers and resources to enable them 
to manage their own affairs and develop in accordance 
with the social, economic. linguistic and cultural 
needs of their perople. Provisions also must be 
made to secure the states against centre's undue 
pressure, interference and threat of dismissal of 
their governments. The fears and anxieties of the 
smaller racial and linguistic groups inhabiting the 
states concerning their identity and distinctiveness 
must also be allayed. 

Although the Asom Jatiyabadi Dol firmly believes 
that nothing short of a 'total autonomy' could 
succot•r t}e s•atcs like Assam frcm the poor 'nd 
pitiable plights they are now placed in, and thus 
establish a healthy, harmonious and satisfactory 
relationship between the centre and the states, 
It is well aware of the limitations of this commission. 
The Dol understands that to give 'total autonomy' 
to the states would require complete overhauling 
of several of the provisions of the Constitution. 
The whole concept of the centre-State relationship 
would then undergo a major change. Unfortunately 
no such major change can be expected from the 
recommendations of this Commission. The Dol, 
therefore, thinks it wise to refrain from submitting 
any suggestions dealing with 'total autonomy' of 
the states, and reserves the same for the future, 
to be taken up with a appropriate forum and in a 
appropriate time. As of now, it confines its suggestions 
to the possibilities of the present occassion, with 
the hope that the excercise of the Commission would 
at least lead the States one step nearer to fuller auto-

~ no my and help in lessening the present conflict and 
tension between the centre and the states. 

Views and Suggestions 

As hinted above, devolution of more powers and 
more autonomy to the states is imperative for any 
improvement in the centre-state relationships. This 
can only be done through amendments of the Consti
tution by way of additions, alterations, substi
tutions and repeals. The Asom Jatiyabadi Dol 
suggestes that : 

I. Atricles 5 to II and other relevent provisions 
of the constitution should be suitably amended 
to establish a system of Dual Citizenship. Under 
this system a person shall be a citizen of the State 
in which he resides, and also a citizen of the 
country i.e. India. Provisions should be incorporated 



empowering a state to grant some specific political 
and economic rights to its citizens which would 
be denied altogether or granted on difficult terms 
to non-resident of that state. This would help 
protect the historically recognised linguistic and 
rac~al minorities like the indegenous people of 
Assam ~nd of the north eastern region from political, 
economic and cultural exploitation of the more 
dominant and adventurous groups and races of 
other states and countries. This would also remove 
the rears and anxities of these minorities as to their 
indentity and existence. 

2. Article 81 which deals with the composition 
of the House of the People (Lok Sbbha) should be 
suitably amended to give better representation 
to the smaller states, if they are to feel themselves 
as equal federating partners of the union. At 
present, out of 525 members contributed by the 
states, as many as 360 (68 ·6%) are from the six 
bigger states, 120 members (22 ·9%) are fron five 
medium siz.ed states, the other ten smaller states 
contribute only 55 members (8 ·5%). Such a lop 
sided scheme of representation can never promote 
smooth centre-state relationships. Therefore, to 
narrow down the gap between the bigger states 
and the smaller states the maximum and minimum 
number of members that a state can contribute 
to the House of the people should be laid down. 
The Dol suggests that no state shall be represented 
by more that 50 members and no state shall be 
represented by less than 10 members. 

Similarly, the maximum number of members 
from an union territory shall :t>e I 0 and ~the mini
mum number 5. 

3. Article 80 which deals with the composition 
of State (Rajya Sabha) should, for the same reasons 
stated above, be amended to ensure that every state 
is represented therein equally. 

4. Articles 3 which empowers the centre to 
form a new State, to increase and diminish the area 
of a State, to alter the boundary or the names of 
a state without the concerned state's concurrence, 
and thus enables the centre to directly infringe 
nto the preserves of the states, should be suitably 

amended to ensure that the area and name of a 
State cannot be altered or changed without the 
express concurrence and approval of the State 
legislature concerned. 

5. Article 249 which empowers the centre to 
legislate on subjects contained in the State List 
in the 'national interest', also enables the centre 
to directly encroach upon the autonomy of the 
state and, therefore, should be deleted• 
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6. Article 347 which gives power to the centre 
to change the official language of a state without 
the concurrence of the concerned state should, 
for the foregoing reasons, also be amended to ensure 
that the official language of a State cannot be chang· 
ed without the express concurrence and approval 
of the state legislature concerned. 

7. Article 153 which deals with the appointment 
of Governor of a State should be amended. The 
method of appointment of the head of the State 
Ei!.ecYtive by the Unioa Executive is repugnaat 

to the federal system. Experience has shown that 
nominated Governors connot be free from pulls and 
pressures of politics. Go~emors als<;~ have much 
to do with the present stnfe and tensiOn between 
the centre and the states. 

The Article should be redrafted to provid~ that 
the Governor, in the manner of the Pres!~ent, 
be elected by the State Legislature. ProviSions 
should also be made to ensure that the Governor 
has no more powers than envisaged for the 
President of India under Article 78. 

8. Articles 200 and 201 which empower ~he 
Governor of a state to withhold assent to Btlls 
Passed by the State legislature and reserved the 
Bills for consideration of the President, should 
be amended to make it obligatory for a Governor 
to assent to a Bill passed by the State Legislature 
for any of the subjects contained in the Sta~e 
List However the Governor may refer a Btll 
whi~h has bee~ passed and subsequently reconsi
dered by the legislature to. the High Cou~ hav.ing 
jurisdiction if in his opimon. such a Btll •.s agamst 
the provision of the ConstitutiOn. Thts would 
ensure supremacy of the State in the matters of 
its own domain. 

9. Article 356 and 357 which empower the 
President to issue proclamation for dissolution 
of the State governments and the state legislature 
or both on the ground that "the government of the 
state cannot be carried on in accordance with 
the provisions of his constitution" shoul~ . be 
deleted. As in the case of the centre, proviSion 
should be made, in the event of a failure of consti
tutional machin~ry in any state, for holding election 
and forming a new government. This would 
be in conformity with the federal prinicple. 

I 0. Article 360 which empowers the President 
to make a proclamation on the ground that the 
Financial Stability or credit of India or any part 
of the territory thereof is threatened and enables 
the centre to give directions to any state to observe 
cannons of financial propriety, is an interference 
in the autonomy of the state and therefore should 
be deleted. 

II. Article 248 which gives exclusive power 
in the centre to make any law with respect to any 
matter not enumerated in the concurrent of State 
List in inconsistent with the principle of federation. 
To provide more autonomy and more power to 
the States this Article should be amended to the 
effect that the legislature of a State shall have 
exclusive power to make any law with respect to 
any matter not enumerated in the union or concur
rent Lists. That is to say, the residuary powers 
should be vested in the states. 

Accordingly Entry 97 of the Union List 
should be transferred to the State List. 

12. Law and order should be made the exclusive 
domain of the state and no interference from the 
centre should be allowed. Suitable provision" 
should be made to ensure that the Central Reserve 
Police and other police forces of the centre cannot 
operate in the states. 



13. Much conflicts and strife between the centre 
and states do arise and have arisen in the region 
of finance. The distribution of resources between 
the_ centre and the states as provided in the consti
tutiOn has resulted in the latter getting for 
less than their due. The machinations of the centre 
ove_r the years, in matters relating to income tax: 

. excise etc. have also adversely affected the states. 
The method of inter-state allocation of tax resources 
and gra_nt-in-~id has not helped in any way to rectify 
the regiOnal Imbalances m resources, nor has it 
bee_n adequatet<? enable the states to fully discharge 
their ~esponsibihhes. Again non-statutory or 
discretionary grants and loans, too, have been 
used not. for ~rrecting regional imbalance but 
f<?r d1scnmmat10n on political grounds. These 
discretiOnary grants and loans have alslo enabled 
the centre to infringe into and take control 
of spheres, in which, under the constitution the 
initiative and control should remain entirely with 
the states. It is of utmost necessity, therefore, 
that there should be adjustment and reallocation 
of financial resources between the centre and the 
states and between the states themselves. 

The Articles relating to the distribution of revenues 
should b~ suitably amended. 

(i) to provide for 314 of the entire revenue collec
ted by the centre from all sources for allo
cation to different states. 

(ii) to entrust the Finance Commission with 
the task of derermining the principle and 
the proportion for allocation of th s ! of 
the entire central revenue betweem the 
states. 

(iii) to make the Planning Commission a statutory 
body free from the control of the Central 
Executive, and 

(iv) to make the National Development Council 
also a statutory body in which both the centre 
and the states will have representation. 

14. Article 289(2) and (3) which empowers the 
centre to tax property and income of the States 
in certain cases should be deleted, as it is also 
an encroachment upon the autonomy of the 
states. 

15. Article 302 which empowers the centre to 
put restriction on trade and commerce and 
intervene within a state should be deleted on the 
same ground as above. 

16. As things stand now, the state has virtually 
no say in certain assets belonging to it. Relevant 
entries of the Seventh Schedule should be suitably 
r~formulated to empower the .state to prevent 
wastage of assets (like the case of petroleum gas 
in Assam), and to determine the royalty on all 
miningfwasting assets. 

In view of the assumption of power in several 
states by parties different from the one ruling in 
the centre, the problem of centre~state relationships 
has acquired a proportion of cons1derab!e ~agmtude. 
While the above changes in the constitution would 
certainly go a long way _in i~proving !hat relation
ships, what is also reqmred IS a cen~~m amoun~ of 
tolerance and a high standard of pohhcal behaviOur 
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on the part of those in power in the centre. The 
Asom Jatiyabadi Dol sincerely hopes that, apart 
from constitutional changes, the Commission 
would also give stress on this moral aspect of the 
problem. 

BHARATIYA JANATA YUVA MORCI-L\ 

Goa, Daman, Diu 

MEMORANDUM 

Let us first take the opportunity to welcome the 
Commission set up under your august chairmanship 
to this beautiful land of Goa and sincerely hope 
that this visit of yours shall pave the way for better 
Centre-State Relationship. 

We acknowledge the fact that the purview of 
your Commission is limited to Centre-State relation
ship; however in the best interests of Centre-State 
relationship it is of paramount importance that 
Goa is given the status of fullfiedged state. 

It may be recalled that our late Prime Minister 
Pandit Jawaharlal Nehru had assured Goans that 
the distinct identity of Goans shall be preserved within 
the Constitutional framework of India. Today th~ 
stage has reached wherein Goa should be granted 
statehood and by the inception of your Commission 
the process of Statehood has been accelerated. 

Economy 

As per the latest studies Statehood to Goa is 
an economically viable solution. If granted the state
hood Goa shall be one of the states that shall be 
drawing proportionately lesser Central assistance 
compared to many of the existing states. With abundant 
mineral resources its, export potential, growing tourism 
and natural fisheries, Goa has an absolutely strong 
economic base. Our Industrial potential can be further 
increased if the powers regarding various industrial 
policy decisions are vested with local authorities which 
may be done on the attainment of statehood. Thus 
granting of statehood can accelerate the pace of indus
trialisation in Goa. Thus making it more econom i
cally viable and lessening burden to the Centre. 

Educational Field 

In the educational field the process of having Goa 
University has already begun, with about 25 colleges 
including all important professional colleges being 
affiliated to the same. However in order to have 
an agricultural varsity a technological institute 
the powers conferred on a Union Territory are insuf
ficient. As such statehood can grant us sufficient 
powers to have all these institutes on Goan soil. 

Social and Cultural Field 

Our distinct identity has to be preserved and it 
shall add glittering colour to the entire necklace of 
Indian states if and only when Goa shall be granted 
statehood. As such a strong recommendation for 
the same in view of better relationship with the 
centre shall be of much assistance. 



Languaee 

The spoken language of Goan masses is Konkani. 
Due to foreign repression Konkani could never get 
lis due and honourable place in Goa. Yet, after 
ind~pendence, Konkani has progressed a lot and 
ItS phenomenal progress 1 as at last culminated into 
its recognition by the Sahitya Academy in 1975. 
Konkam has a distinct history and is widely spoken 
throughout South India. With a great historical 
background the language rightly boasts of earliest 
grarnmer and printing press amongst all other Indian 
languages. Thus statehood on linguistic basis can 
be decided in case of Goa by giving Konkani its Ofllcial 
status and acknowledging it as the sole official language 
of this territory. ~ 

Daman and Diu 

The future of these two overlying pockets of Goa 
may be independently decided as its association with 
Goa is purely accidental and the territories cannot 
be administered from Goa which is miles apart from 
these places. All in all we feel Goans during old colonial 
regime were treated as third rate citizens and had there
fore high expectations after attaining freedom but 
unfortunately we are yet to be treated as first rate 
citizens. This has given rise to despair and frustration 
against the Centre which may be washed off by 
granting fullfiedged statehood and thus pave the 
way for better Centre State relationship. 

Awaiting judicious right and prompt recom
mendations. 

DEMOCRATIC SOCIALIST PARTY 

MEMORANDUM 

"We are in the midst of new movement for the 
conquest of self-government. It finds its main impulse 
in the attempt to disperse the sovereign power because 
it is realised that where administration organisation 
is made responsible to the actual association of men, 
there is greater chance not merely of !efficiency but 
of freedom also". (Harold J. Laski-The Foundations 
of Sovereignty-p. 243). 

Part I of the Constitution of India deals with the 
Union and its Territories. Article I describes name 
and territory of the Union, as India, that is, Bharat 
shall be Union of States. jurists, political scientists, 
political parties and the judges of the Supreme Court 
of India are of the unanimous view that India is a 
'Federation of States'. 

The most important requirement of a federal consti
tution is the distribution of the legislative power 
between the Union and the States. The Union and 
States should be independent of each other in their 
respective spheres. Both the Union and States 
derive their powers from the same source, that is, 
the Constitution. The well-known authority on 
constitutional law Mr. K. C. Wheare defines the 
Federal principles as : "the method of dividing powers 
so that the general and regional governments are 
each, within a sphere, coordinate and independent". 
Mr. A. V. Dicey, the well-known authority in his 
treatise 'Law of the Constitution' defines the essence 
of developed federalism as, "the supremacy of the 
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Constitution-the distribution among bodies with 
limited and coordinate authority of the different 
powers and government-the authority of the courts 
to act as interpreters of the constitution". He further 
stated, "the distribution of powers as an essential 
feature of federalism. The object for which a federal 
state is formed involves a division of authority 
between the national government and the separate 
States. The powers given to the nation form in effect 
to m~: ny limitations upon the authority of the 
separate states, and as it is not intended that the 
central government shoulc have the opportunity of 
encroaching upon the rights retained by the States, 
its sphere of action necessarily becomes the object of 
rigorous definition." Federalism postulates the dis
tribution of governmental authority legislative, 
financial, executive and judicial between the union 
government and the State Governments. 

The subject of Union-State relations has now 
acquired vital importance and has become crucial 
to the preservation of Unity and Integrity of India 
within the framework of the Constitution. The 
integrity and sovereignty of India must, however, 
emerge from a conscious effort towards harmo
nisation of the distincet liguistic, ethnic and cultural 
groups that inhabit our great country. Unity must 
mean harmony. It must reflect the totality of the 
multi-facet personality of India. Parliamentary 
democracy with a federal base can alone provide 
such a meaningful structure. The struggle for freedom 
from colonial bondage united them. That golden 
thread of unity created by freedom struggle still runs 
throughout the length nad breadth of India. 

For the last two decades the States were making 
demand for greater powers, for making "States 
Autonomy" (the basic foundation of federalism) 
real, meaningful, purposeful and effective. Since 
the Congress Party was in power at the Union and 
the States, though there were muffled voices about 
federalism within the Congress Party, the State 
Governments were practicallly silenced. And as 
a result of party discipline, the State Governments 
had to carry out whatever the Union Government 
decided for them-including the abrupt and uncere
monious change of Chief Ministers and the imposition 
of President's Rule even in Congress ruled States, 
(including the dissolution of elected legislatures). 
Then Janata Party came to power. It dismissed 
State Governments of the Congress Party and dissolved 
the State Legislatures. The Congress Party and 
Congress leaders suddenly realised that our Consti
tution is a federal one. But when the Congress Party 
was voted to powers in January 1980, the principle 
of federalism were given a go by and the Congress 
Government at the C~ntre repeated the performance 
of the Janata Party by dismissing several State 
Governments and dissolving the elected State 
legislatures. 

The monopoly of the power of Congress Party 
has come to an end. Different political parties and 
regional parties are in office in different States and 
at the Union. This is most likely to be the future 
pattern of Indian Polity. Hence the relations between 
the Union and State have now assumed unprecedent
ed significance and importance. Unless this aspect 
of the problem is properly understood in terms of 



Indian reality and ,. · 1 · r . I po ltlca SOCIO!ooy of chancrincr 
po Jtl~a panorama of Indian life th~ forces of U~ity 
an ntegnty cannot be strengthened. 

~sS soon as ademand is raised for a review of Union 
an tate relatiOns, some p~ople, inspired or other
Wiseid become h~sterical and argue that any review 
wou affect natiOnal intergrity and unity. 

It is relevant to point out that not long after 
commencement of the Constitution, the States 
Reorgamsat1on Commission, had occasion to go 
mto some of these questions. The report of the 
Cc;>mm1~s1on was submitted in 1955; and some of the 
d1scuss1ons m the report, more than a quarter of 
a_ century ago, indicated that the present inadequa
Cies c~mld be partly v1suahsed by perceptive observers 
even m those days. Paragraphs 181 and 182 at page 
52 of the Report read as follows : 

181. '.'It is n<? doubt true that all the States of 
the Indmn umon are now dependent in varying 
degrees on central a1d for development t'Xpendi
ture. However, we must not lose sight of the 
fact that excessive dependence on the Centre 
detr~cts from the federal principles since a real 
d1V1s1on of poht1cal power is not possible without 
an adequate separation of financial powers and 
resources. The balance of federal Union is bound 
to be disturbed if there are amongst its consti
tuent umts poor relations or mendicants 
r.articularly if they are inclined to be extravagant": 
If a fede~al system w1th any real independence in 

the State IS to continue", says Sir Jhon Lathan 
formerly Chief Justice of the Australian High 
Court, "the States must have financial resources 
under their own control reasonably'adequate to 'their 
responsibilities". • • 

182. "We are conscious o~ the. fact that, 1 with 
the growmg need for admm1strat1ve cooperation 
between the Central and State Governments. 
partial dependence of the State Governments, 
upon payments from the Centre, and the fact 
that the Central Govt. by use of the system of 
conditional grants, frequently promotes develop
me!lt in matters which are constitutionally 
ass1gned to the States, the concept of federalism 
is now everywhere undergoing a change. How 
much importance is to be attached to the Inter
State cooperation rather than to the strictly consti
tutional aspects of federalism will depend on 
the needs and circumstances of the time and the 
context in which this problem is being discussed." 

There is no doubt that the time and circumstances 
have radically changed. Even in 1967 when the un
folding of events had not reached a critical stage, 
the study team of the Administrative Reforms 0Jm
mission, on Union-States relationship headed by M.C. 
Setalvad, made observations about the ana·.nalous 
relationship between the Union and States. In the 
introduction to the Report the Study Team pointed 
out : 

"It is well to recognise that the politico! facts of 
the Indian scene have played a major role in the 
development of attitudes. Where a single party 
has control over affairs at the Centre as well as in 
the States an alternative and extra-constitutional 
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channel become available for the operation ol 
Centre-State relationship. In practice this channel 
has been very active during Congress Party rule 
and has governed the tenor of Centre-State r~la
tlonships. The political network con 1ecting central 
and ~tate leadership was used amply to resolve 
conflict and case tension or even to postpone consi
deration of incovenient issues. In the process the 
Constitution was not violated, at least not d~li
ber~tely or _demonstrably, but often by passed. 
Bes1des, poht1cal rather than administrative consi
derations determined decisions and the Centre's 
relationship on the personality of its political 
leaders and their equation with the central leader
ship. Constitutional provisions went into disuse 
and disputes were settled in the Party rather than 
a1red through open constitutional machinery." 

The Study Team had only discussed the problem 
partially. The terms of reference confined the Team to 
administrative relationships. The political reality was 
much more disturbing. Ten years before this study 
was made a communist government had been returned 
to power in Kerala in a general election. It disturbed 
the complacency of the Union Government to such 
an extent that the basic federal character of the Indian 
Polity was lost sight of. A short-Shrift through im
proper use of the Union Government's powers partial
ly restored the sway of the Congress Party in Kerala. 
While the approach to States ruled by the Congress 
party in certain cases were extra-constitutional as 
pointed out by the Setalvad Study Team, approach 
to States ruled by the opposition also unfortunately 
became extra constitutional in certain matters. The 
Union Government under the Constitution enjoys 
enormous powers to control the functioning of the 
State governments. Partisan and manipulative exercise 
of the administrative, legislative and financial powers 
given under the Constitution could always enable 
the Union Government to destabilise any State 
administration. Such instances were not rare. But 
there was no guarantee under the Constitution to 
prevent such manipulative exercise of power. State 
were completely helpless, if as a result of div~rgence 
in political views the Union decided to use the levers 
of power to undermine the effectiveness of such 
State governments. In the long run the national 
integration becomes the victims of such partisan 
approach. This situation warrant appropriate changes 
in the Constitution so that the constitutional structure 
itself provided for a healthy inter-play of political 
forces in a system which is bound henceforward to 
be multi-party in character. 

Setalvad Study Team recognised the need for ad
justments more than 15 years ago when the problem 
had not assumed such disturbing proportions. In its 
introduction to the Report the Team commented : 

"From the constitutional angle the situation was 
abnormal. As a result of bypassing normal consti
tutional processes a habit of settling issues through 
extra-constitutional means grew and sufficient 
experience and a proper climate for settling them 
through the regular process were not developed. 
The emergence of non-Congress governments in 
the States accordingly forced the problem to the 
forefront for the earlier devices are no longer 
available." 



Ti~e study team further mentioned : 

.. In a few years as this experience is assimilated 
difficulties presented by its sheer unprecedented
ness should be gradually solved by proper adjust
ments in response from the body politic." 

The political response in subsequent years did not 
reveal any intent to allow the federal machinery to 
adopt itself to the changing political situation. The 
compulsions of socio-economic planning against the 
background of alarming population growth, growing 
demand for employment, absence of social security 
measures in the face of continuous price rise, have 
further complicated the position. The complete 
control exercised by the Union Government over all 
aspects of economic activities, gives it a primacy & 
status. which is not consistent with their responsibi
lities given to the State governments under the Consti
tution. It is this imbalance which needs to be redressed 
if sustained socio-economic growth is to be ensured. 

Shri B. N. Rao. Constitutional Adviser to the 
Constituent Assembly in the introduction to the 
first edition of the book in Constitutional Precedent~ 
(Second Series) wrote :-

"The Weimar Constitution of Germany is re
presentative of the numerous European Constitu
tions that cropped up soon after the First World 
War and contains various instructive provisions. 
Acclaimed at the time as one of the best efforts at 
Constitution making it failed to fulfil any of the 
great expectations of its framers. Instead, it has 
served to be at once a lesson and a warning 
that the success of a Constitution depend, not 
upon the excellence of the written instrument, but 
upon whether it is suited to the genius of the people 
for whom it is made." 

Some of the intellectuals have expressed appre
hensions that if there is to be a further devolution of 
powers from the Union to the States, Union might 
become weak and if the reactionary forces in the States 
get hold of power the Union would feel helpless to 
deal with such a situation. These apprehensions felt 
by these very sincere scholars is based on a false 
presumption that the Union is likely to be more pro
gressive than the State governments. It may be some 
of the regional parties which are now emerging can 
be reactionary but not all. In fact some of them are 
more a protest movements rather than political instru
ments. With all the enormous powers the Union 
wield under the Constitution if a reactionary party 
captures power at the Centre then the very Consti
tution can be used as Hitler used Weimar Consti
tution. The strength of the democratic institutions 
lies in the consciousness of the democratic forces. 
The capitalist path of development now being follow
ed by the Congress m in total violation of and utter 
disregard to the objectives stated in the Preamble 
and Directive Principles of Constitution at the Union 
Ievel-<:<mcerntration of economic power, growth 
of monopoly setting into motion the forces of anti
growth and stagnation, startling economic disparties, 
unemployment, uneven economic development (all 
results of capitalist path of development) are the real 
disintegrative forces of Indian polity resulting in 
uneven economic development of various regions 
and creating a colonial economic relationship between 
cne part or region or State with other parts of India. 
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To protect and strengthen the unity of Indian political 
forces have to be generated to revesre this economic 
process and initiate necessary corrective st: ps. In 
that context the States would certainly play an im
portant role. Hence a review of Union and State 
relations is called for. 

Only harmony between the Union and the States, 
based on the foundations of principles of federahsm 
would further lead to a greater unity while preserving 
the di!!Ility and freedom of action within a given 
sphere., of the States. There cannot be a stron~ India 
without weU developed and strong States. With res
pective spheres of authority clearly marked out, 
strong States would add strength to the Union and 
weak States would only weaken the Nation. 

In the words of Prof. Sawyer : "The sub-continent 
of India was another area which by reason of size, 
population, regional (including linguistic) differences 
and communication problems presented an obviOus 
federal situation." 

The 1935 Govt. of India Act, which came into 
force in 1937, provided certain basic features. of 
federalism. The Constituent Assembly m frammg 
the Constitution of India, followed to a large extent, 
some of the basic features of the 1935 Act. Thus 
Indian Constitution was meant to be a federal one. 
But in the working of the Constitution of India some 
of the unitary features have emerged dominantly 
as a result of one-party rule. 

The present position is as was stated by Shri 
Rajamanner's Committee : 

"Though the Constitution set up a feder<d system, 
it must be admitted that there are several Provi
sions which are inconsistent with the principles of 
federalism. There are unitary trends and in the 
allocation of powers, there is a strong bias and 
tilting of the scales in favour of the Centre. In a 
federation, the national and the State government 
exist on the basis of equality and neither has the 
power to make inroads on the definite authority 
and the functions of the other unilaterally. In 
India, however, the national government is vested 
with powers on certain occasions to invade the 
legislative and executive domain of the State. 
There is a theme of subordination running right 
through the Constitution. There is a large scope for 
the Centre to intrude into the State affairs and thus 
affect the autonomy of the States. There are certain 
provisions in the Constitution, which appear to 
confer on the Union Government supervisory 
power over the States even in well-defined and 
specified matters which are exclusively in the State 
field." 

Hence the need for review Union-State relations 
has become imperative and the appointment of 
Sarkaria Commission is itself an unambiguous re
cognition of the need for such a review. 

But the way the Commission is constituted and 
the terms of reference are formulated without ron
sultation with the States, would certainly make 
one feel that the Union Government is not 
keen about a purposeful review of Union and State 
relations but this Commission is meant to act as a 



dive~siou as tne :British Royal Commissions The 

b
motives of the Central Government do not s~em to 
e honourable. 

The relations between the Union and States can 
be broadly classified as follows 

(I) The Le~islatiye, (2) the Administrative, and 
(3) the Fma~c1al Relations. It is beyond dispute 
th~t the subjects such as defence, foreign re
!atlons, curr~ncy, economic planning, banking, 
msura:nce, ml fields and minerals, exports 
and Imports should be exclusively unde= 
the cont.rol of the Union Governments. 
~ c~mmlttee must go through all the three 
bsts I.e. Central, State and concurrent list and 
make a proper rearrangement. 

Article 370 : All attempts to amend this Article 
should .be prevented. Special status of Jammu and 
Kashmu shouJd not be disturbed. 

Legislative Relations 

Ar!icle 31-C and the Directive Principles of the Consti
tution . 

U':der Article 31 C the Parliament can pass law 
to giVe effect to the _policy of ~he. State for securing 
all or any of the Duective Pnnc1ples laid down in 
Part IV of the Constitution. If there is a declaration 
that the law _is mean~ for implementing such policy, 
such a law ~111 be vabd notwithstanding any abridge
ment of Article 14 or 19. If a legislature of a State 
se7ks t.o pass an~ law for the purpose of implementing. 
D1r~tive Prmc1ples of Constitution, in terms of 
Art1cle 31 such law has to be reserved for the conside
rati'?n of the President and his assent. Until the law 
:ece1ves the assent of the President it cannot come 
mto force. This is an anomalous situation. The State 
legislatures s.hould h~ve s~me privilege and power 
as the Parhament m th1s regard. Consideration 
and. assent of the President should not be required. 
Article 31 C should be suitably amended to enable 
t~e State legislature to make laws for implementa
tiOn of the Directive Principles of Constitution with
out delay.~ 

Entry No. 97 Union List 
1: Article 24~Residuary Powers : The residuary 

legislative power IS vested in the Parliament and 
the. State legislatures cannot exercise residuary powers, 
wh1ch they could under Section 104 of the Govern
ment of India Act 1935. The American and the Austra
lian constitutions provide for the exercise of residuary 
powers by the States. It will be in the interest of the 
smooth functioning of the Indian polity, having a 
regard to the unity in diversity, if the residuary 
powers are allowed to be exercised by the States. 

Except in times of war and national peril the re
'iduary powers of legislation conferred by Article 
248 and residuary power of taxation conferred by 
Entry No. 97 of the Union List should be vested in 
the State Legislatures. Hence Article 249 shouJd be 
accordingly amended. 

Directions which can be given in pursuance of the 
executive powers of the Union to the States shouJd 
be given only in consultation with the Inter-State 
Council under Article 256. 
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Article 249 : Parliament to make laws in respect of 
matter specifically included in the State List : 

Article 249 can be invoked with the aid of the re
solution passed by the Council of States by two-third 
majority that it is necessary or expedient that the 
Parliament should make laws. This is in total violation 
of the basic principles of federalism. The Union can 
easily invade the jurisdiction of the State, if the politi
cal party ruling at the Centre can command two
third majority in the Council of States. Hence this 
Article should be deleted. 

Article 252 : H two or more State legislatores desire 
that the Parliament should make law relating to the 
subjects in List two, the Parliament can pass law 
regarding subjects in List No. 2 and the Parliament 
alone will have the power to amend but not the State 
Legislatore to which it applies. 

The State Legislature which had passed a resolution 
enabling the Parliament to make laws should have 
the power to either amend or to repeal. Hence Article 
252 should be suitably amended. 

• 
Article 200 : Under this Article the Governor can 

reserve the Bill passed by the legislature of the State 
for the consideration of the President and the Governor 
shall not assent to any Bill and is. bound to reserve 
for the consideration of the President if that Bill 
in his opinion. if it becomes law, derogate from 
the powers of the High Court as to danger its position 
which that Court by the Constitution is designed 
to fill. Except the Bills of that nature that affect the 
powers of the High Court, the Governor should 
not have the discretion to reserve the Bill for the 
consideration of the President. The Article 200 
should be suitably amended. Under Article 200 no 
time limit is prescribed for Presidential considera
tion. Any Bill can be put in cold storage. As the 
President is bound to act under Article 74 on the 
advice of Council of Ministers and since he has no 
options at all the legislative powers of the State 
can be easily interferred with by the use of Presidential 
veto. In other words both in theory and practice the 
legislative process of the State legislature in certain 
respects are subordinate to the supremacy and sub
ject to political convictions or prejudices of the Union 
Executive. Most Governors owe their loyalties 
to the ruling party at the Centre as most of them are 
party men or obliged to the Party in several ways. 
They are always chosen mainly to watch the political 
developments or even to manipulate developments 
some time. Hence it is very difficult to accept that 
the Governor's act on the advice of Council of Minis
ters of the State. There had been occasions when even 
some Congress ministers in States used to feel exa
sperated at the indifference of the Centre, regarding 
bills passed by their respective legislatures and used 
to remark 'save us from Delhi socialism'. These 
bills mainly dealt with welfare measures which were 
far more progressive than the legislation initiated 
by the Union Government. When a State legislature 
passes a bill it ne~d not be sent for the assent of the 
President. If there is any violation of Constitution 
judiciary can deal with the matter, instead of allow
ing a political judgement of political prejudices 
to prevail. Hence this article should be amended. 
Speaker's certificate that the Bill had been passed 
should be enou~:h for the law to come into force 



· or the Gc>vc:rnor should act on the advi<'e of the 
Council of Ministers as the President does under 
Artide 7-1. 

Emergency 

If the President is satisfied that grave emergency 
exists and the security of the country or any part 
there of is threatened by war or external agg~ession 
or internal disturbances he may declare emergency 
by proclaim::~tion. Thus there are two types of emerg
gency (a) External. (b) InternaL While the Union 
Govern:nent should have the power to declare exter
nal emergency. the provisions regarcing internal emer
gency are to be formulated in the light of the ex
perience of emergency in 1975. 

Finc1ncial emergency under Article 360 should be 
promulgated only after the matter is placed before 
the Int.r-State CounciL 

Article 360 has not been invoked so far. Financial 
instabilitv can b~ the result of mismanagement of 
economy. by the Union Govermo.e .t and in such ..1 

case of emergency the States pay the penalty. This is an 
anmolous position regarding the financial emergency. 
Hence placing the proposal for financial emergency 
before the Inter-State Council is aboslutely necessary. 

President's Rule 

Article 356 and 357-The President on the receipt 
of the report from the Governor of th~ State, or 
oe1erwise when he is satisfied that the situation has 
arisen in the State, in which the Government of the 
Stat~ cannot be carried on in accordance with the 
provisions of the Constitution can invoke Article 
356 and 357, dismiss the State Government and even 
dissolve the legislature (optional) and assume all 
power~ to himself. 

It is the Government at the Union level that 
assumes all powers. And it is the Union Govt. that 
decides whether to impose President's Rule or not. 
In actu<1l practice the governors are told by the Home 
Ministry when they should write the reports and 
how t~ey should write the report. The governors 
are helpless in these matters, as they continue to be 
governors at the 'pleasure of the President (this only 
means the pleasure of the Prime Minister). Under 
Article 356 as it stand. even the governor's report 
is not necessary, it is only the satisfaction of the 
Pre;ident that is necessary; in other words it is the 
mbiective satisfaction of the Prime Minister who 
1e1is the Council of Ministers. It is both a tragedy 
Lnc:l a force that the State Governments and State 
Le~islatures owe their existence to tht: pleasure or 
:h~ whims of the Prime Minister. 

It may be of interest to know that historically 
:h~ Pre<icent's Rule was imposed for the first time 
after Comtitution came into force) an 21st June 1951 
n Punjb. Even since that day till today the President's 
Rule was clamped about 67 times in 21 States, ex
:lu·~ing- the Union Territories. In the scheme of the 
Constitution the Council of States and the President 
are t!1e custodians of the intrests of the States. But 
since t'1e Presi,.Oent has to act on the advice of the 
Council of Ministers under Article 74, the President 
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is reduced to a ruber stamp and in effect it is the Prime. 
Minister and the Council of Ministers who take deci
sions. 

If the President's Rule becomes inescapable it 
should be imposed only with th~ approval _of b~th 
the Houses of Parliament and ill consultatiOn wtth 
the Inter-State CounciL And the electto~s should 
be held within 3 months from the elate of tmposttton 
of President's Rule. The existing government should 
be allowed to function as a care-taker government, 

If the violence and internal disturba~ces are of 
such magnitude that fair and free electtons could 
not be held, the President's Rule can be prolonged 
with the approval of both Houses of Parliament. 
The Inter-State Council should be mvanably con
sulted. The law should be sutitably ammended. 

Article 365 is no less obnoxious. If any State Govt. 
fails to comply with or give effect to any direction 
given in exercise of executive power ~by the .execu
tive), Article 365 \V·ould enable the Prestdent to mvoke 
Article 365 and impose President's Rule. Here 
again it is only the judgement of the political ex
ecutive and not the result of determmation . by the 
judiciary. Hypothetically if the directions gtven by 
the Union Executive are themselves obnoxiOus or 
violate rule of law, is a State Govt. still bound to 
carry out the direction;? Except at the time of "':ar, 
at other times any direction issued should satisfy 
the test of public interest and a State Govt •. cannot 
be compelled to carry out the directions gtven by 
the Union Executive which can even be 'malafide' 
sometimes. This Article itself was incorporated 
eleven days before the Constitution was finally adopt
ed by the cr nstituent Assembly. This is obviously 
an after thought. This art ide should be deleted. 

Finance 

The primary sources of public income are-( I) 
taxes. (2) Domestic Borowings, (3) Economic ~ur
pluses generated by Public sector undertakmg. 
Certain revenues are collected exclusively by Umon 
Govt. These are transferred to or sharc;d with the 
States. The Fince Commission set up under Arttcle 
210, advises the President in the matter in which 
these revenues should be shared. But however, a 
susbstantial part of the financing by the Govt. 
of India is done under the enabling provisions of 
of Article 275. The Finance Commission has no 
say in this matter. 

During the last 30 years. more tha 60% of the 
budcretary funds from the Union to the States were 
in the form of Plan and discretionary assistance 
and only 40% of funds were transferred in pur~u~nce 
of the recommendations of the Finance Commtsston
appointed from time to time. These _funds cons_ti~ 
tuting 60% of transfer were either dtrectly or Ill

directly within the jurisdiction and purview of the 
Planning Commission. 

The centra! taxes which tht States are entitled 
to share to<>ether accounted for about 55% of the 
taxes raised by the Union and out of th~sl 55% the 
States' share was about 45 ~~ . The non-statutory 
grants (Plan and discretionary) were to be decided 
on the year to year basis when the annual plans were 



finalised. Thus it is the Planning Commission which 
has no statutory authroity that decided the major 
share of the funds transferred to States and not the 
Finance Commission which is a statutory body. 
The Govt. of India can play havoc with the State 
Govts. by utilising discretionary grants. This has 
political overtones. Therefore the National Develop
ment Council every year should formulate general 
principles for distribution of grants-in-aid and the 
deficits in the State budgests must be made good by 
the Govt. of India, by distributing these grants in 
an appropriate manner. And such deficits that arise 
in the State budgets, as a result of developmental 
programmes which are part of the planning to 
generate productive wealth and approved by the 
National Development Council and Planning Corn
mission, should be treated as deficit in the centra· 
budget of the Govt. of India. Such developrnenta 
programmes should be given recognition in the Con 
stitution. The Constitution should be suitably amend· 
ed for this purpose. Accourding to Prof. Wheare, 
one of the essential requirments of federali~m is 
that Union and State must each have under its in
dependent control financial resources sufficient to 
perform its exclusive functions. The financial position 
must be adequate as well as elastic according to the 
division of financial resources and the tax structure. 
The resources for raising funds available to the 
States are practically inelastic and comparatively 
very inadequate. In the context of developmental 
plans and efforts to reduce uneven development 
and disparities the States are in need of increasing 
resources. The Union Govt. apart from the resourcet 
available as per provisions of the Constitution has 
the facility of foreign aid and recourse to deficit 
financing. These two avenues are denied to the 
St'ltes. If the States hwe to clepend totally on Union 
Oovt. for fin~nci'll resources, the federal state 
would end up as a unitary state. This is the danger 
inherent in the situation. There should be a complete 
review of all matters relating to the fundamental 
issue. that is the division of national financial re
sources between the Union and the States in order 
to maintain and protect the federal nature of the 
Indian polity and the financial strength of States' 
finances. For example it may be mentioned that 
customs duties. export duties and corporation taxea 
should be included in the divisible pool. Regarding 
profits earned by Govt. of India on sale of commodities 
such as petroleum, coal etc. relating to which the Govt. 
of India has exclusive trading rights and right to fix 
prices, what are called administered prices, the States 
should have a share and the Finance Commissio. 
can prescribe the principles of sharing. 

Corporation Taxes 

Clause 6 of Article 366·-Corporation Tax means 
any tax on income so far as tax is payab_le by co~
. panies. In pith and s~b~tance . Corpora!1on T~~;x. ~' 
a tax on income but this IS not 1ncluded 111 the diVISI
ble pool. Tht:s Corporation Tax should also be treated 
on the same footing as income tax. Cu~toms. an.d ex
port duties should also b· compulsonly ~1str1bued 
between the Union and States. Tax o~ cap!la! values 
of assets of individuals and cornpames should be 
within the divisible pool. 

Article 272 should be amended to m_ake t~e divisi!'n 
compulsory. As the sharing of bas1c exCise dut1es 
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between the Union and the States as it stands today 
is discretionary and not mandatory. The additional 
duties and excise on goods of special importance 
(Act 1957) authorise the Parliament to impose cer
tain duties and excise on specified goods namely 
sugar, tobacco, cotton fabrics, rayon, artificial 
and woollen fabrics produced or manufactured in 
India and these goods were declared to be of special 
importance in Inter-State trade and commerce for 
the purpose of Central Sales Act 1956. While it is 
true that the Govt. of India has assigned these ad
ditional duties to the States the rider in the Act that 
the State would preclude from getting any part of 
the proceeds of the additional duties from the Govt. 
of India if any State imposes a tax on the sale of 
these goods. This rider prevents the States to impose 
sales tax on a number of commodities or they 
should lose the benefit of additional duties of excise. 

Under statutory devolution of resources not less 
than 50% of tax revenues of the Central Govt. 
should be transferred to the States. In 1982-83 budget 
such statutory devolution is only 25%. That is why 
to achieve this purpose the above changes are sug· 
gested. 

The surcharge on excise duties and income tax 
should also be shared. 

Grants 
There are two types of grants (a) grants-in-aid 

which are statutory grants under Article 273 and 275, 
(b) non-statutory or discretionary grants. 

Article 282 : empowers the Union or State to make 
any grant for any purpose when it falls outside the 
area of legislative authority. AIJ grants for plan 
schemes to considerable extent are discretionary 
under Article 282. These discretionary grants have 
overwhelmingly outstripped the statutory grants 
recommended by the Finance Commission and they 
have reduced the position of States to that 
of supplicants for central assistance. Discretionary 
grents will today range between 71 ·3% to 88%. 
These discretionary grants naturally fluctuate depend
ing upon the Centre's financial position. There~ore, 
the position of the State becomes nebulous and smce 
dependence on the Centre becomes more pronounced 
'n a federal structure while different parties may come 
to power in different States it would be better 
an independent body like the Finance Commission 
lays down the principle even with regard to the dis
cretionary grants without allowing discretionary 
grants to be used for political manipulations. 

Redistribution of Entries in the different lists lincluded 
in the Seventh Schedule 

8. (i) Entry nos. 82 to 92A of the Union List 
enumerates the taxes th~t can be levied by the Umon 
Government. Some of these taxes should be justi
fiably within the _Union . List. Fo~ instance, taxes 
on income (excludmg agncultural mcorne), customs 
and export duties. Duties of excise on ~anu~actured 
goods, corporation tax, taxes on transactiOns m stock 
exchanges and future markets, . Rates of stamp du~y 
on vrrious cornrnerci? I tran.sactlons as enumerated m 
Entry 91. Such taxes when Imposed affects the ov_er
all economy. Therefore, they are basically Umon 
functions. 



- <>r the Gc'l ernc>r shc>uld a.:t on the advice of the 
Coun.:il of ~linisters as the President does under 
.-\ni,·ie 74. 

Emergenc~· 

If the Presidellt is satisfied that grave emergency 
exists and the se.:urity of the country or any part 
there of is threatened by war or external agg~ession 
or internal disturbances he may declare emergency 
bv pwclaim:J.tion. Thus there are two types of emerg
g~ncy (a) External. (b) Internal. While the Union 
Go1 ern:nent should have the power to declare exter
nal emer[!ency_ the provisions regarding internal emer
g~ncy ar; to be formul~ted in the light of the ex
perience of emergency m 1975. 

Fin,mcia! emergency under Article 360 should be 
promulgated only after the matter is placed before 
the !ncr-State CounciL 

Article 360 has not been invoked so far. Financial 
instabilitv can be the result of mismanagement of 
economy- by the Union Governrr.e .t and in such .1 

case of emergency the States pay the penalty. This is an 
anmo:ous po,;ition regarding the financml emergency. 
Hence placing the proposal for financml emergency 
before the Inter-State Council is aboslutely necessary. 

President's Rule 

Article 356 and 357-TI1e President on the receipt 
of the report from the Governor of the State, or 
otherwi,;e when he is satisfied that the situation has 
ari>en in the State, in which the Government of the 
State cannot be carried on in accordance with the 
provisions of the Constitution can invoke Article 
356 and 357, dismiss the State Government and even 
dissolve the legi,Jature (optional) and assume all 
power.: to himself. 

It is the Government at the Union level that 
assumes all powers. And it is the Union Govt. that 
decides whether to impose President's Rule or not. 
Ia actud practice the governors are told by the Home 
Ministry when they should write the reports and 
how t':ley should write the report. The governors 
are helpless in these matters, as they continue to be 
governors at the 'pleasure of the President (this only 
means the pleasure of the Prime Minister). Under 
Article 356 as it stand, even the governor's report 
is not necessary, it is only the satisfaction of the 
Pre;ident that is necessary; in other words it is the 
subjective satisfaction of the Prime Minister who 
he~is the Council of Ministers. It is both a tragedy 
an:! a force that the State Governments and State 
Le:;i;latures owe their existence to the; pleasure or 
the whims of the Prime Minister. 

It may be of interest to know that historically 
th~ PresiC:ent's Rule was imposed for the first time 
(alter Constitution came into force) an 21st June 1951 
in Punjb. Even since that day till today the President's 
Rule was clamped about 67 times in 21 States, ex-

, clu·~ing the Union Territories. In the scheme of the 
Co•~;titution the Council of States and the President 
are t:1e cmtodi~ns of the intrests of the States. But 
since t\e Pre;iccent has to act on the advice of the 
Counc;J of \1inisters under Article 74, the President 
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is reduced to a ruber stamp and in effect it is the Prime. 
Minister and the Council of Ministers who take deci
sions . 

If the President's Rule becomes inescapable it 
should be imposed only with the approval .of both 
the Houses of Parliament and 111 consu)tauon With 
the Inter-State Council. And the elecuo~s should 
be held within 3 months from the clat.: of ImpositiOn 
of President's Rule. The existing government should 
be allowed to function as a care-taker government. 

If the violence and internal disturba~ces are of 
such magnitude that fair and free elections could 
not be held, the President's Rule can be prolonged 
with the approval of both Housts of Parliament. 
The Inter-State Council should be mvanably con
sulted. The law should be sutitably ammended. 

Article 365 is no less obnoxious. If any State G~vt. 
fails to comply with or give effect to any direction 
given in exercise of executive power !by the .execu
tive), Article 365 would enable the Pr~sident to mvo~e 
Article 365 and impose Presidents Rule.. Heie 
again it is only the judgement of the political ex
ecutive and not the result of determmation. by the 
judiciary. Hypothetically if the directions given by 
the Union Executive are themselves obnoxiOus or 
violalt rule of law, is a State Govt. still bound to 
carry out the direction;? Except_ at the tnne of war, 
at other times any direction Issued should satiSfy 
the test of public interest and a State. Govt._ cannot 
be compelled to carry out the directiOns given b~ 
the Union Executive which can even be 'malafide 
sometimes. This Article itself was incorporated 
eleven days before the Constitution was ~nal!y adopt
ed by the ccnstituent Assembly. This IS obviOusly 
an after thought. This article should be deleted. 

Finan~e 

The primary sources of public income are-(!) 
taxes. (2) Domestic Borowings, (3) Economic sur
pluses generated by Public secto~ undertakmg. 
Certain revenues are collected exclusively by Umon 
Govt. These are transferred to or shart;d with the 
States. The Fince Commission set up under Article 
210. advises the President in the matter in which 
these revenues should be shared. But however, a 
susbstantial part of the financing by the. Govt. 
of India is done under the enablmg provisions of 
of Article 275. The Finance Commis~ion has no 
say in this matter. 

During the last 30 years. more tha 60% of the 
budgetary funds from the Union I? the States were 
in the form of Plan and discretionary assistance 
and only 40% of funds were transferred in pursu~nce 
of the recommendations of the Finance ComnussiOn
appointed from time to time. These _funds cons_ti~ 
luting 60% of transfer were either dire.ctly or Ill

directly within the jurisdiction and purview of the 
Planning Commission. 

The central taxes which tho States are entitled 
to share together accounted for about 55% of the 
taxes raised by the Union and ont of these 55% the 
States' share was about 45 ~~ . The non-statutory 
grants (Plan and discretionary) were to be decided 
on the year to year basis when the annual plans were 



finalised. Thus it is the Planning Commission which 
has no statutory authroity that decided the major 
share of the funds transferred to States and not the 
Finance Commission which is a statutory body. 
The Govt. of India can play havoc with the State 
Govts. by utilising discretionary grants. This has 
political overtones. Therefore the National Develop
ment Council every year should formulate general 
principles for distribution of grants-in-aid and the 
deficits in the State budgests must be made good by 

· the Govt. of India, by distributing these grants in 
an appropriate manner. And such deficits that arise 
in the State budgets, as a result of developmental 
programmes which are part of the planning to 
generate productive wealth and approved by the 
National Development Council and Planning Com
mission, should be treated as deficit in the centra· 
budget of the Govt. of India. Such developmenta 
programmes shoull) be given recognition in the Con 
stitution. The Constitution should be suitably amend· 
ed for this purpose. Accourding to Prof. Wheare, 
one of the essential requirments of federalism is 
that Union and State must each have under its in
dependent control financial resources sufficient to 
perform its exclusive functions. The financial position 
must be adequate as well as elastic according to the 
division of financial resources and the tax structure. 
The resources for raising funds available to the 
States are practically inelastic and comparatively 
very inadequate. In the context of developmental 
plans and efforts to reduce uneven development 
and disparities the States are in need of increasing 
resources. The Union Govt. apart from the resources 
available as per provisions of. the Constitution has 
the facility of foreign aid and recourse to deficit 
financing. These two avenues are denied to the 
S!'ltes. If the States have to (lepend totally on Union 
Oovt. for fin~nci:tl resources, the federal state 
would end up as a unitary state. This is the danger 
inherent in the situation. There should be a complete 
review of all matters relating to the fundamental 
issue. that is the division of national financial re
sources between the Union and the States in order 
to maintain and protect the federal nature of the 
Indian polity and the financial strength of States' 
finances. For example it may be mentioned that 
customs duties, export duties and corporation taxes 
should be included in the divisible pool. Regarding 
profits earned by Govt. oflndia on sale of commodities 
such as petroleum, coal etc. relating to which the Govt. 
of India has exclusive trading rights and right to fix 
prices, what are called administered prices, the States 
should have a share and the Finance Commissio. 
can prescribe the principles of sharing. 

Corporation Taxes 

Clause 6 of Article 366.-Corporation Tax means 
any tax on income so far as tax is payable by com
. panies. In pith and substance Corporation Tax is 
a tax on income but this is not included in the divisi
ble pool. Tht:s Corporation Tax should also be treated 
on the same footing as income tax. Customs and ex
port duties should also b· compulsorily distribued 
between the Union and States. Tax on capital values 
of assets of individuals and companies should be 
within the divisible pool. 

Article 272 should be amended to make the division 
compulsory. As the sharing of basic excise duties 
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between the Union and the States as it stands today 
is discretionary and not mandatory. !he. additional 
duties and excise on goods of spectal Importance 
(Act 1957) authorise the Parliament to impose cer
tain duties and excise on specified goods namely 
sugar, tobacco, cotton fabrics, rayon, artifici!ll 
and woollen fabrics produced or manufactured .m 
India and these goods were declared to be of spectal 
importance in Inter-State trade and commerce for 
the purpose of Central Sales Act 1956. While it is 
true that the Govt. of India has assigned these ad
ditional duties to the States the rider in the Act that 
the State would preclude from getting any part of 
the proceeds of the additional duties from the Govt. 
of India if any State imposes a tax on the sale of 
these goods. This rider prevents the States to impose 
sales tax on a number of commodities or they 
should lose the benefit of additional duties of excise. 

Under statutory devolution of resources not less 
than 50% of tax revenues of the Central Govt. 
should be transferred to the States. In 1982-83 budget 
such statutory devolution is only 25%. That is why 
to achieve this purpose the above changes are sug
gested. 

The surcharge on excise duties and income tax 
should also be shared. 

Grants 
There are two types of grants (a) grants-in-aid 

which are statutory grants under Article 273 and 275, 
(b) non-statutory or discretionary grants. 

Article 282 : empowers the Union or State to make 
any grant for any purpose when it falls outside the 
area of legislative authority. All grants for plan 
schemes to considerable extent are discretionary 
under Article 282. These discretionary grants have 
overwhelmingly outstripped the statutory grants 
recommended by the Finance Commission and they 
have reduced the position of. States to that 
of supplicants for central assistance. Discretionary 
gr11nts will today range between 71 ·3% to 88%. 
These discretionary grants naturally fluctuate depend
ing upon the Centre's financial position. Therefore, 
the position of the State becomes nebulous and since 
dependence on the Centre becomes more pronounced 
'n a federal structure while different parties may come 
to power in different States it would be better 
an independent body like the Finance Commission 
lays down the principle even with regard to the dis
cretionary grants without allowing discretionary 
grants to be used for political manipulations. 

Redistribution of Entries in the different lists !included 
in the Seventh Schedule 

8. (i) Entry nos. 82 to 92A of the Union List 
enumerates the taxes that can be levied by the Union 
Government. Some of these taxes should be justi
fiably within the Union List. For instance, taxes 
on income (excluding agricultural income), customs 
and export duties. Duties of excise on manufactured 
goods, corporation tax, taxes on transactions in stock 
exchanges and future markets, Rates of stamp duty 
on vrrious commerci? I transactions as enumerated in 
Entry 91. Such taxes when imposed affects the over
all economy. Therefore, they are basically Union 
functions. 



(ii) There is, however, no justification for includ
ing the following taxes within the Union List. 

(a) Ta"tes on capital value of land and building 
in rural and urban areas (Entry No. 86). 

(b) Estate duty in respect of land and buildings 
in rural and urban areas (Entry No. 87). 

(c) Duties in respect of succession to property 
(Entry No. 88). 

(d) Terminal taxes on goods and passengers car
ried by railway, sea or air (Entry No. 89). 

(e) Taxes on the sale or purchase of newspapers 
and on advertisements published therein 
(Entry No. 92). 

(f) Taxes on sales or purchase of goods other 
than newspapers (Entry No. 92-A). 

(iii)(a) Planning, development and administration 
in respect of urban and rural areas is a State func
tion. Any duties or taxes in respect of land and 
buildings in the urban and rural areas should nor
mally be levied and collected by the State. There 
is absolutely no rationale in including these items 
in the Union List. 

(b) Terminal taxes are imposed for the benefit 
of the local bodies. Every Metropolitan authority 
has to bear additional civic responsibilities whenever 
large number of people arrive or large quantities 
of goods are delivered within their jurisdiction. 
The strain on civic facilities on account of continuous 
flow of men and materials justify imposition of taxes 
which can compensate the local bodies for the extra 
effort they have to make on this account. While 
taxes on freights, and passengers can be levied by 
the Union Govts. terminal taxes should in all fairness 
be levied by the State Governments and should be 
collected by the Union Government. 

(c) It is not clear why sale or purchase of news
papers should be put in a special C?tegory and brought 
within the Union List. Tax on sales or purchase of 
any goods should be within the State List (Entry 
No. 92). 

(d) Entry No. 92A introduced under the Con
stitution (Sixth Amendment) Act, 1956, was an ill
conceived measure. Through a reference to 'Inter
State trade or commerce' an attempt was made to 
deprive the States of its rightful claims. 

Distribution of Revenue between the Union and the 
States 

9. (i) There is no justification for levy of duties 
by the Union when the Duties are collected and ap
propriated by the States. Under Article 268, the 
States are discharging this function at present. The 
proceeds are very small. Furthermore, no State will 
impose dut1es which will be a disincentive to location 
of industries in the State. Having regard to this, 
Entry No. 84 in the Union list and Article 268 should 
be amended so as to empower the States to levy duties 
enumerated in Article 268. 

(ii) Article 269 should be amended. Taxes and 
duties, as pointed out in para 8 (ii) above, because c( 
their very nature, should rightly belong to the State 
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List. This will call for modification <;>f Entry ~os. 
~6. 87, 88, 89 and 92 and transfer ~fthe 1tems mentiOn
~ in para 8 (ii) to the State L1st. Entry No. 92A 
should be deleted. 

(iii) Article 270 should be a"?ended so that "ta~es 
on income" include corporatiOn tax. Su?stan!1a 1 
amounts are realised by way of Corporat10!l.~ax 
and this amount has been kept out of the dJVISJble 
pool without any justification whatsoever. 

(iv) Parliament has been emp<;wered under Article 
271 to increase any of the dut1es or taxes referred 
to in Article 270 by a surcharge for purposes of the 
Union. A surcharge is normally imposed to meet 
a special situation. Norma_lly oc~asio~ for ~'!ch an 
imposition should not anse. Smce 1mposJt1on of 
such a surcharge may affect the financial interests 
of the States, approval of the lnter:Stat~ Council 
should be necessary in such cases. Th1s w1ll call for 
amendment of Article 270. 

(v) The States· share of Unio~ Duties of 'Excise 
should not be less than 50 percent of the proceeds. 
Article 272 should be appropriately amended. 

(vi1 Article 274 provides for prior r~ommen?a
tion of the President in respect of b1lls affectmg 
taxation in which States are interested. Since the 
President gives recommendations only on the advice 
of 'he Union Council of Ministers, he has no special 
role to play in this regard. This Art~cle therefore 
requires amendment. The recommendatiOn refe!"fed 
to in Article 274 should hence forward be obtatned 
from the Inter-State Council. The money bills which 
propose to vary any tax or duties in "hich the States 
are interested should require concurrence of the 
Toter-State Council. Article 274 and 109 should 
be appropriateiy amended. · 

' (vii) The eeiling ·provided in Article 276(2) should 
be deleted. 

Central S1les Tn 

There are many deferts in Central Sales Tax Act 
1956, preventing State legislatures from imposing 
sales tax on commodities, which are declared by the 
central laws as commodities of special importance 
for inter-State trade and commerce. 

(viii) Sales tax should be exclusively a State subject. 
This is the only elastic source of revenue for the 
States and curtailment of this power by ~arlier 
amendments to the Constitution deprived the States 
of substantial revenues. Article 286 should be amended. 
The restrictions on the States JUrisdiction through 
Constitution (Sixth Amendment) Act, 1956 should 
be done away with. Articles 286(2) and 286(3) 
should be deleted. In case of any Inter-State dispute 
in this respect, the Inter-State Council should dis
cuss the matter and settle the issue. The States can 
also enter into either bilateral or multilate1 a! agreement 
wi:h each other to sort out administr~tive problems 
arising out of this matter. 

iixl Article 287 should be suitably amended. Jt 
is not clear why Railways vvhich consume substantial 
quantity of electricity should be exempted from 
payment of taxes on electridty. While Govt. of India 
offices may be exempted from pa~rnent of sulh ta•cs. 



r.ut there is harcllv ar.y justtfk1;tion to exempt com
mercial operation of the Union Government from 
payment, payment of electricity duty. This is another 
instance where the bias against the States are so 
obvious. While the Union enjoys all the exemptions 
as enumerated in Chapter I of Part XII of the Con
stitution, the privilege extended to the States under 
Article 289(1) is withdrawn in the next clause namely 
Arl.tcle 289(2). 

(x) For calculation of net proceeds of taxes in 
the divisible pool, cost of collection should be deter
mined and certified by Comptroller Auditor 
General, subject however to a ceiling to be 
determined annually by the Union Government 
in consultation with the States. This is essential 
to prevent wastage of resources through massive 
expenditure on administration. 

(xi) In an emergency the State Government!\ 
should have the authority to obtain ways and means 
advance from the R.B.l. subject to future adjustc 
ments. "Emergency" ··will mean natural calamities 
and internal disorders. 

(x.ii) Borrowing by States require approval of the 
Union Government. The principles and quantum 
of such borrowing including the share of the States 
should be decided by the Union Government in 
consultation with the State Governments. The policy 
of the Union Government in this regard should be 
placed before the Inter-State Council every year. 
Final decision should be taken by the Union Govern
ment having due regard to the views of the State 
Governments as expressed in the Inter-State Council. 

Inter State and Intra State Trade 

Article 322 empowers the Parliament to impose 
restrictions on trade and commerce not only relat
ing to inter-state trade but also intra-state trade in 
public interest. There is no point in . empowering 
Parliament to impose restrictions on intra -state 
trade. It is an exclusive sphere of the States. Trade 
and Commerce are in Entry No. 26 of the State List 
but it is subject to Entry No. 33 of the concurrent 
list. Entry No. 33 of the Concurrent list is as follows : 

Trade and commerce in, and the production 
supply and distribution of : ' 

(a) the products in any industry where the control 
of such industry by the Union is declared by 
Parliament by law to be expedient in the 
public interest, and imported goods of the 
same kind as such products; 

(b) Foodstuffs, including edible oilseeds and oils; 

(c) cattle fodder, including oilcakes and other 
concentrates; and· · 

(d) raw cotton, whether ginned or unginned, and 
cotton seed; and · 

(e) raw jute. 

While there may be force in the contention that 
', production, supply and distribution of certain 

products of an industry which may be of vital interest 
connected to defence or integrated planning may be 
under the jurisdiction of the centre it is not necessary 
to subject the power of the State legislature to that 
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of Parliament relating to trade and commerce in 
general. Therefore Entry No. 33 of the Concurrent 
List will have to be suitably modified. 

Clause B of Articles 304 uses the expression reasona-· 
ble restrictions relating to the power of the legislature 
of a State whereas Article 302 uses only the expres
sion 'restriction' without being qualified by the word 
'reasonable'. In article 302 restriction must be 
qualified by the word •reasonable'. 

Under Article 304 no bill or amendment for the 
purpose of imposing reasonable restrictions on the 
freedom of trade and commerce by the legislature 
can be introduced without the pi evious sanction of 
the President. Such previous sanction may be neces
sary in relation to jnter-state trade but it would not 
be necessary when the State legislature has to deal 
with intra-state trade. If the restrictions imposed 
by the State Legislature are not reasonable and not 
in publ ic interest the High Court or the Supreme 
Court are empowered to strike down the law. The 
previous sanction of the President cannot render 
invalid law valid. Hence the proviso to Article 304 
should be committed. 

Article 307 contemplates the appointment of an 
authority for carrying out the purposes of Article 
301, 302, 303 and 304. It is similar to inter-state 
Commission in the USA. It would be desirable to 
appoint such a commission to deal with such cases 
in the course of inter-state commerce rather than 
leaving it to the political executive of the Union. 

Public Financial Institutions 

Public financial institutions such as IDBI, IFCI, 
U.T.I., L.I.C. and the banks have played a vital role 
in the economic development of India •growth of con
centration of economic power, growth of monopoly
private sector itself. The financial foundations of 
private sector within the framework of mixed economy 
are based on the financial institutions over which 
only Union Govt. has a control and the States Govts. 
have no say at all. To make only the case of IDBI 
as on 30th June, 1981 outstanding with IBDI's bor
rowing from the national industrial credit (long term 
operations fund) were of the order of Rs. 1333 
crores. The commulative amount of assistallCe 
sanctioned and disbursed since the inception of IDBI 
stood at Rs. 7088 crores and Rs. 4730 crores respec
tively as at the end of 1980-81. The amount outstand
ing as at the end of June 1981 was Rs. 3214 crores. 
Having regard to the enormity of the role of these 
financial institutions they must be brought under the 
control of National Development Council and the 
investment pattern has to be decided by the National 
Development Council from time to time consistent 
with the objectives laid down in the Preamble of the 
Constitution. Any project set up (after necessary 
approval) in the public sector either by the Central 
Govt. or the State Govt. should not suffer for want 
of finance and the public finance institutions' primary 
investment must be in the public sector and not in the 
private sector. State Development Corporations 
should not be forced or abetted to act as agencies to 
private sector. 



Inter-state Council 

Article 263:. Under Article 263 the President can 
establish an Inter-State Council for the purpose of 
coordination between the States. So far the President 
has not established such a council. No doubt the 5 
Zonal Councils came into existence as the result of 
States Re-organisation Act. But they have become 
practically non-functional. It is high time, for the 
purpose of coordination between the States, an 
inter-State Council, under Article 263 should be 
immediately established. Apparently Article 263 as it 
is worded does not contemplate the disputes between 
the Union and the St< tes to be brought before the 
council. Inter-State Council should have the power 
to discuss if the disputes arise between the Union and 
the States Article 263 should be suitably amended. 

While redistributiOn of powers to raise resources 
with a view to enable the Stltes to meet their obli
gations is essential, regular dialogue between the 
Union and the States, on a plane of equality, is no 
less important. Coordination between the States 
was conceived in the Constitution. Article 263 
provided an appropriate machinery. But in exercise 
of the powers under Article 263 the President has 
already constituted the Central Council of Health, 
the Central Council of Local Self Government and 
the Central Council of Indian Medicine. Number 
of other advisory bodies have also been set up. Dr. 
D.D. Basu in his introduction to the Constitution of 
India pointed out that, "In fact, the primary object 
of an Inter-State Council being coordination and 
federal cohesion, this object has been lost sight of, 
while creating fragmentary bodies to deal with speci
fied matters relying on the statutory interpretation 
that the singular 'a' before the word 'Council' inclu
des a plural. A number of Councils designed on the 
present pattern can hardly serve any purpose. Before 
Council meetings are held voluntinious papers explain
ing the Union Government's policies are furnished 
to the State Governments. There is no scope for 
any genuine participation by the States in such 
meetings. The States accept whatever they are told. 
In any case, any dissent by any State does not affect 
the decision of the Government of India in any way. 

Under a reorganised system, discussion on most 
of these routine matters can be held at the official 
level. Only important policy matters of national 
importance having direct bearing on financial and 
administrative co-ordination should be discussed 
in the Inter-State Council. And there should be 
only one Council presided over by the Prime Minister 
with all the State Chief Ministers as Members. It 
would be necessary to amend Article 263 to give the 
Inter-State Council the powers to ensure coordi
nation between the States as well as between the 
Union and the States. A Council consisting of all 
the Chief Ministers and presided over by the Prime 
Minister will be an effective body capable of dealing 
with all intricate issues in the field of coordination. 
Such decisions cannot be left to either the nominees 
of the Chief Minister or the nominees of the Prime 
Minister. If for any reason, whatsoever, the Prime 
Minister is unable to pteside over the meetings of the 
Inter-State Council the senior-most Chief Minister 
should preside over the meeting. The que11tion or 
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either the Union Home Minister or the Union Finance 
Minister presiding over such meetings in the absence 
of the Prime Minister should not arise. Union 
Ministers and Ministers of State Governments may, 
as and when necessary, attend the meetings of the 
Inter-State Council to assist the Prime Minister 
and the State Chief Ministers. In such meetings as 
far as possible decisions should be taken by consensus. 
However, in case of any difference of opinion, recom
mendation of the Inter-State Council, when adopted 
by a majority or two-third members present and 
voting, should be acceptable to both Union and 
the States. 

Another important aspect is the selection of the 
Secretary-General of the Council and other supporting 
officials. The post of Secretary-General should be 
held by a person nominated by turn by the States. 
Other Officials should be nominated according to an 
agreed formula, by the State Governments and the 
Union Government. This arrangement will ensure 
independent functioning of the Secretariat which is 
absolutely essential. 

Recommendations of Shri Rajmannar's Committee 

l. Every Bill of national importance or which is 
likely to affect the interests of one or more States 
should, before its introduction in Parliament be 
placed before the Council, and its comments 'and 
recommendations, thereon should. be placed before 
Parliament at the time of introduction of the Bill. 

2. It should be definitely provided that before the 
Unio:t Gov~rnment takes any decision of national 
importance or any decision which would affect one 
or more States, the Inter-State Council should be 
consulted. 

E_xceptic:>ns may be made probably in regard to 
subJects hke defence and foreign relations. But 
even in such matters the decision of the Central 
Government should be placed before the Inter-State 
Council subsequently without any avoidable delay. 

. 3. If the Inter-~ tate Council is to be really effective 
1ts recommendattons should be made ordinarily 
binding on both the Centre and the States. 

If for any reason, any recommendation of the 
Inter-State Council is rejected by the Central Govt. 
such recommendation together with reasons for its 
rejection should be laid before Parliament and the 
State Legislatures. 

National Development Council 

The. Na.tional Development Council should be given 
Const1tut10nal status entrusted with broad functions 
in rel:;ttio~ to planni.ng and development, economic 
~oordmat1on to achieve the objectives mentioned 
1D the Preamble to the Constitution and Principles 
stated in the Directive Principles of the Constitution. 

Plauning Commission 

The _Planning Co~is~ion has been created by an ·' ; 
execut1ve order and IS bemg currently used more as a: 
political instrument of the Government than as an 
exper~ body cha;ged with the responsibilities of 
plannmg, econoDllc development and socio-economic 



cllang~s in tile broad framework of objectives laid 
do.vn by tile Preamble to tile Constitution. Hence 
tile Planning Commission should become a statutory 
boiy created by tile Parliament. It should consist 
of experts and act as an advisory bo:ly to National 
Development Council. It should have the freedom 
to plan, to supervise implementation of plans, to 
advise as well as to criticise without any in.1ibition. 
So far the plan develop;nent has resulted in economic 
gro .vth in certain directions. It has taken tile path of 
capitalist development and not social planning par
taking the character of socialist planning. 

Associate State Planning Bodies 

Tile law should provide for creation of Associate 
State Planning Bodies for formulating and imple
menting in a purposeful manner State Plans and deve
lopment projects. There should be purposeful 
coordination between Central Planning Commission 
and Associate State Planning Bodies. Tile Associate 
State Planning Bodies must function as Planning 
Commissions with in the sphere of the States. 

Full Statehood for Delhi, Pondicherry & Goa 

It is time that full-Statehood is conferred on Delhi, 
Pondicherry and Goa. 

The Nominated Members to Rajya Sabha 

Though the constitution makers had laudable objec
tive in providing for nomination to Rajya Sabha of 
certain categories of persons. The provision of the 
constitution had been abused and misused quite 
often. The principle of nomination should be given 
up and there should be no nominated members. 

Devolution of Power within a State 

While the demand 'tat the power from the Centre 
should be devolved fftrther to the States, tile power 
should not get concentrated at tile level of States. 
Within a State, there should be a devolution of Power 
to various bodies like Z.P., Panchayat Samities and 
article 40 of the directive principles of State policy 
which enjoins a duty on the State to organised village 
Panchayats and endow them with such power and 
authority as would be necessary to enable them to 
function as units of Self- Government should become 
a reality. 

Under Article 244-A the Parliament can form an auto
nomous State within the State of Assam 
This article should be suitably amended for enabling 

the creation of autonomous regions within the given 
State providing democratic institutions consistent 
with the character and composition of that particular 
State. 

Entry No. 31 of the Union List 

A.l.R. and T.V. are slowly ceasing to be National 
Institutions and are being transformed into political 
instruments of ruling parties. They should be con
verted into autonomous Corporations directly res
ponsible to inter-state Council. 

Entry No. 7 and Entry No. 52 of the Union List 

Entry No. 7 must be restricted to cover such indus
tries and industrial . production that are directly 
related to defence or prosecution of war. 
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Takmg advantage of Entry No. 52 which reads as 
follows : "Industries the control of which by the 
Union is declared by Parliament to be Law to be expe
dient in the public mterest. The Centre ts trying to 
control all kinds of industries including small scale 
industries. Hence industries development regulations 
and policy must be reviewed from time to time by 
National Development Council and the Law should 
be accordingly amended and the same principle must 
be made applicable to the regulation of mines and 
mineral development under Entry No. 54. 

Economic planning and economic coordination and 
the core sector of industry should remain the res
ponsibility of Union. The Planning Commission 
with respect to medium and small scale industries 
which do not need foreign aid or foreign collabora
tion and are totally based on indigenous technology, 
allocate capabilities to each State. Within the limits 
of allocation of capacities, the States should have the 
power to issue letters of intent and licences in con
formity with national/industrial policy and Directive 
Principles of the Constitution. 

Acquisition and Requisition of property 

Entry No. 42 of the Concurrent List 

Deals with acquisition and requisition of property 
for the purpose of the State. The power of the 
State to acquire or requisition property must be unam
biguous. Therefore, the power to acquire property 
for the purpose of the State should be in the State 
List. This assumes importance in tile context of the 
take-over of sick industries apart from other proper
ties by the States. Now the sick industly has become 
a happy hunting ground to derive benefits of merger 
and deductions in Income-tax. At present, even 
if the State Govt. wants to take over, it has to face 
enormous difficulties hence amendment of Article 
31 (c) also is called for. 

lAS and IPS : All India Services like lAS and IPS 
officers are posted in the States but they remain under 
the supervision and disciplinary control of the Union 
Government. It is forcibly contended that when 
different political parties come to power in Stat~s 
and the Centre, the Central Govt. attempts to use 
the lAS and IPS officers and advise them to non
cooperate and some time to subvert State Govts. 
and bring these Govts. to disrepute. While there 
is considerable truth regarding the attempts made 
by the ruling party at the Centre to use these Officers 
and also that some of them succumb to the pressures 
and temptations, all officers cannot be treated to 
belong to the same category. Some of them are 
persons of conviction, high integrity and character. 
But for some such officers belonging to IAS and IPS 
there would not have been even a semblance of adminis
tration in State like Bihar. Hence a balance must 
be struck regarding their position in State adminis
tion. It is undoubtedly true they must remain under 
the .Yupervision and disciplinary control of the Stale 
Govt. primarily but they must have reasonable protec
tion from harassment and insecurity from some un
scrupulous political heads of the Govt. and various 
ministries. There are good governments and there 
are not a few bad governments too. Hence while these 
officers must be primarily under the control of the 
State Govt., there must be administrative tribunal.f 



to ,f.·alll'ith disciplinary mailers and security of senice. 
The Tribunals should also ha•·e power to suo moto 
enquire illfo misconduct of officers. 

The Aiministrative Tribuuals must be coastituted 
with the judges of high courts and they should be 
uomitlate:i by a judicial committee consistmg of the 
Chief Jus tic of India and two seuior judges of the 
Supreme Court. These Tribuual• can hlve tllelr 
b~nches in s )fie importart places m India. The 
officers must have a right to app~al to the Supreme 
Court against the order of the Tribunal. The. same 
pwcedurcs and principles should be made applicable 
to the offi.;ers and employees apiJointed by the State 
Governments. 

Judiciary 

The common man in India has still faith in the 
Judiciary, inspite of the grad11al cloggin.g of t~e s-:rs
tem. The courts on their part are trymg to msp1re 
confidence in the people by exploring new vistas of 
sociological jurisprudence like public interest causes. 
Unstinted faith in and abiding commitment to the 
objectives stated in the Preamble of the Constitution 
should become the ethos of judicial conscience. 

Without independent judiciary and faith of the 
people in judicial institutions, the very democratic 
<tructur,. and feJeraiism cannot survive. 

In a federal structur.: created by the Constitution 
providing for distribution of powers between the 
Union Executive and the Parliament on one hand 
and State Legislatures and State Executives 011 the 
other the Supreme Court has to act not merely as the 
interpreter and the guardian of the Constitution but 
also as a tribunal for the determination of disputes 
between the States and the Union and among the 
States. Under the Constitution Supreme Court is 
vested with jurisdiction to deal with these matters 
under Article 131. With multiplicity of political 
parties coming to power the judiciary has a vital 
role in maintaining the stability of the ftderal struc
ture. Hence no political party should be allowed 
to have an opportunity to subvert judicial institutions. 

Under Article 124 every judge of the Supreme 
Court is app::>inted by the President after consulta
tions with such judges of the Supreme Court and 
High Court in the States as the President may deem 
necessary and in the case of appointment of judges 
other than the Chief Justice the President is bound 
to consult the Chief Justice of India. The Pre>ident 
under Article 74 is bound to act on the advice of 
the Council of Ministers. He has no discretion in 
the matter. Hence the Law Ministry, the Home 
Ministry and the Prime Minister are generally con
cerned in the appointment of judges and iiltimately it 
is the Prime Minister who decide~. Thus the judges' 
appointments are. made by the Executive. With the 
multiplicity of dilf~rent political parties coming into 
power in the States and the Centre the appointment of 
judges mus•. be above controversy.· Therefore, it is 
sugge>ted that Article 74 should be amended suit
ably that the Council of Ministers will not be concer
ned with the appointment of judges and they cannot 
render any advice under Article 74 and the Presi
dent need not act· on their advice. 
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With reg:ud to the appointment of judge~ of the 
Supreme Court since .alre~dy. the Supreme Court 
is in existence and is tuncuomug there should be a 
judic1al committee consisting the Chief Justice and .all 
the other judges. Ther~ should also be. a ~ud~c~al 
Council of the Council of States. This JUdicial 
committee should make recommendations in con
sultation with this Judicial Council regarding the 
appointment of judges to the Supreme Court to the 
President. If theY desire they may have the benefit 
of consultations with. Chief Justices of High Courts. 
In case of appointment of the Chief Justice the senior 
most judge of the Supreme Court. unless he is 
medically disqualified must be ~ppointed. In. all 
matters the advice given by the JUdicial committee 
ro the President must be binding on the Pre>ident, 
~he President shall act on their advice as he doe> 
.IOW under Article 74. If the President choses he 
may also consult the Government. In case of 
appointment of High Court judges the judicial Commi
ttee of the Supreme Court shall consult the Chief 
Justice of the High Court concerned or any other 
Chief Justice or judges as they may deem necessary. 
The President may consult the State Government but 
he shall act on the ad vice of the Judicial Committee 
of the Supreme Court. 

Regarding the transfer of judges, the Judicial 
Committee of the Supreme Court should be the final 
authority. While transfer in certain cases cannot be 
disputed, that matter has to be lett to the Judicial 
Committee of the Supreme Court. This appears to 
be the only way how the judiciary can be made totally 
independent of the political executive and how ddf
erent political parties with their socio-economic phi
losophy coming into power in the State and the 
political party ruling at the Centre treating some of 
the State Governments with utter hostility can ha vc 
confidence in the federal system thus strengthening 
the forces of national unity and national integration. 
There are attempts now to denigrate and to destroy 
the sacred institutions created by the Constitution. 
It is ultimately the quality, integrity and the statu~e 
of men who fill these posts that matters. Their 
appointment should not give scope for suspicion 
or controversy. 

Under Article 143(1), the President can refer 
certain matters to the Supreme Court for their opi
nion. It has been recommended by Shri Rajmannar's 
Committee that a provision on the lines of Article 
143(1) may be made empowering the Governor to 
refer the quesion of law or of public importance 
to the High Court. In a number of States in the 
American Union, it is constitutionally provided for 
this purpose. A provision may be made for such 
reference to the High Court by the State Government. 

Election Commission 

Under Article 324(2) the President appoints the 
Chief Election Commissioner and other Election 
Commissioners. When any other Election Commi
ssioner is appointed, Chief Election Commissioner 
acts as the Chairman of the Election Commission. 
As the President is to act on the advice of Council 
of Ministers under Article 74, in practice for all pur
poses it is the political executive that appoints the 
Chief Election Commissioner and other Election 
Commissioners if any. 



Sanctity of democratic processes and confidence in 
democratic institutions depend to a large extent on the 
independence and supremacy, strength of character 
and democratic conscience of the Chief Election 
Commissioner and other Election Commissioners 
if any. If they acts as agents of political executive 
of the ruling party at the Centre, democratic processes 
would be subverted and democratic institutions 
would be destroyed. 

In the context of political pluralism if there should 
be harmony between the Centre and States with 
different political parties in power, the Election 
Commission should not only be independent but also 
its conduct should be beyond suspicion. For achie
ving this purpose, the Chief Election Commissioner 
should not be appointed by the political executive. 

The Supreme Court should select a person who is 
qualified to be appointed as a judge of the Supreme 
Court, for the post of Chief Election Commissioner 
and either judges of High Court or persons qualified 
to be appointed as the judges of High Courts for the 
posts of Election Commissioners. The President 
should act on the advice of the Supreme Court as he 
does under Article 74 under the advice of the Council 
of Ministers. 

The Election Commission should consist of at least 
three commissioners, i.e. Chief Election Commissi
oner and two Election Commissioners. The Election 
Commission in consultation with the Chief Justice 
of the respective State High Court should appoint 
the Regional Election Commissioners for every 
State. 

RESOLUTION OF THE SRINAGAR 

CONVENTION OF OPPOSITION PARTIES 

On Centre-State Relations 

(5-7 October 1983) 

Following is the full text of the statement adop
ted by the meeting of oppoistion parties at Srinagar 
from October 5 to 7 and released to the press by 
Jammu and Kashmir C'hief Minister Dr. Faroo
A.bdullah on October 8: 

1. The nation to-day is in the grip of a crisis and 
the future of our polity is imperilled. The cherished 
democratic values of our freedom struggle are under 
assault, and the assertive trend of centralisation of 
power leading to authoritarianism has resulted in 
disturbing signs of alienation in some parts of the 
country. This dangerous drift has to be halted. 

2. The integrity and sovereignty of India must 
emerge from a conscious effort towards harmoni
sation of the distinct linguistic, ethnic and cultural 
entities which constitute our great nation. The golden 
thread of unity created by the freedom struggle still 
runs throughout the length and breadth of the country; 
we must ensure that this thread is strengthened in 
the times to come. 

13. We believe that the constitution, whatever its 
limitations, is a document of great relevance to the 
democratic advance of our people and it has to under
go changes keeping in step with the experiences and 
demands of people. It is in this context that this 
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meeting of various political parties, representative 
of a very wide spectrum of national opinion, has 
approached the question of restructuring the union
states relations in its political, economic, legal and 
constitutional aspects. The meeting believes the 
appointment of the Sarkaria Commission, though 
welcome, is an inadequate response to the require
ments of the situation. 

4. We are deeply aware of the external threats to 
the nation's security. We are also conscious of a 
situation of turmoil in many sensitive areas. As a 
nation, we have, however, deep inner reservoirs of 
strength to meet such threats and we have no doubt 
that the people would zealously guard and preserve 
the priceless treasures of freedom and sovereignty. 
It is against this background that we consider it 
altogether relevant to solve expeditiously the prob
lems of centre-states relations, so that there could be 
faster and more evenly balanced economic progress 
for our people. This would also further strengthen 
the forces of national unity and process of national 
integration. 

Political and Administrative Aspects 

5. Although" our constitution was meant to be a 
federal one, its unitry features have increasingly 
come to overshadow its federal features. Over the 
years, becaues of the persistence of one-party rule 
both at the centre as well as in the states, the powers 
vested in the states have been greatly eroded. 

6. All this has given rise to many tensions and 
disputes between the centre and the states. It is 
important to restore and strengthen the autonomy 
of the states and to strike a proper balance between the 
powers of the centre and those of the states, so that 
the character of our multi-religious, multi-lingual 
and multi-cultural country is preserved. 

7. To this end, it is necessary to curtail the arbi
trary powers of the centre with respect to the states. 
The dismissal of elected state governments, the disso- · 
Iution of state assemblies and peremptory decisions to 
hold or not to hold elections must stop. 

8. The institution of governors has been misused 
for the purposes referred to above. The record pro
ves beyond a shadow of doubt that, in most cases, 
the governors have used their office to serve the in
terests of the ruling party at the centre. It is unlikely 
that they would have acted thus except at the instance 
of the leaders of the ruling party. The clear intent 
of the framers of the constitution and indeed, its 
letter and spirit have been violated in all significant 
respects. 

These are : the appointment of the governor in 
consultation with, and with the consent of. the state's 
Chief Minister, the calibre and stature of the gover
nors; the security of tenure to which a governor is 
entitled; the imposition of President's rule and the 
governor's right and duty freely to discharge his fun
'ctions without being instructed or dictated by the 
centre, especially in regard to the appointment of the 
Chief Minister and the dissolution of the legislature. 
The position of the governor, we feel, should be in 
no way different from that of the President: We 



sugge:;t that the governor should be appointed by the 
Present on the basis of a panel forwarded by the 
state government concerned. 

9. In this context, we also feel that articles 356 
and 357 which enable the President to dissolve the 
state government or assembly should be suitably 
amended. In case of a constitutional breakdown, 
provision should be made for holding elections 
within six months and for installing a new govern
ment. If, however, elections cannot be held due to 
such violence as disrupts the normal life making it 
impossible for a fair and free election, the President 
will consult the inter-state council as proposed in 
article 263. Following that, he will place the opi
nion of the inter-state council before Parliament for 
decision for the imposition of President's rule for a 
period not execding six months, or otherwise. 

10. We are also of the opinion that the following 
provisions of the constitution have to be either amen
ded or deleted. 

(a) Articles 200 and 201.-The state legislature 
must be supreme in the sphere of legislation 
on matters pertaining to the state list and no 
interference by the centre or the governor 
should be allowed on any ground, except in 
the case of bills which affect the powers of the 
high court. 

(b) Article 248 and entry No. 97 in the union list
Article 248 and entry 97 in the union list 
empower the union with the residuary powers 
concerning all matters. Such residuary pow
ers, we feel, should rest with states. 

(c) Article 249.-Article 249, which empowers the 
centre to legislate on a subject in the state 
list under the plea of national interest should 
be omitted. 

(d) Article 252.-Article 252, whi.;h empowers the 
union to legislate on the request of the two or 
more states to pass laws on subjects mentioned 
in the state list, should also be reviewed and 
amended. 

(e) Article 263.-Under article 263, the President 
can establish an inter-state council. It must 
be made mandatory for the President to con
stitute such an inter-state council consisting 
of the prime minister and the chief ministers 
of all states. The council will deal with all 
disputes between the states and the union and 
with any other matter of national importance. 

(t) Article 360.-Article 360, which empowers the 
President to interfere in a state administration 
on the ground of a threat to financial stabillity, 
should be deleted. 

(g) Article 365.-Article 365, which empowera the 
President to dismiss the state government for 
not imrylem~nting the directions of the centre, 
should ·be so amended as to prevent its misuse. 

(h) Article 370.-The special constitutional status 
of the state of Jammu and Kashmir under 
article 370 should be preserved and protected 
in letter and spirit. 

(i) A number of other articles in the constitution 
deal with the power and functions of the go-
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vernor vis-a-vis his council of ministers and 
the union government. These articles too 
should be reviewed. 

II. It is also for consideration whether t~e thr~e 
lists under schedule seven should not be revtewed m 
the light of our experiences over the past three decades. 

12. The officers of the existing all-India services, 
when they serve in the states, must be under the su
pervision and disciplinary control of the state govern
ment. If any appeal is to be lodged against any 
disciplinary action taken by the state government, the 
appeal should be referred to administrative tribunals 
set up for the purpose. The tribunals must be in
dependent of both the state and the union govern
ments. 

13. The judiciary at all levels must be free from 
political interference. The judges of the supreme court 
should constitute themselves into a judicial council 
and make recommendations regarding the appoint
ment of judges of the supreme court and appointment 
and transfer of judges of high courts. Before making 
their recommendations, they should consult the 
state governments, the union government and the chief 
justices and judges of the high courts. The advice 
of the judicial council of the supreme court should 
be binding on the President. 

14. The impartiality and credibility of_ the election 
commission is an imperative necessity for free and fair 
elections. The election commission should consist 
of three members to be appointed by the President on 
the recommendations of the judicial council proposed 
in paragraph 13. 

15. Law and order is a state subject, and the pre
rogative of the state in the matter must be fully res
pected. There could be occasions when induction of 
central police forces may have to be considered. In 
all such cases, prior concurrence of the state govern
ments mmt be taken. The meeting is firmly of the 
view that the disturbed areas act should not be exten
ded to any state without the prior approval of the 
state government concerned. 

16. As the nation knows, the radio and television 
are being increasingly misused by the ruling party 
at the centre. In a democratic society, the people 
have the right to know the doings and misdoings of 
those whom they have elected. They have also the 
right to know and understand details of variou5 
opinions regarding government policies. A statutory 
central communications council should be set up. 
Its membership should include ministers of central 
and state governments, leaders of political parties 
and experts. This council should oversee the func
tioning of the radio, television and other government
managed media. Similar councils should also be 
established at the state level. 

Economic and Financial Aspect• 

17. This meeting is of the view that the present 
economic imbalances and deprivation and backward
ness of many states are the consequence of the over
centralisation of economic powers and resources. 
Structural and other factors have inhibited rapid and 
balanced growth of states and regions. 



The present high centralised pattern of economic 
and financial administration has resulted in a system 
where priorities are imposed from above and bear 
diminishing relevance to the a! piration~ of the people. 
The supervision and management of project~ too have 
suffered adversely as a result. Given the over
whelming concentration of resources in its hands, 
the centre has often been discriminatory in its allo
cation of resources as between region and region and 
state and state. 

18. Currently, as much as 70 per cent of the total 
resources raised in the public domain is retained by 
the union government, and only 30 per cent is avai
lable to the 22 statt; governments. This kind of lop
sided distribution of finanacial resources is withC'ut 
parallel for a federal polity. The more elastic sources 
of tax revenue are reserved for the centre. The 
states are not allowed any share of the proceeds of 
the corporation tax, which these days exceed those 
from the income tax. The centre refuses to share 
with the states the yield from the surcharge on income 
tax. 

Articles 268 and 269 indicate certain areas of 
resource-raising which belong to the jurisdiction of 
the centre, but the,resources thus raised are supposed 
to be placed with the states; these articles have, 
however •. barely been taken advantage of. The 
centre has, on the country, encroached on the state's 
~hare of sales taxation through ,the scheme of addi
tional duties of excise. 

A number of other arrangements, such as fixing a 
ceiling on the rate of sales taxation for goods 'decla
red' to be of national importance, or prohibiting the 
states from imposing sales tax on exportable goods, 
have deprived the states of their due share of revenue. 
The reluctance of the centre to pay the states appro
priate royalty for the exploitation of their mineral 
wealth is a further source of erosion of resources for 
the states. 

19. It is also necessary to mention the pernicious 
effect of the recently adopted practice of the union 
government to collect additional revenue by raising the 
administered prices of commodities such as petroleum 
products, coal, iron and steel, cement, aluminium etc 
instead of adjusting the rates of excise duties. 'Th~ 
states have been deprived of thousands of crores of ru
pees on account of this practice, Several other insta
nces can be cited about how central taxes have been 
adjusted in a manner such as to affect the interests of 
the states. 

2_0. A~~ther example of th~ states being deprived of 
their legitimate share of national resources is illust
rated by the case of public borrowings from the market. 
In the 1950s as much as two-thirds of the yield 
from market borrowings used to be allocated to the 
states, and only one-third was retained by the centre. 
In contras_t, th!' centre now retains as much as 90 per 
cent, leavmg JUSt 10 per cent for the: states. 

21. While the union government can take recourse 
to created money of unlimited quantum, the over
draft which the state governments are occasionally 
forced to take from the Reserve Bank of India is sub
jected to severe limits and conditions, and carries 
a heavy burden of interest. 
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Similarly, the states have no control over the destina
tion, or terms and conditions, of advances made by the 
commercial banks, which currently amount to nearly 
Rs. 40,000 crore. Such is also the case with the inve
stments of public financial institutions. 

22. This meeting demands that the following chan
ges in the financial arrangements between the centre 
and the states be immediately brought about : 

(a) The proceeds of the corporation tax and the 
surcharge on income tax be made shareable 
with the ~tates ; 

(b) The provisions of articles 268 and 269 be fully 
taken advantage of; 

(c) The scheme of additional duties of excise be 
abolished; 

(d) 40 per cent of the yield from every increase in 
administered prices be passed on to the states; 

(e) A review be made of the principles guiding deci
sions as regards "declared" goods; 

(f) The royalty payable to the states for their 
mineral resources be determined on an ad 
valorem basis in consultation with the states ; 

(g) The union government's policy with respect to 
created money and overdrafts be reviewed 
after taking due account of the point of view 
of the states ; 

(h) The state governments be allowed represen
tation, on a rotational basis, on the central 
and local boards of directors of the Reserve 
Bank of India, and they be permitted to 
open commercial banks to serve the interests 
of the people ; and · 

(i) An institutional fort.m be set up for consultation 
between the union and state governments on 
fiscal issues which are of mutual concern. 

23. The role of economic coordination and planning 
to solve the complex and diverse problems facing our 
nation can hardly be over-emphasised. Unfortu
nately, both the national dev~lopment coun~il, 
intended as the highest policy-makmg body on social 
and economic issues, and the planning commission, 
which is an instrument to implement the council's 
directions, have functioned in a manner entirely 
vitiating their original role. 

Neither the council nor the commission has any 
constitutional or statutory basis. The council's 
meetings have been reduced to a ritual_; litt_le sc<?pe 
exists at these meetings for any substantive discussi.on 
on the grave issues facing the nation. The planmng 
commission has similarly been made an appendage 
of the union government and bas failed to reflect, 
or respond to, the needs of the people at the grassroots. 

The meeting is of the view that b<?th the na!io!lal 
development council and. the planmng co~mi~Sion 
be reorganised after effectmg necessary conshtuho!lal 
and statutory changes to ensure proper representation 
of the states on these bodies; the commission's rela
tionship to the council ~hould be clearly ~e~ned. The 
composition and functions of the commission. should 
be such as to make it a nodal agency between the centre 
and the states. 



~4. The present authority of the planning commi
ssion and the union ministry of finance to offer dis
cretionary grants to the states must be drastically 
curtailed. Such discretionary transfers now account 
for more than 70 per cent of the total transfers to 
the states, and constitute a major source of arbitrary 
behaviour on the part of the centre. All financial 
transfers should belong to the jurisdiction of the 
finance commission. The president should consult 
the states on the composition and terms of reference 
of this commission. 

25. In deciding the inter se allocation of the aggre
gate transfers to the states, th~ first charge must be 
a minimum earmarking of funds for the relatively 
backward areas. The finance commission must, 
in addition, take into account the incidence of poverty 
and the proportion of harijan and tribal populations 
while determining the distribution of resources 
between the states. 

26. Under the existing arrangements. 70 per cent 
of the central plan assistance to the states comes in 
the form of loans. This meeting demands that all 
such assistance should be treated as grants, and 
liabilities incurred by the states on this account 
should be written off. It further suggests that a 
national debt commission be set up to review the other 
outstanding debts of the state governments and su
ggest measures to phase them out; this commission 
should also be empowered to review the union govern
ment's debts. 

27. The meeting recommends that a national expen
diture commission ~ set up, on a permanent basis, 
to advise and counsel the union and state governments 
on the pattern of their respective expenditures and the 
scope for economising on them. The relationships 
between this commission and the planning and finance 
commissions should be carefully laid down. 

28. It is to be understood that the devolution of 
resources from the centre to the states has to be 
further carried forward within each state to the terri
torial councils, the zilla parishads and other local 
and village bodies so that the interests of the masse~ 
can be truly served. 

29. The provisions and ,working of the industrial 
(development and regulation) act, this meeting is of 
the opinion, must be subjected to a through review. 

30. The centre's power to regulate inter-state trade 
should also be_ similarly reviewed. For example, the 
present absurdity whereby foodgrains can be trans
ported by private trade from one state to another 
while a state government agency cannot do so without 
the center's approval must be brought to an end. 

31. We would also urge that the union government 
be persuaded to assume the ~esponsibility for ensuring 
the supply_ of I 5 to 20 maJor foodgrains, industrial 
raw matenals and essential commodities all over the 
country at a uniform price. The concept of national 
unity looses much of its lustre if essential articlses 
are not equally accessible in all states, or if some 
of them are available at uniform prices all over the 
country while others are not. The centre should 
!leek the cooperation of the states so that these defici
encies are corrected, 
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On Toppling Games 

The era of one-party rule at the centre and in the 
states has ended. The politic_al scenario. ~as und:r
gone a transformation wi!h. diff~rent _POlitical parties 
holding the reigns of adminiStration m a numbe.r. of 
states. But the Congress-! refuses to see the realities 
of the situation and is not reconciled to loss of power. 
Overt and covert efforts are afoot to destabilise non
Congress-! government's in variou~ states. 

This meeting notes with deep concern that the 
ruling party at the centre is resorting to undemocra
tic and corrupt means to topple duly elected govern
ments in utter disregard of the people's will. This 
meeting warns that any such attempt to topple popu
larly elected aovernments will be firmly resisted by 
all those who hold our secular, democratic and federal 
parliamentary system deat to their hearts, and pledges 
to mobilise public opinion on a nation-wide basis. 

On Punjab Situation 

This meeting reiterates its deep concern at the 
deterioration in Punjab situtation that continue! to 
cause anxiety to the entire country. 

It is indeed tragic and heart-rending that viole
nce has continued unabated. The administration has 
miserably failed to perform its primary responsi
bility of providing security of life and property to 
peaceloving people of Punjab. Large number of 
innocent lives have been lost causing immense suffer
ing to their families and relatives. 

The opposition parties and many leading persons 
had repeatedly pointed out total collapse of adminis
tration in that state and had urged early settlement 
of issues, but narrow party interests were assigned 
precedence over vital national interests. We repre
senting our respective parties and coming from all 
parts of India, strongly condemn all acts of violence 
and appeal to all political activists to firmly assert 
against such acts and activities. 

We appeal to people of the Punjab to take active 
steps for speedy restoration of traditional peace 
and amity amongst the Hindus and Sikhas who are so 
closely bound together by kinship, common language 
and heritage. 

The Punjab have proved of Hindu-Sikh unity and 
of ded'cated service to the nation. This must be 
sustained at all costs. 

At Vijayawada and Delhi, the opposition parties 
had concluded that delay in resolving the Punjab 
issue was hazardous for the state and the country. 
The Delhi meeting had worked out a consensus 
formula for the solution of the problem and had 
communicated to the government their willingness 
to cooperate in finding a resonable solution. 

We once again call upon the government of India 
to take effective and immediate steps to resolve the 
longstanding problems of the state thus ensuring 
return of normalcy, peace and amity. 



DEMOCRATIC SOCIALIST PARTY 

State Unit-Himachal Pradesh 

MEMORANDUM 

I on behalf of my party (Democratic Socialist 
party) submit to the Hon'ble Commissi~n the 
party views in the matter of Central State Relatwns :-
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I. Our Party stands for a strong Centre and greater·· 
autonomy, financial as well as Administrative 
to the States. Harmonious functioning of 
Centre and States in the matter of Legislative, 
Financial, Administrative and such other inter 
conn~cted matters to demonstrate Indian 
Government a UnionfFederal Government in 
the real sense as enshrined in the Constitution. 

2. The whole scheme of allocation of funds re
quired to be reviewed, giving more financial 
powers to the States to run their affairs smooth
ly, Stat~ share in Iac..>m~ Tax Recdpt, Cus
t..>ms and other C..>rp..>raty tax~s. be properly 
enhanced. ' 

3. Special Federal Fund f..>r the/to assist the 
backward and Hilly State~ be created to being 
them at par with the Developed States. 

4. A "Permanent Commission" be set up to 
assess the losses caused by natural calamities 
such as flood, draught, hail storm etc, and 
to place adequate funds at the disposal of 
the Commission for distribution in the affected 
areas of the States. 

The meeting reiterates its faith that longstanding 
problems of Punjab need immediate and urgent 
solution. 

5. Article 356 be amended suitably to restrain 
the Governor as an Agent of the Central 
Government conspiring to wreck the State 
Governments run by the Opposition Parties. 

6. The test of the majority of any party be made 
on the floor of the House and not by and ex
plicit or implicit whims of the Governors at 
Raj Bhawan, so that dignity of the Office of 
the Governor be maintained and issue should 
not be a subject of ridicule. 

7, Legislation to check the horse trading amongst 
the Elected representatives be done away 
with by passing an Anti-Defection Legislation, 
because this defection has eroded the very 
vital of the Parliamentary system of our 
Democracy. 

8. To mobilise State resources, the State Govern
ments should be allowed to give powers to 
set up Industrial Units, medium and Heavy 
Industries for which raw material is already 
available in the States. At present for all such 
matters licences will have to be taken from the 
Centre. It has generally been seen that such 
licences are not issued on equitable basis but 
on political consideration and as such the 
States having rich natural resources are still 
languishing in backwardness, unemployment 
and poverty. 

9. The spirit of the Constitution of India is a 
Federal system of democracy but in practice 
it is being led to Unitary Type of system to 
achieve political and other ends of the ruling 
party. 

In the end I request the Hon'ble Commission that 
the present system which is prevailing is ruining the 
democracy and the masses are gradually loosing their 
faith in this system. The Hon'ble Commission should 
find ways and means to make such recommendation 
that our Democracy should function in the real sense 
of the term and our Federal structure of D~mocracy 
be, maintained in its true spirit. 

Thanking you, 

(Sd/-) 

President 

GOMANT LOK POKX 

MEMORANDUM 

Our Party, Gomant Lok Pokx, which contested 
the last Assembly and Parliamentary elections and 
got a sizeable number of votes, wish to place before 
you our views on granting Statehood for Goa for 
your consideration. At the outset we wish to state 
that the Statehood for Goa is loo.g overdue and dis
cussion on whether Goa should or should not be 
granted statehood is uncalled for in the present cir
cumstances. People of Goa are peaceful by nature. 
This has probably been their drawback and the reason 
for not g<!tting this demana met eveo. after 25 years 
of Goa's liberation. 

Briefly our reasons why Goa should have been gran
ted Statehood are given below : 

Historical Reasons 

I. Goa, unlike the rest of India which was 
ruled by the British, was ruled by the Portuguese for 
over 450 years. Goa was liberated as late as 1961. 
Due to historical reasons, Goa has acquired unique
ness in all respects which has to be maintained. Goa 
is a homogeneous and well knit society and inspite 
of three main religions, the Christians, Hindus and 
Muslims have lived harmoniously for centuries. 
Pandit Jawaharlal Nehru, the first Prime Minister of 
India, recognised this unique aspect of the Goan 
society. He gave a solemn assurance to the people 
of Goa prior to and after Liberation that the 
uniqueness of Goa should and would be preserved, 
to the extent that Goans would be allowed to decide 
their own future. This view has been reiterated 
by all the other Prime Ministers who have followed 
him. · 

Opinion Poll 

2. The Maharashtrawadi Gomantak Party, the 
first party which ruled Goa, influenced by political 
leaders from Maharashu·a started canvassing for the 
merger of Goa with Maharashtra. All other political 
parties were vehemently opposed to this view. There 
was a heated debate over this issue which led to the 
holding of the first ever Opinion Poll in India in 
1967 to decide whether Goa should be merged into 



Maharashtra or not. The people of Goa, cutting 
across Party and religious lines, overwhelmingly 
voted against the merger of Goa into Maharashtra 
and Daman & Diu into Gujarat. This verdict of the 
people of Goa is binding on the Government of India. 

Language of Goa 

3. The only language understood and spoken 
by all sections of Goan society is Konkani, their 
mother tongue. Konkani is recognised as a full fledg
ed language by the Sahitya Academy. The rulmg 
Congress (I) Party has also unanimously passed a 
resolution to make Konkani the sole offic~allanguage 
of Goa. It may be noted that no political party, 
including the Maharashtrawadi Gomantak Party 
denies the fact that Konkani is the only language 
spoken and understood by all sect!ons of the Goan 
society, whether they are Hmdus, ChnstJans or Mus
lims. This fact is further confirmed by the usage of 
Konkani as the language of communication by the 
people coming from other states of India ~nd who ar~ 
settled in Goa. Other languages like Enghsh, Marathi 
and Portuguese are understood and spoken by some 
people as these languages are taught in schools but 
none of these languages are spoken or understood 
by all the people .. All states hav.e in. the past. been 
formed on linguistics basts. If lingwsuc con~tdera
tions have been the criteria for the formatiOn of 
States in India, then Goa has a strong case on that 
ground. 

Statehood~: Unanimous demand of all political parties • 
4. In the past the Maharashtrawadi Gomantak 

Party desired the merger of Goa with Maharashtra. 
The same Party has not only changed its stand after 
the Opinion Poll but is now forcefully demanding 
statehood for Goa. All other political parties, both 
regional and national, including the ruling Congress 
<n Party, are unanimous on the demand of state
hood for Goa. The people of Goa are solidly behind 
this aspiration and their view is unanimous. On three 
earlier occasions, the Goa Assembly passed resolu
tions to seek statehood for Goa. The Central Govern
ment has totally ignored these resolutions on grounds 
which if applied to the majority of the States in India, 
would disqualify them of their status. This attitude 
has created a feeling amongst the Goans that they 
are second class citizens not worthy of equal status 
with the other citizens of India. 

Demand for Statehood : Economically Feasible 

5. The demand for statehood for Goa is an eco• 
nomically feasible proposition. In spite of Goa being 
an Union Territory, the per capita grant-in-aid re
ceived by Goa is much lower than several other 
States namely, Himachal Pradesh, Jammu & Kash
mir, Manipur, Meghalaya, Sikkim and Tripura. 
The total grant-in-aid received by Goa is also the 
lowest. Besides, the Government of India is collecting 
about Rs. 150 crores annually as revenues by way 
of Central levies and duties. This system of collecting 
huge revenues without sharing the same in a propor
tionate manner is unjust. The Sarkaria Commission 
is requested to look into this aspect objectively and 
recommend just distribution of revenues between 
the Centre and the States. 
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Other Reasons 

6. There are states, namely Sikkim and Nagal~nd, 
which have a smaller population than Goa. Mampur 
and Meghalaya have a population comparable to 
that of Goa. 

The per capita income of Goa is second high;st 
after Delhi. The literacy rate ts also as htgh as 57 X,. 

The Government of Goa has already placed be
fore you the financial feasibility statement for state
hood and we do not wish to repeat tt. 

Gomant Lok Pokx wishes to state that bot~ ~on
kani and Statehood are very dear to the asptrallons 
of the people of Goa. Any delay in granting statehood 
and giving Konkani its rightful pla~e may only lead 
to mass discontent and mstabthty m ~hts area. :rhe 
Party calls upon the Sarkaria Commt sswn to constder 
all the aspects of this issue and recommend the grant 
of statehood for Goa, Daman & Diu. Gomant Lok 
Pokx also calls upon the Commission to devtse a fatr 
and equitable system for the distnbutton of revenues 
between the Centre and States. 

INDIAN NATIONAL CONGRESS PARTY 

Kerala Unit 

MEMORANDUM 

Respected Sir, 

With all humility we would like to represent before 
this Commission that during the last Thirty four years 
of the functioning of our Republic the. values and 
basic principles underlying our constttutton have 
been eroded to a great extent. Our dignity and 
public justice have been subverted by forces having 
vested interests. Our States have been reduced to 
a second class native States we had during the British 
Raj. 

It is high time to re-write the constitution~ provi
sions regarding union and state relattonsh!ps and 
also to re-align the relationship betwee~ Uruon a.nd 
States. Of course we require a strong umon for which 
strong states are highly necessary. This ide~ is not 
cherished by certain quarters because of .thet.r ves!ed 
interests especially the political part~ w.htch ts .ruling 
in centre. The framers of our constitutiOn envtsaged 
great ideas and long cherished desires, taking into 
consideration the teaming millions of our people 
who are even now below the subsistence level. Demo
cracy from 1950 onwards with a Cabinet system of 
Government in India under West Minister model 
proved futile to solve the aspirations of our people 
at large. 

India was never a united country at any time till 
1950 as certain politicians and intellectual heralds. 
The divergent views, culture, languages, personal 
laws, the way of living etc., are evident for the . sat;ne· 
Unity in diversity is a good slogan and its realisation 
is yet to come. 

We have twenty two states which· constitutes the 
union and our constitution provides for a coopera
tive federation of States with a bias in favour of a 
Union. The autonomy of states in this regard assumes 



important considerations. The States are not merely 
subservient units of the union. Hence we demand 
that necessary constitutional changes are to be made 
forthwith for a cordial relationship with. the states 
and the union. 

Article 356 of the constitution is to be amended 
or taken away from the statute book because it 
gives undue power to the union Government to dis
solve any ministry in a State as and when they intent 
under the guise of some false allegations. If it is not 
possible reasonable device should be inserted in 
the Constitution in order to prevent the mis-use of 
that provision. It is to be remembered in this connec
tion that this power has been used and President's 
rule has been imposed on the States more than 70 
times. 

All the appointments to the important and big 
posts of this country touching the interests of the 
union and state relationship should be consulted 
with States and the consensus of the opinion should 
get prevailed. 

The Governors should not be the Chancellors of 
the Universities. The State Government's recommenda
tions to the appointment of vice-Chancellors 
should be carried out at any rate for which some 
instrument of direction should be provided. 

The exhorbitant powers now vested with the Union 
Government should be de-centralised. The Union 
List should be amended and distributed accordingly 
to ensure such changes mentioned above. Develop
ments require more involvement on the parts of the 
State Governments and sense of participation in 
developmental process assumes paramount considera
tion. States should not be the executants of the centres 
writs alone. 

The State autonomy must not be met as a conces
sion given by the centre. Salutary approach of the 
centre to this aspect is highly necessary. 

Any authoritarian approach by the Union Govern
ment will hamper the unity of India. Costitutional 
morality and sense of justice are to be the guiding 
principles in dealing with the matters of the States. 

The Industries and Commerce should remain state 
subjects and should be dealt with by States with 
wide powers. The Industries Development and Re
gulation Act of 1951 should be re-drafted and fare 
distribution to States should be given. At present 93% 
of the organised industry is under the control of the 
Union. It is highly necessary, the States should get 
their legitimate share over industries and commerce. 
Since India is an under-developed country this impor
tant aspect warrants serious attention of the Union 
Government. 

Over centralisation is one of the main reasons for 
the poor economic development. Our economic 
growth is very poor. The average per capita income 
of the Indian citizen is too low. India is not a poor 
country, but with poor people. 

The Governor should be appointed always with 
the consultation of the State Governments or in 
the alternative with· the consultation of a high power 
body, specially constituted for this purpose, and the 
Governor should not be a subordinate or a sub
servient of the Government of India. _It is also to 
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be seen that a Governor should not be eligible for 
a second term of office as Governor or any other 
office under the Government. Provision should also 
be made to see that the Governor should not be 
removed except for proved misbehaviour after 
enquiry of the Supreme Court. The arbitrary 
denial of the assent of the State bills by the President 
should be changed. The indiscriminate use of this 
power should be checked by some machinery by 
providing guidelines. 

Today there are two types of grants made by the 
Centre to the States. Grants-in-aid as recommended 
by the Finance Commission and the discretionary 
grants recommended by the Planning Commission, 
that is to say only 30% as per the recommendation 
of the Finance Commission and 70% with the advise 
of the Planning Commission. This is quite unjusti
fiable and grant should be divided to States by consti
tutional authorities like Finance Commission and 
not extra constitutional authorities such as Planning 
Commission. 

At present the distribution of Taxes and Revenues 
between States and the Union is very unfair. The 
States are not getting the Corporation tax, as a result 
of the changes made by the Finance Act of 1959. 
This should be changed. 

50% of the Central Excise duty should be trans
ferred to the State. For the last three years the 
Centre stopped raising rates of Excise on items like 
Petroleum, Iron, Steel Aluminium, Coal etc. but only 
raised the prices. The entire benefits out of this in
crease goes to the Centre and the Central Govt. 
acquired more than six thousand five hundred crores 
in this regard and the States were deprived of not 
getting its share. As per the 7th Finance Commission 
report Rs. 2,600 crores would have come to the States. 
This anomoly is to be looked into with all seriousness 
it warrants. 

The formation of an inter-State council under Article 
263 is overdue. This should be done immediately. 

Excise duties should also be made divisible between 
the Union and the States, on the same footing as 
Income Tax. 

The State must be given a larger shares as tax re
venue collected by the Centre instead of discretionary 
loan. 

There should be some device for active cooperation 
among the States and their respective problems 
should be sorted out and settled then and there itself. 

The survival of our Democracy depends upon 
constitutional morality. This vexed problem cannot 
be solved with Statute books alone. This important 
matter requires the benevolence, charity and the 
conscience and the values with the men who are in 
power at the Centre and their Chieftains in States. 

THE KERALA CONGRESS (MANI GROUP) 

MEMORANDUM 

1. The Kerala Congress , presents its compliments 
to the Commission on Centre-State relations and 
offers the following suggestions on certain matters 
concerning Centre·State Relations. 



2. Before we enter the subject, we wish to appraise 
the Commission that Kerala Congress stands for 
democratic socialism. 

3. With this end in view we have chosen to suggest 
changes or modifications to some aspects of the 
existing administrative, legislative and financial 
relations between the Centre and the States. 

4. The Kerala Congress is of the view that the ch:m
ges and measures suggested in Centre State relations 
should be such as to protect the independence of the 
country and safeguard its unity and integrity. It is 
also of the view that the scheme and framework of 
the Constitution is basically sound. But with 
regard to the working of certain provisions of 
the Constitition, a better legislatives, administrative 
and financial relations between the Centre and States 
can be brought about by suitable amendments to the 
relevant Articles or introducing additional provisions. 

5. The Constitution distributes the powers between 
the Union and the States. The powers of the Union 
and the States have been enumerated in three exhaustive 
Lists and residue is left with the Union. In order to 
give more federal character to the Constitution, 
the residuary powers should be given to States. In 
addition there is large scope for the Union Govern

ment to constitutionally intrude into the States' 
sphere and modify the independent functioning of 
the State Governments. This has to be checked and 
controlled by suitable Constitutional provisions. 

6. The Union Government appoints the Governors. 
They hold office during the pleasure of the President. 
Therefore the Governor in effect becomes an agent 
of the Central Government. Although be bas discre
tionery powers they are seen exercised to comply 
with the directions given by the Central Government. 
Therefore we suggest that suitable Constitutional 
provisions should be made to enable the Governor 
to discharge his duties without fear or favour. The 
Governor of a State should be appointed only with 
the approval of the Chief Minister. 

7. There should be some restrictions on the 
executive powers of the Union, so that the initiative 
and the constitutional responsibilities of the States 
are not hindered. 

8. Article 365 seems to confer sweeping powers 
to the Centre to take over the administration of the 
States for non-compliance with any direction given 
in exercise of the executive powers of the Centre. 
Such a situation can be brought about, if in any 
dispute between the Centre and the State, the State 
fails to toe the line of the Centre, The better solution 
will be to settle differences by bilateral discussions 
in an Inter-State Council. which can be formed under 
Article 263. This Council should have statutory 
powers, to make specific recommendations on matters 
under dispute, binding on the parties to the disputes. 
The composition, functions and powers of the Council 
can be determined by the Centre and the States. 

9. The Planning Commission is now only a creature 
of the Union executive. It should be made a statutory 
body under the Constitution. 

10. ln order to put a stop to the misuse of the 
relevant provisions, Article 356 should be so amended 
as to exclude the subjective satisfaction of. the 
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Governor that the Government of the State cannot 
be carried on in accordance with the provisions of the 
Constitution. However, the failure of the elected 
legislature can be a ground for imposition of President's 
rule in State. 

11. The legislative independence ~f the States is 
also limited as enactments of v1tal Importance are 
to be reserv~d for the consideration of the President. 
The President can veto the legislative measures if 
found not to the taste of the Centre. Therefore in 
matters referred to in List Two of Seventh Schedule, 
the State should have absolute powers to enact 
legislation. It is enough that such legislation need 
be reserved to the Governor for assent. 

12. Regarding industries, the Centre assumed 
control, reversing the earlier trend towards decentra
lisation. At present over 90% of the organised indus
tries have been brought under the control of the 
Centre. Applications for licences for large industries 
had to pass through multiple check-points on a long 
journey towards clearance. The present policy has 
resulted in economic concentration in certain areas 
to the detriments of industrially backward States. 
It is our view that States should have complete freedom 
to establish industries without being subjected to the 
restrictive controls exercised by the Union. 

13. Finance is an important aspect in Centre-State 
rela lions. The financial autonomy of the Centre 
and the States is vital to the preservation of the 
federal principle. Except sales tax, all other elastic 
resources of revenue are retained by the Centre. 
The State Governments should have independent 
and adequate sources of revenue for their proper 
functioning. 

14. If one looks at the flow of resources from the 
Centre to the State only 40% of the resources are as 
a result of the Award of the Finance Commission. 
The rest is received from the Centre as in the form 
of plan assistance and discretionary grants or loans. 
This shows the economic dependence of the State 
on the Centre and the State's difficulties to raise 
sufficient resources to maintain certain standards 
of administration and perform fiscal functions in 
their sphere. It is well recognised that revenue sources 
of State Governments granted by the State List is 
insufficient to meet their financial requirements. Most 
of the State Governments are on heavy overdrafts 
to make both ends meet. It is better to have a division 
of financial powers between the Centre and States 
within their own spheres. 

15. In financial adjustments between Centre and 
States through sharing of taxes, grants-in-aid and 
loans, it is important to device certain measures 
which would ensure adequate resources to the State 
Governments. For this purpose under the devolution 
of taxes all major items should be made available. 
The grant component of Central assistance should 
be enhanced and the loan component reduced, or 
totally eliminated. 

16. Keeping in view the financial requirements 
of the State Governments and the need for develop
ment, fresh guidelines will have to be evolved for 
the distribution of market borrowings between the 
Centre and the States. The present ad-hoc allocations 
are largely in favour of the Central Government. 



An independent body like a Loan Council can evolve 
a better formula for market borrowings. States which 
earn foreigh exchange through export of man power 
and cash crops, deserves special consideration in the 
allocation of the share of market bmTowings. 

17. Another problem faced by the State Govern .. 
ment is the rising prices of commodities, over which 
they have no control except to operate the public 
distribution system. Public distribution mechanism 
can only help, provided the commodities are available 
at reasonable prices from withing the country or 
outside. Often the prices of the commodities, essential 
or otherwise, are on the high side, due to inflationary 
pressures. With rise in price of commodities cost 
of living index will also rise, compelling the State 
Governments to provide additional D.A. to their 
employees. Whenever the Central Government 
compensates its employees with additional D.A. 
the same should be given to State Governments 
employees also. The resources of the States are eroded 
as a result of granting Additional D.A. For example, 
from 1980 onwards the Kerala Government had given 
Rs. 474 Crores as Additiona-l D.A. to its employees. 
This is a serious drain on the State's resources which 
should engage the attention of the Commission. 
The State's commitments on this account should be 
fully compensated by the Centre. 

18. We earnestly hope that the Commission on 
Centre-State relations will give serious consideration 
to our suggestions and that its recommendation 
will bring about a better socio-economic equilibrium 
in the country as a whole. 

KHASI HILLS AUTONOMOUS DISTRICT 
COUNCIL 

MEMORANDUM 

Memorandum submitted to the Sarkaria Com
mission by the Executive Committee, Khasi Hills 
Autonomous Di~trict Council, Shillong on the 
occasion of its visit to Shillong from 29th September, 
1985 to 2nd October, 1985. 

Respected Sir, 

I. on behalf of the Executive Committee, Kha~i 
Hills Autonomous District Council, Shillong hereby 
express our thankfulness for having been invited 
to have a discussion with the Commission in regard 
to the existing arrangements between the Union 
and the States in regard to the powers, functions 
and responsibilities in all spheres. 

In this connection, the relationship between the 
Union and the States is hidebound that any solution 
to the warranting changes of the existing arrange
ments w'll not be complete without taking into 
consideration the problems faced by the District 
Councils in this North-eastern region. 

With dt~e respect, we take this opportunity to 
submit to the Commission this memorandum re
presenting a few among the various problems of this 
Autonomous District Council in running the admi
ni~tration. W' believtl that the learned Commi-
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ssion is not unaware of the circumstances, aims 
and objects in the creation and existence of the 
District Councils during the composite Province/ 
State of Assam in the J948-50s. 

In so far as the Khasi Hills District is concerned, 
the erstwhile Khasi States plus other area constitute 
this Autonomous District comprising the Districts 
of East and West Khasi Hills. The Khasi States 
which have in the past been maintaining their own 
freedom by virtue of their Treaties and Sanads in 
signing the Instrument of Accession sometime in 
1948 while the Constitution of India was in 
the making, does not mean cession/merger of 
their territories to the Indian Union and for that 
matter to any State. To be more clear, we would 
invite your kind reference to Paragraphs 112, I 13 
and 114 of the White Paper on Indian States of the 
Government of India Ministry of States wherein 
it has been specifically emphasized that the Khasi 
Hills States along with the other tribal district of 
Assam known as Jaintia Hills District have been 
constituted into a separate Autonomous District of 
Assam known as the United Khasi and Jaintia Hills 
District under the provision of the Sixth Schedule 
to the Constitution of India as comoborated in the 
judgement of the Hon'ble Supreme Court of India 
in the case No. C.A. 394 of 1960-T. Cajee, Chief 
Executive Member (Appellant) versus U Jormanick 
Syiem and another (Respondent). The founding 
fathers of the Constitution of India, with due regard 
to the distinctive characteristics of the culture and 
way of life of the tribal people of this upland 
Region thought it proper to provide a special pro
vision in the Constitution of India, giving them 
ample opportunity to grow in their own roots and 
according to their genius and culture. Thus the 
District Councils did not just come out from no
where but emerging from the Constitution of India 
itself and are not even statutory bodies just as those 
now coming up in Manipur and Tripura. 

According to the Sixth Schedule to the Consti
tution of India, the District Councils are autonomous 
bodies or in other words, miniature State having 
all the requisites of a Government, consisting of the 
executive, judiciary and legislature. I feel, there
fore, that there should not be only Union and 
State relation but also Union, State•and Autonomous 
District Council: relation. • 

The Executive Committee, Khasi Hills Autono
mous District Council in submitting this memoran
dum to the Commission does not have the least 
intention of maligning against the State Govern
ment of Maghalaya, but only to project the ethnical, 
cultural, traditional, etc. problems we are facing 
in this part of the North-East region. Since its 
very inception, this District Council has all along 
been trying its level best to maintain the form and 
scheme of administration as contamplated under 
the provisions of the Sixth Schedule to the Comti
tution of India. But due to the limited resources 
of this Council, we are financially handicapped, 
apart from other factors, to keep the wheels of 
administration running smoothly. The District 
Council being ·a constitutional body, we have every 
right to think and expect that t~e Government cannot 
just look and see the Council flounder and sink, 



With due regard to the impact of the long pending 
and unsettled ~boundary dispute between the Khasi 
Hills Autonomous District Council, the State Go
vernment of Meghalaya on the one side and the State 
of Assam on the other side on the administrative 
jurisdiction of this District Council over the areas 
encroached by Assam and the resultant hardship 
affecting the destiny of the people of this State and 
espedally the indegenous tribal people over whom 
this Council is having administrative jurisdiction, 
the Executive Committee submitted a memorandum 
on the 25th February 1985 to the Governor of 
Meghalaya for a an expeditious settlement of this 
vital issue. It is highly appreciable that t~e G<?
vernment has taken initial necessary steps m th1s 
matter. In this connection, however, it is claimed 
that this Council be involved to safeguard its con
stitutional rights, and also for the socio-economic 
welfare of the people of this District. The stand 
of this District Council in this regard is that it does 
not accept the boundary description as lastly notified 
in 1876 and its interpretation from time to time is 
wrong and unacceptable as the said Notification 
does not include vast areas originally belong to the 
Khasi States. 

The Khasi Hills District comprises all the areas 
formerly known as the Khasi States plus other 
areas as defined in Paragraph 20 of the Sixth Schedule 
to the Constitution of India, excluding any areas 
for the time being comprise within the Cantonment 
and Muncipality of Shillong, but including any 
areas of the Khasi States bifurcated and attached 
to Kamrup District by the British Regime for admi
nistrative convenience. 

Sometime in 1982 a Commission under parag
graph 14 of the Sixth Schedule to the Constitution 
of India was constituted under the Chairmanship 
of Sri. S. K. Dutta, retired Chief Justice of Gauhati 
High Court to enquire into the affairs of the Dis
trict Councils and to suggest ways and means for 
their betterment. This Council through its mem
orandum dated lith July 1984 furnished the nece
ssary information regarding its executive functions, 
legislative measures, etc. relating to the matters 
as provided under the provisions of the Sixth 
Schedule to the Constitution of India, in addition 
to other difficulties econountered by it in the course 
of administration. It is understood that the Com
mission has completed its work and submitted 
its Report, a few months back, but for the non
receipt of the Report, we are in the dark as to the 
findings of the Commission. Since the Report 
deals exlusively with the affairs of the District 
Councils, the same should have been made available 
to this and other District Councils. 

Over and above that has been stated, this Council 
has to face problems and hurdles that many of the 
laws framed by the District Council, namely, 1. 
The Khasi Hills Autonomous District Council 
(Cattle and other animals Taxation) Regulation, 
1982, 2. The Khasi Hills Autonomous District 
Council (Khasi Social Custom of Lineage) Act, 
1980, 3. The Khasi Hills Autonomous District 
Council (Inheritance of Self Acquired Property) 
Act, 1980 and 4. The Khasi Hills Autonomous 
District Council (Primary Education) Regulation, 
1980 are lying pending for a considerable period 
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of time with the Government for Governor's Ap
proval/Assent as the case may be w~thout adduc
ing any reason thereof. We beheve that . the 
Commission is not unaware that the power/s of the 
Council has already been curtalied by the amend
ment of the Sixth Schedule under the Assam Re
organisation (Meghalaya) Act, 1969 and the No.rth 
Eastern Areas (Reorganisation) Act, 1971 reducmg 
the autonomy of the Council and giving ample 
opportunity to the State Gov~rn~ent to e?croach 
upon the domain of the D1stnct C?unc1l. For 
example, this Council as already mentwned ab.ove 
has made law on the inheritance of Self Acquued 
Property, but regardless of this fact, the Gov~rn~e';lt 
has presented a Bill entitled "The Khas1.-Jamt1a 
Succession to Self Acquired Property (Special P.ro
vision) Bill 1984 in the June 1984 Assembly SessiOn 
without consulting the District Council concerned 
and without giving any information of the fate 
of the Council's Bills. 

It will not be out of place to mention that the 
Khasis have quite a distinct culture, different 
land tenure and a democratic way of governance 
and that the Chiefs of the Khasi States are not terri
torial sovereigns. This goes to explain why there 
was no Instrument of Merger, but if the District 
Council is made subordinate of the State Authority 
as is envisaged in para 12-A of the Sixth Schedule, 
then it is afraid that the main root of being a 
Khasi is gone. Secondly, if in a matter of succe
ssion the State having a mixture of different stocks 
will make law for a Khasi, then where is the freedom 
to govern according to our own culture and genius ? 

Since long time back the need for amending the 
Sixth Schedule has been keenly felt to strengthen 
the administration of the District Councils and 
as such, a conference of all the Chairman and 
the Chief Executive Members of the District 
Councils of the North Eastern Region was held at 
Shillong on 29th Jan., 1981. ·After threadbare 
discussion of the pros and cons of the Six• h 
Schedule as it is, the conference have drawn 
up a set of proposed amendments of !he said Sche
dule which they feel would adequately strengthen 
the administration in the Autonomous Areas, a 
copy of which is enclosed herewith for favour of 
perusal and consideration. 

In conclusion, we are constrained to state that 
there is a lack of harmony in so far as the relation
ship is concerned between the District Councils 
with the State Government and the Union. 

We, therefore, crave indulgence to reiterate for 
the amendment of the Sixth Schedule as felt needed 
by the concerned District Councils and that the 
administration of the Council should be unfettered 
and without undue interference from any uncon
cerned quarter so as to being a close relationship 
between the District Council and the Governor; 
and that the boundary of the Khasi Hills District 
should be defined and clearly demarcated to avoid 
choatic condition in the administration because 
as it is at present, the Khasi community has the 
feeling that they are being suppressed and are 
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discontent of the state of affairs since the last decade 
which is aggravating and may cause disturbances 
at any time. 

orderliness of the country and ultimately to foster 
and cement the unity and integrity of our country, 
India. 

We, therefore, look up to your ~:oodself to go 
deep into the matters as brought out in this memo
randum in their true perspective and try to under
stand the rights, sentiments and special character 
of the "Khasis" to bring about peace, harmony 

We wish the Commis~ion th best of health 
and success. 

Sd/-
Chief Execrlti1·e Member 

ARTICLE 

SIXTH SCHEDULE 
Para 1 

Para 2 

Para 3 

105-288/87 

Proposed Amendmens to the Sixth Schedule to the Constitution of India 

AMENDMENTS 

Para l-In sub-para (2) of Para I insert the words "In consultation with the District Council concerned" 
in between words "the Governor may11 and "by public notification". 

Para 2(1)-(i) In the fourth line of sub-para (I) of para 2 insert the following words "on 1 the recom
mendation of the District Council concerned" in between the words "by the Governor" and "and the 
rest"; 

(ii) Add the following proviso to the sub-para (I) of Para 2. 

"Provided that no person who is not a scheduled tribe of any autonomous district of the state 
of Assam or Meghalaya or Mizoram as specified in Part I, TI & III of the Table appended to para 20 
as the case may be, shall be eligible for election to the District Council". 

Para 3-The whole of para 3 shall be deleted and the following substituted : 

"Powers of the District Council or Regional Councils in respect of land, minerals and other relating 
to town or village administration, social and customary practices". 

(I) Control of all lands within the Autonomous District shall vest in the District Council or Regional 
Council as the case may be, and the District Council or Regional Council shall have power to make 
laws in respect thereof and with particular reference to :-

(a) the allotment, transfer, occup1tion or use, or the setting apart/and registration of land for the ourpose 
of agriculture or grazing, or for the preservation of forests or for reiidenti:ll or non~agricultural purposes 
likely to promote the interests of the inhabitants of any village or town : 

Provided that nothing in such law shall prevent the compulsory acqusition of any land, whether 
occupied or unoccupied, for public purposes by the Government of Meghalaya, Assam or Mizoram 
in accordance with the law for the time being in force authorising such acquisition : 

Provided further that the consent of the District Council or Regional Council concerned has 
previously been obtained by the Government of Meghalaya, Mizoram or Assam for such compulsory 
acquisition; 
(b) the control or management of any forest ; 
(c) the regulation of the practice of Jhum or other forms of shifting cultivation ; 
(d) the establishment of village or town committees or councils and their powers ; 
(e) any !Jther matter relating to village or town administration, including village or town police 
and pubhc health and sanitation · 

(f) the appointment or succession of Chiefs or Headmen and their powers and functions ; 
(g) inherit•nce of property including allotment, transfer, registration occupation, use or ownership of 
property consequent upon the marriage of a tribal to a nontribal]; 
(h) marriage and divorce ; 
(i) social customs an j usages inclu:iing ~customuy law and practice ; 
(j) fishery ; 
(k) (i) markets and f•.irs ; 

(ii) establishment or construction of shops or stalls. 

(2) The District Council shall also have power to make laws with respect to :
(a) the use of any canal or water-course ; 
(b) read transport and ropeways ; 
(c) trade ; 
(d) the manufacture, sale or prohibition of liquor ; 
(e) registration of documents ; 
(f) court fees and stamps ; 
(g) protection of wild-animals and birds ; 
(h) elephant mahals ; 
(i) the acquisition of land. 

(3) All laws made under this paragraph shall be submitted forthwith to the Governor and, until assented 
to by him, shall have no effect. 
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ARTICLE AMENDMENTS 

Para 6 Para 6-Delete the word "Previous" occurring in the fourth line of subpara (I) of para 6 in between the 
words "with the" and 513pproval". 

Para 8 Para 8-{1) At the end of Paragraph 8 (I) and after the word "generally" insert the words "until such 
time as the District Councils have not framed their own laws". 

(2) In paragraph 8 insert the following as (c) of sub-paragraph (3) ; 
"(c) tax, royalties, cess, duties and fees on minor minerals and on produces from forests other than 
reserved forests and fees on other subjects within the legislative and administrative power of the District 
Council". 

Para 9 

(3) In paragraph 8( 4), insert the word "Law" in place of the word "regulations" wherever it occurs. 

Para 9-Add a new sub-para (3) to para 9 as follows :-
(3) "Notwithstanding anything ~ontained in sub-paras ,(l) and (2) of this paragraph, the annual share 
of the royalties payable to the District Council concerned shall be made over to that District Council 
within a period not beyond one year from the date they accrue". 

Para 10 Para !D-In the last line of the second proviso to sub-para (2) of para 10, delete the words "the time 
of the making of such regulations" and substitute the same by the words "the inception of the District 
Council". 

Para 12 Para 12-Delete paras 12A & 129 and add the words "Meghalaya and Mizoram" after the word 
"Assam" wherever occur in para 12. 

Para 20 Para 2D-Delete para 20(2), including the proviso, and substitute it with the following :-

"The Khasi Hills District shall comprise the territories which before the commencement of this Consti· 
tution were known as the Khasi States and the Khasi and Jaintia Hills District, excluding so much of the 
areas comprising the Jnintia Hills Autonomous District, constituted under notification No. TAD'R/50/64 
dated 23/11/64, read with notification No. DCA 31/72/11, dated 14-6-1973". · ' 

(Erplanation : The words "Mizoram" and "State" in relation to the Union Territory of Mizoram whenever 
used in these proposed amendments shall refer to the Union Territory of Mizoram and the word "Governor" 
shall refer to the "Administrator" of the said Union Territory). 

MALAYALEE DESHEEYA MUNNANT 

REPLIES TO THE QUESTIONNAIRE 

We are happy that the Government of India 
even though belatedly, has taken cognisance of the 
problem of centre-state relations. But the Com
mission has recorded the poor response it received 
from the present and former Chief Ministers for its 
request to send their memoranda on the Subject. 
This fact reveals that ruling parties are not public
conscious enough to assist the Commission by 
expressing their views on such an important question 
facing the country. The terms of reference stated 
in the notification of the Ministry of Home affairs 
(No. IV/11017/1/83-C.S.R. dated the 9th June 1983) 
says "In examining and reviewing the working of 
the existing arrangements between the Union and 
States and making recommendations as to the changes 
and measures needed, the Commission will keep 
in view the social and economic developments that 
have taken place over the years and have due regard 
to the scheme and frame work of the constitution 
which the founding fathers have so sedulouly desig
ned to protect the independence and ensure the 
unity and integrity of the country which is of para
mount importance for promoting the welfare of the 
people". 

r 11 this C1mtext we are of the opinion that if the 
Government feel that there should not be any change 
in the constitution of India for the restructuring of 
tbe centre...tate relations the Commission's eJt-

(B. WANNIANG) 

C.E.M. & Chairman o/tlte Conference. 

ercise will be futile. The above-quoted part of the 
terms of reference creates a doubt that the Govern
ment does not want any changes in the constitution 
for i_mproving the present sorry state of centre-state 
relatwns. Since the constitution itself provides 
for c~a~ges, we take an optimistic view that the 
~mnusswn ~Ill_ rec~rnl!lend for necessary changes 
m the constitutiOn If It deems it necessary for a 
scientific rational restructuring of centre-state relation 
consistent with the aspirations of the states and its 
people. 

Indian constitution has to be changed into federal 
one. The following changes we suggest : 

(I) The Governors of the states should be 
elected by _the people of the states directly 
on the basis of adult franchise. 

(2) The President of Inc" ia should be elected by 
the electoral college consisting of only members 
of the state legis Ia ture. 

(3) All the states should have equal number of 
representatives in the Rajya Sabha. 

(4) Number of Rajya Sabha members should be 
more than Lok Sabha members. This change 
can be effected by reducing the number of 
Lok S~bha members or increasing the number 
of RaJya Sabha members. 

(5) Whenever the Rajya Sabha rejects a bill 
passed by the Lok Sabha a combined session 
of both the houses should decide the issue. 



(6) All the powers should be left to the State 
list except Defence, Foreign Policy, Post 
and Telegraphs, Railways and currency. 

(7) Presidential form of Government under a 
genuine federation should be established. 

(8) Official language policy.-Imposition of Hindi 
as the official language of the country is an 
irritant in the field of Centre-State Relations. 
English should continue as the official language. 
At the State level, mother tongue of the 
people of the State should be the official 
language. 

Above proposals require drastic change in the 
constitution. Therefore convening of a new cons
titutent assembly for the purpose will be the ap
propriate step. 

In 1946 members of the Indian Constitutent 
Assembly were not elected on the basis of adult 
franchise. More over most of the native states 
were not adequately represented in the constituent 
assembly. Therefore present constitution is devoid 
of popular democratic base. Therefore convening 
of a new constitutent assembly to adopt a new federal 
constitution is desirable. 

PART I 

INTRODUCTORY 

1.1 Our constitution cannot be called a federal 
one. The main features of a federal constitution 
are: 

(a) It Should be an association of states. 

(b) There should be a division between general 
(Central) authority and regional (state) au
thority. 

(c) The general authority and regional authority 
should not be subordinate to each other 
but coordinate with each other. 

The last is the main feature of a Federation in the 
traditional sense. But in the Indian Constitution 
regional authorities are mostly subordinate to the 
general authority. 

1.2 Rajamannar Committee has demanded more 
powers for the states. We consider that much more 
powers for the states than envisaged by the com
mittee, are nece~sary for the smooth functioning 
of a federal pohty. We are of the opinion that 
only interstate disputes and constitutional matters 
should be left to the jurisdiction of the Supreme 
Court of India. 

1.3 In a country like India which is not only 
heterogenous but also multinational, a highly cen
tralised constitution is undesirable. Only a federa
tion giving optimum autonomy for constituent 
states could be efficient and workable. Peoples 
with divergence in language, culture and economic 
conditions should be governed by their respective 
state govts enjoying optium autonomy. Only in 
matters of Defence, Foreign Policy, Currency, Post 
and Telegraph and Railways, the general Govern
mat sho~J.:I hwe jurisdiction. 
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1.4 Whichever country has tried to impost: a 
unitary form of Government on nationalities diver
gent in culture, language, history and economic 
conditions it has disintegrated. The countries which 
started with a loose federation depending on good
will, mutual trust and voluntary association, has 
slowly achieved integration. Examples are the 
United States of America and Switzerland. The 
traditional federations have successfully functioned 
and they have progressed towards understanding, 
integration and unity. The unitary form of Go· 
vernment imposed an heterogenous nationalities have 
failed and ceased to exist. Recent example is Pakistan, 
Austro-Hungarian empire did disintegrate. Irish 
seceded from the United Kingdom of Great Britain. 
Poland seceded from prebolshevik Russia. 

The genuine Federations, due to their success deve
loped into united and cohesive states. Centralised 
unitary states imposed upon unwilling people have 
disintegrated and ceased to exist. The former by 
its success and latter by its failture exists ~only in 
abstract theory. 

1.5 The constitution is not sound. It will not 
endure for long. It cannot be improved by window 
dressing amendments here and there. It require 
drastic changes. It should be changed into a genuine 
federation. The federal Government should con
fine itself to Defence, Foreign Policy, Currency, 
Post and Telegraph and Railways. 

1.6 Articles 256, 257, 354 to 357 are negation 
of the autonomy of the states and contrary to the 
federal principle. We suggest entire redrafting of 
the constitution and so these provisions should not 
be in. the new constitution. 

I. 7 The reorganisation of states of India on lin
guistic basis in 1956 was a reasonable policy and it 
is consistent with the aspirations of the people. 
However there are pockets of linguistic minorities 
existing in various states. These areas of Iingustic 
minorities should be mtrged with the states where 
people speak the same language, if the areas are con· 
tiguous. After settling th~se issues of linguistic 
minorities, there should not be any change in territories. 
The Centre's powers (Article 3) in this respect should 
be deleted from the constitution. 

PART II 

LEGISLATIVE RELATIONS 

As stated earlier all the powers except Defence, 
Foreign Policy, Currency etc. should be with the 
states. Residuary powers also should be with 
the states. 

Since we visualise a genuinely federal constitution 
most of the questions in Part II are not relevant.' 

PART III 

ROLE OF THE GOVERNOR 

The Governor's office should be made elective. 
Governor should be elected _by the people of the 
respective states, on the bas1s of adult franchise. 



The political instability, in the states due to ephe
meral coalitions of political ;parties having diver
gent views and policies, is a great problem facing 
our country. This can be solved by having elected 
governors with popular base. Even when the 
ministries at the state level fail and no party is 
capable of forming the government, there won't 
be a crisis in the state administration. The governor 
can run the administration without being accused 
of undemocratic, since he is elected by the people 
of the state. 

3.5 It should be made mandatory that the governor 
should give assent to all the bills passed by the State 
legislature. Only in cases where the advocate 
general of the state advices the governor 'to refer 
the bill to the high court, or Supreme Court, he 
should wait till the respective court clears the bill. 
Only when the respective courts question the con
stitutionality of the bill, the governor should withhold 
the assent. 

3.7 The elected governor should have the full 
5 year term. Procedure of his removal should be 
the same as of the judge of the Supreme Court. 

3.8 The Governor should be empowered to summon 
the legislative assembly. He should varify whether 
the ruling party has majority or not. It should be 
tested only in the legislature, by the result of the 
confidenence motion or no confidence motion. 

3.9 The West German practice is not desirable. 
In the case of India, if we introduce the system of 
elected governors, the administration will, smoothly 
continue, whether there is a ministry or not. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.4 The President's Power under article 356 should 
be deleted from the constitution. In case where 
the state has no party with a majority in the state 
legislature, the Governor should be given the power 
to "assume to himself all or any of the functions 
of the state" by a ·proclamation. 

The article should be deleted because it is a nega
tion of state autonomy and federalism. Moreover 
the ruling party at the centre has misused the pro
vision for dismissing the state government of an 
opposition party. Instances are : In 1952 PEPSU 
Government was ousted by the Centre. In 1959 
the Communist government of Kerala was dismissed. 
In 1975 D.M.K. Government of Tamilnadu was 
dismissed. In Gujarat, Babu Bhai Patel Government 
in the same year. 

Instead of Presidents rule, there should be the go
vernor's rule-the rule. of an elected state governor. 
The election comDllssion should conduct dection 
within one year. 

4.7 No central . agency like Central Electricity 
Authonty and Director General of Technical De
velopment :ohould be established without the consent 
of the states. Each state should have power to apt 
out of such orgarusauons. Authorities like inter-
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state Hydroelectric projects may be established only 
by mutual agreement between beneficiary or 
affected states. 

4.8 There is no need for All India Services like 
I.A.S., or l.P.S. in a federal polity. The States 
should have class one s~rvices of their own. For 
administration of limited port-folios like defence 
and foreign service the federal government could have 
there own services. But a central service should 
not be imposed on states. 

4.9 The power for the Centre under article 355 
to use the central reserve police and other armed 
forces should be deleted. If the concerned states 
request other states or centre it may be allowed 
to send armed forces, in a critical situation. 

4.10 News papers, book(andj>rinting should be in 
the state list. Radio and television should be con
trolled by an autonomous agency which consist 
of representatives of all the states. 

4.11 The Zonal councils have not worked satis
factorily till today. It can be activised for discussing 
problems and issues of mutual interest to member 
states. 

4.12 Such institutions should be established volun
tarily by member states. 

It should not be imposed by the Parliament. If 
states cl eem it necessary, they can have an indepen
dent secretariat. 

PART V 

FINANCIAL RELATIONS t!' 

5.1 An objective review will reveal, the scheme of 
devolution has not worked satisfactorily in the matter 
of r many undeveloped and semi-developed states. 
In the initial stages, the allocation from the centre 
to the states from the divisible pool as well as indi
visible were devoid of equity. The State governments 
having chief ministers of stature or strong influence 
got the maximum • allotment from the centre. Es
pecially discretionary grants and loans went to the 
states having powerful chief ministers of the ruling 
party. They secured substantial and undeserving 
assistance from the centre. 

Certain chief ministers who were convenient to 
the ruling clique at the centre by liaisoning and 
influence secured much more finance than what 
they are entitled. 

To avoid discrimination and allegation certain 
formulae were worked out. But the formulae itself 
have worked to the advantage of certain states 
and handicap for certain other states. Take for 
example the criteria for backwardness. Formulae 
treated district as a unit .. But paradoxically some 
advanced states were havmg many backward dis
tricts also within its territory. Therefore funds 
went again to the most developed states which had 
very backward districts also. In the name of help
ing backward districts, further funds went to the 
most advanced states having a few backward dis
tricts, at the cost of backward and undeveloped 
states. 



For measuring backwardness, a state as a whole 
should be taken as a unit-not the district. 

The location of central sector Industries are also 
decided on political and party considerations, rather 
than, economic, social and development factors. 

5.2 The >poon feeding of states by the centre 
have not only resulted in loopsidcd development 
and regional disparities, but also has created psy
chological retardment for states. Self reliance of 
peoples of the states are eroded. 

Economic development takes place not by bread 
alone. It is achieved by morale, self reliance and 
other non-physical factors also. Therefore taxation 
by the centre and its spoon feeding of states should 
be given up. All the taxes like excise should be 
left to the states. 

In a genuinely federal set-up where all the subjects 
except, defence, post and telegraph, railway, foreign 
policy and currency are under the jurisdiction of 
the constituent states, the states will become self 
reliant. They will develop according to their own 
genius. 

The centre's expenditure for foreign affairs and 
defence should be contributed by the states. Income 
from post and telegraph and railways can be used 
by the centre. 

Even customs duty and foreign exchange should be 
administered . by a fi1iancial council consisting of 
all of the states. After contributing to the federal 
expenses, propotionate to the population of each 
state, the balance if any, should be given to the 
states on the basis of each states export-import 
voJnme. 

5.3 The disparities between states cannot be reduced 
by having a strong centre. A strong centre will 
be the instrument of advanced states, for perpetua
ting their hegemony. The ruling party at the centre 
may stiffie the development of states ruled by 
opposition political parties or regional parties. 
Concept of social and economic justice varies from 
time to time and country to country. In India the 
greatest economic reality is not the gap J:>etween 
rich and poor clas~es but the gap between nch and 
poor states. The disparity between have-states and 
have not-states has to be reduced. Economic de
velopment, especially industrial development of 
constituent states has to be initiated in the case 
of certain states and accelerated in the case of certain 
other states. The whole planning has to be done by the 
states. In the present set up, the centre allots money 
on sectoral basis. Instead it should be allocated 
to the states on the basis of an equitable formula. 
The states s~1ould be free to decide what priorities 
to be given to which sector (large industry, medium, 
small, agriculture, commumcatwn etc.) 

If the constitution is drastically changed in favour 
of a genuine federal one, as we have suggested earlier, 
this problem will not arise at all. . The states will 
have the major resources and they will have the powers 
to decide what they should do with the resources 
they are having. 
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5.4 The development policy matters should be 
left to the states. Then these questions will be 
decided by each state. The revenue gaps are due 
to wrong planning, over emphasis and expenditure 
on unprofitable public sector and unnecessary ad
ministrative expenditure on civil service. All these 
should be given up and there won't be any deficit. 

5.5 & 5.6 These questions are irrelevant in a 
federal set up we have suggested. 

5. 7 The Central taxation system works to the 
advantage of the richer states. States should have 
all powers of taxation. Moreover industries and 
agricultural products should be given taritf pro
tection by respective states. For example tyre 
and rubber products manufactured by advanced 
states destroy Kerala weaker nascent rubber ,product 
industry. Kerala should levy tax on raw rubber 
going outside the state. If the rubber is processed 
here, there should not be any tax. Similarly finished 
rubber goods produced elsewhere and to be sold 
here should be taxed by Kerala state. Only in 
these conditions local industry would develop. 
If octroi is coustitutionaJ, this type of taxation 
policy also is constitutional. If, lndian inaustry 
in advanced states in India wete exposed to com
petition from advanced countries in the world, even 
after Indian independence, those industries would 
have collapsed. Ambassador cars would have 
remained unsold. Indian textile products would 
have been competed out of the market by Hongkong, 
Japanese or Taiwan products. Only by taritt pro
tection, the so-called developed Indian industry 
progressed. Similarly nascent industries in back ward 
states should be given a short of tariff protection 
from products of monopolistic industries from the 
advanced states. 

5.8 All the major taxes should be levied by the 
states. In that case the question is irrelevant. 

5.9 In a federal polity, visualised by us, the taxation 
powers as well as planning will be with the states. 
The federal government will be receiving contribution 
to its fund from states, proportionate to their popu
lation and other important factors. The federal 
finance and expenditure should be supervised by a 
council, consisting of representatives of the states. 

5.10 The transfer of funds from the union to the 
states has never promoted efficiency. All central 
bodies, including planning commission have no 
understanding of regional realities. The funds were 
very often wasted by the states. Schemes drawn 
up by the Central bodies are often unsuitable to 
the local situation. The planning commission is a 
body .with no accountability. to the elected repre
sentatives of the people. lt ts. agamst all principles 
of democracy, that a body w1th no accountability 
to the people allocate funds and decide the ecouomic 
policy of the country. Planning commission in 
the present form should be scrapped. 

5.14 Since we envisage a federation in which 
states levy most of the taxes, the issue is not relevant. 
In the case of bearer bonds, and similar revenues 
it should come under the divisible pool. .' 

5.15 Fortunately, there is llardly any surplus in 
the public sector. Therefore the question does 



not arise. All public sector except defence industries, 
P. & T. and Railways should be in the state sector. 

5.16 We visualise a federal constitution in which 
most of the powers and tax revenue will be with 
states. Therefore the present indebtendness of the 
states would not be there in a genuine federation. 

5.19 Even foreign loans should go straight to the 
states from agencies like World Bank, I.M.F. and 
consortium of aiding countries. The states should 
be left free to negotiate with foreign countries, 
and receive loans. But a council having the repre
sentatives of the states and federal government 
should evolve mutually agreed guidelines. Subject 
to these guidlines states should be free to borrow 
from abroad. The present system of centre func
tioning as a finance broker should be given up. 

5.20 The Loan council suggested, should be a spe
cialised department of the Reserve Bank of India. 
Proposal is welcome. 

5.22 Most of the states have reached their limits 
in tapping their local resources. The states go 
for further taxation will push up prices and add to 
the high cost economy. 

5.23 There is tax evasion-not leakage-in a very 
big way. The centre failure to collect taxes due 
to political reasons, is responsible for tax evasion. 
The performance of the public sector is dismal. 
Only defence industries which has a bearing on 
the security of the country and industrial infra
structure should be in the public sector. In the 
initial stages of development private sector should 
be given the responsibility of industrialising the 
country. But it should function within the guide
lines set by the states. Monopolies in the public 
as well as private sector should not be permitted. 

5.24 Only with agreement of the states, Union 
government should levy taxes coming under article 
268 and 269. 

5.25 Major tax revenues are with the centre at 
present, and the states get paltry funds from the 
centre. Whenever the states make attempts to 
levy new taxes or increase the rate of taxes, people 
already over burdened with various taxes make a 
hue and cry. The State governments which are in 
close contact with the people become unpopular. 
The cumbersome process of centre leavying taxes 
and states going to the centre with begging bowls 
is time consuming and result in wasting of time 
a'ld energy. Therefore as we have suggested earlier, 
all powers of taxation should be left with the states. 
But taxes on railway fares and goods should be 
levied by the centre in consultation with the states 
and should be distributed to the states. 

5.27 The Union territories also should get all 
forms of allocation from the centre on a par with 
other states. 

5.29 The nationalised banks should be split up. 
Every (1) & (2) state should have a public sector bank, 
All the state's banks should be represented in a central 
council to be constituted. They can help each other 
and those should be governed by guidelines for
mulated by central body to be formed. 
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(3) Authority for the Industrial Licencing should 
be given to the States. There can be a federal council 
representing the States, for guidance to the states. 
Federal Council should work for avoiding super
fluous efforts in industrial ventures and promoting 
mutual co-operation. After studying the require
ments, and resources, the council should fix maximum 
installed capacity for each industry, to avoid over 
production. On a selective basis certain categories 
of Industries can be delicensed. When the total 
production reaches the maximum level fixed by the 
council, the states should not allow more units in 
that sector. 

The present licensing system has contributed to 
a great extent the mounting corruption in the country. 
Favouritism and bribery are mainly the results 
of the present system of licensing. 

5.32 In a federal system, Central financial insti
tutions like the Life Insurance Corporation, General 
Insurance Corporation and Unit Trust of India also 
should be reorganised on states basis. At present 
the large funds of this organisations can make and 
un make large companies and its managements. New 
investment policy of those institutions are decided 
by the centre. All these organisations should be 
reorganised on state basis and control should be 
given to the State Finance Ministry instead of 
Central Finance Ministry. 

NAMADHU KAZHAGAM 

MEMORANDUM 

Introduction 

Before giving my answers to the Questionnaire 
supplied by you, I would like to suggest that some 
more questions may kindly be added to the ques
tionnaire to arrive at a fair finding. 

The Indian constitution of course was friimed 
after careful consideration and elaborate discussions 
in thll constituent Assembly. But from our actual 
experience, it is quite evident that our constitution 
had not served or fulfilled the aspirations of the 
peOple living in various regions or areas-of our 
sub continent which is composed of various nationa
lities based on diverse languages, cultures and 
customs. It has also failed to take note of the 
political demands of the people of various regions. 
Regional autonomy and its consequences were not 
not studied deeply and properly at the time of fra
ming the constitution. Though the authors of this 
constitution were learned Lawyers, eminent Jurists 
and West-oriented politicians, they have failed to 
observe and study the real demands and sentiments 
of the peOple living in various regions of this country. 

It was a time of serious test and turmoil in this 
country, created by the partition of Pakistan and 
India, when the Indian Constitution was framed 
and placed before the constituent Assembly. 
Worried over the disintegration of the country, the 
the Fathers of our constitution had to take extra 
precaution to see that this country does not dis
integrate any further. So, they curtailed the powers 
of the states so iiS to prevent any such demand in 



the future and concentrated enormous powers in 
the centre, making the states merely subordinate 
subservient units of the centre. 

The states and provinces were formed in such a 
way without any guiding principle or imagination 
to reflect the aspirations and feelings of the people 
but keeping in mind only the administrative con
venience. This was a calculated move on the 
part of the Congress Politicians just to suppress t_he 
regional feelings and aspirations that may creep m, 
in the due course. 

While the undivided Madras Province consisted 
of Andhra Pradesh, Tamilnad and Malabar the 
Congr~ss Party was having separate party unit as 
Tamilnadu Congress Committee and so on ; when 
the state administrative unit was one, the party units 
were many. So also, the Greater Bombay consists 
of Maharashtra, Gujarat etc., so the states were 
not formed on linguistic basis by the constitution 
makers but theY did so purely ·for administrative 
convenience. 

These aspects were not anticipated at the time 
of framing the constitution. To achieve these 
objectives people of various regions had to wage 
struggles, and make sacrifice of human lives ; then 
only centre agreed to consider reorganisation of 
states on linguistic basis. 

Another, serious and depressive aspect of this 
constitution is the neglect of regional languages 
by not giving equal status for all the languages. 
Mother tongue is holy and dear to everybody. People 
worship their languages. Theri 'mother tongue, 
their culture are supreme to them. But instead of 
honouring the sentiments of all the people, Indian 
Constitution made Hindi supreme and thrust it on 
Non- Hindi areas which caused the mass upsurge 
in some rreas against this type of imposition. The 
division of India in I 947 into 2 states as India 
and Pakistan based purely on religious majority 
could not survive ; because Pakistan though one 
Islamic state could not withstand for a long time on 
the basis of religion. The imposition and domination 
of urdu on the Bengali spoken area of Paksitan, 
without understanding the sentiments of the Bengali 
people became the root cause for a civil war and 
disintegration of Pakistan with the birth of Bangia 
Desh. Imposition of Hindi on Non-Hindi people 
will have similar fate. This is a historical les_~on. 

-
The above mentioned "incidents are standing 

evidence for the faulty judgement of the centre in 
uniting India by neglecting various regional langua
ges and culture, treating Hindi and Hindi belt 
alone as supreme. Shri B. N. Rao, the eminent 
jurist was deputtd by the Constituent Assembly to 
tour countries like U.S.A., Canada, Ireland, Britain 
etc., but Alas ; it is regrettable that no idea was 
mooted out to tour various regions of this country 
to study the feelings and aspirations of the people 
of this country. 

I should like to enumerate vital drawbacks in 
the Indian Constitution. These drawbacks will 
clearly indicate that the aim of the constitution 
makers was not to bring a federal constitution for 
the country but a unitary one. Many of the federal 
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features, as found in various constitutions in some 
other countries are introduced in our constitution 
but cleverly ways and means are effectively provided 
to curb the constitutional rights of the states by the 
centre and use its discretion. Article 356 of the 
constitution is a standing instance. In this way no 
state can enjoy the constitutional rights freely, and 
the centre can curb the legal rights of the States 
with the help of the ample provisions of the cons
titutions. 

Our constitution is not federal in nature that 
the powers are centralised and the states are in a 
sub-survient position. Some of the provisions of 
the constitution will clearly prove and illustrate 
that our constitution is not a fedaal one. They 
are : 

A. States were not reorganised on liguistic basis 
at the time of the framing of the constitution. 

B. Equal states for all regional languages were 
not provided in the constitution. 

C. Imposition of Hindi as official language for 
the centre is provided in the constitution. 
In a multi linguistic country and the impo
sition of one particular regional language 
on the entire country of different languages 
is a clear proof that it is not a federation. 

D. The appointment of a Governor for a parti
cular~ States is at the discription of the centre 
and the state have no say in the appointment 
of the Governor. Mostly other state persons 
are imposed as Governors. 

E. The recent trend of the centre is imposing 
judges from one region to other region. 

F. The Centre enjoying the power to recruit 
the I.A.S., I.P.S. Officers and sending 
Officers of one region to serve in other region. 

G. Regional languages are not encouraged in 
the Parliament. 

H. Regional Political parties and their reasonable 
demands are considered by the centre as 
antisocial and undemocratic and at times 
antinational. 

I. Curbing the regional spirits in the name of 
national integration. 

J. Certain provisions of the constitution are 
permitting the centre to dismiss the state 
Ministry or dissolve the state assembly and 
imposing the Governors Rule, e.g., Article 
256, 257, 354, 355, 356 with the help of these 
provisions in our constitution the centre 
had repeatedly dismissed the state ministry 
in almost all the states dissolved the state 
assemblies and imposed President rule. 

K. Nowhere in the constitution states are pro
vided with the right for secession which is 
a guaranteed right for a state in any federal 
setup, as evidenced by Federal Constitution 
of certain countries. 

L. Nowhere in the constitution provision is 
made for the states to make state constitutions 



1\1. 

to fulfil the aspiration of the regional masses, 
as provic:ed in federal constitutions. 

Huge income under the head taxation and 
oth~r revenue collection are allocated in 
the union list in the constitution. St&.te 
Government Income is meag1e and inade
quate "nd is under a perpetual dependence 
at the hands on the centre. 

N. Even regarding the rights enumerated in this 
state list, the centre had repeatec'ly encroa
ched upon the state list. 

0. The residuary powers in a federal set up will 
be enjoyed by the states ; but in Indian 
Constitution it is quite contrary. 

P. The powers enumerated in the concurrent 
list are mostly enjoyed by the centre and the 
state powers in the concurrent list are meagre. 
If any conflict of rights arises the centre 
can prevail over the state. 

Q. On April 30, 1947 the constituent assembly 
at its sitting set up two committees, one to 
report on the main principles of the union 
constitution an,: the other on the rrinciples of 
Model Provincial constitution. Of the 26 
members of the model provincial constitution 
committee, only seven sent their r(;plies. 
Sri B. N. Rao, the eminent Jurist, had sub
mitted a model provincial constitution to 
the constituent assembly. Sri B. N. Rao 
had suggested to elect Governor to act 
as head~ of the provincial executive. As 
B. N. Rao had not mingled with regional 
masses and as he had failed to study and Judge 
the Linguistic spirit of the Regional masses, 
he had suggested the official language for 
provincial legislature as Hindi or English 
and if the speaker permits any other language 
may be used. Section 19 of Chapter Il of his 
Model provincial constitution runs as 
follows : 

"In the provincial legislature· business shall 
be tran~acted ifl Hindusthani or English provided 
the Chairman or the Speaker as the case may 
be may permit any member who cannot ade
quately express himself in either language 
to address the chamber in the mother tongue". 

Fortunately this suggestion of Sri B. N. Rao 
w&.s not approved by the constituent assembly. 
This is a clear evidence that the framers of the Indian 
con~titution have no adequate knowledge of the 
feelings of various regions of India. 

In the original Cripp's plan of I 942, it was visua
li>ed that the possibility of a provision to enable 
a province to opt in or opt out of the federal Union 
of India. This was ignored unfortunately. 

Almost all the states are struggling for autono
mous status or some status equal to an autono
mous body: 

(a) The struggle waged by Kashmir people 
from 1947 up today is struggle for autono
mous status with a right to Sccessation 
from the clutches of the centre. 
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(b) The Punjab demand is also a demand for 
autonomous status for Sikh state of course 
one group of people in Punjab demands 
continuously for Punjabi suba or Kha\isthan. 
But a powerful section in Punjab is ready 
for a compromise if centre agrees for auto
nomy of Punjab. 

Under these circumstances the centre should 
fairly concede 

(a) To introduce a new constitution for this 
country. 

(b) To divide the whole country into five fede
ral units, namely Southern States, Northern 
States, Eastern States, Western States and 
Central States. 

(c) 

(d) 

(e) 

(f) 

The centre should enjoy only the powers 
viz., foreign policy, communication and 
transport, defence, currency. 

There should be a council called as inter
state council equally represented by the 
slates at the centre. This interstate coun
cil should be sufficiently empowered with 
a secretariat. 

All states should contribute to meet the 
expenses for defence and other expenses to 
run the machinery at the centre. 

Each Linguistic state shall function with a 
parliament composed by the elected mem
bers from the state and a Governor. 

(g) All the powers except enumerated above 
for centre should be vested with the states. 

(h) The residuary powers should be vested 
with the states. 

(i) The federal unit is composed and repre
sented by the Chief Ministers. 

(j) The regional languages shall be used for 
all official purposes within the regions and 
for the purposes of transactions of Corres
pondence English may be permitted for all 
Central Government purposes and inter
state purposes. No lane'uages can be im
posed on any region. 

(k) For all election purposes either for the 
centre or state. elections should be con
ducted not to elect a person but to evaluate 
the representation for a party. Party sys
tem of administration should be adhered 
and voting pattern for electing individual 
should be given up. 

I am placing these suggestions before you for 
the purpose of fulfilling the real aspirations of the 
people living in various ret.>ions. Imposition of 
terms and dictations by the centre on states was a 
grave concern for the leaders of the Regional par- • 
tics. Accumulation of powers at the centre is a 
gross encroachment on the valuable rights of the 
states. The political problems, sparked at Tamil
nadu, Andhra Pradesh, Assam, Punjab, Kashmir 
and other states are really region-oriened grie
vances and correctly voiced their objections against 



centres imposition on their states. The recent 
compromised formula worked out by the present 
Prime Minister are not enduring solutions. But a 
temporary adjustment, which can erupt at any 
time. 

Therefore this is high time for the centre to 
take necessary steps for the formation of a new 
constituent assembly to evolve a three tier set-up 
a full fledged independent state based on language, 
a group of states as a Federation in the above said 
five regions, and a confederation formation at the 
centre. 

This is my view and the view of the political 
party Namadu Kazakam. 

Though my view is for a new constitution as 
detailed above, as you have furnished m~ a ques
tionnaire I am formally answering these questions 
just to ventilate our feelings against the provisions 
of the present constitution and my answering for 
those questions are annexed herewith. 

REPLIES TO QUESTIONNAIRES 

PART I 

1.1 Our constitution is not strictly a federal 
constitution of course, it looks as if it is a federal 
constitution but strictly this is more a unitary 
constitution than federal. The framers of the 
Constitution had borrowed the provisions of the 
Government of India Act, 1935 and the Gov
ernment of India Act 1935 was framed by the 
then rulers of India Continent. Their task was 
to govern the colonial territory keeping in mind 
that the British Empire is supreme for all purpo
ses. The Govt. of India Act, 1935 gave only 
restricted powers to the then legislative Councils 
framed under the Act. I regret to say the provin
cial legislature of the Government of India Act, 
1935 was only acting as an Advisory Board to 
the Governor or to the British empire through 
Governor, however, the Act has enumerated cer- , 
tain powers to the Provincial Legislature. 

1. The Legislative powers guaranteed under the 
Indian Constitution for each State provides the 
States Legislative body to form a State Govern
ment, a Cabinet with collective responsibility and 
legislatures for each constituency. This legisla
tive function of the State is repeatedly disturbed 
by the high power given to the Centre under Arti
cle 365 of our constitution. Under Article 365 
of the Constitution the Centre with out any reason 
disturb the State Legislatures, dismiss the State 
Governments, dissolve the State Assemblies and 
impose the rule of Governor. Almost all states 
have experienced themselves this non federal act 
and undemocratic imposition of Govern0r's Rule. 
When Compared with the Government of India 
Act 1935 the provincial legislature, enjoy only 
the transistory power. Though the provincial legis
lature is given some power the imposition of Gov
ernor rule or President rule is more like a Demo
des sword hanging over and above the provincial 
legislative body. 

2. The Governor is not an elected person under 
the Constitution but only appointed by the Centre. 
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The fair legislations passed by the State either una
nimously or by division are sent for the assent 
of Governor or President. Most of the valuable 
legislations sent for the assent of Governor or
president are lodged in continuously for years to
gether or they are returned want only with some 
quearies to the State Legislature. They are kept 
in their offices without granting assent. In this 
context, I would quote, as an example one legis
lation passed by the then Congress Government 
from personal experience. When the Land Ceil
ing Act, 1960 was introduced in the then State 
Legislature and when it came into force on 6-4-
1960 enormous time was given to the landlords· 
to create binami documents just for the purpose 
of keeping their Vast extent of agricultural lands 
away from the ambit of the Tamil Nadu Agri
cultural Land Ceiling Act, 1960. Nearly 20 years 
have passed since the legislation of the Land Ceil
ing Act came into existence, certain land-lords 
were holding Vast extent of lands under their pos
session and they have cleverly escaped from :he am
bit of the Land Ceiling Act. For the purpose of re
distribution of land to the landless poor rectifying 
the Defects of the above Act I am the Revenue 
Minister placed legislation before the State Legis
lature invalidating the bogus Binami transactions 
prepared earlier. The Legislation was passed in 
the State Legislature and it was sent for the assent 
of the President of India. For several months 
the legislation papers were lodged in the Presi
dent's office and returned to State Legislature with
out granting assent to the Hill. I am quoting this 
incident to this Commission to show that State 
Executive power is not free and the State Legisla
ture is greatly handicapped and causes hardship 
in the name of 'President's Assent'. 

3. Thirdly with regard to judiciary many of the 
foreign countries have followed peculiar system. 
They are having a Federal Court at the Centre 
which deals with the inter-State relationship. All 
Civil and Criminal cases are tried by the judiciary 
at the State Level itself. Each State is having a 
Supreme Court at the head of the State judiciary 
and passes final verdict on the disputes with re
gard to revenue civil and criminal sphere. 
The judges are chosen from the respective States 
and verdict is passed in the regional languages. 
This feature is essential for a Federal Govern
ment. But so far as our Constitution is 
concerned the Court at the Centre is the highest 
court for all Criminal, civil and Revenue disputes 
and also have power for enforcing the fundamen
tal right as gauranteed under the Constitution. The 
High Courts in the State fevel are not the supreme 
judicial bodies but they are under the control of 
the Supreme Court at the Centre. Even this judi
ciary is not independent in practice. To control 
the judiciary the Government at Centre is trans
ferring the judges from one region to other region 
purposely to keep judiciary within the control of 
the government at the Centre. I have enumerated 
these things to illustrate that our present Consti
tution is not Federal with regard to Legislative 
powers, Executive powers and Judiciary. The 
finan~e controls is purely ~ith the Centre. Heavy 
taxatiOn revenues are passmg to the Centre anu 
the State is always at the mercy of the Centr• 
even to meet immediate relief work. 



1.2 I wholeheartedly agree with the views sug
gested by Dr. P. V. Rajarnmannar's Commission 
whose aim is to bring autonomous status for the 
States. I agree with Dr. Rajarnmannar's report 
with regard to Article 251, 256, 257, 348, 349, 
355, 3?6, 357 and 365. The Centre had repeat
edly mtsused the powers under Article 365. The 
very first instance is the dismissal of Thiru Nam
boodhiripad's Government in Kerala State. From 
the dismissal of Namboodhiripad's Government in 
the State of Kerala down to the dismissal of Mr. 
Rarna Rao's Government in the State of Andhra 
Pradesh. The dismissal of the elected Govern
met;tts _by the Centre was undemocratic, partial and 
preJudictal to the norms of the political institutions. 
The ele_cted gove~nments ~y th~ . dismissed by the 
centre ts more like the 1mpos1tion of somethina 
against the verdict of the people. Therefore, I 
am of the view that Article 365 of the Constitu
tion . sh~uld completely be deleted as it paves way 
to dism1ss the popular Governments of the States. 
Please refer my introduction. 

1.3 India is a multi-linguistic State with differ
ent culture and traditions. Due to the advent of 
British. imperialism India and other neighbouring 
countnes were governed by one foreign Govern
ment. The purpose of independence is to achieve 
freedom for the country as a whole and freedom 
for the liberal use of language in their respective 
Stat7,. and also for the freedom to safeguard the 
tradttJ.on.al values of the pe.ople belonging to vari
ous reg10ns. A demand IS made to centralise 
everything, disturbs the spontaneous traditional 
culture and the growth of the regional languages. 
In ~he annal~ o~ the 35 years of the running of 
In.dian ConslitutJOnal machinery almost all States 
rat sed . slogan~ to _Protect the lofty ideals of the 
respective regtons m one way or other. The slo
gan raised by Tamil Nadu for autonomous State 
is one . among these demands. As everything is 
Central!sed at the Centre the Centre is unable to 
meet the demands of the common man. The al
ternative is suggested in my introduction. 

1.4 ~e U.S.A. permits the State Legislature 
!o . f~n~hon as a separate entity within their 
)Ur!Sdtct1on merely because certain indeoendent 
powers are allotted to the State Legisla
tures. The State legislature has never demanded 
for any separation. The founder of the U S.S R. 
Comrade Lenin had quoted i.n one of his speeches 
that the State should have mdependent eccnomic 
powers. within their ambit. Merely because divorce 
1s legal!sed the spouse is not in the habit of urging 
for a ~ivo~ce. The ~tales can have powers for 
separatiOn if the secunty of the State is in danger 
in the hands of the Centre. In U.S.S.R. the States 
are ~aving amJ?le power for separation and to 
funchon as an mdependent State. This power is 
a legally guaranteed power for a State in a well 
cultured country. 

. 1.~ (a) I a~ not fully agreeing with the Con
stitutiOn !S ba~1cally flexib~e, to meet the challenge 
of changmg limes. For mstance, Tamil Nadu i~ 
opposing the imposition of Hindi right from the 
date of the passmg of the provision in the consti
tuent Assembly. So far the Constitution is not 
amended but some assurances were given by the 
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Prime Ministers repeatedly. Inspite of that huge 
money is spent by the Centre for Hindi only and 
all other national languages are not enjoying ade
quate funds for their growth. Our Constitution 
is not flexible to present a bill before the Parlia
ment. The amending procedure is causing great 
hardship, however the demand of Tamils is justi
fiable. Constitution is amended repeatedly for 
the ruling party's views and objections. I have 
elaborately discussed this subject in the introduc
tion under the head. 

(b) I am not agreeing with the view that the 
defects tensions and problems which have arisen 
in Union-State relationships are not due to any 
substantial def~ct in the Scheme and fundamental 
fabric of the Constitution. The State Government 
is kept in a position to beg for the least money 
for the relief work of the States. As Centre is 
~quipp~d with more financial resources and as 
Centre is having a command over all States with 
regard to financial distribution of funds to the 
S~ates discrimination in the distribution of fund~ 
to the States occured repeatedly. Some States 
under the political pressure with the Centre are 
able to gain more funds and some other States are 
not getting their reasonable funds. This discrimi
nation causes tension for the neglected States. 
Part~ consideration,. political influence and power 
pohttcs, cause considerable encroachment discri
mination under the distribution of funds' by the 
Centre to the States; the constitution have not 
regulated proper distribution. The Supreme power 
guaranteed under the Constitution to the Centre 
for the distribution of the funds to the State is the 
main cause for strained relationship with the Cen
tre. Political pressure and dismissal of the popu
lar Govern.ment under Arti.cle 365 is bad presi
dent prevmlmg even today m the Indian Consti
tution. ~mposition of Judges from one region to 

. o~her reg10n is curbing and limitina the use of re
g!onal lan~uages in judiciary. The selection of 
htghest officers by the Centre and distribution of 
these officers to various other States also curbs 
the legal rights to the respective States. 

(c) These defects, problems and issues cannot 
be rectifi~d without a new Constitution. The 
framers of the Constitution have not fors~en the 
dynamic change nor judged the fair aspiration of 
the people of various regions. Reoional values 
and o.rganisa~ions are fully ignored <>and unitary 
Constitution IS framed without takin~ into account 
all the linguistiC thoughts and traditional values, . 

(d) (i) Dr. P. V. Raiarnannar has sug~csted 
some ch~nges in the Constitution only, cbut I 
~hould hke t? s.uggest framing a new Constitution 
Itself, as I sa1d m the introduction. The best suited 
Constitution for our country can be Confedera
tion. The Centre should be allowed to ,;olv~ the 
Inter State disputes, transport foreign exchange, 
Reserve Bank control. Defence, Post:~l and 
R~venue, Civil Aviation and major national pro
gramme of work like petrolium proiects. All otber 
powers should be redistributed to the States and 
the States should be equipped with all power> 
inclusive of power for separation. Please rcfe~ 
three tier set up as suggestd in the introduction. 

1.6 I agree protection of integrity and indepen
dance of this country is of paramount importance. 



Already I have suggested the structure of the pre
sent Constitution itself is basically in error. Only 
by bringing a new constitution as I said earlier can 
maintain the unity and integrity of the country. 

1. 7 I have elaborately analysed in my introduc
tion. 

1.8 Empowering the State under new Constitu
tion for the purpose of better administration and 
for fulfilling the aspirations of people living in 
various regions of this country. The people under 
different regions can be united under Lhe head 
Federation for instance, Tamil Nadu, Kerala & 
Andhra Pradesh can be formed as a Southern 
Federation and the States should be re-organised 
on the respective languages spoken by the people 
in a particular tenitory. Division of people on the 
basis of languages and uniting them under a F cdc
ration can largely help the redistribution of powers 
from the Centre to the State. The formation of a 
Federation can help greatly in solving the Centre 
State disputes and also can help in unity and inte
grity of the people living within the rc~pective 
federation and can help largely for the umty and 
integrity of the country as a whole. For example 
The Hindi speaking people can be grouped. under 
one Federation. The Northern order mclud
ing Kashmir can be ~nited another F~dera
tion. From Bengal to Onssa can be formed mto a 
Federation. Maharashtra to Gujarath can be 
formed into another federation. India consists of 
five federations as given in my introduction and 
the Centre can be formed as a confederations. 
Political philosophers are gen~rally . appr~iati~g 
the Federation Structure of political mstltuuon m 
a country where people speaking different langu
ages are diversified in th~ir thoughts, C'J~tur~ and 
tradition. To achieve this type of Cons!It_utwn, I 
have already suggested the entire political machi
nery should be reshaped and remoulded and a new 
Constitution should be shaped to fit for a Con
federate State. 

PART II 

2.1 It is unfortunate to comment upon our Con
stitution. As I have suggested already, as the 
framers of the Constitution have borrowed from 
the Government of India Act, 1935, a great mis
take has happened in framing the Constitution. 
In the face of Art. 365 of Constitution th~ State 
legislature is not at all an independent body. In the 
name of internal crises of external disturbances, the 
State Legislatures are repeatedly disturbed!· ~is
missed and dissolved. Art. 365 of the Constitution 
is dangerous undemocratic weapon to smash the 
popular elected State Legislature ~.or Namboodhi
ripad was chosen to form a Mm1stry 1n Kerala 
State. The moment, the Ministry was formed, the 
opposition parties and some oth~r elements were 
indirectly induced by the Centre 1tself and ca_u~ed 
disturbance against the ~nist~y. ~n~tead of g1vmg 
protection to Namboodhmpad s MmJstry, the Cen
tre took a drastic step and dismissed the popular 
government in Kerala). Almost all the States have 
suffered the dismissal of Government at the ~ands 
of the Centre. The Ministry of Dr. Kalamgar 
Karunanidhi was dismissed in Tamil Nadu. The 
Ministry of Mrs. Nandhini Sathpadhi was dismissed 
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in Orissa. The Ministry of Farook Abdullah was 
dismissed in Kashmir and finally the Ministry of 
Mr. Rarna Rao was dismissed in Andhra Pradesh 
that caused more agitations, demonstrations, Har
thal, picketing, inass arrest, violation of 144 orders 
and finally the Centre yielded for the demands of 
the people and reinstated Rama Rao in the Office 
of Chief Ministers, Andhra Pradesh. On Numer
ous occasions Centre has dismissed various State 
Ministries, Dissolved their Assemblies and ordered 
for imposition of Governor's rule. 

2.2 I have already suggested that the Centre 
should enjoy only the powers under the head 
Defence, Reserve Bank, Monetory control, postal, 
railway, civil aviation, foreign relationship and dis
putes, inter river disputes; all other powers sho~ld 
be vested with the State. Framing the ConstitutiOn 
is proper solution for this. 

2.3 Answered in introduction. 

2.4 Absolutely the parliament is not the com
petent au'hority to intervene and pass legislations 
concerning a State. The state is out and ou! an 
autonomous body that it should be freely permitted 
to pass legislation as it feels and the State legisla
ture alone can be the proper authority for giving 
orotection for people living in a particular place 
eith«r perpetually or for a time limit. Parliament 
sh0uld not bt: permitted to encroach upon the legal 
rights of State. 

2.5 I have already suggested the remedies under 
new Constitution. 

PART III 

ROLE OF THE GOVERNOR 

3.1 The Governor is not an elected person and 
merely a nominee of the Centre. Under this 
circumstance no Governor should be permitted to 
run a parallel Government with the State. We 
should keep in mind that the Government in any 
particular state is an elected body. The Chief 
Minister and the Cabinet Members are directly 
elected by the people and form a Government. But 
the Governor under present set up is merely a 
nominee who acts only .as a puppet. There is 
view that the Governor is to be elected by the 
people. If Governor is also an elected body it will 
have way for a conflict between two elected bodies 
in a particular State. 

3.2 The Governor can exercise no right on the 
State Legislature. He is not competent man to 
foster the relationship of a State with the Centre. 
As a Governor is representing as a nominee of the 
Centre, his function is irreduceable minimum, 
merely to sign papers in a formal manner. If the 
Governor exercises any power in conflict with Chief 
Ministers that will naturally cause crises in the 
State. 

3.3 (a) The Governor is enjoyin~ the highest 
post in a particular state. He is neither a investi
gator nor a party man. If he brings in any report 
against a particular State to the President, he is not 
competant to act as a Governor. If the Governor 



endorses all the views of the Chier Minister, the 
Governor's post is unwanted one. Either way the 
Governor's report can se_rve no useful purpose to 
solve a problem. In a Democratic set up, the 
President should give more weight to the decision 
taken by the Legislature than the report of the 
nominee, the Governor. Often Governors are not 
preparing reports; sometime the Centre itself is 
preparing the report and ask their nominee to sign 
and on the strength of the report of the Governor 
the State GovernmeRts are dismissed. Therefore, 
Governor's report to the Present is neither useful 
nor basically correct. This is the position at 
present. 

3.4 I have already answered this question in 
more details from my own personal experience as 
Revenue Minister in the State of Tamil Nadu. 
This sad legacy in the Tamil Nadu State Assembly 
is a concrete instance for your kind consideration; 
if any bill passed by the Assembly infringes any 
right under the Constitution there are ample powers 
in the Constitution to take the bill before the judi
cial body and the judiciary is competent to declare , 
a bill void or invalid against the provisions of the 
Constitution law when there is a judicial check for 
a particular bill, the Governor and the President 
who are in the habit of lodging a bill in connivance 
with the Centre is a very bad precedent. 

3.5 In the quoted above instance from my 
personal experience the bill was withheld for seve
ral years and returned to the State Legislature at a 
highly belated time. The error committed under 
the pretext of the President's assent for any bill can 
be repeated by another President and will become 
a bad precedent. Withholding a bill by the Presi
dent or Governor indirectly causes a threat to the 
autonomous function or the State Legislature. Un
necessary delay in returnin~: the bill paves way to 
escape from the ambit of legislation and object of 
the legislation is never achieved due to the delay 
of the President; whatever may be, when a popular 
Government passes a bill why should indirctly the 
President withhold the bill or return the bill with
out a assent. A new constitutional set up . alone 
is a remedy. 

3.6 As I already suggested the Governor is only 
a nominated head nominated by the Centre. He 
is not a competent link to strengthen the Centre 
State relationship. Only the Inter State Council 
can be the best suited forum for the Centre State 
relationship. The Govemor is often under the 
control of the Centre. Terms are dictated to the 
Governor and the Governor is acting according; to 
the direction given by the Centre. The role of the 
Governor is fully exposed in the dismissal of 
Rama Rao's MinTstry in Andhra Pradesh. When 
the Governor dismissed Rama Rao and appointed 
Bhaskara Ra" as Chief Minister and as Bhaskara 
Rao had not proved his strength, question was 
raised in the Parliament; charges were levelled 
against the then Prime Minister that the drastic 
action taken by the Governor of Andhra Pradesh 
was at the instruction of the Prime Minister her
self. But the Governor had acted in connivance 
with some other Central leader at their instruc
tion. The aspiration is bonafide. An agitation 
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was effectively carried out, continuously for a month 
or more. The Centre dropped that Governor and 
appointed some other person as Governor for 
Andhra Pradesh. It shows that the Centre is 
havmg all powers to dictate terms to the Governor. 
Naturally one will hold the bonafide belief that the 
action taken by the Governor is at the instruction 
or insti~:ation of the Centre. 

3.7 As the Governor is only a nominee of the 
Centre none can expect him to work as a Supreme 
Court Judge. 

3.8 Even without the help of the Governor 
ruling party's strength can be proved or disproved. 
If the Speaker himself is not impartial then the 
Governor may be asked to summon the Assembly 
and ask the Chief Minister to prove his strength 
whether he has own the confidence of the house. 

3.9 The reference quoted from the German 
Constitution is not suited to our country. I have a 
scheme in my introduction. 

PART IV 

ADMINISTRATIVE REFORlVL~ 

4.1 This question never arises in the context of 
my proposals. 

4.2 Article 365 should be deleted. 

4.3 I fully endorse this view that provisions of 
Art. 256 are often misused by the Centre to en
croach upon the legal rights of the State. This 
Article confers the power only under the external 
circumstances, but often the Centre had applied 
the provisions of this Article as a vindictive mea
sure against State Legislature. Only in consultation 
with Inter State Council Judges forum and high 
level consultative body the President can apply his 
power and not under this article; otherwis~ the 
State Legislatures cannot function; these articles are 
permanent threat for the proper functioning of the 
State Legislature. 

4.4 I have suggested more details in the earlier 
questions. I am of the opinion that Art. 365 
should be completely deleted. If a popular Govern
ment fails to discharge its function, it is open for 
the State to carry any election to form a new 
Government. Art. 3 65 is a permanent threat to 
the democratic rights of the State and therefore 
this article should be deleted into. 

4.5 Whatever may be the circumstances, demo
cratic set up in a particular state cannot be abolish
ed totally for a longer period like 3 years. One 
year is quite enough and within this period elec
tion should be carried out in the State and popular 
Government should be installed. It is the look 
out of the popular Government to see the State 
functions within the ambit of the Constitution. My 
suggestion is for new constitution. 

4.6 The present working arrangement is not 
satisfactory. It is unfortunate the Election Com
mission is a tool in the hands of the ruling Party. 
Ruling Party is fixing the election date suited to 



them. For instance, when the former Prime 
Minister Smt. Indira Gandhi expired the election 
Commission proposed to carry the election during 
January, 1985. But as people were mourning the 
death of Smt. Indira Gandhi and just to exploit 
the sympathy of people, the election date was 
advanced from January, 1985 to December 1984. 
This is a clear instance to show the Election Com
mission is not an autonomous body. The ruling 
party as well as the opposition pa11ies should have 
equal voice in fixing the date for election and a 
crucial date to be fixed by the Election Commis
sion .independantly. Election Commision should 
not be permitted to fix the election date according 
to the convenience of the ruling party. 

4. 7 This criticism is absolutely justifiable. The 
only remedy would be that these Central Agencies 
should be under the control and supervision of the 
Inter State Council. All the State should be equal
ly represented in controlling the day to day work 
of these agencies. 

4.8 I am against the recruitment of All India 
Services like Indian Administrative Service and 
Indian Police Service. Police Administration is 
purely under the State list. Civil Administration 
also is a State listed subject. For proper working 
the machinery of the State Government, recruit
ment could be done by the State Government 
itself. 

4.9 I am seriously passing this remark. Imposi
tion of Central Police Power in any part of the 
State without the demand of the State Govern
ment should not be done. The centre cannot 
function as police Machinery in contrast with the 
State Police machinery in any particular State. If 
any area is declared as disturbed area by the State 
it is for the State to see that the disturbed area is 
kept under control. No other Government except 
the State Government can exercise police admini
stration in any state. This is my view. 

4.10 My view is the State should have indepen
dent programme in Radio and Television without 
the consent or concurrence of the Centre. The 
Radio and Television in a particular State should 
fully be under the control of the State. The Centre 
can also have Broadcasting time in radio 
and television to broadcast the information with re
gard to the Centre. 75% of the working time 
must be under the control of the State and 25% 
for the Centre. If the State Government seriously 
opposes any programme the centre should not exhi
bit such programme. All officers and techni
cians for Radio and television have to be appointed 
by State Government in the respective State. The 
appointee should belong to the respective State. 

4.11 Inter-State Council miserably failed in dis
charging duties in the State reorganisation subject. 

4.12 The Inter State Council should be perma-
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~, nent statutory body with legally enforceable powers. 
The States should equally be represented in Inter 
State Council. Problems between the States should 
necessarily be forwarded to the Inter State Council. 
The Centre State relationship can also be discussed 
in the Inter State Council. 

PARTY 

FINANCIAL RELATIONS 

5.1 For the past 35 years the revenue resources 
for the Centre were very high and the fiscal posi
tion of the State has been very poor. Many States 
were indebted to the Centre in borrowing for the 
relief works. As more powers are allotted to the 
Centre and under the present Cons!itution ~e~tre 
is able to collect more money by vanous provlSlons 
of Jaw. The State Governments are badly in need 
of funds. The Agriculturists indebtedness is a 
"Teat burden for the state but the state government 
fs handicapped and unable to wipe out the loans 
because of the Centres instruction compelling the 
State Government to collect the loans, even though 
the farmers are continuously suffering from the 
failure of their crops. Want of funds for the Sta~e 
is the real reason that the Government IS 
unable to work effectively within its ambit. Due 
to paucity of funds the State Governments proceed 
a step further and squeez the money from the peo
ple in a manner in becoming_ of a Government.. The 
Government introduced liquor and by mtro
ducing or by withdrawing th~ proh!bitit:~n Act, Gov
ernment gains more money m selhng liquor. The 
State Governments should adquately be provided 
with sufficient resources. The collection of Tax~s 
should be only with the states and centre get contn
bution from states. 

5.2 The State should have a complete fis~al in
dependence regarding resources a":ailable 111 the 
State to be utilised by the State 1tself for ever. 
Out of the total revenue available from the State 
the Centre should get a proportionate share. 

5.3 Every State wants _t<;> root out the ineq_u_ality 
of income between one c1t1zen and another CltlZ~n, 
remove the caste barriers and wants to es.tabhs_h 
social justice. The lofty ideals of Thai~;t~a.I Pen
yar and Aringar Anna are followed by ~mlhons and 
millions of Tamils who want to establish a caste
less society in our State. The so called ~ntoucbables 
viz. the Adhi dravide and people ~elongmg to back
ward communities have to be ass1sted by the Gov
ernment with the educational concessions an~ em
ployment opportunities. The resource. ~vailable 
in the States have to be completely util!sed, but 
under the present circumstances the Stat~ IS _prepe
tually at the mercy of the Centre as maJor mcome 
like Income Tax and Estate Duty, Insurance, Postal, 
Railway and other major projects are with the Cen
tre. The States should be. e~powered to 
collect all the revenue on respective 1tems and ~er
tain percentage of the total in~ome ~hould be _g1ven 
to the Centre for runnm~ 1ts _machmery. 
Then only social and econom1c equahty can he 
achieved. 

5.4 This question is of serious conc<:rn to the 
whole of this country. The Gove~ment _have got 
a right for taxation but the Centre IS havmg_ more 
burden in collecting the taxes as the collectiOn of 
taxes are not equally distr!buted. a~ongst the States 
and the Centre itself 1s enJoymg the powc:r; 
various threats bubbled in the Indian economy. 
The perpetual threat of fake not~s a~d black money 
is not checked by the Centre, m t1me. MRTP 



~om~ission is not pr?pcrly functioning. Its ceil
mg linuts are also ra1sed. Under these circum
stances the big industrial houses are dictatin<> terms 
for th~ir bencfil;S. The Government ml;,erably 
fa1led m controlling the big industrial houses and 
Government is unabk to check escalation of black 
money. and fake currency notes, consequently tor 
~e ~rt1c~es purchased . by t~e co~~on man price 
IS sprrelling up and this social ev1l IS not checked 
by the Government at the Centre. The Centre 
failed to check all these evils because its area of ope
ration is Vast; its officials are incl1ectiv.! 
and the enforceable law are beset with numerous 
loop holes. Only the State Government can check 
this economic offences eff~ctively within the limited 
jurisdiction of their particular State. 

5.5 Financial Commission and Planning Com
mision have miserably failed in survevin" the 
available resources of the Stare and allocati~n for 
planning purposes. The reasons is there is no 
coordination between State Planning Commission 
and the Central Planning Commission. 

(2) The political influence of some states over 
the Centre and the Planning Commision in divert
ing the available funds to borrowed States causes 
hardship to the poor state. However the Planniuv, 
Commission and financial Commission are called a~ 
autonomous bodies. But they are perp~tually 
under the political influence. The available re
sources in every state is not surveyed with the hdp 
of State Planning Commission and technicians. 
State Planning Commission as well as the Centre 
Planning Commission have not so far discussed 
on this vital subject of this country. (Jf course 
it is well admitted norm that a backward Stat~ 
should always have some concessions in the finan
cial help as well as planning funds, even under the 
present set up. But our suggestions are given in 
the introduction. . 

5.6 We agree there should be a federal fund to 
uplift the backward State subject to the concur
rence of the State. In each and every State cer
tain members are backward both socially and edu
cationally. Under these circumstances, the provi
sions of Mandai Commission report should strictly 
be enforced by suitable amendments even in the 
Present Constitution. Proportional representations 
of backward communities in employment should be 
enforced as Constitutional guarantee just as for 
scheduled Caste and Scheduled Tribe. 

5.7 Already answered. 

5.8 The taxes enumerated in your question, as 
I already suggested should be vested with the State, 
while collecting this taxes reasonable percentage of 
the proceeds for Centre will be given by States as 
its due share. 

5.9 This never arises because my suggestion al
ready entirely differs that the states should be em
powered in collecting these taxes. 

5.10 The Finance Commission so far acted as 
an agent fo_r Unic;m Government surveying the re
sources available m the State. The Finance Com
mission ought to have discussed with the State 
Planning Commission and Finance Administering 
authorities. 
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5.12 Question does not arise as I have already 
made a different proposal. 

5.11 Yes. I agree that there is so much of 
financial indiscipline under the present scheme. 

5.15 This question does not arise. 

5.16 The question itself supplements my view 
that States should be more powerful in 
raising its resources for developmental and non 
plan expenditure. So far the , ncroachment by the 
Centre in the sphere of taxation within the state 
crippled the State and contributed to perpetual 
indebtedness towards Centre. 

5.17 The most important factor is the encroach
ment of the Centre in squeezing the taxation finance 
of the State. Therefore, this further aug
ments my proposal that the taxing power should 
be only with the States. 

5.18 That should be left within the power of 
the State to borrow as and when they need. 

5.22 We do not agree as most of the productive 
heads of taxes are already usurped by th~ Centre. 

5.23 Leakages in Central taxation as propound
ed by the question further augment my proposal 
that the State should be tax collecting authority 
and not the Centre. 

5.24 Does not arise as I recommend.:d that the 
State should be tax collecting authority and not 
the Centre. 

5.25 Does not arise. 

5.26 Centre is further burdened with collection 
of taxes and hence leakages in taxation. As I 
already suggested State should empowered to collect 
taxes. Collection of Taxes is a vital issue. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 As I already suggested, the State itself can 
implement its projects with due weightaJc for 
national importance. State Governments naturally 
get interested in the success of the programmes. 

6.2 There is no need for national Planning Com
mission, as I have already suggested the State should 
be empowered to plan. 

6.10 The. S~ate. Plans lose thei_r identity and con
tents when 11 IS discussed regardmg financial assist
ance from the Centre and therefore the States are 
not interested in formulating and implementing the 
economic plan. Therefore I have suggested th~.t 
States should be fully empowered to implement 
their plans and there is no need for another Central 
Assistance in the scheme suggested by me. 

6.12 Planning process should be completely 
decentralised by scrapping the National Planning 
Commission and empowering the State Planning 
Commsisio to prepare an effective economic plan 
keeping in view the availability of resources. Just 



for the sake of coordination the State Plans can 
be discussed at the Inter State Council. Thus the 
tr'ue spirit of cooperation, Federalism can be in
fused in our planning process. 

6.13 The ARCs recommendations only strengthen 
my proposal that the planning process should be 
completely within the control of the State. 

PART VII 

MISCELLANEOUS 

Industry 

7.1 The industrial development should be com
pletely a State Subject and therefore registration 
and other matters would automatically fall within 
the purview of the State. 

7.2 There is a misconception that any state
interested project cannot serve the national interest. 
There is no clash between national inter~st and 
State interest. Promoting the interest of the state 
automatically promoted the interests o~ the n~tion. 
Once this is realised, the problems hke nat10nal 
interest, various state interest will be solved. 

7.3 Industrial deYelopment should be completely 
a State subject. Therefore licensing, control of 
capital issue etc. come within the purview of the 
States. 1 

7.4 Too much encroachment by the Centre in 
the activities of the State has reduced the State Gov
ernment to the level of a Municipality. The 
local needs, aspirations, resources, pattern etc. 
could be better evaluated by the State than by the 
Centre and therefore the State should be fully em
powered to undertake economic development. 

7.5 Such complaints will not arise in my pro
posals. 

7.6 Such a accustion will not arise if the indus
trial development becomes 100% a State subject 
as given by me in my introduction. 

PART VIII 

TRADE AND COMMERCE 

8.1 Trade should be a matter of State subject 
and certain coordinating measures can be worked 
out with the help of Inter State Council for the 
smooth functioning of the inter-State trade. 

PART IX 

9.1 Agriculture should be a State subject. 
Centre's intervention will be resented by all states 
as they do at present. 

9.2 The National Commission on Agriculture 
can be an Advisory Committee helping the States 
and it will not have any control over State. 

9.4 When agriculture and agricultural items are 
absolutely within the ambit of the State control 
this question does not arise. 
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9.5 Research institutions on national level can 
be of assistance to States. 

PART X 

10.1 Civil Supply is a State subject and Centre 
has nothing to do with it. States needs if any 
can be sorted out through Inter State Council. 

PART XI 

EDUCATION 

11.1 Education is out and out a State Subject 
and there is no necessity for Central intervention 
and interference. 

11.2 There is no need for University \rrants 
Commission. 

11.3 The purposes of consultation and persua
sion can be effectively done by the Educa~ion 
Ministers of the State and there is no need for 
another Central Education Minister. 

PART XII 

12.1 I have already suggested Inter State Coun
cil should be statutorily well equipped body that 
can settle all disputes between States and disputes 
between Centre and State and all vital issues. 
Therefore the American pattern of Advisory Com
mittee is not required. 

PRAJA SOCIALIST PARTY 

MEMORANDUM 

PART I 

INTRODUCTION 

Federal Government as a popular form of 
national administration has found a manifest and 
coveted position in the annals of various constitu
tions in the world. The manner of inculcating the 
spirit of federalism in the respective con:;titutions 
and the mode of their subsequent implementati:m 
though may appear to vary from nation to nation 
that are wedded in core to this popular form cf 
administration, the stature, prosperity and welfare 
achieved by these nations inevitably testify to the 
fact that the' spirit of federalism envisaged in their 
respective constitutions have not merely remained 
th~rein as a more piece of monument testifying to 
the dead political asperations of the peo;:~le but 
have potentially coursed through the vains of the 
nation and fostered a happy and healthy people. 
Switzerland and United States of America are but 
two randum examples of this enviable achievement. 

Such encouraging political achievement~ and 
realities do often spin constitutionalists and other 
eminent persons into wondering as also probing 
into the fabric of such constitution to see whether 
there exists any p~culiar or secret manner of em
bodiment of federal principles in these constitutions 
so as to lead to the success of their people in practi
cally all spheres OR whether there is any 



extraneous influcnc.:: or circumstance that kindles 
th.: spirit of f.:deralisnr in these constitutions to 
an ultimate reality. More often than not ti:te 
manner or quantum in the embodiment of federal 
principles in these constitutions do not vary but their 
ultinmte effect and achievements do vary 
which goes to show that some extraneous circum
stance decide the ultimate efficiency of the federal 
principles in a constitution. This extraneous 
circumstance is nothing but the yawning realisa
tion that a constitution is for the people and a 
people should never be sacrificed to sustain a 
constitution. 

Reclining against this backdrop of introspection 
into these various fedcralisms in action, an insight 
into the constitution of India would provide much 
food for thought. Indian constitution it can be 
said without any reservation is potentially federal 
in structure but unfortunately works out to be 
unitary in effect. Our constitution makers i:tave 
indeed lived up to their declaration to the extent 
of providing our constitution a "Federal frame 
work with a strong Centre" but unfortun,ltely the 
promise of maintaining a firm consistency in the 
framing of the constitution to that effect has not 
been followed up in as much as the Centre h1s 
been made too strong and the State reduced to 
mere shadows. The spirit of federalism imhibed 
in the Indian constitution has tragically enough 
been confined to the pages of the constitutioTJ. to 
be merely spoken about much, reducing it to a 
mere abstract thwry when in contrast the federalism 
in the constitutions of countries like Switzerland 
and America have evolved itself to a functional en
tity wherein the national and regional govemm,,nts 
ar;: ··co-ordinate and absolutely independed". 

bdia is a large and hetrogenous because it is a 
nation holding together people of different tastes 
and traditions. In short it is a union of state where
in evay state has its own individualities 
and peculiarities calling for a type of administra
tion which can effectively aid the progress of thes.! 
states as a separate entity so as to enricheTJ. the 
life of the people therein. The growth of India 
as a nation is the growth of these states individually 
and jointly. It is an exercise in futility and a 
\·ain expectation that a strong union government 
can eff~ctively achieve the individual development 
and progress of each state in India because consi
dering the vast size of the Indian territory and its 
heterogenity all attempts by the union government 
to involve itself in the affairs of each state would 
not go beyond a periscopic appreciation and ap
proach and consequent limited developments of the 
states individually. The fact that the majority of 
the Indian masses are still wedded to poverty testi
fies to the preceding administrative propensity. 

The chapter on Centre State relations as em·isag
ed in the constitution of India and as held today 
invites the inevitable and invariable conclusion that 
although there are literally ample doses of state 
autonomy therein, the same remains a silent specta
tor to the degeneration of the states rendering the 
preamble to our constitution a remote dream. The 
question is but unavoidable as to what then is the 
ob>tacle or impediment to the individual develop
ment and achievement of our units state. The 
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answer is that the exercise of federal rights of the 
state arc subject to too much of unhealthy and un
warranted surveillance and restraints by the Cen
tre. This is because the concept of a "Stron" 
Centre" has been unwaryingly over emphasised ~ 
t~c _constitution to the exte!lt of m~ing _it a despc
hc mstrun1ent. As the umty and mtegnty of India 
as a nation was looming large in the minds of the 
authors of Indian constitution, the over zealous 
attempt to secure them led the drafts-men of our 
constitution to unknowingly cripple the healthy 
federal principles therein by subjecting it .lt every 
turn to union scrutiny and deliberation. Thi~ 
manifest situation can be treated akin to an ex
ample where an individual after having gifted his 
horse to another still holds the reins in his own 
hands. The pol?ular or detrimental d.imensiom 
of such a propensity does not need much etlort for 
visualisation. Modestly viewing it, neither doPs 
the receipicnt of the horse derive any benefit from 
being its ostensive rider as he cannot direct it to 
destinations of his choice nor can the gifter of the 
horse holding the reins acquire any advantage ~s 
the intension of the gift, being the welfare ami 
convenience of the receiver, is rendered infructous. 
Inspite of such a deadlock if the horse is spurred 
on the probable results are that both the rider as 
well as the person holding the reins will hit the 
ground with the horse straying away. The states 
under the Union of India have been gifted auto
nomy under such an arrangement the result be
ing that the gift is yet to achieve its intention viz. 
the individual development and prosperity of the 
states. 

An eminent revamping of the Centre State rela
tions is the crying need of the day and unless there 
is a material and meaningful response to 
this need, the cry of the people will re
main a cry in the wilderness. 

There has been a lot of deliberation over the 
years in the regard. A good lot of constitutiona
lists as well as eminent study groups have examin
ed this issue in detail. Amidst other suggestion 
one remedy which has received vide acclamatic>n 
is the programme of effective decentralisation. Re
treating through the preceding observations made 
herein it appears to be more than warranted that a 
meaningful decentralisation is the only via media 
through which the federal principles embodied in 
our constitution can be clothed with flush and blood 
enabling it to work into the life of each state and 
place it on the pedestal of self sufficiency and 
prosperity. 

Decentralisation or the devolution of powers to 
the state can be achieved within the existing favour 
frame work of our constitution without bringing in 
any radical additions. Instead amendment of the 
federal provisions in a manner which would 
weed out the bottle necks caused by unwanted 
involvement, restriction and extortion by tbe Centre 
would be the appropriate and positive approach. 
This is a suggestion advocating more or less a 
follow up of the lines drawn up in this regard by 
the Raja Mannar Committee appointed by the 
Tamil Nadu Government. Of the various articles 
sought to be revised by the committee only Articl•s 
251, 256 257, 355, 356, 357 and 365 need be 



amended or deleted. Because the vehimence of 
the suggestion advanced in favouring states with 
palpable autonomy does not relish the idea. of 
weakening the Centre to such an extent that OWI!l!! 
to unbridled power the states may eventually d•s· 
integrate into separate entities in all respects. 1be 
collective status of these states as the Union ot 
India should not suffer at any rate. To be precise 
the Union government should be eq~ipped wi!h 
only such powers which would enable It to restram 
the states from seceding or proving a threat to. any 
of its neighbouring states or implementing 
programmes ultra vires ct;mstitution. In s~?rt O?IY 
such latitude should be given to the admmistrahve 
and legislative tentacles of union as would suffice 
to protect the country or any part of it from exter
nal aggression and also prevent t~e states from 
causing internal disturbance or secedmg to a total 
separation. In this. regard vital su?jects ~uc)J. as 
defence, communication, transport, Cihzenship, cur
rency, extradition and th~ like "YhicQ if Ie~t t'? state 
could jeopardice the enhre Umon of India m any 
manner should be retained with the Centre with 
absolute prerogative to act upon it. Further 
details of decentralisation would follow in the sub
sequent parts herein relating to modification in the 
different federal relations. 

The Praja Socialist Party presents the above 
modest study of the Centre State relations with 
suggestions for effective decentralisation before the 
esteemed Sarkaria Commission for its favourable 
and adequate consideration. The party would 
ventm'e a step further to add that an effective, 
uniform and practical socialism can be ~chieved 
only if there is a move to decentralise our 
constitution. · 

PART II 

LEGISLATIVE RELATIONS 

Chaoter ·I under Part XI of the Indian Consti
tution • envisaging Articles 245 to Article ~55 
deals wih legislative relations between the U mon 
and States. The Chapter on legislative relations 
between the Union and the state under a federal 
constitution demarcates the boundaries of autonomy 
fixed for the states and the Union with regard to 
the field of legislation. The constitution of India 
makes a two fold distribution of legislative powers 
between the Union and the states dividing legisla
tion into two aspects of territory and subject mat_ter. 
Although in principle there appears an ostens1b~e 
division of legislative powers in the matter or terri
tories and other subjects it is indeed a sad realisa
tion that the legislative autonomy attributed to the 
states do not ensure to free implementation as the 
same is restricted by unbriddled union interferen~<:. 

Subjectwise the distribution of legislative powers 
between the Union and the states are exhaustively 
enumerated under three lists referred to as the 
seventh schedule in the constitution. They are the 
Union list, the State list and the concurrent list. 
An impartial observl!-tion_ of the items. that ~ave 
gone into the respective hsts and the latitude given 
to the states to freely legislate on the subjects 
allotted to them cannot but escape the conclusion 
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that a truely federal state has no place in the consti
tution of India and that a federation has no accom
modation in the political denstiny of our people. 

The Union list over and above including such 
items as are required to protect the freedom, unity, 
integrity and security of India as a nation also 
draws in subjects which in a sincere federal arrange
'ment ought to be relegated to the states. In this 
regard what are the items that should be reserved 
in the Union list is an issue which can be decided 
satisfactorily only arter a detailed deliberation. 
Further item 97 of the Union list needs an amend-

. ment in as much as residual matters pertaining 
to the major items in the Union lists alone should 
be within the perview of Union legislation. The 
Union list as it stands now has practically "bottled" 
our federation. 

Coming down to list No. 2 being the State list, 
not only the items contained therein constitute the 
left overs of a Union legislative feast but the state 
finds it practically impossible to enjoy the legisla
tive left overs as the constitution has posted too 
many watch dogs under the control of the Centre, 
the result being that the states never achieve 
federalism. The legislative autonomy of states in 
respect of the items enumerated in the State list 
are subject to the following conditions or restric
tions of the Parliament :-
(i) Article 200 

(ii) Article 201 

(iii) Article 251 
read with 
Article 250 

( i v) Article 3 56(b) 
(v) Article 31(a) 

States to reserve bill for assent of Presi· 
dent. 
Empowering President with discrttion 
to accept or reject legislative bills presen
ted by St~tes for ratification. 
State legislation to be subervion to legis
lative power of Parliament unc'er Article 
250. 
Declaration of emergency in States. 
Law regarding acquisition of estates, 
amalgamation of Corporations, modifying 
right of Corporate officers etc. made by 
State subjectto President's assent. 

3t(c) Laws made by State to enfo1cc directive 
principles of state policy subject to review 
by courts unless ratified by President. 

(vi) Article 282(2) State laws imposing tax on water and 
electricity subject to ratifiw>tion of the 
President. 

(vii) Artlcte 304(b) Power of state to impose restrictions on 
freedom of trade, commerce and inter
course subject to sanction of President for 
introducing such a bill. 

Although Articles 249 and 252 speak of the 
autonomy or the Central legislature in the sphere 
of state legislation, the Articles do not go against 
the principles of federalism as the authority of tht' 
Union legislature to legislate under these Articles 
are subject to the control of state. In short it is 
a deligated legislation from state to Centre. 

Crowning or strengthening the above provisions 
whereby the Centre could have the final say in 
state legislation, Article 368 empowers the Union 
Parliament to amend the federal constitution where
in though the proposed amendment has to be 
ratified by the legislature of not less than one half 
of the states, there is no provision therein making 
it imperative to consult the States or get their con
current in advance. The absence of such a provi
sion makes Article 368 a dictatorial provision way
laying the federal rights of the constituent states. 



The State list in spite of the fact contains nothing 
but the left overs of the Union legislative feast has 
been stea~ily impoverished over the last 34 years 
by snatchmg away from it such vital items as forest 
education, administration of justice etc. The 42 
amendment which robbed the State list of its 
material contents also signifies or testifies to the 
way laying propensities of Article 368 described 
above. 

In viewing the ·contents of the concurrent list, 
the most apt and justifiable description of the same 
would be to state that the concurrent list is 
nothing but a satellite of the Union list in as much 
as it not only contains potential subjects but the 
superiority of Union laws over state laws with 
regard to the iteiDs therein makes the entire lists 
a supplementary Uiiion lists. 

Considering the following facts :-

(i) Union lists contain items to which states 
are entitled. 

(ii) The State list subject to a plethora of Cen
tral interference or ratification. 

(iii) The concurrent list in effect bein~ a supple
mentary Union list. 

(iv) Absolute power to legislate on residuary 
items retained by the Centre. 

it cannot be but stated that the distribution of legis
lative powers under our constitution loses its efficacy 
because in the ultimate operation of all the lists 
the Parliament retains undue and unhealthy supre
macy. This state of affairs have strictly speaking 
driven state autonomy into a "Coma" fQr although 
the state exists as an entity its political, social and 
economic destiny, lies paralysed. To be precise as 
is the case elsewhere also the present distribution 
of legislative powers enforced a situation wherein 
states who can successfully "Woo" or "Court" the 
Centre alone will get a piece of the autonomical 
"Cake". 

The Praja Socialist Party puts forward certain 
broad outlines for remedying the inconsistancies and 
incongruities that have practically made the legisla
tive relations between the Union and the States 
infructous and abstract. It would not be wrong 
to say that the Indian economy is by and large 
a reflection of its agricultural and industrial poten
tialities. These items equally constitute the base of 
the growth of states individually. Industry, agricul
ture, trade and commerce constitute a vital field to 
the economic and political growth of the state. It is 
suffocating to note that these broad sources of 
economic developments with their allied activities 
and fields are confined to union legislation. In 
this view the demand is popular that in order to 
ensure a healthy growth of our states all topics 
under and allied to the fields of agriculture, 
industry, trade and commerce must invariably be 
transferred to the state list and simultaneously 
wkhdraw or amend those articles in the constitution 
which have hither to been crippling state legisla
tive autonomy by subjecting it at every turn to 
Union scrutiny. The occasion calls for a review 
that will take note of the vastly increased needs 
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of the states to assume responsibility to implement 
developmental programmes and social welfare 
measures and thereby make provision for suitable 
rearrangem~nt of the constitution re:;toring to the 
states suffictent autonomy to enable 1ts unimpeded 
growth. If the quantom of legislative autonomy to 
which states are rationally entitled under a federal 
set. up does not accrue to them, then the existin~ 
glaring regional imbalances in the fields of agri
culture, industry, trade and commerce would 
continue to effect their uniform growth and pave 
the way to trenchant distortions in their economy. 

It is suggested that necessary reshaping be done 
of the powers granted to the Parliament in the 
matter of amending the constitution whereby 
amendment seeking to restrict, curtail or deprive 
the State of its legislative powers, be introduced in 
Parliament only after the prior consultation with 
and concurrence of the states. It would be also 
pertinent to sug~est here that provision has to be 
embodied in our constitution which would prescribe 
a definite time schedule within which the President 
is bound to exercise his power under Article 200. 
With regard to Article 201~the same may be amen
ded as to take away the unbridled freedom of the 
President to dissent with legislation introduced by 
States unless they are manifestly ultra vires the 
constitution. 

PART ill 

GOVERNOR 

. The Governor. as conte!llp~ated under the provi
swns of the lndtan consttluUon is a representative 
of the Union, acting as the executive head of the 
State. The Governor as projected by the consti
tution appears to be more or less an arbitrator. 
The executive, financial, legislative and judicial 
superintendence of the Governor highlighted in 
our constitutional set up makes the state autonomy 
appear to be a puppet dancing to the tunes of the 
Governor. 

In the legislative field the Governor has his 
absolute discretion to reserve any bill for the 
assent of the President under Article 200. This 
goes basically against federal spirit because each 
and every bill formulated by a state reflects certain 
exigencies in the life of the state and its develop
ment. The urgency of the bill is yet another 
factor. Considerin~ these aspects if the Governor 
uses his right to reserve bills for the assent of the 
~resident indiscriminately, then a state's proposed 
hnes of development will stagnate leading to 
degeneration instead of progress. The ordinance 
making power of the Governor is also a 
potential weapon which if left to stray can cause 
a lot of havoc to the healthy growth of the state. 
Finances which form the blood of state autonomy 
is also subject to control by the Governor in as 
much as money bills which seek to augment the 
revenue resources of the state in order to meet 
its developmental programmes are required to be 
recommended by the Governor. In short the role 
of the Governor as envisaged by the Indian consti
tution is that of a state superintendent appointed 
by the Union executive. 



But in spite of the office of the Governor being 
picturised as arbitrary by our constitution, the 
experiences of states over the last thirty four years 
goes to show that the Governor is nothinJ: but a 
static via media between the Union and the State 
whereby generally he neither offends the state nor 
favours the Centre. Of course the series of reports 
made by Governors different state to the Pn:sident 
under the Article 356 was not justified on all occa
sions which further points to the_ fa~t that Gove_n;tors 
can under the existing constitutional provisions 
retard the prospects of the state. As the subject 
of Centre State relations is much under fire now 
owing to the seething discontent in the states and 
as the Governor plays a pivotal role in the matter 
of Centre State relations, in view of the suggested 
decentralisation of the Union, a thorough rearrange
ment of the Governors administrative province 
is imminently required. In the event of the states 
being conferred with substantial autonomy the 
Governor has to be empowered with more powers 
to act as a safety valve. In a decentralised atmo
sphere a Governor should act ~s a sentina~ of 
national integrity, unity and secunty. Accordmgly 
the Governors shollld hereafter be equipped with 
only such powers which would enable them to 
help the Centre maintain the unity, inte~:rity and 
security of the nation. A Governor sh~mld be a 
periscope of the centre at the state. . Without un
necessarily impeding the policy making by states 
the Governor ought to keep a watch on the sta_tes 
exercising their autonom¥ to ensure ~~at nothmg 
therein is likely to go agamst the provlSlons of the 
constitution or endanger the unity, integr!ty or 
security of the nation. Even in such circum
stances the report of the Governor must be sub
jected to necessary scrutiny by Union State Councils 
before the President or the Parliament can act 
upon it. 

Keeping in view the prospects of rev1smg the 
potentialities of the Governor's office in the wake 
of effective decentralisation, the Praja Socialist 
Party ventures to make the followin~: suggestions. 

In the matter of appointing or electing a 
Governor the existing provisions shuold be amen
ded. Hereafter the names of persons proposed to 
be appointed as Governors must be informed by 
the President to the Prime Minister who in turn 
shall place them before the Lok Sabha and the 
Rajya Sabha. Only such candidate who is elected 
by both the Houses should be appointed as 
Governor by the President. Only those candidates 
who have been selected by the majority of the 
members of the Houses present and voting shall be 
declared elected. 

Further the existing procedure of consulting the 
respective Chief Minister before appointing a 
Governor should be done away with because a 
Governor who is appointed with the aid or con-

. currence of a Chief Minister will perpetually be 
under a feeling of obligation to the concerned 
ministry which would consequently act as a impedi
ment in the effective and impartial discharge of the 
duties of the Governor as a representative of the 
Union executive. Under a deeentralised set up if 
the Governor acts hand in glove with the respective 
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states who are riding high on tlle crest of autonomy 
then the constitutional safeguards intended to 
check the possible dangerous progress or propen
sities of state will be rendered nugatory. 

The following suggestions may also be granted 
sufficient consideration :-

(i) The Governor should be under and obliga.. 
tion to summon the leader of the largest 
party or leaders of parties which fought the 
election as a coalition to form a government 
The largest party or coalition should be 
determined only in accordance with the elec
tion results. 

(ii) 

(iii) 

The question whether a government retains 
or has lost confidence of the legislature 
should be tested on the floor of the house 
and not in the discretionary assessment of 
the Governor. 

There should be a provision that if at least 
one third of the members of the legislature 
ask for a session, then the Governor should 
have the power to summon the legislature. 

The protection of minority and backward classes 
constitute a major responsibility entrusted to the 
Union and States. In this regard it may be sug
gested that fifty per cent of the selection of candi
dates for Governorship should be from the Sche
duled Castes and Scheduled Tribes. This is all the 
more necessary lr...cause these backward classes 
even now do not have sufficient representation or 
say in the matter of protecting the right or uplift
ment. Sufficient inclusion in Governorship would 
enable them to see that states makes adequate pro
visions for their upliftment. 

As a conclusive suggestion it is also required 
that if the Governor continues to have discre
tionary powers under the prospective decentralisa
tion than it must be made imperative that all dis
cretionary exercise of powers by the Governor 
should be subject to the review of an Union state 
council. 

PART IV 

ADMINISTRATIVE RELATIONS 

Administrative relations in a federal division of 
powers proves the efficacy or utility of the legisla
tive and financial autonomy of a state. 

The administrative relations or the state execu
tive autonomy is largely governed by Articles 256 
to 263, 356, 365 and 323-A of the Indian Consti
tution. A casual reading of these provisions would 
once again evince the very same observation that 
as is the case elsewhere in the realm of Centre 
State relations, the State executive is practically a 
fiction in the sense that much of the State executive 
authorities are either appointed by the Union exe
cutive or the Governor who is the agent of the 
Union executive in the state. In addition to thiil 
there are over all patent checks on state executive 
latitude by the Parliament under article 256, 257 
and 365 of the Constitution. 



The reason why the Union executive is saddled 
with the cuntrol of the state executive is that the 
Union and concurrent list under the ~egis.lative rela
tions have attributed so much of legtslauve field to 
the centre that in order to maintain and protect the 
supremacy of these lists the constitution n~akers 
had no other choice but subject state exec.utlve to 
frequent surveillance and check by the Uru?n exe
cutive. This is the very reason why our Un1on an~ 
States do not have separate agencies for the admi
nistration and execution of all their respective Jaws 
and programmes. 

In vie~ of the suggested decentralisation of the 
constitution, the executive relation e~sting now 
between the Union and the States requrre the fol
lowing readjustments. 

1. As the Union list is to contain only th?>e 
items which are to deal with or concern the umty, 
integrity and security of the nation, Articles 25o 
and 257 should be so reconstructed so as to res
train the executive control of parliament o_ver st~te 
legislators strictly to the extent of subjects which 
are retained in the Union lists under the prospec
tivG decentralisation. Article 356 should be fur
th:r strengthened to be ~sed as. an ~ltimate r~sort 
in case owing to substantial modification of Articles 
256 and 257 the states tend to go against the in
terest of the nation. Merely because the state has 
failed to comply with any directio~ iss~ed by .the 
Union executive is no ground for mvokmg An1cle 
365 and retaining it would make it a potential 
weapon in the hands of the ,Union executive so ~at 
inspite of being conferred With autonomy othefW!se, 
the states would not venture to implement their 
developmental programmes under fear that the very 
state administration could be watered down by the 
Union. This is once again a propensity that goes 
at the roots of federalism. Where different political 
panies stand at the helm of power at the Centre 
and State, this article can prove a disastrous wea
pon. Hence Article 365 is to be totally wiped out 
from the Indian Constitution. 

2. Article 356 has undergone certain major am
endments vide the 42 and 44th amendments to our 
constitution. Though under the existing Centre 
State relation this erosion by the Centre into the 
State legislative life span is highly derogatory, in 
view of the proposed effective decentralisation it is 
believed that the Article as it stands now need not 
be devitalised. But the operation of Article 356 
should not be left to the unilateral opinion of the 
Governor. There should be provisions to subject 
the report of the Governor to a detailed and speedy 
appraisal by a Union State Council such as :-

(i) Council of Governors headed by the Presi
dent as the Chairman. 

(ii) Council of Chief Ministers headed ·by the 
Prime Minister as the Chairman. 

(iii) Council of Ministers for each portfolio 
headed by the respective Central Cabinet 
Minister as the Chairman. 

(iv) Councils constituting eminent judges from 
State and Centre. 
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Considering the possibilitY. ~hat o~ng to overni,ght 
developments in States inv1t~g acuon under Ar~1cle 
356 may take time, the ~rtic!e m~Y be s'! m~xhfied 
as to permit an imrned1~te mtenm apphcah?n of 
the provision by the President on!~ for a pen?d. of 
one month and that in the meanwhile the mediating 
council should file its opinion report and any exten
sion of the emergency period must strictly be ad
vocated by such report. 

3. Article 355 of the constitution enabling the 
Union to locate and use its Central Reserve Police 
and other armed forces in the aid of the civil power 
in any state is a healthy pro.vision provided the 
Union is not allowed to use 1t suo moto. Only 
when a state forms its own opinion that situation 
within the state warrants the aid of Central forces 
and accordingly informs the Centre, should the 
Union act under this Article. 

4. Mass media being one of the vital links hold
ing together a bunch of states as a nation should 
be under the equal purview of both the Union and 
the State. A fair and reasonable sharing of the 
means of mass communication media is all the 
more warranted when states are allotted more auto
nomy under a programme of effective decentra
lisation. A total handover of this item to the State 
list is not advisable as it creates tendencies of sedi
tion which is again a possible threat to the unity, 
integrity and security of India as a nation. 

5. Inter-state Councils at contemplated under 
Article 263 of the Constitution is an highly useful 
body which requires absolute implementation at the 
earliest. When States are cunferred with viable 
autonomy there could be occasions when the deve
lopments of a particular state would occa~ion pro
blems with another State. Under such circum
stances unless there is an intermediary to help 
settle problems mutually states could go at the 
throat of each other making autonomy a source of 
internal hostility and destruction. Although the 
States to a dispute should be bound to adhere to 
the ultimate directions of such a body, the body 
should not be vested with too much discretionary 
power as it would defeat the very purpose of its 
existance. An amicable settlement of. issues and 
disputes should be the guideline of the inter-state 
council. The council could very well have its own 
secretariat but the same should envisage ample 
representation from the states concerned. The 
council should be given the prerogative to appoint 
from the state executives certain feelers to assess 
independently the issue or problems between states. 

6. The power of the Governor under Article 
25 8-A is not advisable in the sense a unilateral 
exercising of the prerogative herein will go against 
the executive autonomy of the state. Substantial 
consultations with and concurrence of the state 
must be accommodated in this Article. 

7. Agencies like Agricultural Price Commission, 
Central Water Commission, Monopolies and Res
trictive Trade Practices Commission, Director Ge
neral of Technical Development, Food Corporation 
of India etc. are under the dominant control of the 
Centre and accurdingly it has made palpable in
roads into the State's autonomy. Impoverished as 



the State list is now, the attempts of the differenl 
states to develop their respective potentialities and 
personalities atleast in the items they have power 
to legislate is rendered infructuous as the agencies 
stated earlier act under a law that is alien to the 
legislative imperative of the state. When a state 
passes a legislation to implement a developmental 
programme the particular legislation takes into con
sideration the peculiar circumstances or problems 
in the state which the legislation will have to solve 
or accommodate and giving the Central agencies a 
blanket executive jurisdiction in such matters tan
tamounts to paralysing the economic, political and 
social growth of the state. 

PARTY 

FINANCIAL RELATIONS 

As the majority of questions raised by the esteem
ed commission under this chapter retain a sugges
tion or spirit of financial centralisation, the Praja 
Socialist Party in advocating an effective decentra
lisation finds it immaterial to answer or report on 
any of those questions. 

The financial relationship in a federal set up con
stitute the most important criterion in assessing the 
autonomy of unit states. No amount of legislativo! 
or administrative license to states would serve any 
purpose unless and until there is substantial finance 
to sustain or shelter the two. In short finances in 
a federal set up constitute the cart wheels of legis
lative and administrative autonomy of states. 

Article 264 to 290 define the financial relation 
or arrangement between the Union and the States. 
The gist of the said Articles is that the Union shall 
be entrusted with the entire revenue which shall 
then be redivided amidst the different states. At 
present the financial assistance from the Centre to 
the states fall into the following categories :-

(1) Devolution of taxes under Articles 268, 269, 
270. 

(2) Grant-in-aid under Article 275. 

(3) Grants and loans under Article 282. 

( 4) Ad-hoc and discretionary transfers. 

The above four medias of revenue devolution is 
subject to the recommendations of the Finance 
Commission constituted under Article 280 of the 
constitution. In short the states at present do not 
have any direct access to revenue wOrth mention
ing and instead is still under financial spoon feed
ing by the Centre. 

An ideal federal financing is one under which 
both the Union and the states have independent 
resources sufficient to implement their respective 
plans and projects. The system of financial distri
b~tio~ under our constitution fails to correspond _to 
this Ideal. Compared to revenue decentralisation 
of ~ountries like Australia and West Germany, the 
Indmn states are nothing but beggers at the doors 
of the Centre. The reasons for such a state of 
3;ffairs is ~hat on one hand the majority of the elas
tic financml resources are reserved for the union 
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and on the other hand the procedure for devolu
tion of revenue is highly undefined which results 
in three-fourth of the budgetary resources remain
ing with the Union while on the expenditure side 
the share of the Union and the States are more of 
less equal. To be precise stat~ finances are con
spicuously disproportionate to their requirements. 
Reviewing the working of the mechanisms for devo
lution and examining the details of resources trans
ferred by the Union to the State during the last 34 
years it is ro be said that the scheme of devolution 
envisaged by our constitution has not been encou
raging because there are still glaring regional im
balances and inequalities in the matter of economic 
self sufficiency and development of states. The only 
achievement of such a scheme of devolution is 
that it has helped maintain the comparative status 
quo of states as was visible at the advent of our 
independence. 

In view of the need of augmenting state finances 
the only way out is to effect a substantial separa
tion of fiscal relations of the Union and the states 
whereby majority of the elastic taxing heads are 
transferred to the state lists. A complete devolu
tion of revenue resources is not advocated since 
the Centre must have substantial funds to meet the 
overall requirements of the nation and in order to 
meet this the Centre cannot be exp<>...cted to knock 
at the doors of the States when occasions arise. 

· Financial stability of states cannot be ensured by 
augmenting revenue resources alone. On the other 
hand states will have to drastically cut down on 
unnecessary expenditure. When financially sound 
states and the Centre put an effective check on 
waste expenditure the savings thereby can go to 
the promotion of states who are not so fortunate 
in spite of their independent resource!. 

The apprehension that giving more financial 
powers to states will only further tilt the balance 
in favour of richer states is unfounded and illogi
cal since richer states can be made to subvent to 
poorer state under some practical principle. For 
instance if a rich state does not have sufficient 
energy resources say electricity, instead of making 
heavy investments within the state to make arrange
ments for production of electricity simply in order 
to maintain status quo, the concerned state can 
be directed to purchase electricity from a state 
which is not very affluent, so that the heavy mar
gin of financial wastage in the richer state can 
be avoided and a part of the amount transferred 
justifiably as price of the electricity to the state 
supplying it. 

Under the present set up· of financial rlevolution 
states are often constrained to borrow loans from 
the Centre to meet their basic requirements or 
developmental programmes. States that borrow 
loa!ls from Centre go into further insolvency 
owmg to the fact that payment of debts constitute 
a major part of the states own revenue resources. 
Herein it could be advised that instead of treating 
such advances from the . Centre as loans, they 
could be treated as grants-m-aid so that existing or 
prospective developmental programmes of the state 
need not be subverted . to facilitate repayment of 



loans. The only restraint to be exercised herem by 
the Centre is to strictly scrutinize the loan applica
tion of the states to see that the amount granted 
does not go into unimportant expenditure items. 

It is a fact that states are not exploiting their 
own sources of revenue. This is due to the fact 
that under the existing financial rapport between 
the Centre and States, the States are demoralised 
by the realisation that any augmentation of revenue 
by exploiting their own resources would either 
result in the Centre confiscating the returns or it 
could be made a convenient for the Centre to 
reduce financial aid to the state by suitable amend
ments to the constitution to either effects by the 
Centre. To be brief, the moment the Centre 
realises that states have some potential sources of 
revenue they would move to transfer the same to 
union purview under the guise of "public" or 
"national" interest. 

It is a fact that owing to historical as well 
as geographical reasons, even if there is a substan
tial transfer of revenue resources to the state list, 
certain states may not be able to become economi
cally sound. In order to faster economic deve
lopment of such states it is advisable to create a 
special federal fund which should be exclusively 
used for the purpose of aiding economically under · 
developed areas. The Finance and Planning Com
mission are not adequate in the sense that there 
distant appreciation of the State's under developed 
economy would only prove futile. To be more 
precise if such commissions do not concur with 
the opinion of a certain state that they are econo
mically under developed, then such states will have 
no other go save resort to borrowing which again 
is detrimental considering the poverty of the 
state. 

It is indeed more than a fact that the Centre 
and the State have been often indulging in unneces
sary and uneconomic expenditure. As regards the 
Centre this would not have manifest reactions but 
as regards the states such expenditure have a ten
dency to deplete the already insufficient revenue. 
In order to check such tendencies it is suggested 
that national and regional expenditure commissions 
be constituted and endowed with such drastic 
powers that the exercise of restraints by the respec
tive commissions would also include right to initiate 
a no confidence motion against the respective 
Ministries. 

Natural calamities have serious eroding effects 
into the state economy. Revenue reserves of States 
could often get grounded owing to expenditure 
incurred on account of natural calamities. Under 
such circumstances it is suggested that the Central 
Government should set-up apart a separate account 
for meeting expenses on relief measures occasioned 
by natural calamities in any part of the country. 
The quantom of aid required should be assessed 
on a systematic basis and not on ad hoc considera
tion. In order to facilitate this, the team that is 
saddled with this responsibility should also include 
representatives of the State government. 
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PART VII 

J.\USCELLANEOUS 

Industries 

The Industries (Development & Regulation) 
Act 1951 enacted by virtue of entry 52 of the 
Union list, is a nefarious piece of Union legisla
tion that has not only paralised the industrial 
potentialities of the various states in India but 
also amounts to a mockery of the preamble to our 
constitution. 

Almost 95% of the industrial layout in India 
comes within the purview of the Centre. As entry 
52 in the Union list does not contain any auth~ 
ritative or logical yards stick to ascertain which 
are the industries that require the control of the 
Centre in national interest, we Central Government 
has been committing a dacoity on the states by 
including almost everything that can be defined as 
an industry. It would be pertinent to ask as to 
what is the "National interest" in items like razor 
blades, gum, match sticks, household electrical 
appliances, cosmetics, foot wear, steel furniture and 
like many items, that they have been brought under 
the Union list. Probably it is the desire of the 
Centre that the people of India should have one 
clean shave a day, or that all ladies must augment 
their beauty by liberal use of cosmetics and that 
every house in India should have sufficient electri
cal appliances, steel furniture, cutlery, sewing 
machines and presssure cookers. Ridiculous and 
ludicrous as it may appear to term these industries 
as matters of national interest they have been con
veniently included in the Union list with an ulte
rior intention namely the confiscation and concen
tration of revenue resources. 

As India is predominantly an agricultural 
country, development of industries form a vital 
subject in as much as agricultural does not pro
vide much scope in terms of revenue. Agriculture 
has practically seized to be source of economic 
development for most states because a bulk of the 
agricultural produces are consumed in the home 
market itself. Industries form the base of federal 
growth and their control by the Centre is not 
congenial for the independent growth of state. 
Accordingly it is the call of the times that indus
tries be substantially transferred to the State list 
enabling states to achieve thereon financial auto
n?my as well as development. Only those indus
toes that are connected to feel like defence, 
nuclear research, telecommunication currency, 
aviation, navigation etc. should be under the con
trol of Union. Other industries dealing with day 
to day requirements of the people must be left to 
the absolute discretion and control of the state. 

~he subject. of industrial licensing must undergo 
basic and radical changes. States must be given 
ample powers to enter directly into contracts or 
tr~aties with foreign countries for mobilising indus
tnal knowledge, equipment, raw materials without 
the unnecessary and time consuming procedure of 
channalising such activities through the centre. In 
the very same manner export of industrial products 
also should not be fettered by the Centre. 



Locational decisions on Central investments in 
the public sector is an issue which states must be 
invariably taken into confidence because over 
industrialisation of a sector has much effects. 
Industrialisation is a major source of atmospheric 
and environmental pollution. Concentrating indus
tries in a sector which is already cramped in the 
regard will have adverse and deletrious effect on 
public health and hygiene. In this regard industrial 
licensing could bring in some strong provisions 
restricting location of industries in populated areas. 

Under the existing tendency of industrial loca
tions quite a few states have been practically neg
lected in the matter of heavy industries. The State 
of Kerala can be an apt example of this situation. 
While the states of Maharashtra, Tamilnadu, West 
Bengal, Haryana, Andhra Pradesh are practically 
over cramped with industries, states like Kerala, 
Karnataka etc. are practically dry in this respect. 
Employment being one of the burning issues rocking 
the nation, the same should be included as one of 
the material guidelines in the matter of industrial 
location. 

To conclude the subject of Industry must be 
substantially transferred to the states giving the 
Centre only an over all supervisory role. 

Trade and Commerce 

Entry 42 of the Union list deals with domestic 
trade and commerce and entry 41 therein deals with 
trade commerce with foreign countries (export and 
import). Restrictions on the movement of essential 
and scarce items is a very commendable provision 
included in our constitution. In a decentralised set
up states should not be given a chance to turn a 
blind eye to the society or essential items in other 
states. Articles 301, 303(2) and 304 needs no 
reconsideration in the event of any further decentra
lisation. But articles 301 and 303(1) are definitely 
a perennial source of conflict between the union and 
the state as also between the states. Constituting 
an authority under article 307 to look into such 
conflicts and recommending remedial measures 
would go a Ion~,: way in easing Union State tension 
on the subject of trade and commerce. What is to 
be borne in mind is that the state resource poten
tialities cannot be exploited to their maximum 
unless and until there is scope to bring them into 
the national market. Therefore the authority con
stituted under Article 307 has not only the duty of 
strengthening Union-State relations in the subject 
of domestic trade and commerce but should also 
be bound to see that the federal fiscal structure is 
not paralised or rendered infructuous owing to 
bottlenecks ht trade and commerce. 

This opportunity is also availed to suggest that 
trade and commerce with foreign countries consti
tuting the export and import policy of India should 
also be relaxed palpably in order to help states 
establish a direct rapport with foreign countries for 
augmenting their commercial prospects as also 
meeting the requirements of the local market. The 
field of export and import being a subject which if 
missed could impinge on subjects like national 
integrity or security, the union should be given a 
power of surveillance or superintendence to see 
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that the commercial and trade relations between 
the local states and foreign-countries does not touch 
the unity or integrity of the nation as also the 
foreign policy of India. Other than this the union 
should not have a tendency to crib at every dealing 
of states with foreign countries. 

Agriculture 

Agriculture constitutes probably the most impor
tant and expansive subject from point of economic 
self sufficiency. Inspite of the fact that the union 
has sincerely deliberated often on this subject since 
independence, the Jot of agriculture continues to be 
in a miserable plight. This is one of those con
crete instances where as earlier pointed out in this 
report, the Centre can effect only a periscopic 
administration and development in this field owing 
to the fact that practically half the territorial ex
panse of India constitutes agricultural land and al
lied activities. Inspite deliberations on the issue of 
revolutionising agriculture in the country, the plight 
of the common farmer still remains a bitter story. 
Lack of sufficient fertilizers at approachable prices, 
non-availability of advanced agricultural imple
ments, insufficient subsidised loans for agriculture, 
irrigational problems have ail together aided in 
reducing agriculture to a much dreaded activities 
inspite of the fact that it is required for the basic 
sustenance of the society. At this rate the situation 
is not far when agriculture wiiJ become part or 
history and the nation will have to go begging for 
food, Such an eventuality wiiJ have catastrophic 
effects. Let us not crave for the "touch of Midas". 
In order to avert the possible dangerous to the field 
of agriculture, the Praja Socialist Party would 
su~,:gest that the subject of agriculture excluding 
forest should be assigned to State list. Forests 
should remain in the Union List considering the 
fact that the latest unbridled tendency to defore
station has created a lot of ecological problems 
including climate. Deforestation affects climate 
which in turn seriously hampers agricultural 
programmes. 

Education 

Education is a factor that decides the competency 
of Union and States to undertake implementation 
of federal projects in the right spirit. Education 
decides or controls the efficacy of administrative 
set up. Unless those at the helm of power have 
at least basic knowledge of matters, state autonomy 
will become a toy in the bands of politicians. 

Education in order to receive the right attention 
should under federal set up be the lookout of the 
States. Considering the heterogenuity of India a 
uniform or centralised code of education is neither 
advisable nor feasible. In order to reserve and 
protect the educational rights of minorities and 
backward classes and in order to take education 
to the remote corners of the country, the subject 
should be independently handled by the various 
states. Both central as well as state involvement 
in education will burden the average Indian stu
dent with so much of controversy and headach"! 
that education will fail to achieve its universal 
target namely the moral and intellectual develop
ment of the society. 



Education in the present day context has to be 
awakened from its traditional sleep and made 
more pragmatic and value oriented. This. can be 
achieved only when the states have an mdepen
dent control of the matter. 

Panchayats 

In a federal administration it is the lowest unit 
of self administration that can effectively look 
into and reddress the requirements of the people. 
India even today is a land of villages. and I h: deve
lopment of these villages and th:1r uphftment 
from the historical shackles consutute the first 
line of concerted state activity under an autono
mous development. A few sprawling cities in 
India exhibiting the technical and structural poten
tialities and advancements should not act as a 
cover to the fact that the visible development of 
India over the last 34 years have not even t~rown 
their light over the numerous and remote villages 
in India. 

The only administrative agency that can effective
ly bring to the villages and translate into effect 
the messages of the material development of India, 
is the village panchayat. Most unfortun~t~ly p~n
chayats as a unit of .local sel~ admm1s~at1on 
remains a neglected ent1ty. In v1ew of the Ram 
Rajya" propounded by the late father of fh:e 
nation Mahatma Gandhi, panchayats are practi
cally nowhere today. 

Panchayats are to be revitalised immediately so 
as to effect transit of developmental aspects to the 
viilages. In this regard provisions have to be made 
in the concerned legislations whereby the pancha
yats get substantial funds for implemen_ting th:ir 
proarammes aimed towards the econom1c, soc1al 
anl' cultural development of our brothers and sis
ters in the villages. Panchayats should have a 
steady and mandatory source of financial support 
from the state governments over and above the 
finance mobilised by the panchayats by way of 
panchayat taxes. 

Backward ClaS!ieS 

Although the Constitution of .India provides for 
extraordinary aid to the backward classes in order 
to help them come up it is rather not encouraging 
to note that these provisions supported by their 
subsequent legislations have not achieved much in 
this direction. Although we can see citizens from 
the backward classes holding good offices now, it 
represents only a negligible ratio to their entire lot 
which still live in cognito. 

In order to keep up the spirit and trend of 
constitutional support for the upliftment of the 
backward classes it is highly imperative that the 
period of reservation of seats for the backward 
classes in the matter of appointments should be 
extended at least for another twenty five years. 

Elections 

Under the existing provisions of the People's 
Representation Act, candidates who stand for the 
election often resort to unhealthy practices for 
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ensuring their victory in .the election .. Voters are 
often influenced by candidates by vanous acts of 
favouritism. Under such a tendency the adminis
tration of a state or centre will never get the cream 
of intellectuals or eminent persons to formulate the 
administrative policy of a state or centre. Instead 
any person wh~ has substantial wealth at the hands 
can purchase h1s w.ay to the hel'!' of y~wer. Here
in in order to avOid such practices 11 IS suggested 
that the People's Representation Act be so modi
fied as to make provisions whereby the concerned 
government shall make the arrangement for propa
ganda or canvassing of candidates as also restrict 
election expenses of candidat~s so that the t:lecto
rate is not purchased. Candidates may be 1ssued 
with identity cards by the government in this 
regard. Unless foolproof provisions are ma~c in 
the People's Representation ~ct to . effectively 
check candidates from unduly mfluencmg voters, 
the country will never see a good administration. 

Yet again provisions may also be made in the 
People's Representation Act whereby an elected 
candidate can be recalled by the state or consti
tuency that has elected them to power. Provi
sions must be made to effect a refrendum whereby 
candidates can be recalled. This is a vital provi
sion to be embodied in the act so as to save the 
fate of the people from the clutches of ruthless 
and unscrupulous politicians who having been 
voted to power becomes both a headache to the 
administration as also to the people who voted 
him to power. 

In concluding this report on the subject matter 
of Centre-State Relations, the Praja Socialist Party, 
once again seeks to remind that THE PROSPE
RITY OF INDIA AS A NATION IS THE PROS
PERITY OF HER STATES. and therefore a 
decentralisation encouraging the independent 
growth and development of states is the call of the 
hour. 

REPUBLICAN PARTY OF INDIA (KAMBLE) 
REPLIES 

PART F 

INTRODUCTION 

1.1 Yes. Can be called Federal. And is F~deral. 
rn the str•ct sense as well. 

1.2 No 

Tamil Nadu Dravidians and others like them, have 
a legitimate grievance. The legitimate gri~vances would 
require appropriate legitimate remedies. But cer
tainly not the ones suggested by Rajamannar Com
mittee. 

1.3 Heterogenuity cari not be removed by tei'· 
ritorial remedies like decentralisation. Remedy lies 
in annihilating heterogenuity and making India 
homogeneous. 

In my view, the optimum Constitutional provision 
should be to enable India to be a 'self governing com
munity'. The slogan namely 'Unity in diversity' is 
a cloak to keep India heterogenous perpetually. 
That must be given up once for all. 



1.4 Apart from such question, we have to grapple 
realistically as to what kind of form and system of 
government will subserve India to make truly a 
nation: and still more important, whether every 
Indian is truely loyal to Constitution in every day 
life. 

1.5 The eminent persons mentioned in the quest~on 
hold their respective 'Sociological' views on Indtan 
polity and its functioning. The views experssed in 
(a) and (b) nullify each other. The remedy suggested 
in (c) renders itself almost nugatory. 

The Commission will have to locate the power 
which is capable of and responsible for working these 
relationships 'over the years' not in conformity with 
the true spirit and intent of the Constitution. I have 
given my suggestions in a consolidated form at the 
end of these replies to all questions. 

1.6 Yes. 

The provisions in the Constitution are there for 
everybody to see. 

1. 7 The Constitution is meant to provide Cons
titutional governments ALWAYS at the Union as 
well as in the States. It is most note-worthy that there 
is no provision of a 'break-down-clause' at the level 
of the Union; whereas there is such provision as 
the level of the States. Constitution contemplates 
perpetual Constitutional Government at the Union. 

' 
The provisions of the Constitution mentioned in 

the question are there, because the Constitution, 
should not be found wanting in any eventuality. 
These provisions are of exceptional nature; not 
supposed in the ordinary course, to come in opera
tion. To consider the reasonableness or otherwise 
of them is to reduce them to ordinary provisions, 
which I refuse to do. 

There should be made similar consitutional pro
visions for states as provided for Union, deleting the 
'break-down' clause. 

1.8 It is for those· who propose re-consideration 
of Article 3, to place their views. On understanding 
those views I will be able to express mine. Not at 
this stage. 

PART II 

LEGISLATIVE RELATIONS 

2.1 Instead of imputing the alleged encroachments 
to the Union, the proper method would be to impute 
the same to the actual and responsible functionary 
in the Union. 

The proclamations of Presidential Rule in more 
than 200 instances, are concrete cases. 

2.2 The concept of unity and integrity of the Coun
try is different than the concept of the strength of the 
Centre. The former concept is related with India 
being made a self-governing Community. Diversity 
in unity cuts arcoss this concept. So also the con
cept of the strength of Centre cuts across the concept 
of unity and integrity of the Country. The three 
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lists, namely that of the Union, State, and Con-
. current should be changed only if subjects of 
national importance are placed in State list and vice 
versa. Subjects like that of labour, Tenants, Schedul
ed Castes, Scheduled Tribes, Backward Classes, Wea
ker Sections should be included in the Union List. 

2.3 Such a principle of consultation is quite desi
rable. 

In pre-Independence days such Instrument of 
instruction was there in 1935 Act. Now its place, 
in Independence days, has been taken by the Directive 
Principles embodied in the Constitution with this 
difference namely these are the Instructions issued by 
the constitutional Assembly to the Govt. of the day 
at the Union as well as in the States. 

2.4 As stated in reply to Q. 1.7, the Constitution 
contemplates always Constitutional Govts. at the 
Union and the States. The provision mentioned in this 
question is not come into operation in ordinary course. 
Such provision is there simply for the reason that 
the Constitution should not come to be considered as 
wanting in an exceptional contingency. 

2.5 A suitable Constitutional provision may be 
considered to deal with the abuse of the Constitu
tional power. Please also refer to earlier reply con
taining in the concluding portion. 

PART III 

ROLE OF THE GOVERNOR 

3.1 Under the Constitution of India, the Constitu
tion makers had envisaged almost the same role for 
the Governor of a State as the role for the President 
of India in the Union. There is, of course slight varia
tion between the two. Role of the Governor, as well 
as of the President of India, are mainly in connection 
with being one of the Components of the Shte 
Legislature and the Parliam ·nt respectively; and also 
acting as the Constitutional Head of the State and 
the Union respectively. 

(a) The Constitution hardly envis1ges any role, as 
such, for the Governor, or for the President of 
India, in the context of Centre-State rela
tions. 

(b) The office and the powers of the Governor are 
misused by the Prime Ministers of India 
(mostly by late Jawaharlal Nehru and Smt. 
Indira Gandhi), presuming wrongly that the 
Governor is an agent of the Union Govern
ment. It is in this wrongly presumed context 
of Governor being such an agent, that new 
theory of role of Governor in the context 
of Centre-State relations is being advanced. 
Centre-State relationships can be maintained 
only by patriotic sentiments and actions. 
Hardly a Governor can do such a job. The 
mtsuse of powers of Governor for the last 34 
years for Party and other purposes has already 
damaged the Indian polity, and there wtll 
hardly be a truly Constitutional Govern
ment, either at the Union or in the States 
if present state of affairs continue. T~ 
appreciate the correct meaning of 'Constitu
tional Government' it must be noted that 
absence of it means rebellion. 



3.2 Reply to this question is covered by the pre
vious question 3. I. The only role for Governor 
for any purpose, including of fostering healthy 
Union-State relations is that he should act perfectly 
Constitutionally. 

3.3 Under the Constitution, Governor has hardly 
any functions or duties. So the President of 
India, Governor, like the President of India has only 
two prerogatives : 

(a) It is only when there is a Constitutional 'break
down' in the state that he is to make a report 
to the Persident of India. This means no 
Government can be carried in accordance 
with the provisions of the Constitution. If 
there is a Government functioning in the state, 
such a report by him would be the abuse of 
his office. 

(b) To appoint a Chief Minister is the sole prero
gative of the Governor under Art. !64. No
body else including even a Prime Minister 
can displace his prerogative. He may use his 
exclusive prerogative even wrongly or fool
ishly and suffer the consequences. In India, 
such a Governor is yet to be seen. 

(c) Dissolution of the Legislative Assembly is 
the second prerogative which the Governor 
can use as indicated in (b) above. 

These are incidents of the office of the Gover
nor, which run with office and any attempt either 
to minimise or to maximise the incidents is to wreck 
the system of Government. The amendment made by 
forty-second Constitution Amendment Act to Act 
74 surcumscribing the prerogatives of the President 
has done enough damage to the Constitution and to 
the system of Government, which is bound to cost 
India, also in future. 

3.4 Wherever there is a second chamber, either 
the second chamber is superficial or the reservations 
of the bills for the Governor or President is super
ficial. The underlying purpose is to guard against to 
any hasty enactment. 

The latter part of this question can l;>e answered 
only by those who are or were Chief Ministers. I 
am none. 

3.5 Partly yes; and partly' no. Speaking generally 
the precedents cry aloud what Lord Action said 
"power corrupts; and absolutely power corrupts 
absolutely". Partly no because, it would depend 
upon the nature of grounds on which the assent was 
withheld. 

3.6 The former part presents correct position, 
and not the latter. Kindly also refer to previous 
reply to Q. 3.1. So long as Governors men of a political 
party, and are under the obligation of appointing 
power the Prime Minister they cannot be expected 
to act impartially and in accordance with the Cons
titution when interest of the political party (as also 
of the appointing power) conflict. 

The instances ofN.T. Rama Rao and Dr. Farookh 
Abdullah are recent. 
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3.7 The nature of the office of Governor is such 
that he cannot have a guaranteed term. The proce
dure of his removal should be the same as in case of 
President of India, in which case the Governor will 
have to be elected. The appointment and removal 
go-together. 

3.8 No. The job of a Governor or of President of 
India is to see that there is a Government to govern. 
His job is not of majority-maintenance. In England 
there were a large number of minority-Govts. over a 
long period. Apply this suggestion to empowering the 
President of India for exposition of its futility. 

3.9 May not. It may increase No-confidence
·motions. Governor should act rightly. 

3.10 Where from the Administrative Reforms 
Commission got the so-called 'discretionary' powers 
of the Governor. He has only two prerogatives. 
If guide lines are to be issued to Governor, they will 
have to be issued also to the President of India for 
the performance of similar role. 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 It is for the Chief Ministers or ex-Chief Minis
ters to reply this question. 

4.2 Subject to what I have stated earlier I am 
inclined to hold the second view, for the reasons 
stated earlier. 

4.3 This is a commonsense recommendations which 
may be accepted. 

4.4 The power under Art. 356, is generally not 
exercised properly. The reasons are : as in the cases 
of Andhra Pradesh & Jammu and Kashmir, the ex-
pression namely " ........ the Government can-
not be carried in accordance with the provisions of 
the Constitution" is misconstrued, even if there is a 
Government carried in accordance wtith the provision 
of Constitution. Secondly Governors, in such, alleged 
situations, have acted without 'aid & advice' of Council 
of Ministers with Chief Minister as the head of it. 
Third reason is : such <Jikgcd actions by Governor, 
transform a Parliamentary system, into a sort of 
Presidential one, at that moment. 

4.5 I do not agree with that view. Clause (5) of 
Art 356 is not a safeguard. It is unsafeguard. Art 
356, should not be invoked unless in the rarest of 
rare cases. failing which a state may be declared as 
unfit for self-rule, and should be administered as such. 

4.6 I wish to offer no comment in this regard. 

4. 7 Such Agencies should be entrusted to whoso
ever is able to implement the principle of responsi
bility more effectively. (i.e. either Union or States). 

4.8 Services are an integral part of autonomy. 
Provinces are usually made autonomous. Under 
Constitution there are no more Provinces. They are 
States. Such of the services confined to local State 
area should be under the control of State-services. 
Services necessary for· implementation of State List 



should also be brooght under State Services as dis
tinguished from All-India-Services, with . correspond
ing responsibilities attached to States and the Union 
respectively. 

4.9 Law and Order problem is a very serious one. 
Under the present Constitutional provisions the views 
of the Administrative Reforms Commission is regret
table. The contingencies contemplated in Art. 355 are 
different and of special nature. Such a view of the Com
mission or of the Union will supply enough material 
for a possible future war between the Union and the 
States. Either the law & order subject be retained with 
the States and the Union should aid them; or this 
subject be taken over by Union and accordingly 
Constitution should be changed. Mid-way is 
dangerous. 

4. 10 Those in need of broadcasting and television 
facilities of mass-communication are the Union, States 
and the different communities of the masses. These 
facilities should be shared by these three on a fair 
and reasonable bases as three are in equal need. In 
the name of the Union or States certain very few 
communities are misusing these facilities which may 
invoke very strong protest. 

4.11 Zonal Councils have hardly served the pur
poses. 

4.12 Establishment of such a Inter-State Council 
is long over due which the Union Government has 
regretfully avoided. However, such inter-state council 
will not be competent, to 'iron out the inter-state' 
or 'Union-State differences' as has been put in this 
question. 

If the disputes are touching the decision of power, 
the Supreme Court of India would be real forum 
to adjudicate the same. Otherwise Supreme Court 
would be, to that extent, superfluous in a federal 
set up. 

Such Council is meant to serve Public interest. 
Its functions are stated in the Article itself of Art. 263. 

5.1 No, 

PART V 

FINANCIAL RELATIONS 

5.2 The observations of Study Team of A.R.C. 
"Centre as always the giver and the States the Re
cei':er". are regrettable and this kind of relationship 
which IS analogous to what existed durinfl the British 
Imperialistic Government should now "'after Inde
pendence, be scrapped. If the State-resources on 
their own are not enouh, then the resources between 
states and the Union deserve to be recast in a manner 
to make the states autonomous financially, 
consistently with their responsibilities. 

Alternatives indicated in (d) may be tried. 

5.3 My views on the observations are : 

Directive · Principl~s are not properly quoted. 
All the people of a nch state are not rich. In a rich 
state few classes are rich; some are poor; and the rest 
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poorest. Similarly, all the people in a poor State ,are 
not poor. In a poor state also few classes are rich; 
some poor, and the rest poorest. Thus to classify 
States as rich or poor is misleading. Truly, it is 
the class of the peopl~. who are rich, poor, and 
poorest. 

Is the Union prepared to make a public solemn 
declaration that it needs to be strong in order to 
use its funds for the development of poorest classes? 
There is no evidence so far to sustain such a claim by 
the Union. 

5.4 The Union Govt. must produce the necessary 
evidence of the last five year-plans in the fulfilment 
of the objective in question. Though deficit financing 
is harmful to the last consumer, yet if the amounts 
of deficit financing are to be used for developmental 
work of the poor classes, and not for sustaining 
the Govt. the same way may be resorted mode
rately. 

5.5 The objective criteria should be : 

(I) More the concentration of power in a poor 
state greater should be the share in taxes, 
and plan and non-plan assistance with specific 
reference to development of the poor classes. 

(2) Less the concentration of the power in a rich 
state lesser should be the share in taxes and 
plan and non-plan assistance. 

5.6 That Finance and Planning Commission are 
not adequate· for the purpose is proved by results 
obtained so far after Independence. 

On territorial basis, a 'Special Federal Fund' and 
on poor classes basis a 'Special under developed 
classes fund' should be established. 

5.7 Besides the three principles enunciated, the other 
one should be accepted namely the responsibility 
to give its citizens tha minimum civilised life, applying 
the test that those who are denied the opportunity 
will have the priority. 

5.8 Central levy subject to control by a Council 
of Central and State Finance Minister would be in
~onsistent with the principle of responsibility. 

5.9 Such proposed permanent Finance Commission 
would also be inconsistent with the principle of res
ponsibility. 

5.10 As such conditions w~re not attached by the 
successive Finance Commissions, under the Consti
tution of India, the expected results would hardly be 
realised. 

. 5.11 Yes, I b.:>radly agree. Such results are obvious, 
because of absence of principle of responsibility. The 
correctives would be to : 

(i) Enact a law of the Parliament determining (a) 
the qualifications which are requisite for ap
pointment as Members of Commission (b) 
the manner in which they shall be selected. 

(ii) Involve the effective representatives of the class 
of people for the benefit of whom the resources 
are transferred. 



(iii) Impose statutory obligation on .State Govern· 
ment of submitting periodical terminal reports 
on the projects under taken under the trans
ferred resources. 

(iv) Apply the principle of responsibility. 

5.12 My comment about the proposition in question 
is that it is not even a 'broad' one. Neither it is 
radical. Such proposition IS as old as the year 1877 to 
1882; and by nature quite imperialistic as that of the 
British, during which period Sir Richard Temple ad· 
vacated, resource-transfer, through taxsharing for 
keeping in with the sentiments that it is the province 
itself which realises the tax-money, which is also for 
its own use. The Seventh Finance Commission of the 
year of 1984 is recommending propositions of the 
year 1977-82 which may not be conceded without the 
principle of responsibility. 

5.13 The priority suggested by the Seventh Commis
sion is perverse cutting across the very basis for 
which grants-in-aids are made. These grants should 
be used only exclusively for the purpose for which 
made. The principle set out by the Seventh Finance 
Commission must be scrapped. 

5.14 Divisibility should be governed either by the 
existing provisions of the Constitution or by amended 
provision. 

5.15 Not satisfactory. 

5.16 My comment is either the States are incapable 
of enforcing their own responsibility in financial mat
ters; or Union has robbed their responsibility. 

5.17 In the name of State a group must be playing 
with the finances of the State without being responsi
ble whatever to anybody. The measure would be strict 
enforcement of responsibility. 

5.18 I agree to a certain extent the restriction can 
be relaxed to the extent they suffer by virtue of not 
having the necessary freedom in the matter. 

5.19 Not justified. 

Transferring foreign credit obtained for financing 
State projects through the Centre is wrong and un
ethical financial transaction. Centre has been habituat
ed of transferring foreign credit, as well as transfer
ring various sums provided in the budget for the 
Scheduled Castes, Schedued Tribes and weaker sec
tion to other projects, and allowing such sums to 
lapse. There was no effective public opinion raised 
against this mal-practice. Therefore now it is the 
turn of States for being deprived of. Public opinion 
protest against all such types of financial transactions 
is called for. 

5.20 Reserve Bank of India should reflect in its 
functioning and administration the interest of each 
communities as well as qualify it as a Reserve Bank 
of India, besides co-ordinating the· borrowings for 
Centre, State, and Private sector. 

5.21 The factors contributing to 'unhappy posi
tion' of States finances are : 
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(I) That there is an absence of good Govts. in the 
States as well as the Centre. 

(2) And similarly there is absence of sound financial 
system to sustain good Governments. The 
unhappy position of the States as old as when 
the Provinces were created by British 
Imperialistic Govt. It simply means that 
though there is adult franchise and Par
liamentary and State elections periodically, 
there is yet an abuse of Govt. by the people, 
of the people and for the people. 

5.22 Yes, to some extent. 

I would suggest implementation of the Directive 
Principles particularly Art 39 and specially its clause 
(8) about the ownership and control of the material 
resources of the community are so distributed as best 
to subserve the common good. 

5.23 By itself, the Convention prior consultation 
with States is not going to improve the financial sys
tem as a whole. 

5.24 Yes. 

5.25 It may be to some extent. 

5.26 The grant be revised and enhanced in propor
tion. 

5.27 Y .:s, grievence, is justified. 

The measures I would suggest are 

(I) Either the Union Territories with Legislative 
Assemblies should be pomoted to full state
hood; 

(2) Such of Union Territories which are truly 
reflecting the characteristics of U.T. should 
be responsibility of the Union ; 

(3) Concept of Union Territory should not be 
debauched. 

It would prove to be very dangerous to unity 
ofthe country. 

5.28 The finance of the Union as well as of the 
States are to be so divided as to make their self-reli· 
ant in any contingency. Till now the responsibility 
does not rest with the people either at the Union or 
in the States. 

For obtaining maximum use of relief assistance 
in the present circumstances is to enforce strictly the 
accountability and responsibility. 

5.29 My views on the suggested three All-India-
Institutions are : 

(a) They are overlapping. each other; 

(b) It will be a Dyarchy; 

(c) Responsibilities will be divided; 

(d) If the differential interests of the States suffer, 
which are to that extent powerful organs how 
much more the economics interests of the 
various communities and citizens are 
bound to suffer under the present economic 
system. 



(e) The real remedy is not sought and confused 
propositions suggested. 

5.30 For fulfilment of conditions of spending the 
funds prudently and benefits going to largely to 
the people, who collect and distribute funds may 
become relevant unless the same is also done by 
the people. 

5.31 Call the Commissions by any name. What is 
their constitutional position; and how the principle 
of responsibility to be enforced. Whether the Parlia
ment and its members have all failed ? Whether one 
likes or not but in the whole Questionnaire a case 
is irresistible that just as the British rulers though 
good administrators were incompetent to achieve 
the welfare of the people of India, so it appears the 
Governing class in India is by the same token incom
petent to do the same. 

5.32. The reports of the Comptroller are seperately 
submitted to the President in case of Union accounts 
and to the Governor in case of State accounts. 
This shows a relationship bearing on Centre-
State. 1 

5.33. In addition to voucher audit, evaluation 
should also be pursued in good time. 

5.34. Under the Act sufficient powers and duties 
have not been enjoined upon the Comptroller and 
A. G. 

5.35. These reports are not comprehensive enough. 
It should clearly point out glaring omissions, incon
sistencies, illegalities and comparative evaluation 
audit. 

3.36. It is no sufficient check today. But it should 
be a sufficient check in future. 

5.37. Can and should act as a watch dog. 

5,38. I do not think Expenditure Commission is 
needed. 

5.39 Authorising the States to do so would defeat 
the underlying purpose. Centre should have the means 
to ensure that the funds meant for specific purpose 
are in fact utilised. 

PART VI 

ECONOMY AND SOCIAL PLANNING 

6.1. The three short comings, among others noted 
by A.R.C. study team, reflect on alarming picture 
of disorganised state of affairs which can be hardly 
called· "Planning" of National perspective. 

Remedial measures I propose are : 

(i) There should be a sub-committee representing 
the Union, of Planning Commission, only 
for subjects exclusively falling within Union 
List. 

(ii) There should be another sub-committee re
presenting the States, of Planning Commission 
only for subjects, exclusively falling within 
State List. 
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(iii) There should be a third sub-committee re
presenting jointly the Union and States of 
Planning Commission only for subjects falling 
within concurrent list. 

(iv) These three sub-committees of Planning 
Commission should be co-ordinated by the 
Planning Commission presided over by P.M. 
and submit its co-ordinated report to National 
Development Council. 

(v) The N.D.C. Council should represent Union, 
States, Union Territories, and representatives 
of different Communities. 

6.2. As stated above in reply to Q. 6 ·I. 

6.3. As stated in reply to Q. 6 ·I. 

6.4 Union should have its Union Planning 
Committee under the Chairmanship of the 
P.M. Each State should have its State Planning 
Committee under the chairmanship of the 
respective Chief Ministers. Also refer to reply 
to Q. 6·1. 

The contents of this reply and the reply to Q. 6.1 
if acceptable should be embodied in the provisions 
of the Constitution of India. 

6.5. As in replies to Q. 6.1 and Q. 6.5. 

6.6. Please refer to replies to Q. 6 ·I and Q. 6 ·4 
also the modifications I propose are : 

(I) In State-Plan pertaining exclusively to subjects 
in State List, the decision of the State Planning 
committee of the concerned State should be 
final subject of course to co-ordinated adjust
ments by the Planning Commission and N.D.C. 
In this Plan no National priorities can 
arise. 

(2) In the Union Plan pertaining exclusively to 
subjects in the Union List the decision of the 
Union Planning Committee should be final, 
subject of coruse to co-ordinated adjustments 
by Planning Commission and N.D.C. In 
this plan no question of State priorities can 
arise. 

3) In the Concurrent List Plan pertaining exclusi
vely to subjects in the Concurrent List, 
decision jointly by Union and States shall 
be final subject to co-ordinated adjustment 
as above. In this Plan both National or State 
priorities can be considered . 

6. 7. It is unconstitutional to channel any distri
bution of funds to States through Planning Commission. 
It should be on State to State basis from Union 
to respective states, and Union Territories. 

6.8. Yes; Changes as proposed in different above 
replies. 

6.9. The Planning Commission and N.D.C. working 
under the Union Govt. have failed to remove poverty 
and achieve balanced regional development. The 
shares of weaker sections of the people and undeve
loped regions are being sacrificed under the cover of 
Planning. There is absence of Planning as 'might 
is right' works, in both the Union and the States. 



·. 6.10. Please refer to replies to Q. 6.4. Q. 6.6., 
Q. 6.7 and Q. 6.8 above. 

6.11 The present machinery is not only inadequate 
it is illusory, meant for perpetuating the backward
ness of the people. This machinery deprives the needy 
and breeds corruption. The real and effective repre
sentatives of the people for whom the schemes are 
formulated should be associated closely involved on 
a democratic basis, in the matter of implementation 
of schemes and if necessary in the formulation of 
schemes and place before the respective Legislators 
the periodic reports of the implementation from time 
to time. 

6.12. Covered by above replies. 

6.13. Whether it is Union Planning or State Plan
ning, the categories of people for whose benefit the 
schemes are meant should be involved in the imple
mentation cf those schemes democratically, periodic 
reports of implementation should be placed before the 
Legislature concerned; publicity about implemen
tation and such reports be made in local news
papers. 

PART VII 

1\IISCELLANEOUS 

Industries 

7.1 Please refer to Dr. B. R. alias Babasaheb 
Arnbedkar's (the Chief architect of the Constitution 
of India) memorandum submitted to the Consti- · 
tuent Assembly, particul<>rly at page no. 14 to 16 
of that memorandum which suggests : 

(1) Key industries to be owned and run by the 
State ; 

(2) Basic industries to be owned by the State 
and run either by State or Corporation; 

(3) L.I.C. to be the monopoly of the State; and 

(4) Agriculture to be made the State Industry. 

The explanatory nores of Dr. Babasaheb Ambedkar 
are at page nos. 30 to 35 of the said memorandum. 
I have adopted these as suggestions, which the 
Commission should seriously consider. 

7.2 (I) Yes, there should be some norms. Re
asonable way to laying such norms to give oppor
tunities to all communities. 

(2) Deletion is not necessary. 

7.3 There should be constituted all-communities
lndustri~l:Development-Council representing all 
commumt1es who should be empowered to decide 
the guideline for these matters including clearance 
of Capital-issues, import of capital goods, and raw 
matenals, and foreign collaboration. 

7.4 (a) The States have not organised sufficien tl y 
to support this small sector; nor for the elimi
nation of inequalities for the exploited co:n· 
munities. 
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(b) The glaring deficiencies of the States approach are 
almost the same, as the glaring deficiencies of the 
Central approach to the States and the Union 
Territories. 

7.5 The working of the Centrally contrc lied national 
industrial financing institution like I.D. Bank of 
India; I.F.C. of India I.G. of India, L.I.C. of 
India and U.T. of India, is the same way discrimina
tory to State Plans. And the State Plans are simi
larly discriminatory against the exploited communities 
in the respective States which is not remedied by the 
Union. 

7.6 Yes, the criticism is justified ... The States must 
be consulted. 

7. 7. The criticism is justified. The Centre has 
neglected certain States in the matter of direct invest
ment in heavy Industries. Nor Centre has championed 
the cause of underdeveloped States; or exploited com
munities in the states. My suggestion for all round 
development of underdeveloped states and under
developed communities in each State is that there 
should be established a Council for under-developed 
States and under-developed communities with 
sufficient powers to decide all matters concerning 
their development. 

7.8. No. Another No. 

Yes, As stated in reply to Q. 7.7. 
I 

TRADE AND COMMERCE 

8.1 It is absolutely necessary to appoint such 
Authority. Such information remains a closely guarded 
secrets, though India is free and a Republic, and 
electorate is based on adult franchise. Appoint
ment of such authority is a must. Even the present 
commission on its own could have called for such. 
information either 'suc-moto' or upon the inquiries 
from public. 

Agriculture 

9.1 Mere territorial view in terms of Union and 
State is not el?ough. I would go with that point of 
v1ew wh1ch w1ll stand broadly the test of Article 39. 
of our Constitution which is a part of Directive 
Principles. 

9.2 Please refer to my reply to previous Q. 9 ·1 
above. 

9.3. Co-operation between the Centre and the 
States would be there to the extent to which Union 
and States are sociologically co-operative with each 
other. If the_ Sociological impediments ar~ removed, 
the co-operation may increase. 

9.4 There are serious problems in Centre-State 
rel_ation. . in _those aspects namely fixation of agr. 
pnces, trngatwn, credtt, forestry policy and adminis
tratiOn etc. 

The ~olut_ion ~s m ~~ssening sociological frictions, 
economtc dtspanty fatting which solution would be 
only political in due course. 

9.5 Covered by previous replies. 



Food and Civil Supplies 

10.1 There is scope for improvement in the areas 
mentioned. The responsibilities should be tested 
as per provisions in the Constitution. 

10.2 Yes. Should be periodically reviewed. A 
Commission should be s !I up for taking periodical 
review of such subjects and similar other subjects 
in the Constitution. 

Education 

· 11.1 Such criticism will be justified is States also 
want that the Centre and all States together should 
decide all matters in the field of Education for India 
as a whole. If any State is criticising individually 
for its own against alleged interference etc. such 
criticism is not justified. 

11.2 The word "grants" in the nomenclature of 
the U. ·G. C. itself shows its limited purpose as to 
grants without any concern for education, much less 
for University ·Education. Thus the Commission 
like any other Central Commissions suffers from the 
same discriminatory attitudes. 

11.3 One of the suggestions is to make· the entire 
subject of Education only a Concurrent subject, 
deleting it from the· Union List as well as from· the 
State List. 

11.4 I discern that there are many difficulties. 
In India Education is going to be a greatest problem 
in future. There must be uniformity of education 
throughout India. This cannot be achieved by pre
sent system of Education. Either the whole Educa
tion should be the job of the State without any scope 
whatever for private educational institutes, or 
whether education is imparted either by the State 
or private institution the syllabus for each standard, 
diploma or degree must be the same throuhout 
India. Past Political, Social structure is a grimmer 
and graver reminder that disastrous effects of a'lwar. 

11.5 Covered under previous replies above. 

Inter-Governmental Co-ordination 

12.1 Our Constitution provides for Inter-State· 
Council. If we can be profited by the experience 
of U. S. A. Advisory Inter-Governmental Commis
sion or any other similar body in any Federal State, 
we should be willing to be profited by the same. 

Supplementary Note 

(To replies to the Question~aire on U 1;0 z-S·~ie; 
Relation) 

On important issues not found place in the Commis
sion's Questionnaire. 

l. Issue No. 1 : Transitory or non-enduring 
nature of States : 

The Rulers of India prior to or after the Indepen
dence of India have treated the States on the assump
tion that they are transitory or non-enduring. This 
is clear from the facts namely: 

(I) Prior to Independence there were about 162 
Units (whether former Princely States or 
former British Provinces). 

(2) After Independence were formed 'A' 'B' 'C' 
'D' states. 

(3) With abolition of 'A' 'B' 'C' 'D'. States, some 
bi-lingual States and some um-hngual States 
were formed. 

(4) These were abolished, and linguistic States 
were formed. 

(5) Later on Union Territories, one after the other 
were added. 

Playing by the Rulers with the form_ation or ~he 
abolition or division of States; or creatwn of Umon 
Territori~s have cost India gre'lt deal. Therefore with
out any further loss of time the question of enduring 
States must be settled with reference to principles 
of modern concepts of a 'States'. 

2. Issue No, 2 : Curbing of distruption of Union 

The forces of disruption of the Central Govt. have 
once succeeded and effected Partition of Union. 
Those disruptive forces under different grabs are still 
operative. Union is as vulnerable as . the 'States'. 
True and effective remedies, political and Consti
tutional will have to be found. 

3. Issue No. 3 : South vfs North and unity 

The poison of balkanisation of Southern States, 
and consolidation of Northern States must be emr
tied at the earliest. 

4. Issue No.4: Official language ONE OR MANY ? 

If Indians really want Unity of India more than 
one official Language either at the Union or in various 
States are bound to break the desired unity. Whether 
in the Union or in the States there should be one 
and same official language. Such of those who are 
opposed to such suggestion will have to explain how 
to maintain Unity of India. 

5. Issue No, 5 : Ca~tes and States and Unity 

In certain areas, certain Castes are numerically 
greater and dominant. So much so that such States 
have become almost Caste-States. Caste is anti
National. Such States are bound to turn as anti
National. Therefore very strong and effective che9ks 
and balances are necessary. 

6. Issue No. 6 : Two Party-system and Unity. 

Neither Unity of India, nor Unity of any existing 
State can be preserved in the absence of two-party 
system both for Parliamentary elections as well as 
State elections. · 

7. Issue No. 7 : Electorate and Unity 

.. Electoral system based on single-member-terri
torial. constituency has failed leading to unconsti
tutional Presidential. Rules. Plural-member consti. 
tuencies io .each State in certain selected areas need 
to be . introduced. . 



8. Issue No 8 : Exclusion from Political poll'er of 
certain communities 

Exclusion from power is sure sign of slavery. 
This must be remedied. 

9. Issue No. 9 : Prime Ministership and Unity 

The Prime Minister of India should be elected by 
the whole House of People. 

10. Issue No. 10 : Grant of rights to Budhists-coll· 
verted from Scheduled Castes. 

Depriving those who have become Budhists, of 
their rights acquired by the Scheduled Caste after 
a long and better struggle is a discrimination against 
religion. This discrimination is most immoral partic
ularly in view of the fact that there is no remedy 
to remove untouchability. 

II. Issue No. II : Question of Boarder States 

Such a question is a National question, and as 
such should be settled only on the National level in 
consultation with representatives of all communi
ties in India. 

REVOLU1IONARY COMMUNIST PARTY OF 
INDIA 

REPLIES TO QUESTIONNAIRE 

PREAMBLE 

In our opinion, after a protracted period of centra
lisation. a period of gradual decentralisation in both 
political and economic spheres can alone take the 
country from its present moribund stage and ac
count alr.o for the growth of divisiveness, secessionism 
and [ens1on. This also will pave the road for 
uplifting the backward and downtrodden tribes and 
other sections from its present helplessness to an 
active state of regeneration which in its tum will 
help in building a healthy nation based on national 
integrity, secularism and democracy. 

20th November, 1984. 

PART I 

INTRODUCTION 

I.l In course of the three decades and a half yeau 
since the Constitution came into force. Its federal 
form has been retained. but its federal content has 
been greatly eroded. The trend is toward concentra
ting more power in the Union at the cost of the States. 

1.2 Articles 251 and 365 need to be suitably amend
ed so that when different parties are running the 
government in the Union and in a State or States, 
the political prejudices of the former do not impede 
or thwart or prevent the exercise by a State legis
lature or Legislatures of the rights conferred on it 
or them by the Constitution. · 

1.3 to 1.6 It is undoubtedly true that a country 
of such size and diversity of population, culture and 
language as also unequal levels of socio-economic 
condition should have a large measure of devolution 
of resources and responsibilities to the States from 
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the Union. A lot of conflict and tension has· ariser 
because of the trend of the Centre to arrogate to ill 
powers which should rightfully belong to the spher1 
of the States. The unity of the people and the terri· 
Loria! integrity of the country have paramount im· 
portance. • • 

I. 7 The Constitution should be suitably amended 
to restructure the obligations of the Union and th1 
States. 

1.8 The power of the Centre in the exercise of the 
Article 3 of the Constitution should be left undis
turbed. 

PART II 

LEGISLATIVE RELATIONS 

2.1 & 2.2 The Constitution, as it was originally 
framed, had apportioned the respective powers of 
the Centre and the States in more or less liberal way. 
But over the years the Union has continued to in
crease its sphere of power by encroaching on the 
rights of the States. According to our view, the 
Concurrent List should be carefully scrutinised so 
that those items in it which can be and should be let\ 
to the purview of the State should be transferred to 
the States while those in national and public interest 
exercised by the Centre should go in the Central 
list. 

2.3 Yes. 

2.4 While 1t IS not possible to make a list of 
"national" or "public" interests, the nature and 
character of what should be considered a "national" 
or "public" interest should be clearly spelled out in 
the Constitution. Such powers should not be exer
ciseable by the Union for a period beyond six months. 

2.5 When the parliament seeks to enact a legisla
tion that infringes on or materially affects the righe 
of the States as guaranteed in the Constitution, then 
the rough bill should be mooted through the Inter
State Council to the State/States concerned before 
introducing in Parliament. 

PART III 

ROLE OF THE GOVERNOR 

3.1 Over the years. the office of the Governor has 
come to be more and more misused in the interest 
of the party running the Union Government and 
against the interest of the State Governments blatantly 
for political reasons. The Constitution makes the 
Governor the formal or titular head of a State but 
there are instances galore of a governor interfering 
in the day to day administration of a State which, 
as a formal or titular head, he is not only not supposed 
to but is not r~quired to do. 

Arbitrary dismissal of an elected State Government 
enjoying a majonty in the legislature and equally 
arbitrary induction of a new government without 
ascertaining whether or not they command a majority 
in the State Legislature violating both the letter and 
the spirit of the Constitution, has been a rule rather 
than an exception in recent times. Witness Sikkim, 



Jammu and Kashmir and Andb.ra etc. The Consti
tution should be suitably amended so as to make it 
obligatory on the part of a governor to verify the 
actual strength of a government which is supposed 
to have lost m·•jority, on the floor of the House 
(unless the Chief Minister on the ground of his having 
lost majority) and to test the majority claimed by a 
new party or coalition of parties in the House within 
fifteen days of the swearing in of the New Govern-
ment. · 

3 ~ The Governor can foster healthy Union-State 
relatiOns only if he abides by the letter and spirit 
of the Constitution, if he refuses to act in the poli
tical interest of the party running the Union Govern
ment. In this connection it is also necessary to amend 
suitably Article 164 which makes the >holding of the 
office of the Chief Minister or Council of Ministers 
absolutely dependent on the "Pleasure" of the Gover
nor. As the Governor is the titular or formal head 
of the State and as the Governor is supposed to act 
on the advice of the Council of Ministers headed by 
the Chief Minister who is responsible to the State 
Legislature, Art. 164 should be so amended that 
the holding of the office of the Chief Minister de
pends on his commanding the majority in the House, 
rather than on his enjoying the "pleasure" of the 
Governor, who can exercise his "pleasure" without 
reference to and independently of the State Legisla
ture. 

3.3 If the Governor exercises his independent 
judgement without prejudice and without such extra
neous considerations as the political attitude of the 
Union Government to the State Council of Ministers 
and if the questions as to whether or not a Council 
of Ministers enjoys the confidence of the House or 
whether any other party or coalition of parties can 
command the majority in forming a new government, 
are left to be decided by the House itself, the chances 
of abuse of power under Art. 356 (I) will be consi
derably reduced. 

3.4 There are specific instances of West Bengal 
bills being with-held by the President as cited in page 
9 of 'Reply to questionnaire by West Bengal Govern
ment'. 

3.5 (i) Centre dictates, (ii) Presidential with-hold
ing of Bills-a threat to State Autonomy, (iii) Undue 
delay in· most cases. 

3.6 Yes. The Governor should be, rather than is, 
a close. link between the Centre and the State. But 
the Governors of States other than those ruled by 
the Congress Party; have not acted impartially. 

3.7 Yes. But concerned State Government's 
opinion should be taken into account before appoint
ment. 

3.8 Yes. 

. 3.9 We do not think that the procedure adopted 
m the German Federal Republic is suitable for our 
purpose. Such a procedure will also not be necessary 
in the case the appointment of Governor and the 
Selection of Chief Minister are made in the manner 
suggested above. 

109-288/87 
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3.10 It would be difficult to formulate "guidelines" 
on the manner in which the Governor shall exercise 
his discretionary powers but it is very important 
that the circumstances warranting such an exercise 
of the discretionary powers are sufficiently clearly 
spelled out. • 

PART IV 

ADMINISTRATIVE RELATIONS 

4.1 to 4.3 It cannot be gains? id that the provisions 
made under Articles 256, 257 and 365 can altogether 
be done away within a federal structure. But it is 
necessary that they are not misused by a Union in 
quashing the State/States' rights to the Union for 
political reasons .. In our opinion, the Constitutional 
implications and the operating ambit of these clauses 
need a thorough reexamination for amending the 
said Articles. 

4.4 Looking back over the three and half decades 
since the Constitution came into force, it cannot be 
denied that the powers given to the Union under 
Article 356 have more often than not been misused. 
While it is true that this Article cannot be done away 
with, the modalities for its exercise have to be evolved 
so that the Union cannot abuse these powers for 
political consideration. 

4.5 The maximum period for such a proclamation 
should be reduced from the present three years to 
one year. 

4.6 Yes, working satisfactorily 

4.7 While the functioning of the organisations 
do not make undue inroads into the State's autonomy 
we do believe that all of them can be more usefui 
to the States. For that, it is necessary that the re
presentatives of the State or States should be included 
in the Governing bodies. The modalities of selecting 
the representatives of the State should be mutually 
agreed upon. 

4.8 We do believe that the All India Services have 
a vital role to play in ensuring uniformity in the day 
to day functioning of the State Governments under 
the provisions of the Constitution. But we do believe 
that the training of both the IPS and the lAS has to 
be thoroughly re-structured so as to make the members 
of these two cadres' service people oriented under 
the discipline of the State where they are employed. 

4.9 While Article 355 cannot be done away with 
the Constitution should be so amended that th~ 
right of the Union to use, suo moto, the Central 
Reserve police and other para-military and military 
forces in aid of civil power in any State is done only 
when communal riots have broken out or when the 
territorial integrity of India is in danger. 

4.10 Reply already given in 2.1 • 

4.11 The Zonal Councils should be re-activated. 
They should meet at a regular intervals for the 
disposal by a permanent secretariat. 

4.12 Yes. It is desirable. 



PART V 

5.1 The plan and discretionary transfer has fallen 
rom 60% to a much lower figure. The constitutional 

thought of "automatic and free from interference" 
has not materialised. While considering this ques
tion instead of assessing the total resources as well 
as for the public domain for the use of the nation, 
only the central transfer to states are considered. 
As this is a correlated question, the estimation of a 
social equity and the evolution of available resources 
should be the principal determining factors. It is 
vital for the .development of the nation as a whole to 
have fiscal planning of States where complementation 
and Supplementation are ~bsolutely necessary .. A 
new alignment on the basis of resource-plannmg, 
resource-development and resource-distribution in 
an integrated manner can foster the national growth. 
Finance Commission which is an appendage of the 
recommendary body should have independent and 
over-riding capacity for implementing_ their recommen
dations. 

5.2 The dependence of the States on the Union has 
grown for the last thirty odd years. The Union's 
fiscal and resource-using powers are arranged in such 
a manner that it would raise resources only to meet 
the short term requirements. The growing needs 
of a society in the transitional period between back
ward feudalism and advanced capitalism needs a 
redefinition of fiscal resources. Firstly, the present 
trend of truncating State List by absorbing them in 
Concurrent, Central List is to be changed. Secondly, 
a shareable pool of all taxing heads and powers is to 
be built up. Thirdly, objective assessment of the 
shares to be allotted to the States should be built 
up not only on the basis of the principle of performance 
but also on exigency of our unevenly developed coun
try. The objective is to keep the mind open and look 
at the question of social, cultural needs of different 
areas of the country. The national monetary policy 
embracing all these, is to be formulated. The States 
should have their particular say. To solve the pro
blem of equitable transfer of resources the above 
measures are the immediate task. 

5.3 More financial power to States should not 
automatically tilt the balance in favour of richer States. 
The richer states having higher growth rate have to 
always help the weaker states with a lower growth rate 
by subvention. the policy of which should be formula
ted by Inter-State Council with a view to not only 
distributinl! equitably but also fostering national 
growth. Secondly, the Inter-State · disparity cannot 
be done away with unless the above is impartially and 
objectively implemented.- The present tendency of 
the resource-transfer from the Union to States smacks 
of arbit~ariness ·and is detrimentarto social and econo
mic equity. 

5.4 The resource-availability is a factor. The mana
gement needs control of expenditure. Effective and 
efficient use of deficit finance will not always lead the 
country into a blind alley. 

The resource-assessment and develonment is the 
first criteria befnre the measure of deficit financing 
is introduced. Today the deficit financing has led to 
inilalion and heightened the project costs with res• 
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pect to time of implementation. This leads .to ind~s
trial recession and imbalance between the mdustnal 
and agricultural growth. National consideration on 
this is of paramount importance. 

5.5. & 5.6 The criteria for resources should be ba
sed on equity principle. The question is how to ensure 
adequate resources for the St~~es. On the one hand 
encroaching upon resource-rrusmg areas of the States 
and on the other hand creating a special fund is not 
called for. Suitable amendment in the Constitution 
should be made to avoid such encroachment and as
sure equity in reasources-sharing. Financial share 
of resources from the Union to the States is done 
arbitrarily and not equita~ly .. Unless the Cons~i
tution is clear cut on the directives, the matters Will 
not improve at the time of centralisation. Unless 
Centralisation is limited and reversed, the dencentra
lisation, signifying the resource-availability, will n<?t 
be realised. Monetary resources with econolUlc 
fiscal management is to be left to the States. Unless 
the States are on their own in their taxing and borro
wing powers they would not be able to have economic 
management. The free deleg tion of fis.cal respon
sibility to the States would not only stimulate the 
growth rate of the States but also of the Union. 

5.7 AD the three prinicples stated in the questions 
would be upheld even if concurrence rests on finan
cial availability. This will strengthen the flow of 
resources. Most of the fiscal items covered by Arts. 
268 and 269 are transferable to the States' Governments 
and would pave the way to availability of such finance. 

5.8 There is no justification in total centralisation 
of all taxing powers. Here the States are denied of 
tax-raising power. As it should be in a federal po
lity, the Centre should act in consultation with the 
States for the distribution of the fiscal power. If 
necessary, such decentralisation of taxing powers in 
imposition as well as in administration with regard to 
local conditions should be introduced. Pre-indepen
dence taxation structure is completely out of date. 

5.9 The plan and non-plan transfer should not have 
any distinction. The present practice is distinctive 
and arbitrary. This has created a situation of uneven 
and unbalanced development. The allocation to the 
States should depend on assessment of resources to 
create Inter-State equity. The Planning Commission 
is not so constituted. If the present trend is continued 
the decision for fiscal transfer should rest on an in
dependent body under the Inter-State Council. 

5.10 · Finance Commission have attached undue 
weightage to the gap filling approach. This has re
sulted in some States overstating their gap, whjle some 
other have no incentive to reduce the same. On the 
other hand the arrangements have not led to narrow
ing inter-states disparities. 

5.11 The view is valid. The present approach in 
the aspect of filling gaps in the capital and revenue 
accounts should be abandoned. Asset of indepen
dent and objective criteria should be laid down to 
determine the allocation between the Centre and the 
State as well as among the States. 

5.12 A solid foundation should be laid for equita
ble transfer of fiscal r~sources between the Centre 



and the States and among the States. If this is done, 
tax-sharing and grants-in-aid can improve the Centre
State relations. 

5.13 Grants-in-aid should be replaced by resource
sharing in the transitional period. Better-off states 
should not be favoured with this save in case of 
emergency. To dispel any misunderstanding this 
should be allocated by Inter-State Council alone. 

5.14 The share divisible pool should include the 
totality of resources raised by the Centre on both 
revenue and capital accounts. This should include 
as in the 'Question' the special bearers bond scheme, 
revenue from administered prices of petroleum, coal 
as also from income tax surcharge, corporation tax, 
wealth tax, estate duty, custom duty, excise duty, 
central excise tax. This should also include the in
vestment pattern of LIC and Unit Trust. Regarding 
the above, the present policy is arbitrary. The turn
over of all LIC and Unit Trust in a particular State 
should, in co-relation to other fiscal activities of the 
State, be determining enough for allocation on a 
Zonal or State basis. This also holds good for 
National Savings Certificate, Postal Cash Certificate. 
Our contention is where the people of the State are 
creating these funds, they should have a share in its 
investment pattern. This also should be a critically 
determining factor in the Deposit/Advance Scheme 
of the nationalised bank's operation. The central 
interest tax of 1 % on loans taken by Terms Deposit 
holders from banks is very much arbitrary. The State 
should have at least 50% of the interest tax charged by 
the Centre. 

As the States are entitled to 85% of the proceeds 
from income tax, most of the above listed funds should 
have 25% to 85% for the revenue raising scheme to be 
utilised by the State; the only exemption be in the case 
of National Defence Certificates. 

5.15 There is no denying that the total savings avai
lable in the country should be shared between the pu
blic and private sectors. Whereas public sectors 
should devote this to the growth of heavy, key and 
basic industries, the private sector also may be allowed 
to fill in any gap in the above. The private sector 
should be mainly entrusted with the establishment 
of consumer industries, if necessary through diver
sification. If this policy is followed by an equitable 
distribution of capital by fixing of priority, the balan
ced growth will be assured. The fixation of share for 
the distribution of the tax and non-tax revenue in the 
capital receipts is impotiant to assure this balanced 
growth. The way such distribution is being effected 
is not satisfactory, for the simple reason that this is 
leading the country to price inflation, industrial 
recession and growing unemployment. 

5.16 The evaluation is not correct. The deficit and 
total disbursement proportion of the State Govern
ments is well below that of the Centre's. The State's 
fiscal difficulties are the direct result of the shrinking 
shares of the States in both Centre's capital receipts and 
direct market borrowings. 

5.17 The indebtness of the States whether massive 
or not, depends not on absolute figures but on rela
tive conditions. The Inter-State Council should 
make a periodical review with a view to writing off 
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portion of those indebtness as and when necesssary. 
This decision should be governed by the criticality of 
the situation prevalent in a particular State. These 
debts are to be lessened on the one hand by counter
ing it with a better growth rate and by promoting 
suitable industries or on the other by writing it off in 
a graded manner in commensuration with the depre
ciated money value. 

5.18 The Constitution has undoubtedly restricted the 
the rights of the States to borrow. If a State Govern
ment is in deficit it cannot borrow without the expli· 
cit permission of the Centre. The gradual centralisa
tion has led to this position of fallacy. While in the 
beginning more than 60% of the total public borrow
ings was assigned to States, it has come down to 
10% now. This anomaly is retarding the over all 
growth. The backward States are growing more 
backward and thus creating a situation nearing col
lapse. Any principle of sound financing should be 
based with an idea to increase the quota from 10% to 
30% immediately so that the tendency is not for re
ducing but increasing the share of public money. 

5.19 On the question of foreign loans we have seri· 
ous reservations. On the one hand, the loans and 
credits received from the international markets have 
a quite high rate of interest. This leads to price 
inflation and money devaluation. On the other, the 
quanta of shares of these loans allotted to States is 
meagre as well as at a higher rate of interest. Condi
tions of repayment are also of shorter duration than 
that of the Union Government to the external agen
cies. The review should be made where the rate of 
charging a higher interest and apportioning arbitrary 
shares of the loans received from outside world is 
reversed by subsidising the interest rate and by grea
ter apportioning. The subsidy in interest and shar
ing of loan amount may vary from State to State. 

5.20 The idea of a national Loan and Credit Coun
cil for setting borrowing limit is good, for the RBI as 
an appendage of the Union Governll)ent cannot per
form this function. Alternatively, the Reserve Bank 
of India should be so constituted as to represent the 
total nation independent of Union Government's 
dictation. 

5.21 This is another example of an anamolous claim 
by the Union. Deficit financing is 15% in the 
Central level and less than 3% in the State level. De
ficit financing policy should either be drafted through 
the National Credit Council or by the R.B.I. restruc
tured as an independent entity constituting the State's 
representatives. As it is true that the States should 
not have any overdraft limits fixed by the new policy 
it is equally true that the centre should not also eros~ 
a limit of loans as fixed by the above body. This 
special situation needs a special policy and as such 
no po~icy should be m~chanically and arbitrarily 
determmed. A total nattonal money planning can 
remove the present anomalies. 

5.22 Correct. Most of the States have failed to 
reach their target. Most often than not they have not 
even set a target. Inter-State Council should set this 
target and allocate from the divisible pool in concord 
with their performance. This is a way for maximum 
finance resource planning. 



5.23 Admittedly the Centre has been lenient in both 
Corporate and Income taxation matters. The Inter
State Council should firstly transfer some of those to 
State List and secondly fix tax rates of items in the 
Union List, but important to the States, with regard 
to yield. 

5.24 That is what it should be. 

5.25 As the Centre is not utilising the Article 269 
the fiscal item should come to the State List. 

5.26 There should be a modus operandi for esti
mating the income from Railway passenger fares and 
expenses incurred in raising such income. This would 
give a fair idea of income-expense ratio. Then per
formance-wise allocation from this pool can be made 
to the States. 

5.27 Union territories are in special category and 
allocation for them depends on national considera
tion. 

5.28 Natural calamities bring in emergency situation 
which can be tackled on national level. Central and 
State teams should assess the damage ascertain the 
quanta of relief and the Centre should provide im
mediate relief and repair the damage. Whether there 
should be budgetary provision or not is a secondary 
matter. 

5.29 States should be represented on Boards of 
R.B.I. and nationalised banks, so as to guarantee the 
State's participation in developing credit policy. This 
should be first step before creation of such Councils. 

5.30 There can not be a question of spending 
funds imprudently. The raising, sharing and dis
tribution should be linked up in a manner reflecting the 
contribution of the States. 

5.31 Adding one and more commission would not 
plug hole any leaks. The risk lies in the prerogatives 
of the Union for raising resources beyond plan target, 
threreby creating a ground for wasteful expenditure on 
the part of the Centre. The attitude is to be cleared. 

5.32 M<. dality of appointment of the Comptroller 
and Auditor General needs to be changed. Inter
State Council, and not the Union Cabinet, should be 
the Advisory body to the President. A retired C.A.C. 
cannot accept appointment in private sector. Neces
sary benefits and emoluments be suitably adjusted. ' 

5.33 Performance appraisal and evaluation auditing 
should be strictly adhered to. 

5.34 C.A.G.'s · powers should be extended to cover 
all areas of auditing, specially in relation to defence 
and foreign.L expenditure. 

5.35 & 5.36 Already stated in 5.34. This will arm 
C.A.G. with sufficient powers to bring to public notice 
any particular development, pattern or trend in public 
expenditure. 

5.37 The Estimates~Committee with their present 
set-up and capacity should be so structured as to give 
orientation to the administration by their expert ad
yice. 
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5.38 The C.A.G., if necessary with modification, 
can displace the proposed Expenditure Commission. 
By their detailed analysis can guide the States making 
proper expenditure. 

5.39 C.A.G. should have adequate authority for 
ensuring that the funds are properly spent by the States 
on projects-State. Central or concurrent. No un
necessary interference should continue. 

PART VI 

ECONOMIC AND SOCIAL PLANNING 

6.1 The two organizations in charge of economic 
and social planning are the National Development 
Council and the Planning Commission. They have 
no constitutional or legal status. It is, therefore, 
needed to supplant this by Inter-State Council with due 
representatives of the State Governments. 

6.2 For functional purpose both the Planning 
Commission and National Development Council 
are to abide by guidelines of the Inter-State Council. 

6.3 The Planning Commission by their subservience 
to the Union Ministries treats the State Government 
as underlings. This feudal heirarchical structure must 
be changed. 

6.4 The question of including Ministers in the Plan
ning Commission does not arise as in our view, it is 
a highly specialised secretariat to help in the formula
tion and evolution of both technical and managerial 
expertise. 

6.5 With the stipulations made earlier, the National 
Development Council and Planning Commission, as 
reconstituted, would be in a position to offer advice 
on the over all aspects of planning. 

6.6 Macro fixation of priorities and targets is the 
delegated job of the Commission. Detailed sugges
tions of the Planning Commission as accepted by the 
Int~r-State Council should form the basis of the State 
Plan from grass root level (to start with, the adminis
trative district level). This should be in the purview 
of the State. Instead of subjecting State plans and 
proposals to scrutiny for over-riding, the process 
should be diametrically opposite. The district plans 
co-ordinated into State Plan both prioritywise and 
targetwise should be allowed by the Planning Com
mission acting as the secretariat of the Inter-State 
Council. The cost performance and net work pro
gress monitoring should be the task of the Planning 
Commission. · 

6. 7 The question of channelising Central assistance 
by way of loans, grants etc. becomes dependent on the 
restructured role of the Planning Commission. 

6.8 to 6.10 Once the State Plan based on co-ordina
tion of district plans is approved and plan size deter
mined the resources should be channelised from the 
Central loan and grants. Any increment in the size 
of the State Plan where the resources are raised by the 
State cannot be with-held on any ground. This covers 
also World Bank Loans and IDA credits which should 
be reissued when the Inter-State Council evolves a 



master plan on a national scale by co-ordinating all 
the State Plans submitted on the basis as stated earlier. 
The Union Ministry have no behesting role. 

6.11 The country is sadly lacking in the monitoring 
progress and evaluation of target costs. This is to 
be strengthened at both States and Union ends. The 
monitoring criteria should be preferably uniform 
throughout the Country; if not, it should be a uniform 
criteria in each State. 

6.12 Indian Constitution ~incorporates the ideas 
of Panchayat body functioning. The very backward 
situation in which India is passing through, does not 
encourage as yet the advocacy of a real grass root 
or village level planning. When a co-ordination 
between the rural people and the rural administrative 
personnel is built up based on the administrative 
capability in formulating plans with a realistic view for 
timely execution in an effective manner both by the 
trained administrative personnel as well as the cons
cious panchayat bodies, then and then alone formula
tion of plans from the grass roots could be possible. 
As a starting point, a macro compromise should be 
envisaged by district level planning. This alone can 
evolve a viable State plan and a National Plan. 

6.13 As suggested above, this would also make 
State Plan Boards effective as an Advisory Board. 

PART VII 

7.1 to 7.3 There are certain strategic defence indus
tries, which are based on Defence Secrets. These 
industries are absolutely in the Centre's domain. There 
may also be some massive investment industries 
like Rail-Road-Communication-network, Hydels and 
Thermal Power Plants which should remain in the 
Central Public Sector. All other industries should 
be given over to the States whereby they are free to 
issue licence for the establishment of industries to 
State, joint, private sector as necessary. The pre
sent position where the State is not even entitled to 
look into matters of a particular industry without 
prior permission of the Centre is not only unhappy 
but also ridiculous. Thus, a considerable number of 
industries may be shifted to the State jurisdiction and 
the State can also look after the 'national' interest 
with no less responsibility. A decentralised structure 
in setting up industries heavy, key and basic and a 
policy of healthy nationalisation of backward indus
tries engaged in export in the interest of the masses 
as well as for higher productivity and for countering 
imbalance in import-export trade are needed. This 
imbalance is bound to happen when import of capital 
goods and vital raw materials is essential for the intro
duction of advanced technology. 

7.4 The above restructuring will expedite the pro
gress and make the plan targets realisable. 

7.5 The present arrangement of allowing 10% of the 
current capital receipts of the State is thoroughly a 
making of the Centre. Market borrowing has the 
same fate---10%. LIC holding of State Government's 
security has fallen by 50%. This meagre distribution 
affects the progress of States. The Story of Financial 
Institution is such, where the doling out by Centre, 
if any is quite arbitrary. 
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7.6 Any Central investment is not made on air 
but in a particular State. That is why it is absolutely 
essential to take the State into confidence in any pro
ject formulation. All the Financial Institutions are 
under Union Ministry of Finance. So on the clear
ance of the Finance Ministry to set up any project in 
a particular State, it should be done involving the 
Financial Institutions including nationalised and com
mercial banks operating in the State so that the feasi
bility of the project becomes real. The viability 
would be dependent on the monitoring of the project 
implementation by these Financial Institutions. Here 
also it is preferable to apportion the investment hold
ings to nationalised banks for supporting the projects 
in their territorial areas. 

7.7 & 7.8 From our view point, in the beginning all 
public projects in the heavy sector was done in con
sideration of the availability of raw materials. Al
though these were not captive industries, still it played 
a great role in the total socio-industrial progress. At 
present projects are not being implemented in the 
interest of the nation as a whole. A sort of reward
punishment theory has taken hold of the Centre's 
decision making. The feasibility and viability of a 
project in a particular State is no longer the deter
mining factor. As such, obstruction to a healthy 
and proper industrial growth is taking place. This is 
to be changed in view of the necessity of introducing 
advanced technology for progress everywhere through
out India and to meet the challenges of future times. 

PART VII. 

TRADE AND CO~ERCE 

8.1 It is very essential to introduce State Trading 
for intra and Inter-State trading in nationally important 
items. This is to evolve the price uniformity on 
nationally important items as well as freight equalisa
tion without which price uniformity cannot be achie
ved. 

PART IX 

AGRICULTURE 

9.1 & 9.2 Agricultural and all other subjected ter
ritory is exclusively state service despite the pre>ent 
trend of encroaching in this sphere. It is absolutely 
imperative not only to reverse but also to drop the 
present entries in Union Concurrent List. 

9.3 The Inter-State Council should direct the Plan -
ning Commission for Joint Working Groups with 
the States with responsibilities for recommendation. 

• 9.4 The States should be free to fix firm agricultural 
prices within their territories. Major irrigation pro
jects where more than one State is involved or of 
national importance should be jointly sponsored by 
the Centre and the concerned States. Though, as in 
other spheres, the general line on agriculture may be 
determined by the Planning Commission under the 
aegis of Inter-State Council, the specific programme 
ought to be formulated by the States. Co-operation 
between national and regional institutions is needed 
for execution. 

9.5 The high-handed attitude of both NABARD 
and ICAR does not encourage co-operation between 
them and State Agencies. This to be checked. 



PART X 

FOOD AND CIVIL SUPPLIES 

10.1 & 10.2 The present policy of procurement, 
pricing, storage, movement and distribution of food 
grains and other essential commodities is detrimen
tal to the improvement of Centre-State relations. 
Much co-operation and c~ -ordination is needed. The 
guidelines can be decided upon by the Inter-State 
Council on the operational measures arrived at. The 
guideline is to be worked out by the Centre in consul
tation with the States keeping an open view on the 
peculiarities of each situation. This should also be 
done in the sphere of price regulation so as to evolve 
a desirable system of price administration in the State 
level. 

PART XI 

EDUCATION 

11.1 to 11.5 The diverse ethnic, social, linguistic and 
cultural composition of our country with despMate 
economic structure need proper assessment in formu
lating programme in the sphere of education and phi
losophical policy. Rigid centralisation is a grievous 
mistake. Transference of Education to the State 
List is necessary. At the same time guidelines should 
be there so that syllabus or standard of university edu
cation in all States are more or less uniform. Primary 
education should be in vernacular; secondary with 
syllabus in English, Hindi and vernacular medium 
and in the University level it should be in English 
and vernacular only. 

PART XII 

L"iTER GOVERNMENTAL CO-ORDINATION 

Such an institution will be helpful, provided proper 
representation from the States is assured. 

TAMIL ARASU KAZHAGA.M 

MEMORANDUM 

I am grateful to you for inviting me to tender evi
dence on behalf of the Tamil Arasu Kazhagam before 
the Commission appointed to examine and review the 
working of the existing arrangements between the 
Union and the States. I am also thankful to you for 
forwarding a copy of the Questionnaire issued by the 
Commission. 

The Tamil Arasu Kazhagam was born on 21-11-1946• 
It was started by nationalists like me who 
courted imprisonment in the Struggle for freedom. 
The first and foremost policy of the Kazhagam is 
to work for national integration. The second policy 
of the Kazhagam is that, without detriment to national 
integration and as a means of strengthening it, the 
States should be reorganised on linguistic basis. 

Tamil should be made the official language of Tamil 
Nadu, medium of instruction in the Universities in 
Tamil Nadu and the language to be adopted in the 
Courts in Tamil Nadu. 

The Central Government should have only power• 
that the States voluntarily surrender to it. These 
powers should be : External Affairs, Defence and 
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Communications. The residuary powers including 
all other powers should vest in the States. 

This policy of the Kazhagam will not, in any way 
be detrimental to either national integration or th~ 
relations between the Centre and the States. Only on 
this basis, the Kazhagam, having considered the 
Questionnaire forwarded by the Commission, sub
mits its views about the changes called for in the exist
ing Constitution. Kazhagam expresses its views 
generally instead of answering the Questionnaire 
with reference to the questions enumerated therein 
seriatim. 

Before placing its demands, the Tamil Arasu 
Kazhagam desires to point out briefly the assurances 
given to the various linguistic groups in India by the 
Indian National Congress, during the 'Struggle for 
Freedom, to the effect that Independent India would 
be established according to the structure of the Indian 
Nation. 

India has been gifted by Nature to be federal in 
structure. A considerable number of people, belong
ing to various religious denominations live in this 
country. 

From the linguistic Iloint of view, several languages 
havmg their own d1stnct grammer and literature are 
prevalent in India. Among the languages recognised 
in the Indian Constitution, except Urdu, Sindhi and 
Sanskrit, each of the other languages has its own 
separate and. district regi?n. . These regions have got 
therr own distmct and IndiVIdual political history. 
These histories are age-old and they date back to 
more than 1000 or 2000 years. 

Indian culture! since it comprises different religions 
and languages, IS a combmat10n of diversities. 

Bearing all these in mind the Tamil Arasu Kazha
gam has to urge that India, has been destined to be 
in a federal structure. Only in consonance with this 
structure, the relationship between the Central Go
vernment and the State Government should subsist 
in India. The Congress has promised to the Indian 
people, by means of the resolutions passed at the 
annual sessions of the Congress and the election 
manifestoes released on various occasions, that the 
States would be constituted only on that basis. 

From the point of view of the geographical features 
of India, the Central Government should have been 
made a federal Government with powers to deal with 
only threee subjects, viz., External Affairs, Defen~ 
and Commumcat10ns. The power to deal with re
siduary subjects should have been vested in the States 
and autonomy should have been given to each State. 
But, unfortunately, the present Constitution does not 
fulfil this principle. 

~e Congress was all along demanding from the 
Bnush that the ConstitutiOn of independent India 
should be framed by a Constituent Assembly compri
smg representatives elected on adult franchise. But, 
the Tamil Arasu Kazhagam wants to remind the Com
mission that the Constituent Assembly which framed 
th~ present Constitution did not consist of represen
tatives el~ted on adult franchise. Contrary to this, 
the Constituent Assembly formed in 1946 consisted 
of representatives belonging to the Hindu Muslim 
Sikh and Christian religious denomination~ in com: 
plete violation of the policies of the Congress. 



The Minto-Morley Reforms of 1909 came into force 
during the British regime. Secondly, the Montague
Chelmsford Reforms came into force in 1921. Thirdly, 
in 1937 another political reform came into force 
under the Government of India, Act, 1935. The 
Kazhagam wants to remind the Commission that 
these three reforms reduced graudally the powers of 
the Centre, while increasing the powers of the States. 

Finally, the Constitutional reforms recommended 
by the British Cabinet Mission in 1946 contemplated 
full autonomy to the States. In support of this, the 
Kazhagam gives below an extract from the scheme 
formulated by the Cabinet Mission : 

"There should be a Union of India, embracing both 
British India and the States which should deal with 
the following subjects : foreign affairs, defence and 
communications; and should have the powers ne
cessary to raise the finances required for the above 
subjects. 

All subjects other than the Union subjects and all 
residuary powers should vest in the provinces." 

The Kazhagam wants to remind the Commission 
that the Indian National Congress accepted without 
murmur the principle of real federalism at the Centre 
and complete State autonomy in the plan formulated 
by the British Cabinet Mission. Prime Minister 
Nehru moved a Resolution called the 'Objectives 
Resolution' on 13-12-1946 in the Constituent Assembly 
formed on the basis of the plan formulated by the 
British Cabinet Mission. 

The relevant portion of the Resolution was as 
follows:-

"wherein the said territories, whether with their 
present boundaries or with such others as may be 
determined by the Constituent Assembly and 
thereafter according to the Law of the Constitution, 
shall possess and retain the status of autonomous 
units, together with residuary powers, and exer
cise all powers and functions of Government and 
administration, save and except such powers and 
functions as are vested in or assigned to the Union. 
or as are inherent or implied in the Union or result
ing therefrom;" 

The Kazhagam wants to highlight the view expressed 
emotionally by the Prime Minister Nehru while 
moving the resolution : 

"It is a Resolution and yet, it is something much 
more than a resolution. It is a Declaration. It 
is a firm resolve. It is a pledge and an undertaking 
and it is for all of us I hope a dedication." 

Unfortunately, the British Prime Minister, Lord 
Attlee released a Proclamation in the British Parlia
ment, excluding the portion in the Cabinet Mission's 
Plan preserving the national integration prevailing 
from Kashmir to Kanyakumari and partitioning 
India. 

In spite of this, the Indian. Nationa.l Congress a~d 
the Constituent Assembly whrch functioned under 1ts 
aegis, and the Government of India which was its 
guide, changed its policv. Nobod.v can say that the 
Congress committed itself to the pohcy of State auto
nomy only to avoid the partition demanded by the 
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Muslim League. To say so will be to doubt the inte
grity of the Congress. The Kazhagam has no doubt 
about it. The Congress committed itself to it only , 
because it believed that for India which was federal 
in nature. a Constitution with federalism at the 
Centre and autonomy in the States was the most 
suitable one. 

After the exit of the British and the separation 
of Pakistan, the Congress and the Government of 
of India functioning under its aegis gave up the policy 
of federalism. The reorganisation of States in 1956 
was based onlyon the demand of the linguistic nationa
lities. After that, grant of autonomy to the States 
could not be av< ided and should not have been avoided. 
It is not a mere administrative problem, but a right 
of the linguistic nationalities. Justice Sarkaria Com
mission should not at all view the relationship between 
the State and the Centre as a mere administrative 
problem. If so considered, it may not be possible 
for it to find a remedy in full. 

We want to remind another matter here. In India 
in nine States non- Congress Governments have come 
into power. Among them, in West Bengal and Tri
pura the United Progressive Front under the leader
ship of the Communist Party is in power. In Kar
nataka the Janata Party is in power. The State 
Governments under their rule are also demanding 
complete autonomy for the States. In six other 
States also non-Congress Governments are in power. 
These States and the Parties which rule them are as 
follows 

States 

Tamil Nadu 
Andhra Pradesh. 
Punjab 
Kashmir 
Assam 
Sikkim 

Part) 

A. I. A. D M. K. 
Telugu Desam 
AkaliDal 
Naticnal Ccnference 
As.am Gar a Parishad 
Sikk'm S1ngram Parishad 

~ese Sta!e. Govern_ments and the concerned ruling 
reg10nal poht1cal part1es of the States are demanding 
complete autonomy for the States. 

In this background, it will be evident that the 
demand for State autonomy has become a serious 
challenge to the Central domination. The conti
nuance of this condition will not be helpful to the 
national integration of India. If national integration 
is to take firm roots, Justice Sarkaria Commission 
should examine the relations between the States and 
the Centre from the time of the attainment of Indian 
Independence. This is a request kindly made by the 
Tamil Arasu Kazhagam. The Commission should 
examine the problem of the relations between the 
States and the Centre on the basis of the British 
Cabinet Mission's Plan of 1946 and the Resolution 
regarding 'Aims and Objects' passed in consonance 
with that by the Constituent Assembly on the 22nd 
January, 1947. 

The States constituting the Indian Union are not 
enjo~ing equal status ... Kashmir has been given 
certam powers and pol1trcal status not enjoyed by 
other States. Why should there be discrimination 
between the States according to circumstances and 
emergency 1 To put it in a nutshell, Justice Sarkaria 



Commission should recommend to the Central Govern
ment to endow the other States also with the same 
status as the State of Kashmir. This is unavoidable 
and should also not be avoided. 

In this background, the Tamil Arasu Kazhagam 
submits its firm demands to the Sarka ria Commission. 
They are as follows : 

I. Powers relating to the three subjects of Defence, 
Communications and External Relations and 
the allied subjects, namely, Customs. Currency 
and Citizenship should be vested in the Central 
Government. 

2. Residury powers including all other powers 
should be vested in the State Governments. 

3. In the Seventh Schedule to the Constitution, 
there are the Union List, the State List and the 
Concurrent List. The subjects in the Con
current List should be added to the State List 
and there should not be any Concurrent List. 

4. Since there is only one Constitution for both 
the State Governments and the Central Govern
ment, it becomes necessary to amend it fre
quently. This degrades the sanctity of the Con
stitution. To remove this defect, the Kazhagam 
demands that each State should be empowered 
to have its own separate Constitution. 

5. If the above demands of the Tamil Arasu Kazha
gam are implemented and there is true fede
ralism at the Centre, changes in the judicial 
sphere are also inevitable. 

For a real federal India, what is needed is not a 
Supreme Court. Therefore, a Federal Court 
is absolutely necessary. The Federal Court 
should have jurisdication over disputes arising 
between one State and another State, disputes 
arising between the States and the Centre and 
issues relating to national Constitution. 

6. Article 263 of the Constitution makes provision 
empowering the President to constitute a per
manent Council to resolve disputes arising 
between the States and the Centre. But so far 
such a Council has not been constituted. The 
Sarkaria Commission should recommend the 
constitution of such a Council at least hereafter. 

7. Provision should be made in the Constitution 
to nationalise inter-State rivers of India. 

8. Since a time-limit has been prescribed in part 
XVII of the Constitution of India to make 
Hindi the official language oflndia, the position 
at present obtains that the only official language 
of the Centre is Hindi. On account of this, 
attempts are made everyday to impose, directly 
and indirectly, Hindi on the non-Hindi-speak
ing States. Therefore, Part XVII of the Con
stitution should be amended on the lines of the 
assurance given by Nehru. 

9. Whatever steps are taken by the Central Govern
ment on the recommendations of the Justice 
Sarkaria Commission, prior concurrence or 
ratification of the State Legislatures in the 
form of Resolutions should be obtained. 
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TAMIL NADU KAMARAJ CONGRESS 

MEMORANDUM 

What predominates in our Constitution is its unitar: 
feature. The distribution of powers between th1 
Centre and the States follows the pattern which wa' 
outlined in the government of India Act, 1935, anc 
this fact stands out glaringly in several Articles of th( 
Constitution and in the VII Schedule which enumera 
tes the exclusive legislative power of the union (list n 
the states (list II) and the concurrent legislative power' 
of both (list III). The executive powers exercisabh 
by the union and the states are based on their respe· 
ctive legislative jurisdiction, that is on the jurisdiction 
given them under these three lists. All residuar) 
matters, including taxation, are left within the juris· 
diction of the union. This means that the residuarJ 
powers are with the centre. 

As the VII Schedule and other provisions of th( 
Constitution would show that the autonomy an( 
powers of the states in the. legislative, economic anc 
financial, as well as in the administrative sphere a~ 
already much circumscribed. What has happenec 
during nearly three decades of the Constitution i! 
that even the restricted autonomy and powers of th( 
states have been steadily eroded and undermined 
while there has been a growing concentration ot 
powers and authority with the centre. Not onl~ 
certain provisions of the Constitution, but a whole 
number of other factors, political as well as econo. 
mic, have contributed to this unhealthy and 
harmful development. What stands out today is 
a striking imbalance in centre-state relations, the 
states having lost much of the substance of their 
autonomy. 

Responsibility to implement most of the welfare 
activities lies with the states, whereas the sources of 
revenue are limited and meagre. As a result, not only 
the dependence of the states on the centre has been 
increasing, but developmental and other social welfare 
activities of the states have been hamstrung and even, 
in -some critical areas, crippled. The democratic 
features and norms of centre-state relations have been 
a casualty not only to the detriment of the states and 
their people, but even to that of national unity and 
national integration. This has encouraged fissiparous 
and divisive tendencies and forces. 

The financial resources of the states are today too 
in-adequate for their developmental and other welfare 
activities and the sources from which they can raise 
their revenues are also equally inelastic. As a result, 
the gap between their legitimate needs, and their 
resources has gone on widening, despite all their 
borrowing "overdrafts" and the so called ways and 
means advances from the centre. 

Not only are the major sources of revenue under 
the exclusive jurisdiction of the centre, but banking, 
insurance and public financial institutions are also 
under its control. So are the country's economic 
and fiscal policies in the formulation of which the 
states have no say. These factors, together with the 
manner in which the central funds are disbursed to 
the states, have made the latter increasingly dependent 
on the centre with an escalating negative impact oa 
the whole spectrum of centre-state relations. 



The situation is further worsened by the fact that , 
the states are denied any share whatsoever in the 
revenue receipts of the centre from such major sources· 
as customs and export duties and corporation tax. 
The so-called "central assistance" under different 
heads such as "grants-in-aid", "discretionary grants', 
the state's share in the income tax receipts of the 
centre etc. are inadequate. It is the "discretionary 
grants" no assured assistance·under the Constitution, 
which has begun to predominate and constitutes 
the major share of the total aid, giving the central 
government a powerful leverage for unjustly .pres
surising and influencing the policies of the states in 
many fields of the latter's activity. Occasionally, this 
is used as an instrument even of political pressure. 
on the states. This has caused much resentment in 
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the states, although under the monopoly of one-party 
power, such resentment has been silenced at the 
official level. · 

The role of the Finance Commission, which is 
appointed by the central government and whose com
position, powers and functions are open to question 
has made no material differences to the centre-state 
relations over the question of resources. 

The administration of five-year plans which has 
given rise to demarcation between planned and non
planned sectors has been taken advantage of by the 
centre especially to establish its control over a number 
of subjects in the concurrent and state lists, which 
come within the scope of planning. The Adminis
trative Reforms Committee expressed its concern at 
this development which according to it, has tended 
to unite the horizontal pieces (of the so-called plan 
sectors in the states) into a single monolithic chunk 
controlled by the centre, although operated in con
current and state lists. The national planning certainly 
requires well directed central authority. That autho
rity should be recommendatory one and not a man
datory one. 

It is, however, not in the financial and economic 
fields alone that the states are handicapped or the 
inroads into their powers and autonomy have taken 
place. The exclusive legislative jurisdiction of the 
states and their executive powers have been in various 
ways encroached upon under one pretext or another. 
Some provisions of the Constitution, including se
veral entries in the Union list and concurrent list, 
have facilitated this. Though "industry" is, for 
example, under the exclusive jurisdiction of the states, 
the centre has acquired a very wide, almost unlimited, 
range of control over many industries in the states. 
The trend is one of extending such sweeping jurisdic
tion of the centre over matters which are supposed 
to be the state subjects. 

The arbitrary resort to President's rule in the 
states under Article 356, some times even for sorting 
out the internal problems of the party in power, the 
provision for President's assent to certain categories 
of bills passed by the state legislatures, centre's control 
over the All-India services even when their cadre's 
are under the employment of the states-all this has 
enormously·contributed to the undermining of the 
federal principles and of the powers and autonomy 
of the states. 
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Experience would underline not only the disturbing 
growth of unhealthy and harmful trends and practices, 1 

but also that of authoritarianism. Moreover, the' 
denial of wider powers and greater autonomy to the 
states, which are their legitimate due, go only to bread. 
the disruptive and divisive tendencies and forces. To 
counterpose the question of the unity of the country 
to the legitimate demand for more powers to the states 
is entirely misconceived and wrong. 

In any federal structure worth the name, the federal 
centre derives its strength and authority in very large 
measure from the willing cooperation of the constituent 
states which, too must be invested with their necessary 
powers and authority. In order that they may be 
based on a strong democratic foundation, centre-state 
relations must necessarily ensure that both have their 
legitimate due in the field of powers, authority, re
sources and opportunity to discharge their respective 
responsibilities to the people and the country. The 
problems we face are however the concentration of 
power and resources with the centre, while the states 
badly lack them, while their development, responsi
bilities continue to be expanding. 

In effect, the federal features contempleted in the 
constitution are given a go by and it has taken the 
shape of a Unitary State. We are forced to arrive at 
such a conclusion for the following reasons among 
others. 

1. The Indian Constitution was promulgated so 
as to form a strong Government at the Centre. Since 
the communal riots, insubordination of the princely 
states, foreign aggression and such dangers were 
rampant in the period, the constitution makers felt 
confirmed in their sense of the need for a strong 
government at the Centre. Hence they set apart 97 
items in the list of powers and duties allocated in the 
concurrent list. And only 66 items were included in 
the list allocated for the state government. Further 
they have specified in the constitution that in the case 
of a conflict between the centre and the state over a 
common item it was the Central Government which 
had. the finalS" y: and also that in all matters out sic'e 
these three categories the Centre alone had the resi
duary power. Hence according to the constitution 
the allocation of powers to the states is an exclusive 
right of the centre. 

2. The amending of the constitution is not an easy 
matter in the nations like America where the federal 
system is operative. But in India the Parliament can 
amend the constitution in any manner it wants by 
means of the two third majority. The states need not 
ratify the amendments except when these involve 
certain parts of the constitution. Further even the 
proposal of any amendment can be brought up not 
by the state legislative body but only by the Parlia
ment. 

3. According to the constitution the states do not 
have the right to promulgate their own law. On the 
contrary in Russia and Switzerland the state do have 
the right. The Indian Constituent a ssernbly in its role 
as an assembly representing the whole of India formu
lated the constitution. The states have to function only 
within the bounds of the constitution. The State of 
Jammu and Kashmir is the sole exception to this 
rule and Article 370 in the constitution has accorded 
this right to this state. 



4. The Constitution of India has not accepted the 
principle of equal representation of all the states in 
the Rajya Sabha. The representation ha~ b~en made 
proportional to the population and th1s 1s agamst 
the concept of federal system. 

5. In countries like America every one has two 
fold citizenship i.e. as the citizen of the. state of. re~id
ence and as an American. But the Ind1an const1tut1on 
has accorded only a single citizenship and this is 
another difference between the federal system here 
and elsewhere. 

6. Unlike in other federal systems there are union 
territories in India. These are directly admm1stered 
by the Central Government and do not have even 
the status and powers of the state governments. 

7. In other federal nations the constitution does 
not provide for the suspension or eleminat~on of the 
federal system. But there is such a prOVISIOn m the 
Indian constitution. The Central Government may 
replace the federal system by unitary system in emer
gencies like War and Internal secunty problems, 
over-rulinl!: the state governments. Further the Pre
sident of ~India may dismiss the state governments 
on his assumption of its malacministration or its in
capacity to deal with law and order situation. All 
these powers have rendered the Central government 
a fc:udal overlord. 

8. The C-::mstitution of India has granted power to 
the Parliament to pass legislation on any item in the 
state list if a resolution relating to any issue or issues 
of nati~nal importance is adopted with two third 
majority in the Rajya Sabha. Similarly, the Pa_rlia
ment has power to formulate legislation on a!'ly 1tem · 
in the state list, to fulfil its commitment to mterna
tional obligation. That is the central government has 
the right to override the powers with the state govern
ments. 

9. There is an important provision in the Indian 
Constitution which is detrimental to the concept of 
federalism. The constitution has created cadres like 
J.A.S., I.P.S., I.F.S., etc. The centre alone has the 
power to appoint men in these cadres and allocate 
them to various states after they qualify themselves. 
They are controlled by the Centre though they serve 
the state in various capacities. Hence they do not 
act in any manner prejudicial of the centre. In coun
tries like America the state service is different from 
central service and their loyalty is not divided between 
tre two governments. But in India the indirect control 
of the centre over the state governments administration 
is made constitutional through all India services. 

10. The Governor of a state is appointed by the 
President of Indian Republic and he can continue in 
the post as long as the President likes. This practice 
helps the Centre to check _an~ sup~rvise the ad!ll_inis
tration in the states. Th1s 1s agamst the spmt of 
Federal rule. A state is really ? utonomol's only when 
it has the power to choose its Governor. 

11. The Indian Constitution has instituted a Central 
Election Commission and it has the power to conduct 
and supervise elections to state legislative assemblies 
and the Parliament. The President of Indian Republic 
appoints the officials of this commission. The state 
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government has no say_ in the institution of the election 
commission and also m the appomtment of offictals 
in the commission. This is certainly against the concept 
of federalism. 

12. In America and other nations there are two 
systems of judiciary. The stat~ governments in these 
countries have the power to mstltute spec1al courts 
of law to implement the acts and laws passed by their 
legislative bodies. But in l_ndia the High-Courts of 
the states function as constituents of the Supreme
Court. 

13. The article 3 of the Indian Constitution is a 
dangerous one. Under the p~ovisions of this article the 
Centre can increr se or d1mm1sh the border of any State. 
It can change the nomenclature of any state. The 
Parliament has powers to do these. The state. assem
blies can only submit their views to the Centre m these 
matters. It is not obligatory on the part of the Presi
dent to concede the request of the state governments. 
He can act independently according to his own will. 
In the United States of America the border of any 
state can not be altered without its concurrence. 

14. The special feature of federal ~dministration 
is the division of finance of the natwn. Adequate 
finance should be granted to help the State and Cen
tral governments to function autonomously. But in 
India the fiscal policy is an obstruction for the smooth 
functioning of the state government and the finance 
allocated to it is disproportionate to the duties assigned 
to it. Hence the state governments are at the mercy 
of the Centre. As a result the interference of the 
Centre in the state administration assumes massive 
proportions. 

15. The state can implement an act passed by its 
legislative assembly only after the President's assent. 
Otherwise it will be invalidated. The Governor is 
also invested with the power to keep in abeyance any 
act passed by the legislative body and the state has no 
powers to compel the Governor to submit it to the 
President. Over and above this the President reserves 
his right to with hold or delay any act passed by 
the state assembly. There is no time limit for such 
delay by the President. The President can also reject 
the act if the Centre-State relationship is not friendly 
or if the policy of the state government is out of tune 
with that of the Centre. 

Our Proposals 

1. The Constituent Assembly responsible for the 
existing Constitution of India was not an elected body 
by the people of India. 

Adult franchise was a phenomenon unknown at 
that time. Only people who had property enjoyed the 
power to Vote. In 1946 these were the people who 
elected representatives to the various state assemblies. 
These legislative bodies elected representatives to the 
Constituent Assembly.; 

Besides, nearly one third of the Indian population 
lived in princely states. These people did not have 
the right to elect representatives to the Constitutent 
Assembly. On the contrary representatives of the 
heads of the princely states were sent to the 
Constituent Assembly. As a result the Constituent 
Assembly was not representative of the people of India. 



2. The present Constitution of India was formu
lated prior to the formation of linguistic states. 
The present formation of states is very much different 
from what it was during the British Raj. The poli
tical and socio-economic factors of the states have 
undergone massive changes along with the topogra
phy. The present constitution is lacking very much in 
accommodating these changes. In fact the consti
tution is a hindrance to fulfil the aspirations of the 
people of a state. The Centre-State ill feeling or quarrel 
is a sequal to this sense of alienation. 

3. The Congress was in power both at the Centre 
and the States when the constitution was written. 
Hence the constitution emphasised an Unitary system. 
At present many states are ruled by Political parties 
which emphasise the rights of state governments and 
federalism. Out of the 22 states in India 9 states are 
ruled by Political parties which fight for more auto
nomy and power. In most of the other states, the state 
governments are very powerful though they are not 
characterised by their demand for greater autonomy. 
It is better to take into account the possible impact 
in the future consequent upon any increase in the 
representation of these political parties in the Parlia
ment committed to gr~ater autonomy. 

4. The political landscape in India presents a galaxy 
of states ruled by parties with different political ideo
logies with a centre ruled by the majority of a single 
party. The Constitution of India has not taken into 
account this pattern of different shades. 

5. The 42nd Constitutional Amendment promising 
"Sovereign Socialist Secular Democratic Republic" 
was passed in 1976. It is quite unfortunate that several 
sections of our Constitution is against this objective. 

6. The present Constitution of India has failed to 
respect and recognize adequately the urge for self
rule by the different linguistic Nationalities in India. 
The existing constitution is deficient in promoting 
national solidarity and will become defunct once it 
provides for full autonomy to states and a centre 
that respects the rights of the State Governments and 
functions in co-ordination. 

7. It is disheart~ning to know that our 35-y .. ar-old 
constitution has ignited greater tension between centre 
and states than friendly rdations. This shows that 
our constitution is out of joint without relevance to 
·the existing situation. 

8. We cannot redeem the ill-effects of the consti
tution by certain additions and deletions. 

9. It is impossible to grant more autonomy and 
powers to the state governments within the frame
work of the present constitution. It has serious 
limitations in recognizing and granting adequate 
power to the State Governments. 

10. Hence a new Constituent Assembly shall be 
formed with members elected by adult franchise. Our 
political party strongly emphasises the need for a new 
Constituent Assembly responsible for the formulation 
of a new constitution committed to Federalism guided 
by enlightened concepts of democracy and ethics. 
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TELUGU JAATI VIMVKTHI SANGAM 

MEMORANDUM 

Before going into our views on the topic, it is neces
sary: to review the historical background of the 
Indian Union Government and the State Government 
and the State Governmental entities to have the under
standing of the causes and conditions that played in 
snaping the present situation of Indian political irre
gularities. Later we like to give the factual explana 
tions for many topics involved in this subject. 

Historical Back-Ground 

1. With the advent of the British Colonial rule the 
terms 'India', 'Indian Government', 'British India', 
etc., have come into common usage. Prior to the 
formation of British rule, this land what we call now 
India or Bharat was never one country with one nation. 
Prior to 1857, before the onset of the British Govern
ment rule, there were several kingdoms ruled by se
veral feudal lords. The boundaries of those king
doms were not static. The mighty annexed the weak 
nations. There wer~ empires of Mauryas, Kanish
kas, Kushans, Satavahanas, Moghuls, Bijayanagaras 
etc., but this sub-continent was never named as India 
or Bharat. Even in the prehistoric ages, before the 
formation of royal rule, when the 'Jana Pathas-rule' 
or 'Gana parishath-rule' was in existence, there was 
no country ruled by Bharats or Indians. Actually the 
name 'Bharaf was used to this sub-continent. It is 
mentioned in the scriptures too as 'Jambu deveepe' 
(Jambu i~land), Bharata varshe (Bharat time), 
Bharata Khande (Bharat Continent). Never it was 
mentioned that Bharat was a nation. There were 
several nations in this sub-continent with primitive 
collective rule as 'Ganas' or 'Janapathas'. Upto the 
formation of Maghatha Empire (6th Centrury B.C.) 
there were 56 nations (Chappanna nations) like Amga, 
Vanga, Kalinga, Gandhara, Kamboji, Kuru, Kuntal<•, 
Saakya, Andhra, Chola, Chera etc. Later definite 
nations were evelvod according to the language of the 
people. 

What is the Nation? 

2. According to the historical and political under
standing of the nation, the universally accepted defi
nition is "A Country with continuous piece of 
land, whe,ein the majority of people speak one com
mon language and live with common economical 
relations, common culture, habits, and tra
dition". The common majority-language is the back
bone of a nation. Neither religion, nor race, nor govern
mental power could evolve the people into a nation. 
In the evolution of human society, the stages of living 
together pass~d · through family, gens, clan, 
sect, village, town, ultimately all these amalgamated 
into a higher coherent society of living as nation 
which is now the highest form of human state of 
affairs. The world is evolved into nations. There 
might be several alien mighty ruleiS who annexed 
other weak nations. But peoples' communications 
and living harmony were always maintained by the 
national spirit. The binding force of nation is the 
common language through which b.uman communi
cation and human facilities were civilised. Even the 
religion or philosophy was translated into the national 
language. There is no other force in the world which 



can keep the peaple as one entity than the nation. 
So f,: r in the world it is highest form of human bon
dage and there is no international brotherhood with
out understanding the nation and the nationality. 

It is the history of the entire world that nations 
struggled to get in<;lependence out of the foreign rulers. 
The entire modern history of European countries 
reveal the same national struggles. Although Europe 
is entirely embraced by the Christianity and the entire 
peaple are of white race, still people struggled 
for their national independence against alien rule. 
Thus the English, the French, the Spainish, the Ger
man, the Finnish, the Dutch etc., nations evolved. 
But in Indian sub-continent after- the Feudal royal 
regime, the British Colonialism with the power of 
new arms of guns and gun power annexed all the 
nativ~ national powers for their exploitation. Two 
hundred years of British rule could not make the 
nations into one homogeneous nation. The nations 
here were v~ry ancient and each nation has its great 
herita.ge of culture, literature and common economical 
relationships which could not be smashed bv any 
oppression or progressive ideology. · 

Elolution of Indian Nations or Indian States 

3. The Indian national struggle was actually the 
joint struggle of the nations that went against the 
British hegemony. Originally the Indian National 
Congress was an Indian Organisation established by 
the Bnttshers through Lord Daffrin with their own 
henchman called Mr. Hume in 1885. Its progress 
among the nations until 1920 was inconsiderable. 
In 1928 when the Indian National Congress at Nagpur 
adopted the resolution that the Congress parties 
should be established according to the nations, then 
the progress of the party's activity was considerably 
seen. Andhra Congress, Tamil Congress, Bengal 
Congress, Malayala Congress, Gujarath Congress, 
Assam Congress, etc. were formed for the propagation 
of the Congress Party. The existing nations' utility 
were recognised, and the Congress party beg&.n to 
spread all . over the nations. During Quit India 
_Movement m 1942 Congress Party promised that if 
tndependence would be achieved autonomous status 
would be given to all nations with people power and 
only a federal coordinated government would exist 
in the centre to look after the common necessities. 
But later in 1947 when the British gave the Political 
power to ~he O:_>ngress party, it did not keep the pro
rmse of glVlng mdependence to all nations. Instead 
the Congress continued to rule the nations on the 
same lines that of the alien British rule. The consti
tution was so framed that the political power is left 
to the Central Governmtnt which is by no means dif
ferent from the Vice roy rule of the British Regime. 

The Indian constitution in the first article defined 
what is India: 

"India that is Bharat shall be the Union of the 
states". 

It is very clear that there is no India nor Bharat 
without the states. But the State is not dtfined pro
perly. It took another five years to realise the 
mtaning of the state (in I 956) as linguistic state as a 
result of the struggle and self-sacrifice of Potti Sree
ramulu 1n T elugu land. Nations realised that the 
hegemony of one nation over other is untolerable. 
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The 1_1ations Ic:ad the strugg~es for their individuality 
and 1t last w1th great sacnfices of blood and lives 
they could achieve their individual linguistic states or 
national states. Thus in the Indian sub-continent 
states are evolved to establish recognition for the 
nations. 

The Feudal Nations and the Democratic Nations 

4. A nation is defint;d not according to race, reli
gion, nor the ruler's boundaries. Historically nations 
art: evolved according to linguistic reality. They are 
evolved in thousands of years of collective, coherent 
economical and cultural affinities. In the feudal 
era these nations are evolved. Later one mighty 
national annexes other weak nations with wars and 
adamant administration. When the royal rule 
was dissolved with the growth of capitalism, 
the parliamentary system was put in operation 
instead of kingly courts and royal hierarchy, the peOple 
of on.: language or one nation began to claim their 
own parliament for the economico-social betterment. 
Any hegemony of one nation over others is strongly 
protested. The imperialistic tendency of big nations 
over the weaker is oppoStd. A nation's resources 
are claimed to be utilised for that nation only. Any 
plundering of the resources by an alien nation or 
colonial imperialism is radically opposed. In the 
parliamentary era or democratic era, the outlook 
of nation, thus fundamentally, is a phenomenon to 
oppose the imperialism and its sabotage. Feudal 
national outlook was once propagated to sing its 
glory that how it was superior in culture and tradition 
than other nations. The feudal nation&.! glory is the 
glory of royal rulers and royal heroes who protected 
their nation from the alien tiraders. But the modern 
nation or the democratic nation stands for the people 
and for the integration of their own people to utilize 
their own sources for themselves without any foreign 
interest, otherwise it knows clearly their economy 
would be ransacked by the foreigners and subjugate 
them ultimately to slavery. ll.nd poverty. This demo
cratic national outlook is predominant now throughout 
tt.e world. The nations now are revolting against alien 
rule and alien plundering of native economy. In 
other words the nations are struggling for indepen
dence and democracy. 

It is the era of National Struggle 

5. Entire world is involved in national struggles. 
The present history is under the pangs of giving birth 
to new nations for the ( stablishment of democracy. 
In pakistan, Sindhs and Pathans are waging struggles 
for their national freedoms. In Iran the Kurdhs are 
relentlessly fighting tor their national independence; 
the Irish people have not stopped their fight to vacate 
the British from a small piece of their mother land; the 
Tibetans are struggling to release themselves from 
the alien rule of the Chinese. In Indian sub-conti
nent too national consciousness has arisen. Nagas, 
Mizos, Tripuras, Maities, Assamese, Kashmiris, 
Punjabis, Tamilians, Telugu people and other non
Hindi peOple are now conscious of their nations and 
feel that they have to get self rule, and self respect. 
The thought of nationalism for evay nation in India 
is so strong now a days that even some nations are 
boldly coming out to declare that they are not Indians 
and they want independence from India, like the peo
ple of Kashmir. Nagaland, Mizoram, Manipur and 
Punjab. 



Indian Integration and States Autonomy 

6. All political thoughts now-a-days are centred in 
the problem of independence to nations. The Indian 
Government is on the other hand proposing for 
national integration, knowing clearly that there is 
no nation like India. The question of preaching 
integration arises when there is no possibility of Union 
between the nations now existing. The new terms 
into the Indian Political dictionary that have entered 
are 'secessionists', 'separatists', 'sons of the soil' 
and 'regionalism'. These words are coined by the 
Indian government to show its vehemence over he 
spirit of independence for nations. But it is afact 
that no nation in India is fully realising that it is a· 
part of Indian Government which is vested with mono
polic power over the Indian sub-continent. The 
integration is meant to honour the hegemony of the 
central government over the States. 

State and Centre Relations 
7. It is reality that after 37 years of so-culled 

integration-rule of the Indian government, the pro
blem of 'State and Central Relations' is yet to be deci
ded. The original meaning of Indian Union Govern
ment was already wiped out. It is replaced by the 
deedful word 'Indian government'. There is no union 
of the states in practice. There is only Central 
hegemony over the States. The states are helpless, 
have no self rule, have no self respect, no decentrali
sation of power, everything is decided by the Central 
Government alone. What for the state government 
stands is also not clear. The differences and con
flicts between the state assemblies and parliament 
have grown up thicker and higher. The states 
are subordinated to the central government. 3/4 
of the taxes collected from the states goes to the Centre. 
The states in turn have to beg for any programme 
from the centre. The money that centre gives to the 
states is no other money than the taxes collected from 
their own states. The states are consciously realising 
the hegemony of the central government over them in 
the matter of economy, political solidarity and social 
betterment. The States began to show their distrust 
over the Centre. Removal of the Chief Ministers, 
replacing the state ministry with puppets and baffoons, 
by the Indian government, created helpless grudge 
in the states against the central government. Ultima
tely a stage has come that every state with a degree of 
difference is asking the central government not to inter
fere w;th the state matters and also asking to precise 
the business of the centre and the state in the adminis
tration and power. The governor post, a non entity of 
the people, not elected by the people, the old sore of 
the British regime, is still maintained by the Centre 
as the watch-dog over the state. Everything that is 
asked by the state government is to be recommended 
by the governor to the centre which in its turn 
by its own methods honours or dishonours, the 
acts passed by the state. All these events made the 
state sub-serviant to the Central Government. An 
atmosphere is created that in reality there is only one 
government in Indian sub-continent, that is central 
government which is named for democratic ·relief 
as Indian Union Government or federal government. 
Such words sound no meaning of integration among 
the common minds .of people. 

In view of the above hegemonic rule of Indian 
Government over the states the conflict between the 
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centre and the stat~ s is so real that it cannot 
be wiped out, unless ~ real democratic tendency 
of federalism is established. It is the time to enun
ciate clearly what is the state and how a federal atti
tude between the states can be existed. 

Nationalism means democracy and Democracy can 
never bow down before any hegemony, whatever pions 

nature it exhibits superficially 

8. Nationality should be defined once again not 
with the point of view of the Indian rulers, but with 
the internationally accepted definition, i.e., "A Nation 
is one which consists of people speaking in majority 
one common language, living in one continuous piece 
of land, since the dawn of the history, with common 
socio economical link and common culture". It is 
universally accepted definition of the nation. In 
this light, India is not a nation. It is a mixture of 
several nations. A real democracy is possible where 
there is no hegemony over the state affairs by the alien 
forces. Any force other than the nation, acting to 
shape a nation definitely will create the conflict. 
In the Indian Sub-continent the conflict between the 
states and centre is enevitable, as long as the states 
entity is not considered by a federal unity. 

TNLO's Suggestions 

10. In order to mitigate the conflicts between the 
states and central government and to avert the state 
struggles existing against the central government 
Telugu National Liberation Organisation suggests t~ 
the honourable Sarkaria Commission the following 
points to maintain the real federalism between the 
States. 

1. Every linguistic state is a nation and it should 
be represented by its own elected members and 
by its own acts. 

2. There should be only one election to one nation 
or state, and there should be only one govern
ment to each nation or state. 

3. Each nation after its assembly elections, and 
after its formation of the Government shall send 
ten representatives, irrespective of their popula
tion, selected by its own way to the federal 
union. There should not be separate elections 
to the federal government or union government 
otherwise the very federal meaning and purpos~ 
will be lost. 

4. The national governments or the state govern
ments are the real governments, a federal union 
oflndian nations will be possible only when these 
nations send their representatives to the federal 
organisation. 

5. The federal organisation should not interfere 
with the nations or states. It has to discuss 
for the common benefits of all nations in the 
sub-continent. 

6. Each nation in the federal union represents all 
the matters in its own mother tongue or national 
languages, except keeping English for the corres
pondence with other nations or with the 
federal union matters. 



7. A federal unicn of Indian nations (states) is 
possible only when every nation has got the 
right over its native sources, business and 
industry for its own people. A federal govern
ment should not have the right over any nation 
by any means to utilize one nation's sources 
to others without one's consent. 

8. Each nation should be allowed to maintain its 
own flag and its own choice of government and 
its own constitution including and right to 
secession from the federal organisation if it 
feels necessary and inequitable for its existence. 

9. Each nation or state will contribute the funds 
for the working of the federal organisation. 

10. There should not be any state or territory rules 
by the federal union. 

Democracy should be made possible if the national 
levels, federalism is to be maintained only for the 
common interests of all nations. 

UNITED GOANS 

REPLIES 

1.1 Our Constitution is not federal strictly speaking 
because some unique features found in other federa
tions are absent. See Federal Republic of Germany, 
see U.S.A., see U.S.S.R., we strongly advocate autono
mous states. 

1.2 We entirely agree with the findings of the Raja
mannar Committee appointed by the then Tamil 
Nadu Government urging for greater autonomy. 
We gave our views to the Mathew Commission 
stating clearly that the Supreme Court should have 
two wings-Constitutional Wing to hear Constitutional 
matters and Appellate wing to hear other appeals. 

1.3 We entirely agree that there should be provision 
for considerable centralisation in terms of emergency. 
But in a heterogenous country like India, the need for 
complete decentralisation is a must. In other words 
there should be complete autonomy granted to all 
States. 

1.4 Federation of the "traditional" type exist as a 
"functional" entity as distinct from an "abstract" 
theory. See the F~deral Government of Germany, 
see the U. S. Amenca. 

1.5 Our Constitution is basically sound and flexible 
enough to meet the challenges of the present times. 
What we have to do is to regulate laws impinging upon 
certain spheres of Union State relations. We would 
suggest to commend the Constitution by! granting 
greater autonomy to States. 

1.6 Our independence and integrity has to be 
ensured at all times. Should we see any designs 
aiming at our Independence and integrity, article 352 
of the Constitution must be imposed without delay ? 

1. 7 Constitutional provisions covered by articles 
256-257, 354 to 357 and 365 are enough safeguards. 

1.8 We think that art. 3 of the Constitution should 
be left untouched. 
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Answers to Part II 

2.1 The scheme of distribution of legislative powers 
between the Union and the State~ shall be stopped once 
autonomy is granted to the States. All abuses shall 
stop. We are not here to substantiate the concrete 
instances of which the Commission is aware. 

2.2 The distribution of powers under the legislative 
lists of the seventh ~chedule of the Constitution shall 
end once the states are granted autonomy. 

2.3 We don't think that suchia course is desirable. 
It is entirely the responsibility of the Centre. 

2.4 Such an anomaly should end. The States are 
and should be competent to legislate. The States 
do not abrogate their powers. 

2.5 No, because the very powers which will contaia 
the autonomous States Act shall suffice. 

· Answers to Part Ill 

Role of Governor 

3.1 We feel that the conduct of the Governor should 
be brought under review by any Court Tribunal or 
body designated by the Legislature of the concerned 
State to bring him in par with the President whose 
conduct can be also brought under the review of the 
Court. 

3.2 Governor should strictly work within the Cons
titutional frame. 

3.3 We entirely agree with the performance/func
tions of the Governor under 356(1), 164 and 174(2). 
He only mterprets the Constitution. 

3.4 The purpose of the Constitution makers in 
providing in Art. 200 for reservation of Bills by Gov
ernor and in Art. 201 for the consideration of the 
President is only because if it became law it would 
derogate from the powers of the High Court as to 
endanger the position which that Court is by Cons
titution designed to fill. 

3.5 The prerogatives by law instituted should be 
maintained. 

3.6 Generally Governor is a link between the State 
and the Centre. They generally act impartially in 
accordance with the Constitution. But there have 
been in~tances where Governmor abrogated their 
impartiality. Take the case of Telugu Desam. 
People revolted against the partiality of the Governor 
and was sacked. 

3.7 Yes, We entirely agree. 

3.8 Yes. We entirely agree. 

3.9. No. We are familiar with the working of the 
Federal Republic of Germay. Similar provision~ 
ihould be incorporated in our Constitution. 

3.10 We agree that guidelines on the manner in 
which discretionary powers should be exercised by the 
Governors be formulated by the Inter-State Council. 



Answers to Part IV. 

4.1 The purpose, function and use of articles 256-
257 and 265 in the schem~;; and frame work of our 
Constitution have to be continued in the Federal 
frame work. We have not yet come across any 
incident of any State which was threatened of being 
invoked by article 365. But, once the States are given 
autonomy, the fn•mework will ,have to be changed 
because the Centre will have to take care of Defence, 
Communicalions & Foreign Affairs. 

4.2 Since Art. 365 ha~ never been invoked it may as 
well continue as a reserve provision. It is purely a 
consequential clause. 

4.3 Art. 256/257 ate neces~itated to avoid conflicts, 
as such the recommendations of the Commission 
carry no much weightage. We all explore all the 
avenues at Ollr disposal, failing which it comes into 
operation art. 256/257 and 365. 

4.4 We have to be very explicit here and state that 
the Constitution makers with a remarkable foresight 
provided "a necessitas" in art. 256 for the use by 
the Union and in our considered opinion this remedial 
measure which was never exetcised has to be pre:.erved 
with all sanctity. 

4.5 We have seen what hn happened in Punjab & 
Assam. No one can say for bow long President's 
rule should continue. In disturbed areas specially 
we have to be cautious and Parliament should be 
empowered to extend the time-limit if so requires. 
Art. 356 has not been mismed if not for the distur
bances created in a particular state. 

4.6 No. Census and elections may be continued to 
be implemented by the State Administration. The 
present arrangements really work satisfactorily. 

4.7 No state ~hould allow the Union to make in
roads into the States autonomy. Central agencies 
should be mere guiding factors. 

4.8 We are of the firm view that All India Services 
have not fulfilled the expectations of the Constitution 
makers. In fact they have fulfilled the expectations of 
their own relatives and friends. Only State Service 
Commissions have done commendable job. All 
India Services should have re;Jresentatives from each 
State to defend it own interests. 

4.9 We are of the firm view that the Union is com
petent by virtue of Art. 355 to rush its aid to civil power 
in any State. 

4.10 We share the views of the State that Broad
casting and Television facilities should be shared 
between the Union and the States as both have got 
equal for access to these mass communication media 
for putting across their views to the people. 

4.11 Zero contribution. If it had collectively 
pursued the States interests, by this time Goa, 
Daman & Diu would be elevated to full fledged State. 

4.12 Once the States are declared autonomous the 
question of Inter-State Council is redundant. 
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PART V 

5.1 Yes: We ·entirely agree. Wherever the States 
are financially weak they should be aided. However. 
the States must and should procure to ameliorate 
their own resources. In case of Goa Daman & 
Diu we will take care of it. ' 

5.2 The alternatives and combinations suggested 
by the A.R.C. study team should continue. In fact 
without waiting for the Central aid, States can obtain 
loans from various financial institutions to complete 
their projects. 

5.3 Give more powers (Financial) to States who will 
be able to govern their own life. It has been so till 
today. 

5.4 To bridge the revenue gap, Centre for the time 
bemg should make good the deficit. 

5.5 We would suggest that Finance Commi;sion 
and Planning Commission be entrusted the task of 
evolving a formula to determine 

(a) the share of taxes 

(b) plan as~istance 

(c) non-plan assistance. 

5.6. A special ~ederal fund is a must if faster develop
ment m economically underdeveloped areas is envis
aged. Finance and Planning Commission should be 
taken into confidenc~. 

5.1 We are of the view that Part XII of the Cons
titution ensuring '·freedom of trade, commerce and 
intercourse" within the country is a must to avoid 
irregularities in the taxation system and thereby 
there will be competition in the trade and all will 
flourish. 

5.8 We advocate separation between the imposition 
of such taxes and distribution of the tax proceeds. 
For the former we suggest Central levy of these taxes 
subject to control by a Council of Ministers and State 
Finance Ministers. 

5.9 In fact it is needless to elaborate that the role of 
Planning Commission will be limited to functioning 
a.s an age~cy f?r over.all investmen~ planning and deci
ston makiR g m the IRterest of rational utilisation of 
scarce capital resources. In our view the Finance 
Commission should deal with all financial transfers 
(Plan & non-plan on an assessment of capital and 
revenue resources). 

5.10 In reality the transfers, both statutory and dis
cretionary, from the Union to thl" States, on the advice 
of successive Finance Commissions or otherwise 
promoted efficiency and economy in expenditure o~ 
the one hand and narrowed down the disparities in 
public expenditure among the States, on the other. 

'5.11 Finance Commision should be asked to deal 
with this subject. . . 

5.12 This broad proposition should be accepted in 
toto. 

5.13 The principles laid down by the Seventh Finan
ce Commission for grants-in-aid under art. 275 
should be accepted. 



5.14 We fully agree that all Central revenues be 
brought within the divisible pool of resources which 
in turn can distribute it under the grants-in-aid to 
the States who show deficit. 

5.15 We do not agree that the ·savings should be 
shared in private sectors. · · · 

5.16 The Stata should procure means to finance 
their own projects and make it self sufficient and viable. 
They should borrow money from various financial 
institutions. Once a State is viable, deficit will 
disappe:-.r. 

5.17 As stated above the only remedy we can sug- · 
gest is that States should mobilise their own resources 
from a II sources. In difficult cases of mountaine
ous regions the Centre should step in and help them 
overcome their burden. 

5.18 Centre should not impose any restrictions on 
the freedem of States to borrow. Financial autonomy 
has to be respected. 

5.19 Absolutely not. It is ridiculous to suggest that 
the Centre charges higher interest to the States than 
what it pays to the foreign lender. The present sys- · 
tern of transferring foreign credit obtained for financing 
States Projects through the Centre to the States should 
continue without any hindrance. In fact foreign 
borrowings should be encouraged if the States are 
to prosper and proj~:;cts get completed. 

5.20 It is foolish to interfere with the working of 
Reserve Bank of India. It should be allowed to con
tinue to coordinate the market borrowings not only 
of the Centre and the States but also of the private 
sector. There should be no Loans Council. Improve
ment of the functioning of Reserve Bank si:J.ould be 
done by the Finance Commission. 

5.21 Finance Commission should appreciate this 
aspect. 

5.22 We have opined above that States should go 
all out to improve their resources. Beg, borrow or 
sted but complete all the projects from the finances 
from all financing institutions. 

5.23 We again repeat th<Ot such aspects must be 
looked after by the Finane~ Commission. 

5.24 We don't mind if the Union ascertains the 
views of the State Govts. before moving a Bill to levy 
or vary the rate structure or abolish any of the duties 
and taxes enumerated in art. 268 and 269. 

5.25 Yes. We do agree that art, 269 should be better 
exploited tq augment the resources. 

5.26 We agree with the views expres~ed by the States. 
It is urged that this grant in lieu of tht passenger 
fares tax should be revised and enhanced in propor
tion to the increa>e in the collection of railway fare. 

5.27 The Union Territory of Goa alone collects 
fabulous taxes by way of Central revenue and what 
Union gives to the territory is negligible. We sug
gest a share in the buoyancy in Central taxes. 

5.2& The present working arrlmgtments should 
continue. 
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5.29 We entirely agree for the creation of only two 
All India Institutions, the National Loan Corporation 
and National Economic Council. As regards National 
Credit Council its role is played by the Reserve Bank 
of India. 

5.30 Yes. we· subscribe to the view point that the 
benefits go back largely to the people. 

5.31 Yes. We agree to' the view point suggested. 

5.32 The present system should be continued. The 
Parliament and the Legislatures are the watch dogs. 

5.33 The Comptroller and Auditor General is the 
proper agency to suggest ways and means for better 
efficiency of auditing. 

5.34 Parliament is the proper forum to check the 
functions of the Comptroller and Auditor General. 
Criticism of Ashok Chanda has no relevance. 

5.35 It is left for Parliament to suggest and imple
ment ways and means for better functioning. 

5.36 Yes. The views and suggestions made by the 
Comptroller and Auditor General are to be complied. 

5.37 We agree to whatev~r suggestions made to 
improve the image of the administration. 

5.38 Not necessar). It will create confusion which 
will be worse donfounded. Let us not interfere with 
the working of the Comptroller and Auditor General. 

5.39 The chtck exercised by the Comptroller and 
Auditor General is sufficient. 

PART VI 

6.1 The suggestions made by the A.R.C. study team 
and other studies conducted by experts are to be o bser
ved carefully and impltmented specially the short
comings in planning relationship. 

6.2 We fully support the suggestion. 

6.3 We go by the Planning Commission. Some mis
understanding which is always there in all the com
mittees can be sorted out. 

6.4 The three views expressed on the composition of 
Planning Commission should be examined by experts 
appointed by the Prime Minister. 

6.5 We fully support the suggestion. 

6.6 Leave it to the Planning Commission. Do not 
interfere with their working. 

6.7 Let us not discuss the merits and demerits of 
the present system of channelising Central assistance to 
the States. We feel that their working is satisfactory. 

6.8 We agree with the present system. Let us not 
interfere to add confusion. 

6.9 The criteria· evolved by the National Develop
ment Council is satisfactory.The present system of 
allocating the Central assistance is also satisfactory. 
Special Central assistance (or Tribal and Hill areas 
should continue. · · · · · 



. 6.1~ Leave it to the Planning Commission to super• 
VISe It. . . 

6.11 Let us continue with the present system. 

6:1.2 At the !OOtnent We should not think or decen
trah.smg plannmg. Let the States suggest if they so 
destre. 

6.13 No. lnspit~ ol' having Planning Boards in 
ea~h State, the NatiOnal Plan can never be less imper
attve. We agree that each state should have their 
own planning boards. 

PART VII 

7.1 Once. d~entralisation .of powers take place in 
.t~e States. tt ts ~he prerogative of the states to issue 
licences to any tndustry because industrialisation of 
·states will bri~g ,PrOsJ?erity-~ee the case of Punjab. 
Whenever Unton s gmdance ts required by law it 
shall be obServed. 

7.2 Public interest is national interest. There 
cannot .be national interest without public interest. 
Every~hmg that. is in. public interest has necessarily 
to be m the natiOnal mterest. It should be laid down 
by Parliament what industries should be controlled 
by the Union and what industries should come under 
the purview of the States. 

7.3 Once Parliament lays down and define what 
industries should come under the purview of Centre 
and the .. States, automatically improving and 
decentrahsmg the present procedures will come into 
being. . 

7.4 To fill the gap in technology states have to go 
all out to procure the technology as is being done 
now by P. M. Only then all deficiencies will dis
appear. 

7.5 These financial institutions should be directed 
~o go all out to finance every state plans and every 
mdustry because execution of States Plans and 
Pl!tt.in~ more industries will being prosperity and 
mmtm1se unemployment. 

1.6 States must be taken into confidence. 

7.7 To make Central investment decisions more 
()bjective, states have to be taken into confidence.' 

· ~.8 W,e fully subscribe the methodology adopted . 
to tdenttfy backward areas for provisions of various 
central fiscal and financial incentives for promotion 
of in.dustries-Take the territory of Goa, Daman 
& DIU-It was neglected before liberation-After 
liberation within 25 years . the progress made in 
stupendous. 

8.1. In fact we de) not subscribe to the view for 
appointment by Parliament by law of an authority 
for carrying out the purposes of arts. . 301, 302, 303 
and 304. There should be no restrictions on trade, 

. commerce and inter-course among states. Only then 
India will prosper. 

9.1 We subscribe to the view that Agriculture 
should be the State su~ject. 
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9.2 The States know their needs. Once agriculture 
is made the state subject, Centre's interference 
will end. 

9.3 We have suggested that States should have their 
own Plans. We agree with the suggestion made by 
the National Commission on Agriculture ( 1976). 

9.4 Once agriculture is made the State subject 
all anomalies will end. 

9.5 They should be asked to go all out to help the 
States. 

10.1 Autonomy will decentralise powers and only 
then the burden of Centre-State consultation will 
end. 

10.2 Again, autonomy will solve all the problems . 
States must be made to decide their own affairs. 

11.1 Centre's interference is not justified. Hence 
decentralisation of powers to the States. 

11.2 University Grants Commission should not be 
interfere with the University Education-University 
is autonomous. 

11.3 Education should be the State subject and 
all states must adopt uniform code for education. 

11.4 The Constitutional provisions under art. 
29 and 30 must be preserved with sanctity because 
India is secular-We see no interference. 

11.5 No conflicts have been noticed. 

12.1 The Advisory Committee is not required on 
the lines of USA. 

UNITED GOANS PARTY 

OUR CASE FOR STATEHOOD 

When Goa, became free, Nehru was keen that 
Goa's identity must not be diluted or distortion or 
the Goan identity. 

Goa deserves to be a full fledged state with Konkani 
as its official language. Goa has its own importance, 
historic and cultural. Goa's attitude towards life 
is very different from others. Goa is a charming land 
and a viable state in every respect. The conscept 
of Union · Territory is outdated. The composition 
of Goa State should comprise Goa, Daman and 
Diu as it has been known to be with us for centuries. 
They want to continue to be with us in all respects 
including Goa University. At the famous Opinion Poll 
they overwhelmingly voted against the merger with 
Gujarat and opted to continue with us. Goa's socio
cultutal the demographic, the popular sentiments, 
the handicaps of Union Territorial States and the 
question of financial viability confidently concludes 
that there is sound justification on which the people 
of Goa, Daman and Diu have rested their demand 
for a full fledged state. The very document prepared 
by Goa Government is unequivocal in its affirmation 
of Goa's unique and homogeneous socio-.cultural 
identity. The general way of life, food, habits, housing 
pattern, social and religious beliefs, etc. are all quite 
distinct .and that even the socio-religious fairs and 

. ' t • . ' ' ·' .• ,.. 



festivals which are held all the year round even in 
the interior parts of the territory have independent 
cultural homogeneity of their own. 

The social and cultural ties among the people are 
too strong to create any discord between the sections 
of population following different religious faiths. 
As a matter of fact, Goa, Daman and Diu is the 
only area in the country which can claim complete 
inter religious harmony. On the demographic front, 
states like Nagaland and Sikkim have smaller popu
lation and two other Manipur and Meghalaya are 
of comparable size. Goa has the highest density 
population (285 per sq. kilometre) The basic idea 
in presenting the demographic data is to bring out 
the fact that the people of this Territory are better 
educated and knowledgeable and their dem~nd for 
statehood is not merely a result of blind mass fol
lowing of political leadership. On the popular support 
for statehood we can cite examples of 1971-76 and 1983 
when the Goa Assembly inspite of different compo
'itions each time, it passed unanimous resolutions 
urging the Central Government to grant Statehood. 
It is unfortunate that so far no final decision has 
been taken on this very important issue and that the 
issue is emotionally loaded and any further delay will 
risk popular discontent. The handicaps Goa suffers 
as a Consequence being Union Territory is due 
to the severe limitations of the Legislative Assembly. 
Its powers to enact laws on any of the subjects listed 
either in the State List or the concurrent list of the 
Eight Schedule of the Constitution is subject to the 
ever riding power of Parliament to make laws 
for the Union Territory on any of these subjects. 
This is a severe limitation. Legislatures of full fledged 
States do not have any such handicaps. Under 
Rule 56 of Rules of Business Union Territory of 
Goa, Daman & Diu, prior approval of the Govern
ment of India is necessary before introducing in the 
Legislative Assembly, Legislation on any of the 
1ubjects listed in the concurrent list or any of the 
subjects to which second proviso of section 25 of the 
Union Territory Act applies. 

Experience has prov?d that this is a dilatory process 
and that often the very object of the proposed Legis
lation is defeated on account of the delay that takes 
place in is accepted to be a measure of relative economic 
prosperity between different areas. Goa, Daman 
and Diu claim rightly to have made considerable 
progress since Liberation as it ranks seceond to none 
but to U.T. of Delhi. The Territory of GOD recorded 
an average annual rat·: of growth of 7 ·2 percent 
over the last two years. 

: It is indeed pretty high compared to other states:' 
The surprising low rate of growth in per capita income 
(3 ·5% p.a.) and it is due to fast growing population 
and it is due to the large influx of population from 
outside. 

According to 1971 Census as much as 14% of thC 
population was made up of immigrants. The rising 
trend of the territory's Revenue (tax or non-tax) 
is yet another proof of the growing economic prospe
rity. The total revenue in the year 1971-72 was 482 
lakhs has now gone up to 3286 lakhs in 1984-85, thus 
recording the rise of 800% over a period of 13 years. 
The per capita tax revenue has dso gone up from 
Rs. 56 to Rs. 276/- over the same period. The total 
non-tax revenue has gone up from Rs. 353 lRkhs in 
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1971-72 toRs. 2560 litkhs in 1984-85 showing growth of 
625%. Goa has been making greater effort at resou~ce 
mobilisation through taxes. In fact that the per cap1ta 
tax- revenue is the highest in Goa, · Daman and 
Diu is indicative of the facts that this territory is 
among the most highly. tax areas in t~e country. 
The responsibility of the Govt. of lnd1a bears on 
account of Goa, Daman and Diu is. minimal and 
it would most likely not have to provide any more 
grants in aid than at present after it becomes ~ State. 
Govt. of India is collecting 150 crores approx1mately 
as revenue from Central Taxes and Duties in this 
territory. Goa's claim to bridge its small deficits is 
more than justified. The new State of Goa w1ll be 
able to raise funds from the various financial institu
tions besides the Govt. of India to meet its develop
ment projects receiving the necessary approval from 
the Government of India. Even the varicus d~p rt· 

· m nts , f G,. vernment brv · first to <'ht in cle
arance of the respective administrative Ministries of 
the Govt. of India to include proposals from the 
Planning Commission in so far as the Plan Scheme 
are concern de. Even after Scheme is included in the 
Budget and approved by the Legislative Assembly, the 
Govt. cannot execute it without the prior concurrence 
of the Govt. of India if the expenses involved exc:ed 
Rs. 50,00 lakhs. 

Again there are many schemes especially in the 
fields of Agriculture, Animal Husbandry, Fisheries, 
Education and Social Welfare which involves an ele
ment of subsidy. Unlike in the case of full fledged 
states the U.T. Govt. has no powers to sanction such 
subsidy without prior approval of the concerned 
administrative Ministries as well as Finance Ministry. 
Obtaining approval leads to protected correspon· 
dence and the delay causes non-utilisation of subsidy 
due to late receipt or non-receipt of approval. The 
limitation on raising finances :The U.T. has no powers 
to guarantee loans to be raised from the market or 
other financial institutions though such powers are 
enjoyed by State Government. The Govt. of India 
has to stand guarantee for such loans on behalf of 
Union Territory. 

Goa cannot raise loans from L.I.C., I.D.B.I., 
I.F.C. or other similar institutions and has to 
depend upon the Central Govt. for funding for 
capital intensive projects. This is a serious hindrance 
to rapid progress. 

.The trend of economic growth over a time period 
rather than the balance sheet O'l a fi;(ed date is 
more relevant in assessing the financial via "ility and 
it can be measured in terms of the gross state domestic 
products, and the per capita income. The GSDP 
of this territory has 114 crores and the per capita 
income was Rs. 3694 both at current prices in 1982-83. 
The per capita income is accepted to be a measure 
of relative economic prosperity between different 
areas, Goa, Daman & Diu claim rightly to have 
made considerable progress since liberation as it 
r nks second to none but to the U.T. of Delhi. The 
Territory of GOD recorded an average annual rate 
of growth of 7 ·2 percent over the last two years. 

It is indeed pretty high, compared to other States. 
The surprising low rate of growth in per capita income 
(3.5% p.a.) and it is due to fast growing population 
and _it is due to the large Influx of population from 
outs1de. 



According to 1971 Census as much as 14% of 
the population was made up of immigrants. The 
rising trend of the territory's Revenue (tax or non-tax) 
is yet another proof of the growing economic pros
pertity. The total revenue in the year 1971-72 was 
482 lakhs has now gone up to 3286 lakhs in 1984-85. 
thus recording the rise of 800% over a period of 13 
years. The per capita tax revenue has also gone up 
from Rs. 56 to Rs. 276/- over the same period. The 
total non tax revenue has gone up from Rs. 353 lakhs 
in 1971-72 to Rs. 2560 lakhs in 1984-85 showing growth 
of 625%. Goa has been making greater effort at 
resource mobilisation through taxes. In fact that the 
per capita tax revenue is the highest in Goa, Daman 
and Diu is indicative of the facts that this territory 
is among the most highly tax areas in the country. 
The responsibility of Govt. of India bears on account 
of Goa, Daman and Diu is minimal and it could 
most liktly not have to provide any more gr.- nts-in
aid than at present after it becomes a State. Govt. 
of India is collecting 150 crores approximately 
as revenue from Central Taxes and Duties in this 
territory. Goa's claim to bridge its small deficit 
is more than justified: The new State of Goa will be 
able to raise funds from the various financil insti
tutions be> ides the Govt. of India to meet its deve
lopment projects. 

YUVA JANATA 
(Goa Unit) 

MEMORANDUM 

Why Goa Should be A State? 

I. We are the Youth Wing of the Janata Party 
and we have among our various objectives the follow
ing : 

(I) Full fledged Statehood for Goa (2) Konkani 
as sole official language (3) Inclusion of Kon
kani in the Eighth Schedule of Indian Con
stitution (4) Greater autonomy for States 
within the framework of the Indian Constitu
tion. 

We are committed to fulfilling these objectives 
and hence we take this opportunity of presenting 
Goa's case before you. While we are aware of the fact 
that your Commission is set up to study centre state 
relations we feel that the case of statehood for Goa 
is closely related to your terms of reference and hence 
this representation. The various reasons why Goa 
should be given statehood are as follows.-

!. Historical : Goa's earliest reference can be 
found in the Mahabharat. Ever since its creation Goa 
has been ruled by invaders be it the rule of the 
Chalukyas, Yadavas, Vijayanagar and Bamani King
doms, Kadambas, Adil Shah and finally the Portu
guese. The first signs of fulfilment of Goan peoples 
long standing aspirations i.e. right of self determina
tion came with the Iibera tion of this territory from 450 
years of Portuguese Rule. However since 1961 the 
year of Goa's liber. tion this aspiration has not been 
fulfilled in so far as we continue to be a Union Territorv 
controlled from Delhi. Had we to achieve the statu's 
of a State we could conduct our affairs directly as 
other States of the Indian Union do. This would "give 
us a free hand in the administr;;tion of our territory. 
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2. Opinion Poll : Fcllowing closely in the heels 

of Goa's liberation came the historic Opinion Poll 
wherein the Goan people expressed their desire to 
remain a separate entity in the Indian Union. We 
rejected the move for merger with Maharashtra. 
The message was clear that Goans wanted to live 
within our present boundaries and do not want any 
additions to our territory. In other words the Goans 
are o,?posed to the theories of either Visha/ Gomantak 
or Poorna Gomantak, which can best be described 
as back door efforts of Maharashtra to colonise Goa. 
As a result of the Opinion Poll we have remained as 
a Union Territory pending elevation to a State. We 
hope that your Honour will take note of the wishes 
of the people of Goa that we would like to be elevated 
to the level of a State within 01: r present boundaries 
only. 

3. Reorganisation of States : By the time Goa 
joined the Indian Union in 1961 the reorganisation of 
States on a linguistic basis had long been completed. 
Hence we did not get the opportunity of joining. the 
Indian Union as a State inspite of the Opinion Poll. 
Our constant demand for statehood within our 
present boundaries has not been fulfilled despite 
promises to that effect by various Prime Ministers. 
This has led to a feeling of neglect and frustration. 
The delay in granting of statehood has hampered our 
efforts for a speedy development thereby slowing 
down the rate of progress. A new hope has set in 
with the appointment of your Commission as well 
as with the news that a Union Territory in the border 
area is likely to be elevated to a State. We hope your 
favourable recommendation will pave the way for 
Goa also attaining Statehood with the others. 

4. Uniqueness : The social and cultural life of 
Goans is unique in itself and has come to be appre
ciated by all. The customs, food habits, dress, tradi
tions, hospitality and life styles are unique and have 
continued to be handed down from generation to 

·generation. This uniqueness awed our late Prime 
Minister Jawaharlal Nehru who was committed to 
maintaining and preserving this uniqueness. The only 
way this can be done is by granting statehood within 
our existing boundaries. Together with our scenic 
beauty and splendour Goa will be a gem of a State 
something which every Indian can be then be proud 
of. 

5. Communal Harmony : The communal harmony 
that prevails in Goa is second to none and granting 
of statehood will make it a model for other States. 
The spirit of religious tolerance and sharing the joys 
of one anothers religous festivals is a milestone which 
will go a long way in helping the Central Govt. to 
achieve its goal of National Integration. 

6. Economically : Today the per capita income of 
Goa is one of the highest in the country. The 
standard of living in villages is also high thus leaving 
no difference between the cities and villages. There 
is in fact no place that can be termed a village when 
compared to the rest of India. An average Goan has 
a house to live in and four square meals. Further 
economic studies show that should Goa be given 
statehood the percentage of dependence upon the 
Central Govt. for finances will be proportionately 
lesser than that of other States. With the attainment 



of statehood the pace of development will hasten. 
This we are confident will make Goa a surplus State 
in the long run. Further there are certain Union 
Territories with lower standards of Jiving and worse 
economic conditions that are likely to be giv~n the 
status of States. This explodes the myth of the.J.Eco
nornic Viability. 

7. Language : The language of the Territory shall 
be Konkani since it is the language of the masses. 
Today the people converse in Konkani. The 1971 
census showed that 64.81% of the people registered 
their mother tongue as Konkani. The 1981 Census 
has not been released and it is learnt that about 75% 
of the people have registered their mother tongue as 
Konkani. Foreign rulers tried to suppress the language 
for fear of losing control over the seat of power. but 
they could not succeed. The language though stunted 
by the suppression of the foreign rulers got an impetus 
after liber; tion and developed at a rapid speed. The 
Sahitya Academy has recognised it r s an indepen
dent literary language in 1975 and many goan writers 
have bagged the prestigous Sahitya Academy A wards 
for literary works in Konkani language. 

8. Second Grade Status : Despite 25 years of our 
liberation Goa is without the status of Statehood 
and language. This makes Goans second grade citizens. 
The granting of Statehood will rectify this im
balance and restore the honour and dignity of Goan 
people and put them on part with other Indians as 
respected citizens of the Indian Union. This will 
further help the Goans to work harder and speed 
up economic development which will reflect in overall 
nation building efforts. 

9. Daman and Diu : The Union Territories of 
Daman and Diu could be left as centrally admini
stered territories with the elevation of Goa to a State. 
The Administrative expenses are exhorbitant keeping 
in view their distances from Goa. This has led to 
eye brows being raised by the Union Finance Ministry. 
Further apart from geographical distance the culture 
and languages are also equally distant from that of . 
the Goans. Hence the need for separation. 

10. Manpower : The requirement of manpower in 
case of Goa's attaining Statehood can be met with in 
view of the fact that we have almost all the profes
sional institutions required for turning out skilled 
manpower. Any new streams can be started in view 
of Goa University coming into being with effect from 
this academic year. 

To sum up we feel that all these various factors 
make up a strong case for Goa's Statehood. State
hood within Goa's present boundaries will fulfil 
the age old desire of self rule as reflected in the 
Opinion Poll. It will pave the way for total control 
over our affairs to vest in our hands. The uniqueness 
of Goa will be maintained and its example of Com
munal Harmony will be projected to the Nation. 
The social and cultural fabric of Goa will be streng
thened and economically we are confident that Goa 
will survive the test. Statehood will restore the honour 
and dignity of Goans too. 

We hope you will use your good offices in making 
out a strong case for Goa's Statehood in your re
commendations to the Central Govt. This is the only 

opportunity at present for Goa gettin~ Statehood in 
view of the Mizo accord and the settmg up of your 
Commission. We Goans will highly appreciate your 
gesture of recommending. Statehood ~or ~oa wi!h_in 
the present boundaries wtth Konkam as tts Offictal 
Languagr 

After all what better gift other than Statehood 
within present boundaries could be presented to 
Goans on the occassion of Silver Jubilee of Goa's 
Liberation 7 

SHIROMANI AKALI DAL 

Shiromani Akali Dal's case on the Centre-State 
relationship as envisaged in the historic Anandpur 

Sahib Resolution 

The Shiromani Akali Dal has remained consistently 
in the fore-front of the national forces that have 
been seeking systemic changes in Indian policy-the 
kind of systemic changes that would on the one 
hand provide full avenues and opportunities of self
development to various communities and regions. and 
on the other hand ensure a stronger united India. 
From this angle the restructuration of the Centre
State relationship on the federal lines and the conse
quential decentralization of power is imperative if 
the national system is to realize the Directive Prin
ciples of State Policy in an effective way. A basic 
change in the organisation of political power is a must 
if the nation is to resolve the crises in which it finds 
itself today. 

It is in this context that the real essence and signi
ficance of the historic Anandpur Sahib Resolution 
becomes manifest. A comprehensive policy pre
gramme-social, economic, political etc.- drafted by 
a sub committee was approved by the Working Com
mittee of the Shiromani Akali Dal in October, 1973 
at Sri Anandpur Sahib the political part of the pro
gramme related to the provincial autonomy in a 
federalized set up. This has come to be known as 
the Anandpur Sahib Resolution, which was envisaged 
to be referred to this Hon'ble Commission in the 
Rajiv-Longowal Accord on Punjab. The theological 
language of the resolution approved by the Working 
Committee in 1973 lends its, If to correct interpre
tation only if it is understood in the context of the 
Sikh lore. The political part of the policy progra
mme approved by the Dal's Working Committee in 
1973 at Sri Anandpur Sahib was drafted into a poli
tical resolution on the autonomy of the States in 
federalized setup, and was passed by the 18th All 
India Akali Conference held at Ludhiana in 1978. 
It is the Ludhiana version of 1978 that was authen
ticated by Sant Harchand Singh Longowal as the 
essence of the Anandpur Sahib Resolution (copy 
annexed). As is clear from the text, it pleads for 
stronger States, for corporate identities of different 
communities, as much as for' 'National unity and the 
integrity of the Country". 

It is pertinent to recapitulate here that the Congress 
Party right from its inception and throughout the 
struggle for national independence had been pleading 
for a federal set up for free India. The Congress 
leaders including Pt. Moti La! Nehru, Mahatma 
Gandhi, Pt. Jawahar La! Nehru, Maulana Abu! 
Kalam Azad on different occasions had interpreted 



Swaraj as connoting grass-roots power for the people 
with gr~ater authority vesting with the Provinces. 
A few mstances to substantiate this point would 
suffice here. The criticism of the Government of 
India Act, 1935 by th~ Congress Party was mainly on 
the ground ~ha~ It d1d not bestow sufficient powers 
on the Provmc1al Governments in the political dis
pensation as laid down therein. This stand of the 
Congress Party was formalised at its 51st Session 
held at Haripura in 1938 when federal system with 
a~tonomous Provinces as its constituents was strongly 
r~1terated. Further, Cabin.et Mission Plan abo pro
VIded that only three subjects would vest with the 
Central Government-these being Defence Foreign 
Affairs and Communications. Apropos ' of the 
Cabinet Mission Congress Party had "suggested 
th_at ~he future framework of the Country's Con
stJtutwn be based on a federal structure with a limited 
number of compulsory central subjects such as defence 
communications and foreign affairs; the federatio~ 
would cons1st of autonomous Provinces in which 
would vest the residuary subjects". The Congress 
also suggested that there should be a list of "optional 
aubject". in respect of which any Province or group 
of ProVInces would be free to accept federal executive 
and legislative jurisdiction. It was proposed that 
on the _completion of the constitution making process 
a Provmce could elect to stand out of Constitution 
altogether, or federate on the essential minimum sub
jects or federate on the essential as well as the optional 
subjects. ('Framing of India's Constitution' Editor 
B. Shiva Rao, Indian Institute of Public Adminis
tration, 1968 Page 65). It was in terms of this 
Cabinet Mission Plan that the Constituent Assembly 
came into existence with approval thereof by the 
Congress Party. In this context, it would be rele
vant to quote the views of Maulana Abut Kalam 
Azad who held extensive negotiations with the 
members of the Cabient Mission as representative of 
the Congress Party. 

"I gave continuous and anxious thought to this 
subject. All over the world, the tendency was for 
the decentralisation of power. In a country so 
vast as India and with people so diverse in language, 
customs and geographical conditions, a unitary 
Government was obviously most unsuitable. 
Decentrali:;ation of power in a federal Government 
would also help to allay the fears of the minorities. 
Ultimately, I came to the conclusion that the Con· 
stitution of India must from the nature of the case, 
be f~deral. Further, it must be so framed as to 
ensure autonomy to the Provinces in as many sub
jects as possible. We had to reconcile the claims 
of provincial autonomy with national unity. This 
could be done by finding a satisfactory formula for 
the distribution of power and functions between 
the Central and the Provincial Governments. Some 
powers and functions would be essentially central, 
others essentially provincial and some which 
could be either, provincially or centrally exercised 
by consent. The first step was to devise a formula 
by which a minimum number of subjects should 
be declared as essentially the responsibility of the 
Central Government. These must belong to the 
Union Government compulsorily. In addition, 
there should be a list of subjects which could 

· be dealt with centrally if the provinces so desired. 
This might be called the optional list for the Central 
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Government and any province which so wished 
could delegate its powers in respect of all or ~ny c;>f 
these subjects to the Central Government. ( India 
Wins Freedom" by Maulana Abut Kalam Azad; 
Orient Longmans; M.D.P.P. 140"). Maulana 
Azad further observes that "I have already men· 
tioned that the Cabinet Mission published its 
scheme on 16th May. Basically, it was the sa~e 
as the one sketched in my statement of 15 Apnl. 
The Cabinet Mission Plan provided that only 
three subjects would belong compulsarily to the 
Central Government. These were Defence, Fore· 
ign Affairs and Communications, which I had sug
gested in my scheme" ..... 149 ibid. 

When on an appeal made by the Congress Party 
through a resolution the Sikh representatives of the 
Shiromani Akali Dal joined the Constituent Assembly 
it was on the basis of the Congress assurance that 
all avenues and opportunities would be provided to 
the Sikhs as a minority for their sef-development 
in a federal set up. The Akali Dal continued its 
crusade for realisations of the assurances given to 
them in the Constituent Assembly. When ultimately 
the pledges given to the Sikhs and other minoriti_es 
by the Congress leadership were not redeemed while 
framing and adopting the Constitution, the repre
sentatives of the Shiromani Akali Dal declined to 
append their signatures to the Constitution of India 
to register their protest. This chang~ of attitude 
becomes all the more conspicuous when one realises 
that Pt. Jawahar La! Nehru while moving the objec
tives Resolution in the Constituent Assembly of 
India on Dec. 13, 1946, had said that various terri
tories constituting independent India "shall possess 
and retain the status of autonomous units together 
with residuary power ..... ". Further the Congress 
Party manifesto for Central Legislative Assembly 
election in October, 1945, as drafted by Pt. Neh111 
declared as under :-

"The Congress has stood for the unity of all 
communities and religious groups in India and 
for tolerance and goodwill between them. It 
has stood also for the right of the Indian people 
as a whole to have full opportunities for growth 
and self-development according to their wishes 
and the genius of the nation; it has stood also for 
the freedom of each group and territorial area 
within the nation to develop its own life and 
culture within the larger framework. For those 
who suffer from social tyranny and injustice, it 
had stood for the removal of all barriers to equality 
and special help from the State and society in 
order to raise them from their backward and de
pressed state. 

The Congress has envisaged a free, democratic 
State with the fundamental rights and civil liberties 
of all the citizens guaranteed in the Constitution. 
This Constitution, in its view should be federal one 

. with a great deal of autonomy for its constituent 
units". 

The Anandpur Sahib resolution which pleads for 
really autonomous States characterized by decentra
lisation of power, with the Centre retaining the fe
deral functions in respect of Defence, Foreign Affairs, 
Communications & Railways and Currency, is in 
consonance with what Pt. Nehru had been urging for 



before 1947. The Anandpur Sahib resolution is in 
a sense, a plea for fulfilling even at this belated stage 
the assurance given by Pt. Nehru and other national 
leaders of the independence struggle to the Sikhs 
and other minorities that they would be in their 
corporate being co-sharers in the political sovereigntv 
of free India and that they would have full opportu
nities for preserving their identity as well as ali avenues 
for autonomous self-development. 

By way of elaboration and concretization of its 
Anandpur Sahib resolution, the Shiromani Ak:>.li 
Dal proposes inter alia the following definitive 
measures-

1. The Preamble to the Constitution should be 
amended so as to incorporate the expression "federal" 
to characterize the Republic of India as such. This is 
essential to underline that the Indian system is basi
cally of federal nature; this would halt the gradual 
drift towards unitarian set-up. 

2. There should be re-distribution of subjects 
among the Union List, the Concurrent List and the 
State List on the basis of federal principles, as sought 
by Shiromani Akali Dal in the Anandpur Sahib 
Resolution. 

3. The residual~powers should vest with the States. 

4. The Centre should not have the power or com
petence to destroy or dilute the ethnic, cultural and 
linguistic self-identity of a federating. constituent 
unit. 

5. The members of the Rajya Sabha should be 
elected on the principle of equality of the States 
as autonomous units with equal representation. In 
other words the Rajya Sabha should become represen
tative of the States. The diversity of nationalities 
and religious, linguistic, cultural and ethnic minorities 
should be adequately reflected· in the composition 
of Rajya Sabha. 

6. While restricting the imposition of emergency 
only in the event of exceptional circumstances, (foreign 
aggression) it should be constitutionally ensured that 
during the proclamation of Emergency the federal set
up remains intact. 

7. The legislature of a State should have exclusive 
power and competence to legislate over matters 
given in the re-drawn State List. 

8. Executive power in respect of matters included 
in the Concurrent List, irrespective of the fact as to 
y,hether legislation is by the Centre or by the State, 
should vest with the States. 

9. The institution of Governor, his powers, function' 
and duties should be brought in line with a federal 
poiity so that the Governor does not remain an execu
tive agent of the Centre but becomes a truly con
stitutional Head of the State. 

10. Constitutional proviSions which empower the 
Centre to dissolve a State Government and/or its 
assembly should have no place in a federal frame
work. In the event of constitutional hrcak-down 
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in a State, there should be a provision for immediate 
holding of elections and instaltation of a new demo
cratic Government. If there is no provision for the 
President to take over the Central Government in 
the event of failure of constitutional processes, then, 
there is no justification for the Presidential powers 
when a similar contingency arises in a State. 

11. The taxing powers should be federalised; the 
Union taxes/duties should be demarcated from the 
States' domain of taxation. Apart from statutory 
share in the Union Revenues, the State should have 
the exclusive power to levy, collect and retain the 
taxes/duties within their own sphere. For the purpose 
of uniformity of taxation in the States, the Centre 
may issue guidelines from time to time. Income tax 
should be provincialised; though it may be levied 
by the Centre for the sake for uniformity, the collec
tion should be by and through the State Agencies. 

The Finance Commission should be reactivated 
to discharge its constitutional duties. thus dispensing 
with the extraneous role of the Planning Commission 
which has not only imposed centralized planning but 
also made the States dependent on the discretionary 
funds provided by the Centre. · 

12. The present· pattern of centralized planning 
should be decentralized and democratized enabling 
the States to draft their respective plans according to 
their own needs, imperatives and priorities. To 
ensure participation of the masses in the planning 
process, its decentralization is a "must". 

13. To ensure executive autonomy of the State, 
it is essential that the vast directive powers vesting 
with the Centre should be dropped so that the States 
do not remain subservient to the Central Executive: 
in place o!' tn~: directive powers there should be pro
vision for coordination and consultative machinery 
among the States as also between the Union and the 
States. 

14. The field of All India (federal) Services should 
be demarcated from the field of the St te Executive 
machinery. The executive machinery in the State 
should be under the direct control and discipline of 
the State Government itself. 

The imperatives of pluralistic society of India cha
racterised by the Nehru concept of unity in diversity 
demands a truly federalised set up which is essential 
for ethno-political development of the minorities 
as also for the growth of the grass-roots democracy 
which alone would ensure strong, prosperous and 
united India. 

ANNEXURE 

ANANDPUR SAHIB RESOLUTION. 

Extract from the chapter on political goal as adopted by th• 
working Committee of the Shiromani Akali Dal in its meeting 
held on 16-17 October, 1973 at Shri Anand Pur Sahib, which 

deals with the restructuring of the Constitution 

Para l(b): In this new Punjab and in other States, the Centre's 
mterference would be restricted to Defence, Foreign 
relations, currency and general communications: 
all other departments would be in the jurisdiction of 
Punjab (and other States) which would be fully enti
tled to frame own Laws on these Subjects for admi
nistration. For the above departments of the CCn· 
Ire. Punjab and other States contribute in proportion 
to reprclientation in the Parliament. 



This was reiterated in the form of resolution No. I in the 
open session of 18th All India Akali Conference held at Ludhiana 
on 28-29 Oct., 1978:-

"Moved by S. Gurcharan Singh Tohra, President, Shiromani 
Gurdwara Prabandhak Committee and endorsed by S. Par
kash Singh Badal, Ch"ef Minister, Punjab. The Shiromani 
Akali Dal realises that India is a federal and republican 
geographical entity of different languages, religions and 
cultures. To safeguard the fundamental rights of the reli
gious and linguistic minorities, to fulfill the demands of the 
democratic traditions and to pave the way for economic 
progress. it has become imperative that the Indian constitu
tional infra-structure should be given a real federal shape by 
redefining the Central and State relations and rights on the 
lines of the afore-said principle and objectives. 

The concept of total revolution given by Lok Nayak Shri 
Jaya Pr kash Narain is also based upon the progressive 
decentralisation. The process of centralisation of powers 
of the States through re;>eated amendments of the Constitu
tion during the Congress regime came before the country men 
in the form of the Emergency, when all fundamental rights 
of all c'tizens were usurped. It was then that the programme 
of decentralisation of powers ever advocated by Shiromani 
Akali Dal was openly accepted and adopted by other political 
parties including Janta Party, C.P.J.(M), A.D.M.K. etc. 

Shiromani Akali Dal has ever stood firm on this principle 
and that is why after very ctreful considention, it unani
mously adopted a resolution to this effect first at All India 
Ak1li Conference, Batala then at Sri Anandpur Sahib which 
has en1orsed the principle of State autonomy in keeping with 
the concept of federalism. 

As such, the Shiromani Akali Dal emphatically urges upon 
the hnta Government to take cognizance of the different 
linguistic and cultural sections, religious minorities as also 
the voice of millions of a people and recast the constitutional 
structure of the country on real and meaningful federal prin
ciples to obviate the possibility of any danger to National 
unity and the integrity of the Country and further to enable 
the States to play a useful role for the progress and prosperity 
of Indian people in their respective areas by the meaningful 
exercise of their powers". 

Supplement to the Memorandum of 
Shiromani Akali Dal 

The Resolution of October, 1973 contained in para 
l(b) passed by the Working Committee of the Akali 
Dal at Anandpur Sahib should not be interpreted 
in isolation from that part of the Resolution 
which is contained in paragraph 2. It should 
be read together with para 2 as well as its 
reiteration in the form of broad resolution No. 1 
at the All-India Akali Conference held at Ludhiana 
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in 1978. So interpreted it w~uld. be. cle~r that the 
Anandpur Sahib Resolution IS mdrcatrve of the 
broad principles on which the Ak~li Dal's s~bst~n
tive demand for having the Indtan Constrtutton 
recast on real federal principles rests. The Anand pur 
Sahib Resolution does not say that the Centre 
should have no financial resources of its own. It 
will be incorrect to interpret the Resolution of 1973 
in isolation with its para 2 and its reiteration at 
Ludhiana in 1978 as Resolution No. I and spell 
out a proposition that the Centre should have no 
financial resources whatsoever of its own. The 
Resolution in fact intends to emphasise that larger 
resources should vest with the States in view of their 
larger and increasing developmental responsibilities 
and that the balance in dividing the financial and fiscal 
power between the Centre and the States should lean 
in favour of the States. If due to increase in expen
diture on Defence or on other Departments entrusted 
to the Centre, more funds are required by the Centre, 
the States should contribute the same. The system 
of financial contribution by the Provinces to the Cen
tral Government was not unknown in India. The 
Finance Enquiry Committee set up by th,. Constituent 
Assembly in October, 1948, under the Chairmanship 
of Shri V.T. Krishnamachari recommended such 
Contributions. Accordingly, the States of Pepsu, 
Rajasthan and Madhya Bharat were required to 
make contributions to the Centre for the transition 
period extending over several years. _, .,' 

The initial refusal of Central Government-as dis
closed in the published White Paper-to refer the 
Anandpur Sahib Resolution to this Commission, 
was based on a misunderstanding of this Resolution. 
Its true meaning and inst nt was made clear by late 
Sant Longowal in the Punjab Memorandum of Settle
ment that it was a demand for restructuring the 
Constitution and Centre-State Relations in a manner 
which brings out its true federal principles and guar
antees more autonomy to the States. The Memoran
dum submitted by our party i.e. Akali Dal (L) 
concretises that demand, and the memorandum sub
mitted by the Akali Dal Government to the Commi
ssion, further spells out in detail the demand for 
restructuring of Centre-State Relations on true 
federal principles in accordance with the spirit of 
Anandpur Sahib Resolution, the essence of which waa 
reiterated in Resolution No. 1 passed by All-India 
Akali Conference at Ludhiana in October, 1978. 
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PUNJAB 

. MEMORANDUM 

States as the Homelands of distinct peoples 

1.1 The second half of the 19th Century was marked 
by growing anti-imperialist and anti-feudal sentiments 
in India. This ~came the basis of a widening and 
deepening patriotic unity of the country's d1verse 
peoples in opposition to British rule. At the same 
~~· there was also among a growing number of 
distmct peoples, each sharing a common language 
and . for~ing a major~ty m a relatively large' 
~onti~ous are~, ~ grow~g urge to come together 
m unified temtonal umts. Pnor to British . rule, 
even though regional languages had . existed for 
~ntux:ies and some of them had long back grown 
mto literary languages, the sense of distinct iaentity 
based on community of langauge and urge for · a 
separate compact territorial unit was not very notice
able except perhaps in the deep south . and Bengal. 
The concept of nation-states had generally not yet 
percolated to this part of the world .. For example, 
as late as the first half of the nineteenth century under 
Maharaja Ranjit Singh, the official language of the 
Lahore Durbar was Persian and. not Punjabi in 
Gurmukhi script, and his domain was anything but a 
nation-state. Much of the scholarly literature pro
duced in this period was in Persian. · 

Growing Urge among Distinct Peoples for Terri
torial Consolidation 

1.2 During and after the second half of the nine
teenth century, a sense of distinct identity and an 
urge for a separate compact territorial unit had begun 
to take root and grow among several linguistic groups, 
more so if they also shared a common culture. 1.ne 
f~ctors that c~~tributed t~ this trend included : adop
tion, under Bnt1sh rule, of local languages as a medium 
of instruction in schools so that people instructed 
in a common medium began to look upon themselves 
as a single entity, distinct from people using a di.fie
rent medium; the availability or newspapers, litera- · 
ture and other reading matenals and rise of regional 
intelligentsia in Indian languages; concepts and modes 
of thought imported from Western l:.urope, where 
the nation-state had become the predominant form of 
State organisation; the fact that several Indian lan
guages were spoken by much larger numbers than 
the total population of several nation-states of burope, 
~d ~at those speaking a c~mmon language generally 
lived m compact geographical area; the perception 
by the emergmg m1ddle class of small manufacturers, 
traders and protessionals ot difterent linguistic groups 
that distinct territorial units of the particular group 
could serve as a powerful defensive p1echanism against 
the Uilequal competition and dominance by the more 

. advanced middle cl~ss _elements from other linguistic 
groups; the orgamsation by the Indian National 
Congress of its regional bodies generally on linguistic 
basis so as to facilitate greater access to the masses; 
and $fOWlh and politicisation of the popular literatrue 
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· in&.different regiona. languages under the impact of 
. the "freedom movement and the mass awakenir.g asso-
ciated with it. • 

1.3 1he progress among the different linguistic and 
cultural groups in acquiring sense of distinct identity 
was uneverll. over the different parts of the country. 
The _progress was slower among people where reli-

. gious, cultural, caste, etc. difterences cut across the 
. Identity of language, or the language was not deve
loped enough for widespread use· as a medium o1 
instruction or communication, or for various ccnsi-

. derations a language other than the mother tongue 
was adopted by a large section or even a majority 
of the people as a medium of school instruction, or 
where more than one script was used for the same lan
guage. 1 he sense of distinct identity "as mcst ad
vanced among the Bengali, Mru:athi, Tamil, Telugu, 
!'dalyalan1, Kannada, Gujarati and Kashntiri speak
mg peoples among the present Indian population, 
~d among the Sindhi and the l'eshtu speaking people 
tn the presen,t Pakistan population. 1 his "legitimised 
the principle of reorganisation of the Indian provinces 
on a linguistic basis."• · 

1.4 How far the sense of distinct identity had ad
vanced among the Bengali Hindus was brought home 
to all by the violent protests touched off by the Parti~ 
tion of Bengal in 1905. As a result, the British rulers· 
were obliged to reunite Bengal into a single province. 
At that time, no one interpreted the violent protest 
as an anti-national movement, which distracted from 
the freedom struggle. lndeed the J artition of Bengal 
was considered as a British mc-ve to split and divide 
the freedom struggle and the reversal of this dec1swu 
was adjudged a great victory not only of the .bengali 
people. but also of the national freedom n~oven~ent. 

Emergence of Multi-National Society 
1.~ lhe t;ro~th of a distinct senst of identity a!hong 

different. linguistic-cultural territorial groups has 
continued in lndia in the 20th century particularly 
since Independence when se'feral new favc.urable 
factors appeared. 1hese w,;re : abolition of princely 
States whtch opened the way for unification or people 
speaking a particular Indian language into a single 
state; further politicisation of popular literature 
under the impact of the competitive politics of a 
politlcal democracy based on universal suffx age; and 
accelerated spread of literacy and of ne~~papers, 
journal and other popular literature in Jndian lan
guages. By now several of these groups have each 
acquired the characteristics of a distinct nationality. 
This process bas necessarily s1o~n une\en develop
ment. 1he difh~rence of rtliticn, <:aMe, Itvel of 
development. etc. have not been an equally potent 
factor cutting across the cn:.er1ing stnse o1 distiL.ct 
nationality . among different linguistic groups. 

. •Misra, K. K. "Linguistic ·Nali<naihies in India," 
in Kurian, K. Matwl,;e and Van;gl.ese, P.N .• eel. Centre
State Relations, Macmillan, 1981, p.44. 

' 



Nevertheless, Indian Society has increasingly acquir
ed a multi-natwnal profile. The same has been 
happening in tne part c,f the country which b1oke 
away in I947 to form Pakistan. Even though the 
overwhelming majority of the population of each 
constituent part , of Pakistan shared a common 
religion, Islam, which admittedly provides a much 
more powerful common bond anwng iu. believers 
than most other religions do, the distinct sense of 
nationality among thse parts has continued to grow 
and assert. The Bengali speaking people of East 
Pakistan broke away in I971 to form a separate state 
of Bangladesh. The sense of distinct nationality 
is now very poswerful also among the major linguis
tic groups of the present day t akistan, namely the 
Sindhis, the Pakhtoons, the Baluchis and the Punjabis. 

1.6 There is, however, an important difference 
between the two countries. In takistan, tunJabis 
have emerged as the dominant nationality. In India 
no such dominant and exploitati~e maJority has yet 
arisen. But such a development seems to be only 
a question of time. Powerful social forces in India 
are working for a highly centrahsed unitary ~tate 
under their own domination. These include, firstly, 
the supra-national big business who are determined 
to exploit India as one v~st unibed and thoroughly 
integrated market. There is, secondly, the powerful 
administrative elite of All India Services. They 
are determined to keep a tight gnp ovex the adminis
tration of the country and very much desire to keep 
to the minimum the ~tate Government's control 
over them. ThirdJy, there are. zealous hindus-liindi
Hind chauvinists who want to impose their religious, 
linguistic and political domination over the whole 
country, riding rough shod ovt'r the urges and as
pirations of tile emerging distinct nationalities as 
well as of the long exisxing ethnic, religious and cul
tural minorities. These ilegemonistic socxal forces 
are already coming together and are likely to do 
more so in the future. The liindi-speaking people 
who are by far the most numerous linguisu~ group in 
India, are the obvious emerging natiOnality which 
these anti-democratic forces must base then..selves on. 
This seems to be the most likely perspective today. 

1.7 After Indej:eu:ex:ce, the sense of distinct iden
tity of difierent linguistic gn.. ups and their urge for 
territorial consolidauon continued to grow even m<.re 
vigorously than it had done earlier. Under the pressure 
of the various linguistic-cultural groups, withm three 
years of the commencement of the Constitution, the 
process of reorganisation of States on a linguistic basis 
was initiated. The Andhra State Act, 1953 carved out 
the Telugu speaking areas of the erstwhile Madras 
State into a separate Andhra State. Three years later, 
the States Reorganisation Act, 1956 reorganised the 
four southern States on a linguistic basis. The States 
of Rajasthan and Madhya Pradesh were also organised 
as Hindi-speaking States. The failure in 1956 to split 
the Bombay State into separate States of Maharashtra 
and Gujarat by a principled application of the linguis
tic crit.rion had to be rectified in I960. The Bombay 
Reorganisation Act, 1960 created the States of Maha
rashtra and Gujarat on a linguistic basis. Likewise, 
~ fail~re to apply the linguistic criterion to Punjab 
m 1956 was partially rectified in I966. The Punjab 
Re-organisation Act, I966 carved out of Punjab, 
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Haryana as a separat.: ~indi-speaking State and Chan
digarh as a Umon Temtory, and transferred extensive 
hill and sub-mountain areas of the State to the ad
joining Him• chal_Pradesh. 1 he grudging, half-hearted 
and far from pnncipled application ol the linguistic 
criterion to the reorganisation of Punjab has been the 
source of immense trouble in this pan of the country. 
In the absence of a prmcipled apphcauon of the lin
guistic criterion to the determination of the Punjab 
State's boundanes, takmg contiguity and linguistic 
affinity with a Village as a unit as the basis, this trouble 
has little chances of being brought to a final end. 
In the North-East, Nagaland and Meghalaya were 
carved out of Assam in I962 and I971, respectively. 
In their case, the basis of creation was ethmc rather 
than linguistic. 

1.8 With the reorganisation of the States on a lin
guistic basis, these are no longer more administrative 
sub-divisions of the country with theu boundaries 
for the most part a historical legacy. 1 hese are now 
deliberately reorganised horr.elanas ol difierent lin
guistic-cultural groups. These groups are, in fact, 
growing into distinct nationalities, though the pac. 
and level of development of this process, varies. This 
is a very healthy development provided it is handled 
correctly. Nationality is a secular concept. It embraces 
all people speaking a given language xrrespective of 
their religion, caste and beliefs, xndeed, all th..,se who 
share the sense of common and distinct identity. 1t 
excludes only such of them who, tnough they snare 
the common language ol the group, do not yet share 
a sense of distinct xaentity relatea to the community 
of language. As they come to acquire the sense of 
distinct IUtutity common to the rest of the particular 
linguistic group, ti,ey will also become an integral part 
of this nationality. 

1.9 The growth of a multi-national society in India, 
which seems to be an irre\ersible historical process, 
need not alarm any one. 1 hiS by Itseu· poses no threat 
to the unity and integrity ot the country. A multi
national society does not necessarily imply so many 
independent States. Several States in the world sucn 
as Switzerland, Yugoslavia, Soviet Union, China and 
Canada have withm their borders a number of dis
tinct nationalities. There are two basic aJternative 
ways in which a multi-national society is contained 
within a single State. One is to have a genuinely fe
deral form of Government where the tederal level 
takes care of the c... mmon interests and aspirations of 
the united nationalities while the autonomous Jederat
ing units cater to their distinct interests and urges .. 
The other alternative is for the dominant nationality 
to oppress and assimilate the minority nationalities 
so as to smother their distinct character, urges and as· 
pirations. In this case, unless the minority nationalities 
are much L wer in number at all points of time then 
the dominant nationality and the assimilation pro· 
cess can go on uninterrupted for decades, or even 
centuries, the States following the second alternative 
usually degenarate into a prison-house of nationalities 
and peoples, and under the stresses and strains thus • 
generated, have a strong tendency to disintegrate. 
India, in keeping with the basic urges and aspirations 
of its peoples, must avoid this course and instead opt 
for the alternative of a genuine federal state structure. 
It may then be possible to ensure that the unity and 
mtegrity of the country rests on the rock-like solld 



foundati~n of the will for it of the united Indian peo
ples. Thts Memorandum bas been informed and ins
pired by this P• rspectivc. 

The Constitution in Retrospect and Prospect 

2.1 The Colonial Administration had a unitary 
character. Thts enabled the British Government to 
have a tight grip over the entire Indian Administration 
through the Governor-General who was the supreme 
boss of thts admtmstratwn. However in the early 
years of this Century, the concept of ~ federal state 
structUI e cume to be discussed. 1 his concept was 
mooted ~ot as a device to ensure that alongstde ful
filment ol the patnottc and other collective urges of 
the diverse peoples of thts country, who had awakened 
also to a sense of distinct lingutstic-cultural identity, 
there wtll be adequate satisfaction of their particular 
and spectfic aspHat•ons: Instead, it arose in an attempt 
to reconcde the Mushm minority, who bad become 
incr~asingly asseruve at that tm.e after the formation 
of the Muslim League, to the goal of a united free 
India. 

(1) Evolution of the Federal C.oncept 

2.2 When the fteedmn mGvement raised the demand 
for SwaraJ, the Hnush hall sought to counter it with the 
argument that lndta was not a nation but a geographi
Cal expressiOn ana a congt._m, rauon of castes, com
munities, tribes ana lmgUisuc groups. \\- ith!lrawal 
of Hnusn power, tHey had allcgt!l, would touch off 
an endless stnfe among these groups and cause a brake 
liP of lndta. ·1 he Jeaaers ol the lreedom movement 
sought to rebut this msmuation b:y J.Omlmg out to 
the Maury a uupta an!llVlougnul emp1res as a proof 
thai maepen!lent India could be unned and strong. 
Thus the concept ol free ln!lta m thetr min!l was that 
of a unite!l and a mghly centralised lndia. The 
muslims, being a mmonty community, had their 
apprehensions aoout tnis concept. They thought that 
thiS would ID< vitably mean a hindu-dominated 
lndia. Since they were m maJonty in some provmces 
and Princely States, they tnougnt that they could 
minimise tots aanger by oernanomg a leaeral structure 
with a large measure ol autonomy to the provmces. 
Such a structure, they expectea, would enable them 
to dommate substantial pans ot the country as well 
as to enJOY a subtanual mlluence at the Centre. 

2.3 The Congress leaders, in their <>nxiety to draw 
the l'vwslims mto the su·uggle against ene Briusn 
conceded the ledcral concept. 1 he Lucknow l'act 
(1916). tletwcen the Congress ana the League and all 
subsequent negotiations bet\\een the two over the 
next tnree decaaes, were busea on this concevt. how
ever, there was always a marked !ltfterence ol approach 
between the two siaes in regar!l to the interpretation 
of this concept. W bile the Congress lavoured ma
ximum powers, including residuary powers, for the 
Centre, tne League alwa:ys fought lor the largest mea
sure of autonomy, including residuary powers, for 
the provinces. 

2.4 When, in the late "192lis, the idea was mooted 
that at some stage the Princely ~tate~ too would need 
to be brought mto association with tht> rest of the 
country, the lederal concept appeart:d as the obvious 
arrangement. 1he l:>imon Lommission (1927-29) 
and the Butler Lon.nutt(e (ln7-Jli) both visualised 
an eventual ftderal union for the whole of India. 

At the Round-Table Conference~ London (1930-32), 
the delegates of both Bnttsh lndta and Princely States 
unammously endorsed the federal idea. The federal 
structure was formally accepted in the Government 
of India Act, 1935. 

2.5 While the Act of 1935 came into force with re
gard to British India with effect from 1937 the Fe
deration envisaged by it never materialised: It was to 
be effective only after the Indian rulers, representing 
atleast half of the populatiOn of Indian States had 
agreed to accede to tt. The negotiations toward~ per
suading them to do so were interrupted by the out
break of World War 11 (August, 1939) and soon after 
all prepratwns for ~he federation were suspended. 
Even though the provtstons of the Act in respect of the 
setting up of the .tederation proved infructuous the 
Act did influence the constitutionaJ structure of inde
pendent India .. The, Constituent Assembly, which 
framed the lndtan ConstitutiOn, substantially drew 
on the concepts and the provisions of the 1935 Act. 

2.6 The (British) Cabinet Mission Plan on the 
basis of which the Constituent Assembly was ~et up in 
1946, provided for the following :-

(i) The Brtish Indian provinces. and the Princely 
States would together constitute a Union of 
India. 

(ii) The jurisdiction of the Union would be limited 
to .toreign Afl'airs, Defence and Communi
cations and it will have the power to raise 
finances for the discharge of these functions. 

(iii) All subjects other than Union subjects will be 
within the jurisdiction of provinces. They will 
aJso be vested with residuary powers. 

(iv) The princely States will retain all subjects and 
powers other than those ceded to the Union. 

2. 7 In accordance with the above plan, in December 
1946, Mr. Nehru introduced in the Constituent As-' 
sembly a resolution which "envisaged a Republic 
of India wherein the various territories would possess 
and retain the status of autonomous units together 
with residuary powers, and exercise all powers and 
functions· of Uovernrnent and administration save 
and except such powers and functions as were vested 
in or assigned to the Union or as where inherent or 
implied in the Union or resulted therefrom". 

2.8 There was a fundamental change in the situation 
following the .l:IIitish Government's announcement of 
3rd June, 1947, at the demano of the Muslim League 
and with the active conruvance of the British and the 
acquiescence of the Indian National Congress, re
garding the decision to partition the c., untry. 1 here 
was immediately a strong swing in the Constituent 
Assembly in favour of a powerful Union and a strong 
Centre. Apart fi·om the l'artitJon and the bloody ana 
distressing events that accompanied it, several other 
factors contributed to this change, namely: (i) the alle
ged inherent tendency to disintegrate in the 
Indian polity throughout history, (ii) the dauuting 
problems inherited on independence, aggravated by 
the Partition, (i1) the Pakistan organisea tribal incur
sions into Kashmir the resulting lndo-Pak hosti
lity and the Western pressures on India in this connec
tion, (iv) the problems and appr,henstons connected 
with the- integration of the l'rincely States into the 



Indian polity, and (v) the upper-Class interest, the 
chauvinistic prc-dikctJons, tile indifkrenc• to the 
urges and aspirations of the ethnic, linguistic, reli
gious and cultural minorities, and failure lo appreci-. 
ate the significance ot emergence of a gr..,·wmg sense ot 
distinct identity among linguistic-cultural groups 
among the dominent majority ot the (_ onstituem As
sembly. 

2.9 The fact that at that time constituent parts of 
the indian Union in most cases had no distmct and 
exclusive ling~Istic identity or individuality also stren
thened the same trend. 

2.10 in this background, the Coristituticn, framed 
by the Constituent Assembly and enforcea with etlect 
from 26th January, 1950, proviaed for alongside the 
basic federal structure ol the Mate, several Important 
unitary features. lnaeed the word federation or tederal 
does not occur any where in the Constitution. Instead, 
the Republic is aescribea as a Union or ::.tates. Dr. 
Ambedkar had explamed {November, l\148) that the 
word Union had been used deliberately to make it 
clear that the constituent parts would have no right 
to stcede. 

2.11 During the 36 years since the enforcement of 
the Constitution, the Indian polity has experienced 
two antagonistic developments. On the one nand, as 
described in the pre v1ous Chapter, unaer pressure 
from the concernea linguistic-cultural groups, several 
States were orgamsed on a linguisuc basis. As a result 
of this reorgamsauon, states nave acquued a d1stmct 
identity and rndividuahty and, witbpassmg years, have 
become increasingly conscious ol It. (Jn the other 
hand, the Centre nas been encro:..chmg on the pow
wers and functions ol the ~tates ana t•a> mea relent
lessly to reduce the latter to subservience and complete 
dependence upon Itself. 1 he ongmal umtary ttatures 
of the Consl!tution, and the magnihcallon ot thtse 
over the past 30 years, in the context ot increasmg 
self-consciousness of their a1stinct 10entny ana inaJ
vidnality by the \arious hnguistJc-cultural groups and 
the States dominated by tbtm, hes at the root ol the 
present controversies and bitterness \Hth regard to 

Centre-State relations. 

(2) Character of tbe Constitution 

2.12 The most important question raised with re
gard to the character ol the ( onstitutian is : is it at 
all federal ConstitutiOn! 1hJs GUesllon may be ans
\\ered by (a) identifymg tte essential characteristics 
of a federal constituuon, and (b) ex<>n.inmg how far 
the lnd1an (cnstitutwn shov.s these characteristics. 

2.13 1 be essential cbaraLteristiLS d the f~deral cons
titution are: (i) l here i> the supren.acy ot the Consti
tution, (ii) 1he division of so\ereign {:O\\ers bet\\een 
the national and regional k \els of &O\ernment IS de
fined in the (on>titutJon itsell ana is unalterable except 
by an amendment of the (onstitutwn ty a Sfecialpro
cedure. 1his implies that the central ana regwnal 
levels of Government exercise \\ithin their respective 
spheres an independent_ and coordinate! an~ J!Ot a 
delegated, authority, (m) 1he Constitution IS mter
preted by the Judiciary. 

2.14 1 he Ina ian Constitution rr.eets conditions (i) 
and (iii), h.t ccr.diticn (ii) is rr.et substantially but 
not \\l.Ch). n.e (cnstitt.Ucn rrakers in the circums
tanu:s prevailing at the time opted for a "Federation 
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with a strong Centre". Towards this and, while desig
ning a federal structure of government for the coun
try, they vested tt.e Unicn with certain po\\ers and 
Control over the States v.hJCh mtrcduced elt-rrents of a 
unitary structure. 1 hese bad the effect of somewhat 
whittling down the federal character of the Constitu
tion even in normal times. On proclamation of Emer
gency by the President (read: Union Executive), 
the Constitution gets transformed into a largely uni
tary dispensation. 

2.15 The Unitary features of the Constitution in
clude : 

(i) the Parlian1ent's power to alter area_s and boun
daries of States; (n) the constramts on the 
States' Legislative autonomy; (iii) the discre
tionary powers of the Governor; (1v) the cons
traints on States' administrative autonomy; and 
(v) the Centre-State financial imbalance in
herent in the Constitution's financial provi
sions. 

Parliament's Po\\er to Alter Areas and Ecundaries cf 
States 

2.16 Under Article 3 of the Constitution, the Par
liament may alter, through the crdinary legislative 
procedure, the area or boundaries of States even with
out their concurrence. Jt is necessa1y to rr.ake a reft
rence to the State legislatures concerned, tut it is not 
necessary to secure their consent. The power to dimi
nish the area of any State includes the po\\er to carve 
out a Union 1 errito1 y aut ot tl.e territory of a ~tate. 
Chandigarh was in fact carved cut a Union 1 erritory 
out of the territory of lrSt\~hile I unjab. lhis irr.plies 
that, if the Union so wilis, a ~tate can l:e reduced to a 
mtre dot on the map of lndia, by turning the rest of 
its area into one or more Union 1 erritories. 1he same 
treatment, presumably can be meted out to all the 
States so that the country even in peace time can be 
put under a unitary structure of Government with the 
exception of dots on the map to wh1ch the St:..<es may 
be reduced. However, even in this case, States as a 
level of Government shall still survive as these can
not be altogether wiped out as a category except by 
an amendment of the Constitution that changes its 
very character. 

2.17 The powers conferred on Parliament under 
Article 3 will be normally regarded as inconsistent 
with the federal principle. But these powus were fully 
justified at the lime when the Constitution was framed 
and put into effect. India was then a jumble of terri
tories comprising erstwhile British indian Provinces 
and Princely States. The name, territory, boundary 
and linguistic composition of the population of these 
territones was, in most cases, a product of history 
rather than of a sound underl}ing principle. 1 he con
solidation ot the unity and integrity of the newly emer
ged Republic and creation ot essential political and 
administrative prerequisites fer the Ct t.ntry's accele
rated economic, social and cultural progress made it 
imperative to redraw the internal rr.ap of India at 
the level of States on the basis of a sound principle. 
it would have been impossible to do this in an orderly 
way and within a reasonable period except by vesting 
the Parliament with po\\er to do this by an ordinary 
law, after obtaining the viev.s of the legislature of the 
State, the area, boundary or name of which W< uld be 
affected by the proposed bill, but not necessa1 ily wit!: 



th~ concurre~ce of that State. Article 3 vested must 
th1s power w1th the Parlia•nent. The fact that in the 
J"rio:l since 195_() as •mny as 19 Acts hwe had to be 
e_ncted by P_arha•nent 0;1. th' subj~ct of re-:>rpnisa
tiO:J, re-na nmg a•li re-:l!terminina th~ status of 
States, show~ t~J.t th'.lre was a·n;>le justifbatiDn in late 
1940s for vestmg the Parliament with this power. 
The 19 Acts are listeJ below : 

I. The Assam (Alteration of Boundaries) Act 
1951. ' 

2. The Andhra State Act, 1953. 

3. The Chandernagore (Merger) Act, 1954. 

4. The States Reorganisation Act, 1956. 

S. The Bihar and West Bengal (Transfer of 
Territories) Act, 1956. 

6. The Rajasthan and Madhya Pradesh 
(Transfer of Territories) Act, 1959. 

7. The Andhra Pradesh and Madras (Altera
tion of Boundaries) Act, 1959. 

8. The Bombay Reorganisation Act, 196!). 

9. The Acquired Territories (Merger) Act, 
1960. 

10. The State of Nagaland Act, 1962. 

11. The Punjab Reorganisation Act, 1966. 

12. The Andhra Pradesh and Mysore (Transfer 
of Territories) Act, 1968. 

13. The Madras State (Alteration of Name) 
Act, 1968. 

14. The Bihar and Uttar Pradesh (Alteration of 
Boundaries) Act, 1968. 

IS. The State of Himachal Pradesh Act, 1970. 

16 The North-Eastern Areas (Reorganisation) 
Act, 1971. 

17. The Mysore State (Alteration of Name) 
Act, 1973. -18. The Laccadive, Minicoy and Amindivi 
Islands (Alteration of Name) Act, 1973. 

19. The Haryana and U.P. (Alteration of 
Boundaries) Act, 1979. 

2.18 Tn} ju;tifi~ation1 for vesting with Parliamentl'l 
the p:>wer to legislate with regard to name, territory,' 
ani boundary of States, if necessary even without the 
concurrence of the States a lfected. will disappear aft-~r 
the territory and bounduy of States have been finalised 
on the basis of principld application of the linauistic 
or ethnic basis of States' re:>rganis1tion. In the ~ppli
cation of the linguistic pdnciple, th'.l criterion of "con
tiguity an:i linguistic a'linity, with a village as a unit" 
agred to in th! 1R ljiv-Lo'lgo.v!l (Pu !jab) Accord 
may be strictly applied. In case of a dispute as to the 
language of the majority of the population of a village, 
the issue may be decided objectively on the advice of 
linguistic experts appointed with the approval of 
the two States concerned and not through a census 
which, when emotions and fears of the local popula
tion have be~n aroused or there is large-scale outside 
interference, may not be a true guide in the matter. 
When the boundary between the two States has 
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been finalised on this basis and the two States have 
ma~e a joint declaration to that effect approved by 
th~1r respective legislatures by two-thirds majority 
th1s boundary must henceforth by unalterable by 
Parliament except at the request or concurrence of the 
tw:o States-Article 3 may be amended to provide for 
th1s. Every effort must be made during the next few 
years by the Centnl and State Governments and all 
political parties to help finalise all inter-State bounda
rie.s, and to merge Union Territories with the appro
priate State(s) (except such of them as may be justifi
ably retained as Union Territories either permanently 
or till they are raised, at some future date, to the status 
of a separate State). The proposed amendment to Ar· 
ticle 3 will then apply to all the States and all the inter
State Boundaries. In other words, the internal map of 
India, at the level of the States, would have assumed a 
final shape and in the future adjustments to inter
State boundaries will be minor, few and far between, 
and only at the request or concurrence of the States 
concerned. Likewise, thereafter any change in the 
name of a State shall be only on the request or con
currence of that State. 

Other Unitary Features of the Con~titu~ion 

2.19 The constraints on States' le~islative auto
nomy with respect to their sphere of Constitutional 
responsibility have been discussed in Chapter 4. The 
discretionary powers of the Governor and other cons
traints on States' administrative autonomy have been 
examined in Chapters 5 and 6. The extent, nature and 
casual factors of States' Financial dependence on the 
Centre and its impact on their autonomy have been 
brought out in Chapters 7 to 9. The Centre's tight 
control over the planning process in the States also 
attributable to the latter's financial dependence on 
the former, has been described in Chapters 9 and II. 

Some Authoritative Comments on the Character of the 
Indian Constitution 

2.20 Comments of Dr. B.R. Ambedkar and some 
observations of the Supreme Court bearing on the 
character of the Constitution have been reproduced 
below: 

Dr. B. R. Ambedkar• 
"The basic principle of federalism is that the legis

lative and executive authority is partitioned between 
the Centre and the States not by any Law to be made by 

• the Centre but by the Constitution itself. This is what 
t the Constitution does .... The Chief mark of federalism 
, as !'said, lies in the partition of the legislative and exe
J cutive ,.authority !Jet ween -the Centre and the Units 
, by the -constitution. This is the principle embodied in 

our Constitution. There can be no mistake about it. 
] It is, therefore, wrong to say that the States have been 

,1 placed •under the Centre. The Centre cannot by its 
f own will'after'the 'boundary of that partition. Nor can 

the Judiciary." 

Supreme Court 
(i) Atiabari Tea Co. Ltd. Vs. the State of Assam@ 

"It is a fe:i~ral Constitution which we are interpre
ting, an:i so th~ impa~t of Art. 301 must be 
judged accordingly." 

• C>~ltilu~nl Alle.n"lly Deb~te;, Vol. VII, I'· 33, 
@ AIR !961, SC ~32. 



(ii) Automobile Transport (Raj1sthan) Vs. State 
of Rajsthan@@ 

'Til~ evolutiol of a federal structure or a quasi
federel strllcture necessarily involved, in the 
context of the conditions th:n prevailing, a 
distribution of powers and a basic part of our 
Constitution relates to that distribution with 
the three legislative lists in the Seventh Sche
dule." 

(iii) State of We>t B~ngal Vs. Union of lndia.>t: 

"The Constitution of India is not truly Federal 
in character." 

Justice Subha Rao in his diss~nting view: 

"Til~ In:lia'l C~:ntitutioa acc~pts the federal concept 
a'!:l distributes the sovereign powers between 
the co-ordin1te constitutional entities namely, 
the Union and the States." 

(iv) Kesavananda Bharti Vs. the State of Kerala** 

The m 1jority h~ld that Art. 308 does not enable the 
Parliament to alter the basic structure of the frame
work of the Constitution. Chief Justice Sikri while dis
cussing what constitutes the basic structure of the 
Constitution m~ntioned five constituents, one of these 
was "Federal ch1racter of the C~:tstitution." 

(v) State of Rlj1sth1n Vs. Union of India.*** 

(a) Chief Justice Beg : 

"In a sense, therefore, the Indian Union is fede
ral. But the extent of federalism in it is largely 
watered down .... " 

(b) J•Btice CbuJrachud : 

"I find it diffbult to accept that the States as a 
polity is not entitled to raise a dispute of this na
ture. In a federation whether classical or quasi
classical, the States are vitally interested in the de
finition of the powers of the Federal Government 
on the one hand and their own on the other." 

(c) Ju'!fice Bhtgwati on his own behalf and on behalf 
or Justice A. C. Gupta : 

"Unconstitutional· exercise of powers by the 
President un?er. Art. ~56 cl. (i) .. may infringe 
.... the constitUtiOnal right of the State to insist 
that the federal basis of the political structure 
set up by the Constitution shall not be violated 
by an-un-constitutional assault under Art. 356 cl.(i). •z 

Conclusion 

2.21 A fe:leration fully conforming to the "pure" 
concept of it in abstract theory, where Governments 
at the national and regional levels are "co-ordinate 
and ab>olutely indepenant" within their •espoctive 
jurisdiction set apart by the Constitution, does not 
exist as an operating e1tity any wher~. at l~ast not 
among the democratiss. It follows that the fart 
that a Constitution has a number of features 

q)9) An 19S!-SC 1416. 
• AIR SC 1241. 

•• AIR 1971-SC 1~1. 
••• AIR 1977-SC 1361. 
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theoretically asso~iated with a unitary Governmental 
structure does not necessarily warrant its charac
terisation as a unitary Coaslitution. The question 
has to be decided on the basis of whelher the federal 
or the unitary elements of it dominate. On this 
criterion the Indian Constitution except in very 
exceptio~al times-war, external aggression or 
armed rebellion-when an emergency has been 
proclaimed under Article 352 in respect of the 
whole country or a larg~ part of it, functions essen
tially as a federal constitution even though it has 
several elements which, being more appropriate to 
a unitary constitution, to an extent detract from 
its federal character. It is, indeed, very suggestive 
that the character of the Indian Con~titution is always 
discussed in terms of how federal it is and hardly 
ever in terms of how unitary it is. In other words, 
the issue is always discussed in terms of depar
tures from the federal concept and never in terms 
of excepti )ns to the abstract U:1itny type. 

2.22 Union's constitutional and extra-constitu
tional powers and controls over the States together 
constitute a serious limitation on the federal charac
ter of the Indian Const;tution but do not altogether 
destroy that character. India's state structure 
essentially remains what the authors of the Co,!s
titution, in the circumstances then prevaili-g sought 
to establish, namely, "A Federation with a strong 
Centre" except that as a result of the tendencies 
inherent in the Constitution reinforced by a relentless 
centralisation drive by certain social forces and per
sonalitie&, a serious internal imbalance has been 
created in the state structure, that between the 
Union and the States. In the meantime, the cir
cumstances have greatly changed. The problem of 
integration of Princely States has been solved for 
good. Large States have been formed on linguistic 
basis. These states are not m~re administrat:ve 
units but are home-lands of distinct emerging and 
emerged nat'onalities. 

2.23 At present the main threat to India's unity 
and integrity comes not from outside but from the 
real possibility that the present relentless centralisa
tion drive and lack of due regard for the distinct 
sentiments, interests. an(l. aspirations of the various 
minority nationalities. communi•ie5 and ethnic 
groups may alienate millions and np their will for a 
united India. An aP.thorita•ian and coercive approach 
to this persoective will inevitably erorle political 
d~mocracy. Thus, the very character .r the Indian 
state will change. The long term consequences of 
this course of development are not difficult to foresee. 
The only sure way to avoid this disastrous scenario 
is to adjust the state's structure to the changin!( 
circumstances that has taken place over the last 36 
y.:ars by moving firmly forward to the establishment 
of a genuinely federal structure by purging it of its 
present unreasonable and uncalled for limitations on 
the States. To set at rest all doubt~ about the charao
ter of the state structure, in the Preamble the expres
sion "FEDERAL", may be added after the expression 
"DEMOCRATIC". The expression "Union" may 
be replaced by expression "Federation" or "Federal", 
as the case may be, wherever it occurs in the Consti-

tution. 



(3) Greater Autonomy for the States 

2.24 The case for greater autonomy for the States 
fests, not on the so-called "traditional" notion of 
fede~alism, but ess~ntially on the fact that this alone 
provt~es _an end~rmg basis for India's unity and 
mteg_nty m a soc!ety ~hat has since 1858 progressively 
acq_utred _a multi-natiOnal profile. Several of the 
nat10nahttes are far more numerous than the total 
population of many nation-States of Europe. India 
is too big and heterogeneous country to be governed 
on a highly centralised unitary basis. 

2.25 The linguistic re-organisation of States in the 
post-~ndepend~nce . period was in response to the 
growmg multt-nattonal character of the: Indian 
society. This was an act of great farsightedness and 
statesmanship on the part of the national leadership 
particularly Mr. Nehru, who had a great sense of 
history. H is this step more than any other factor 

· which has saved India from going the Pakistan way: 
To the extent that the re-organisation of States o• 
linguistic basis had remained incomplete or un-princi
pled. the country still continues to be faced witb. 
several trouble spots and unresolved inter-state pro
blems. This underlines the historic nec;;:ssity of this 
measure. 

2.26 The linguistic re-organisation of States, in 
rurn has further quickened the trend towards evalution 
of India into a multi-national society. Thi~ is the 
most important change that has come about since 
Bhe late forties when the Indian Constitution was 
framed. This makes it imperative not only to com
plete the process of linguistic re-organisation of S.ates 
in principled way at the earliest possible towards 
eliminating the remaining irritants among the States 
:.nd between the Union and the States, but also to 
further adjust the state structure of the Indian 
public to the reality of a multi-national society. 

2.27 A multi-national society does not necessarily 
imply, as emphasised in Chapter I, so many indepen
dent States. But the only realistic way in which a 
multi-national Indian society may be fully contained 
within a single state is to have a genuinely federal 
form of Government. It is too late in the day to try 
to find an alternative solution in an authoritarian 
Centre which may seek to suppress and smother the 
distinct character, urges and aspirations of the var10us 
nationalitie> in ways now commonly subsumed 
under the term "State terrorism". The experience in 
Nagaland, Mizoram. Assam and Punjab should be 
mdicative enough of the very limited reach and 
effectiveness of coercive ways in suppressing in 
modern times the urges and aspirations of a,·oused 
and awakened peoples. The only satisfactory and 
lasting solution of the problem is a genuine federal 
system which creates a fair balance betw~en the Union 
and the States: The e~:se for g,·eatcr autonomy of 
States rests pl'imarily on the need to achieve a fair 
balance between the claims of diversity and the re· 
quirements of unity. 

2.28 The;·e are other considerations, too, that call 
for greater autonomy for the States. It will promote a 
congenial environment fo;· vigorcu~ competitive 
politics which is the very life blood of functioning 
democracy. It will also promote the revival and rein
vigoration of democracy at the g;·ass-root level. On, 
fall-out of a relentles3 drive, particularly during the 
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last 15 years, for concentration of power in the hands 
of the Union has been that many State Governmenti 
have followed suit vis-a-vis the local levels of Govern
ment. This has greatly weakened democracy at the 
grass-root level over th~ greater part uf the country. 
~enerally the. enthusiasm for Panchayati Raj institu
~10n_s ~as, ':"'th a ~ew exceptions, evaporated. These 
mstttut10ns lDcreasmgly have meagre powers, resour
ces and authority. Elections are seldom held in time. 
These institutions are incteasingly dominated by the 
bureaucracy and, at the higher levels of the structure, 
a~e ~an:Y a time _actually administered by officialdom. 
Stmtla~ ts 1he phg~t of Municipal Corporations and 
Commtttees. In thts respect, Punjab is no exception 
t.l the gener~l !lational scenario. To re-invigorate 
democracy, 1t IS necessary to strengthen it at the 
grass-r<;>o·~· This will call for a reversal of the general 
centrahsatton trend now oper:.tive in the country 
for many years. Greater autonomy to the State~ is 
an _essential step in this direction. This will inevitably 
butld up pressure for the devolution of power func
tions and resources from the State to the local 'level. 

2.29 An argumen~ sometimes advanced, pat'ti
c_ulat:ly by· the estabhs~me_nt "progcessive~", in justi
ncatton of the c<ntrahsattOn drive is that the C'entre 
is c~ntrolled by a more enlightened, progressive and 
patnobc L-adership while at the State level feudal, 
paroc:hial and ultra-conservative, if not downright 
react10nary, elements piedominatc. The Centre's 
domination of the Indian polity, therefore tends to 
give a more progressive patriotic and enlightened 
orientation to it. Facts, however, do not support 
this claim. A perusal of the bills passed by the Statf 
legislatures but 1 eserved by the State Governors for 
President's (Union Executive's) assent shows that 
bills seeking to implement the directive principles 
of State Policy laid down in part-lY of the Consti
tution have been particularly subject to delav and 
denial of as~ent. Over the years, the Union Govern
ment has increasingly departed from the country's 
professed goal of economic self-reliance and socialisl 
pattern of development. Indeed, in recent years 
th~ country has been suffering balance of payments 
deficits of a size never experienced before. The 
Centre's policy has become increasingly oriented to 
big business. foreign (transn~tional) companies and 
the owning classes in general, notwithstanding the 
Central Government's studied populist postures. 
In any case, the character, actual or insinuated, of 
governments at the Union or State level is not a valid 
justification for a unilateral, high-handed or surrep
titious attempt by any of these Government• to 
after the basic balance between the two levels esta
blished by the provisions of the Constitution. 
Otherwise. law of the jungle will in fact take the 
place of the prescribed prccedure for amendment of 
the Constitution. 

2.30 In the light of the above perception, the 
proposals for re-distribution of legislative powers in 
the three lists of the 7th Schedule are given in Chapter 
3. Proposals for deletion, revision or substantial 
modifications of provisions which give the Union 
a supervisory role over the States are discussed in 
Chapters 4 to 6. Measures for augmenting the States 
financial resources and minimising their financial 
dependence on the Centre form the subject matter 
of Chapter 10. Proposals for ensuring the States an 
effective control over the planning process relating 



to their Constitutional sphere of responsibility 
have been elaborated in Chapter 11. S:veral of 
these proposals shall require Constitutional amend
ments. The view put forth by some circles that no 
amendments of the Constitution are necessary and 
that due reform of the Indian polity can be carried 
t~ut merely by evolving healthy conventions and proce
dures, and by changing some objectionable regula
tory laws does not meet the requirements of the 
existing situation. The need today is for a combina
tion of (i) necessary constitutional amendments, 
(ii) adoption of healthy conventions and procedures, 
and (iii) reform, modification and, where necessary, 
abolition of regulatory laws and of various consti
tutional and extra-constitutional instruments and 
devices adopted by the Union since 1950 to exercise 
~:ontrol and supervision over the States and to en
eroach on their jurisdiction. 

2.31 Conventions are a potent force where (i) 
there is wide-spread awareness about them among 
the electorate and flouting of an important conven
tion is likely to outrage public opinion and imperil 
the continuance of the offending Government, 
(ii) there is a long established tradition of respect for 
~:onventions, (iii) the information media are relatively 
free and very vigilant about any abuse of authority 
or departures from accepted norms by Government, 
and (iv) democracy is vigorous, truly multi-party, 
deep-rooted and unassailable by any political party. 
Neither of these conditions is adequately met in 
India at present. There is, therefore, no choice but 
to carry out the needed reform of the Indian polity 
and the State structure by appropriate constitutional 
reform. Healthy conventions and proper procedures 
would certainly re-inforce the constitutional changes 
in bringing about the needed adjustment of the State 
structure of the country to the present stage of evolu
tion oflndian society, but it is doubtful if these could 
do it by themeselve. 

(-4) Safeguards for the Country's Unity and Integrity 

2.32 There can be no two opinions about protec
tion of independence and ensurance of the unity and 
integrity of the country. There can be different view 
points only with respect to what imperils these and 
how to avoid and overcome these perils. A number 
of provision in the Constitution have been presumably 
meant to safeguard independence, unity and inte
Jrity of the country. These are listed below : 

(i) Part II of the Constitution establishing a 
common citizenship for all Indians and 
Entry 17 of List I in the Seventh Schedule 
making citizenship, naturalisation and aliens 
a Union subject; 

(ii) Adoption of a common National Flag and 
National Anthem for the country; 

(iii) Article 51-A laying down the fundamental 
duties of citizens of India, particularly clauses, 
(a), (c), (d) and (e); 

(iv) Articles 352 to 360 laying down Emergency 
Provisions; 

(v) Entries I to 5 of List I in the Seventh Schedule 
making defence of India, naval military and 
air forces, any other armed forces of the 
Union, cantonments and defence works and 
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equipments an exclusive Union responsibi
lity; Entry 7 making defence industries a 
Union subject; 

(vi) Entry 2-A of List I making deployment of any 
Armed forces of the Union or any other force 
subject to the control of the Union in aid of 
civil pow~r a Union subject; 

(vii) Article 355 making it a duty of the Union to 
protect States against external aggression ancf 
internal disturbance; 

(viii) Entry 8 of List I making Central Bureau of 
Intelligence and Investigation a Union subject; 

(ix) Entries 10 to 21 of List I making foreign affair• 
and related matters including questions of 
war and peace, treaties and agreements with 
foreign countries and immigration and emi
aration an exclusive Union responsibility ; 

(x) Entries 22 to 31 of List I making railways and 
rail transport, national highways, shipping. 
and navigation on inland national waterways. 
maritime shipping and navigation, lighthouses, 
major ports and port-quarantines, civil 
aviation and related facilities, and means of 
communication Union subjects; 

(xi) Entries 36, 37, 38 and 41 of List I makin~ 
currency, Reserve Bank of India, foreign 
loans, foreign trade and commerce a Unioa 
responsibility; and 

(xii) Article 263 providing for the setting up of aa 
inter-State Council by the President. 

2.33 All the above provisions are in fact not indis
pensable for maintaining the country's unity and 
integrity. For instance, the Administrative 
Reforms Commission was of the view that under 
Article 355 the Union was competent to deploy 
armed and paramilitary forces of the Union in aid 
of civil power in any State even suo motu. It has been 
argued in Chapters 3 and 6 that this is not a valid 
interpretation, that it is neither necessary nor desi
rable for the Union to be vested with this power and 
that such deployment must be only at the request of 
the State Government, whether that Government is 
a populat Government of a Governor's administra
tion under President's rule. Again, in Chapter 3 it 
has been argued that broadcasting and television 
should be a Concurrent subject, that is, it should be 
!hifted from List I to List lll. This is all the more 
necessary now that India has evolved into a multi
national society. Still again, it has been emphasised 
in Chapter 6 that the circumstances and conditions 
of inV<•Cation of Article 356 must be clearly specified. 
And so on. 

Econotnic and Political Measures for Consolidation 
of National Unity and Integrity 

2.34 The Constitution provides adequate, or even 
excessive, safeguards against any threat to the 
coun~ry's unity and integrity. It is crucially important 
to remf orce the constitutional provisions and the 
coe_r~ive power of the Union by economic and 
pohtical measures to consolidate national unity 
and integrity. While discussing the sanction, or the 
ao_urc~ of authority of the modern State, the political 
acJentists no doubt invariably make a mention of 



its overwhelming coercive power vis-a-vis individual 
citizens or their other associations as the obvious 
~anctions. But the liberals and the democratically 
inclined among them do point out that the ultimate 
sanction for State's authority is the citizens' "will to 
state", i.e. the citizens' determination to preserve 
the state and to protect it against any threat to its 
territorial jurisdiction, power and authority. In 
keeping with out democratic protestations, everything 
possible must be done to arouse and reinforce the 
citizens' will to the Indian Republic. To do this, 
it will be necessary to ensure the following : 

(i) A flourishing economy; 

(ii) Wide diffusion of prosperity and well-being; 

(iii) Equal consideration for the intere~;ts and 
sensibilities of all nationalities, religious 
communities and ethnic groups; 

(iv) Political fair-play; 

(v) A climate of freedom where all shades of 
opinion can express themselves openly and 
freely; · 

(vi) A Scrupulous regard for citizens' fundamental 
rights as guaranteed in the Constitution; 

(vii) Active promotion of common organisation and 
fraternal feelings, and just and speedy settle
ment of issues among the different State~;, 
nationalities, religious communities and ethnic 
groups; ' 

(viii) Scrupulous regard for the letter and spirit of 
the Constitution and the usual conventions 
of the parliamentary government; and 

(ix) Promotion of industrialisation and moderni
sation of the economy and, in the process, 
creating regional inter-dependence. 

2.35 Adequate progress in all these directions may 
itself be an effective safeguard for the country's unity 
and integrity. This may largely reduce the emergency 
provisions of the Constitution to the role of a reserve 
instrument to be used only very rarely. 

The Federal Concept in a New Role 

2.36 The federal concept of state structure, be
cause of its historical antecedents in India, arouses 
apprehensions among many, particularly in the 
heartland States, which the Chauvinists are quick to 
exploit. The British had come to show interest in a 
federal structure of Government for a united India 
primarily as a device to protect and buttress the 
position of the Princes in it, and because of the oppor
tunities which in the then prevailing circumstances 
it was expected to provide to play the Hindus, the 
Muslims and the Sikhs against one another and the 
Prhces against all of them, to keep a united India 
weak and dependent upon themselves. They also 
expected that the. internal check~ and ba_lanc_es of 
this structure, whtch they hoped It would mevttably 
have would make it impossible for united India to 
touch British vested interests in this country. 

2.37 Federalism is now being viewed in a totally 
new role that is, as a device to meet the challenge 
of the situation that has arisen in the country. The 
pre-Independence context has readically changed. 
The Princely States have be<:'n consigned to the flames 
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of history and are beyond resurrection. Their former 
population has been liberated from the Princely yoke 
and have merged indistinguishably with the rest of 
the Indian citizenry. The Muslim question no longer 
has the potential of growing into a threat to the 
country's integrity. It has become a part ofth~ gmeral 
problem of safeguarding the cultural and other legiti
mate interests of the country's . religious minorities. 
There is no external force o;cupying a comm1nding 
position in the country and using it to fan conllicts 
and animosities among the Indian p~oplcs. 

2.38 The march of history has, however, thrown 
up new problems. The historical proc~ss based on 
diversity of language and ethnicity has created new 
forms of diversity, that of a multi-national society 
and of awakened ethnic minorities. The latter who 
are predominant in some parts of the country, are 
becoming increasingly conscious of their distinct 
identity and of ruthless exploitation by others, and 
are demanding a fair deal to themselves. These new 
forms of diversity are far more significant for the 
future of the country than what the older forms of it, 
which the new forms cut across, ever were. Federa
lism is now being viewed as a conceptual frame to 
accommodate the legitimate claims of the new forms 
of diversity and thus consolidate the unity and inte
grity of the country by developing India into a happy 
family of equal and fraternal nationalities and ethnic 
groups who are bound by indestructible ties of shared 
urges and aspirations, interests and endeavours, 
and weal and woe. This is an altogether different 
role of federalism than what the British sought. The 
danger to the country's unity and integrity lies not ia 
going the federal way but in failing to do so and per
sisting with the present relentless all round centra
lisation drive. The letter course would suggest such 
uttar lack of sense of history as does not befit the 
peoples of Nehru's land. 

The Legislative Lists 

3.1 The suggested changes in List l, List II and 
List III of the Seventh Schedule are given in Annex
ures I, II and III. The write-up giving the rationale 
of these changes is given below : 

(1) LIST I 
Entry 2-A 

3.2 The founding fathers of the Constitution made 
public order a State subject (Entry I List II). This 
implies that the use of armed forces of the Union 
in any State in aid of the civil power must be only 
at the request of, or with the concurrence of, that 
State and never suo motu by the Union. If, in a 
situation which obviously calls for intervention by 
the para-military or the armed forces of the Union 
in aid of the civil power, a popularly elected Govern
ment of a State fails to make a request or give its 
concurrence ·to such intervention, President may 
legitimately take over the Government of a State 
under Article 356 on the plea of complete break
down of law and order, thereby clearing the way 
for intervention by Union's armed and para-military 
forces in aid of civil power at the request or concur
rence of the Governor's administration. It is difficult 
to imagine a case where a State Government faced 
with a situation where indeed it cannot restore law 
and order with its own police force will not request 
or, or concur with, such intervention. Entry 2-A 



has been 1 odified to make it clear that the Union 
~hall use its armed and para-military forces only 
at the request or concurrence of the State Government, 
11 hether that Government is a popularly elected Gov
ernment, or it is the Governor's administration 
under President's rule. The suggested modification 
also stipulates that such deployment shall be on 
terms and conditions determined by the Union with 
the concurrence of the Inter-State Council. These 
terms and conditions shall be the same for all States. 

Entry 24: 
3.3 There is no reason why the Union may have 

jurisdiction over shipping and navigation on inland 
water-ways other than inter-State rivers. The sug
gested modification limits the scope of Entry 24 
accordingly. 

Entry 30: 
3.4 The suggested modific~tion. to Entry 30 is 

in line with the suggested modification to Entry 24. 
The words "national waterways" have been substi
tuted by "inter-State rivers". 

Entry 31: 
3. 5 In the past, the telephone facilities were 

departmentally run. But with effect from 1986-87, the 
Mahanagar Telephone Nigam, an autonomous body 
has taken over management and development of 
telephone facilities in Boml;my and Delhi. It .would 
be in line with this trend tf autonomous bodtes set 
up 'by the Union are. responsible f~r t~lephone faci
lities in the metropolitan towns while m other towns 
and rural areas the autonomous authorities set up 
by the States are made responsible for management 
and development of telephone facilities. It is, there
fore, proposed to shift telephones from List I to 
List III. 

3.6 Overseas communications may best be mana
ged by the Union as is being done at present. This 
item has been added to Entry 31. 

3. 7 The States which are responsible for a sub
stantial chunk of development activity and have 
been in most cases reorganised on linguistic lines need 
to have adequate access to radio and television faci
lity to propagate their language, culture, values, 
development programmes and different viewpoints 
with regard to their special problems and opport~
nities. They do not get reasonable access now, parti
cularly the States which have Governments of parties 
ether than the ruling party at the Centre. It is, there
fore, proposed that broadc~sting and television may 
be put in the Concurrent List as a nc:w ¥,ntry 2~-A 
of that List and the vague expressiOn other hke 
forms of communication" may be deleted as the 
provision in respect of residuary po":ers can take 
care of this. It is assumed that there will be common 
guidelines for the radio and television facilities 
controlled by the Union and the States to prevent a 
misuse of these facilities by either level of Govern
ment. 

Entry 40 : 

3.8 The Union should have within its jurisdiction 
on Jy lotteries organised by the Government of India. 
Likewise the S•ate should have jurisdiction over the 
lotteries organised by the State Government. Entry 
40 has been modified accordingly. 
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Entry 45 : 

3.9 The monetary authority, namely, the Reserve 
Bank of India, ought to be in the jurisdiction of the 
Union. Entry 38 of List I provides for this. But 
why should commercial banks, financial institutions 
ect. also be wholly within the jurisdiction of the Union ? 
Banking represents too big a concentration of economic 
power. There is no reason why it should be the mono
poly of a particular level of Government. It is, 
therefore, proposed that banking other than R.B.I. 
should be shifted from the Union List to the Con
current List and shown as new Entry 32-A of the 
latter List. 

Entry 48 : 
3.10 Stock exchanges are of national significance 

and ought to be in the Union List. But the same is 
not true of futures markets, which are mostly of 
local or regional significance. The•e are deleted 
from the Union List and shifted to the State List. 

Entry 52: 
3.11 The framers of the Constitution had put 

Industries mainly in the State List, the only exception 
being industries subject to provision of Entry 52 of 
List I. The Constitution (Seventh Amendment) 
Act, 1956 substituted "Entries 7 and 52" for "Entry 
52". The obvious intention was that while the Union 
would have jurisdiction over key, basic and defence 
industries which are obviously of national or strategic 
importance, all other industries will be within the 
purview of the States. But the Union has grossly 
misused the expression "in public interest" and 
abused the power conferred on it by Entry 52. It 
has brought even in essential consumer goods within 
the scope of the Industries (Development and 
Regulation) Act, 1951 passed with reference to thili 
Entry. Industries has become virtually a Union 
subject in substantial violation of the intentionli 
of the framers of the Constitution. Entry 52 is 
accordingly proposed to be modified to limit 
Union's control to specified key, basic and strategic 
industries. Entry 7 providing for Union's control 
over defence industries has been retained as it is. 

Entry 53 : 

3.12 It is not necessary that everything concerning 
petroleum and petroleum products must be within 
the purview of the Union. It is necessary to identify 
the particular phases of the petroleum sector to which 
the jurisdiction of the Union ought to extend. These 
are : petroleum, oil and gas exploration, extraction, 
transport and marketing and petroleum refineries 
and gas processing units. Wholesale marketing of 
petroleum products and of LPG does not have to 
be the exclusive concern of the Union. The Con
current List is considered the proper place for this 
activity. Retail marketing of petroleum products 
and LPG should be in the State List. There is also 
no sound reason why other dange ously inflammable 
substances should be the concern of the Union. 
Matters pertaining to these substances within the 
territory of a State should be the concern of that 
State as it will have to bear the consequences of any 
mishap relating to such substances. Entry 53 has been 
accordingly modified. To <nsure a largely uniform 
approach to these substances on the part of the 
States, the Inter-State Council may frame guidelines 



on the subj~ct for . con~ideration . a nJ adoption by 
the States, · w1th modificatiOns to smt local conditions. 

Entry 54 : 

3.13 The Uni?n o.ught to be concerned only with 
key and strategic mmerals. Even in the case of these 
minerals, unless genuine public interest such as 
secori~y considerations for conservation of strategic 
matenals reqmres otherwise, the Union should be 
concerned with only significant deposits. In order 
to promote. also the mining of non-key and non
strategic mmerals and small deposits of all minerals 
mines and mineral development other than that 
specifically brought within the purview of the Union 
may be put on the State List. Suggested modification 
of Entry 54 is in line with this approach. 

Entry 55,: 

3.14 Regulation of labour and safety in oil-field 
ought to be, as it is at present, within the exclusive 
jurisdiction of the Union. · But the Union's res
ponsibility with regard to mines should be limited 
to such of the mines as are within the jurisdiction 
of the Union in terms of Entry 54. Entry 55 is suggested 
to be modified accordingly. 

Entry 56 : 

3.15 (i) Water has been considered as a precious 
and scarce, resource and has very great significance 
for vast numbers of the people living in the States. 
Land and water are the most important resources which 
provide a base for all development activities. The 
vital importance of this has been kept in view by 
the FederalfCentral Government for the last over 
a century. All laws passed from time to time and 
the provisions of the Constitution of India are based 
on recognition of the above fact and these placed 
water that is to say, water supplies, irrigation and 
canals, drainage and embankments, water storage 
and water power in the Provincial Legislative List. 
The above position which prevailed in the Govern
ment oflndia Act, 1935 was adopted almost entirely 
by including this subject in Entry 17 of Li5t II of 
Seventh Schedule but added the words "subject to 
the provisions of Entry 56 of List I" at the end. 

r 3.15 (ii) Entry 56 of List I reads as follows : 
"Regulation and development of inter-State rivers 
and river valleys to the extent to which such regulation 
and development under the control of the Union 
is declared by Parliament by law to be expedient 
in the public interest." The only relevant law made 
by Parliament under Entry 56 of List I is the River 
Boards Act, 1956 to the limited extent of empowering 
the Central Government on a request made by a 
State Government or otherwise to establish a River 
Board for advising the Governments interested in 
the regulation or development of an inter-State 
river or river valley. This power can be exercised 
by the Central Government only after consultation 
with the State Governments interested. The functions 
of the River Board are advisory in nature. Section 
22 of the Act provides for arbitration of any dispute 
or difference between · two or more Governments 
with respect to the matters specified in section 22. 
No River Board has been established under this Act 
< s yet. Thus, there is no law made by Parliament 
under Entry 56 of List I curtailing the powers. of 
any State Legislature or State Government fiowmg 
from Entry 17 of List II. It follows, therefore, 

873 

th.at only riparian States have exclusive jurisdiction 
With respect of waters of inter-State rivers in their 
territories. A nonriparian valley State of an inter
State river has no right to claim any share in such 
waters. Report of the Narmada Water Disputes 
Tribunal, Volume III (1978) pages 16 17 19-21 
26 and 30. ' ' ' 

3.15 (iii) The State has full right to use water 
resources available within the State because the 
economy of the people of that area has been dependent 
on that resource for centuries. Exploitation of such 
resources available within the State can be possible 
1f full powers vest with the State for exploiting these 
resources. The State Govt. is of the considered view 
that devolution of greater powers to the States for 
~ccelerat!ng the process of development of the country 
IS essent1al. In the crucial area of water resources 
use, the above concept of greater devolution of powers 
is equally important and should not be overlooked 
or diluted in any w2y. 

3.15 (iv) Entry No. 56 of List I of the Seventh 
Schedule of the l_ Constitution. 

'This gives the Union' the power to make laws for 
the regulation and development of inter-State rivers 
and river valleys to the extent to which the regulation 
and development under the control of the Union is 
declared by Parliament by law to be expedient, in the 
public interest. To this extent, the jurisdiction 
of States over water resources conferred by Entry 
17 in List II of the Constitution stands modified. 

3.15 (v) Article 262 of the Constitution of India 
states that th'· Union Parli<ment may by law rrovide 
for adjudication of any dispute or complaint regarding 
the use, distribution or control of the waters of or 
in any inter-State river or river valley. Under this 
Article of the Constitution of India, the Union 
Government has enacted Inter-State Water Disputes 
Act, 1956 which provides the legal frame work under 
which State Disputes are to be settled. Doubts 
have been expressed about the scope of interpretation 
of the provisions as to who can arise a dispute and 
also about the meaning of Inter-State River or 
River Valley. Is any State which is not riparian entitled 
to raise a dispute in regard to a river which is Inter
State though such river does not pass through or 
border on such State ? Apparently, the scheme of 
the Constitution of India implies that rights are to 
be determined in accordance with Entry 17 of List 
II but in the absence of any specific words in the 
Inter-State Water Disputes Act, 1956, contrary 
arguments continue to be advanced. There is a need 

· to settle such doubts by amending the said Act to 
make the above intention clear. 

3.15 (vi) Whereas 3.15 (v) above is a useful 
provision in that special attention can be given to 
inter-State Water disputes as compared with other 
Inter-State Dispute which can only be adjudicated 
in the Supreme Court under Article 131 of the Consti
tution, the provision at 3.15 (iv) above, gives the 
Union jurisdiction over water resources in inter
State rivers and river Valleys even when there 
is no dispute between States. This confers a vast 
and unfettered power in the Union. This is particularly 
so in view of the much larger resources with the Union, 
which can use these in conjunction with its power 
under Entry 56, List I to encroach on an area which 



is rightly within the jurisdiction of these States. This 
Entry therefore. needs to be removed from List 
I of the Constitution. 

Entry 60 : 

3.16 The suitability of cinematographic films 
for exhibition is intimately related to the culture, 
deeply-held beliefs and values of the particular popu
lation. In India there is a marked ethnic, linguistic, 
religious and cultural diversity. It is quite possible 
that a particular film which may be received very 
well by a predominant section in one State may 
provoke riots in another State where it deeply offends 
the sensibilities of a major section cf the population. 
The number of films being turned out each year is 
also very large and is expected to grow further as the 
trend towards producing pictures also in languages 
other than Hindi gathers momentum. There is justi
fication now for transferring sanctioning of cinemato
graphic films from List I to List II. Accordingly 
Entry 60 has been deleted. 

Entry 62 : 

3.17 It will be unfair if Parliament brings another 
institution like the ones mentioned under Entry 
62 within the jurisdiction of the Union by declarine 
it by law to be an institution of national importance 
even if the Government of India is financing this 
institution only partly. The suggested amendment 
to Entry 62 stipulates that this should be permissible 
only if the Government of India is financing the 
institution to the extent of a minimum of 75 per 
cent. 

Entry 63 : 

3.18 Establishment of more Central Universities 
is not in keeping with the view that education should 
be shifted back from the Concurrent List to the State 
List. All new Universities should be set up by the 
States. The Government of India could, in a parti
cularly deserving case, give a grant to a State to set 
up the University. Entry 63 is proposed to be modified 
accordingly. 

Entryi64 : 
3.19 The suggested modification is in line with 

that suggested in respect of Entry 62,3 

Entry:66.: 
3.20 Co-ordination and determination of standards 

in institutions for higher education or research, or 
scientific and technical education, is suggested to 
be modified in line with the proposed modifications 
to Entries 62, 63 and 64 and the suggested transfer 
of education from the Concurrent to the State List. 
In other words, it is proposed to be limited to such 
of these institutions as are financed by the Go·;ern
ment of India wholly or to the extent of a minimum 
of seventy-five per cent and declared by law to be 
institutions of national importance. The implication 
is that co-ordination and determination of standards 
in respect of other such institutions will be made the 
responsibility of the States. Entry 66 is suggested to 
be modified accordingly. 

Entry 76 : 

3.21 There is no reason why the audit of the 
accounts of the States should also be within the purview 
of the Union. The suggested modification to Entry 
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76 is in accordance with this view. As a corollary 
to this, it will be necessary to have separate Federal 
and State Audit Services. 

Entry 84 : 
3.22 Excise Duties are the fastest growing source 

of tax revenue. At present, these duties are within 
the purview of the (Union) except those levied on 
alcoholic liquors and narcotics for human consum
ption. For bringing out a basic improvement in 
State fim nces, it is necessary to provide the States with 
adequate access to revenue from excise duties. This 
is now being done by allowing the States a share in 
the Union Excise revenue in accordance with the 
recommendations of the Finance Commission. 
Under the recommendations of the Eighth Finance 
Commission, the latest Commission so far, 40 per 
cent of the Union Excise revenue, after prescribed 
deductions from it, is distributed among all the 
States and 5 per cent of it among the States which 
still have a deficit on non-plan revenue account. 
lnter-se distribution among the States is to the 
serious disadvantage of the higher per capita income 
States. Since the burden of excise duties ultimately 
falls on the consumers of excisable items in the 
form of higher prices, the higher per capita income 
States, because of their higher per capita consumption 
of excisable items, contribute a relatively higher 
proportion of the excise revenue. But under the 
distribution criteria adopted by the Finance Com
mission, these States receive a much lower proportion 
than their contribution. For example, Punjab which 
contributes not less than 5 to 6 per cent of the Union 
excise revenue receives as its share only I . 2 per cent 
of the 40 per cent distributed to all the States and 
no share whatsoever in the 5 per cent distributed to 
the revenue deficit States. It is necessary to think 
of an alternative arrangement which would be fair 
to all the States and also provide them with a stron& 
incentive to develop industrial production. Keepin& 
this consideration in view, it has been suggested that 
excise duty of industrial units defined by Parliament 
by law as small-scale units may be excluded from the 
jurisdiction of the Union and shifted to the State
List. 

3.23 In course of time as the definition of "Small 
scale" is liberalised by Parliament in line with the 
past practice so as to bring a growing number of units 
under this category, the States will get a growing 
revenue from this source. They will also have a 
strong incentive to promote a vigorous development 
of this sector as they will gain directly from the 
progress made in this direction. Entry 84 is suggested 
to be modified accordingly. 

Entry 90 : 
3.24 Since futures markets are proposed to be 

shifted to the State List, taxes other than stamp 
duties on transactions in these markets should also 
likewise be shifted out of the jurisdiction of the 
Union. 

Entry 97 : 
3.25 Residuary powers are proposed to be shifted 

to the Concurrent List so that any subjects not 
included in List I or List II could be dealt with, 
depending on its nature, by either the Union or the 
States without an amendment of the Constitution 
affecting the contents of the Seventh Schedule. 



3.26 At p~esent, under Entry 97, a new subject 
will necessanly have to be dealt with by the Union 
even if it is obvious that it may be dealt with best 
at the level of the States. It will not be possible to 
transfer it to the States except by a constitutional 
amendment or by the Union delegating it to the States. 
But mere delegation is not equivalent to a righ~ con
ferred on the States by inclusion of residuary powers 
in the Concurrent List. 

(2) BST li 
Entry 1 : 

3.27 The rationale of the proposed changes in 
Entry I is given above in the write up on Entry 2-A 
of List I. 

Entry 1-A : 

3.28 It is new Entry to accommodate Entry 3 of 
List III with the suggested modification. Since 
public order is a State subject, preventive detention 
for reasons connected with the security of a State, 
and the maintenance of public order, and the persons 
subjected to such detention, may be a State subject 
and not a Concurrent subject as at present. There 
may be no detention for reasons connected with the 
maintenance of supplies and services essential to the 
community Persons who endanger such supplies and 
services may be proceeded against only for violation 
of specific laws. The existing Entry on the subject 
bas accordingly been modified. 

Entry 3 : 

3.29 The Constitution (Forty-second Amend
ment) Act, 1976 was pushed through during the very 
abnormal situation created by the Emergency. 
It reflected the extreme centralising tendency then 
prevalent. It not corrected in time, this tendency 
will endanger the unity and integrity of the country. 
This has been the basic approach underlying the 
suggested changes in the Entries, c numerated under 
different Lists, that were effected by the Forty-second 
Amendment. 

3.30 One such change was to unjustifiably transfer 
"Administration of Justice; constitution and 
organisation of all courts, except the Supreme Court 
and High Court" from Entry 3 of List II to a new 
Entry II-A in List III. It is suggested that this 
subjec(be~ transferred back to Entry 3 of List II. ~ 

Entry 6-A: 

3.31 Population control and family planning is 
at present a Concurrent subject. The Forty-second 
Amendment inserted it as a new Entry 20-A in 
List III. The State activity in this direction is promoted 
and financed by the Union under a Centrally Sponsored 
Scheme and like all other such schemes in implemented 
by the State Governments. In spite of the very large 
amounts spent by the Centre on this scheme year 
after year, population control has made little head
way as yet. Indeed, in the 1970s. the decadal growth 
rate of population has turned out to be marginally 
higher than in the 1960s, 25% as against 24 ·8%. 
Family planning facilities should be an int~gral part 
of the health facilities which is a State SubJect. The 
present dichotomy between the two facilities hampers 
their adequate integration. Sponsorship and financing 
by the Centre prevents proper adjustment of the 
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family planning programme to the specific circums
tances of different States and the ethos and psychology 
of their people. In a vast country like India with 
Jfeat diversity, a p~gramme like population control 
which necessarily depends on generating a strong 
motivation among the people and evoking a vigorous 
positive response on their part cannot possibly 
be run from a single point on a uniform schematic 
pattern. It must have due flexibility in its approach 
and methods. For these considerations it is proposed 
to transfer population control and family planning 
from List III to List II as a new Entry 6-A. There 
will need to be a corresponding transfer of resources 
from the Centre to the State. 

3.32 Vital statistics including registration of births 
and deaths is an allied subject. It is suggested to be 
shifted from Entr:v 30 of List III to Entry 6-A of 
List II. 

Entry 7-A : 

3.33 Family law is at present a Concurrent Subject 
which in effect makes it a Union responsibility. 
Since India is a country of marked religious, cultural 
and ethnic diversity, the only way to ensure that 
family law fully takes into account the traditions, 
cultural mores, personal law and requirements of 
all sections & groups of population in each State is 
to make it exclusive a State subject. Again while 
admitted family law needs to be reformed, the task 
will be facilitated if, instead of the Union Government 
attempting it on a uniform all-India basis, the State 
Governments may undertake it is accordance with 
the level of consciousness and requirements of 
different sections and groups of their population. 
It is, therefore, suggested that family law may be 
transferred from Entry 5 of List III to List II as a 
new Entry 7-A. 

Entry 8-A : 

3.34 In order to deal effectively with spurious, 
substandard, adulterated and unnecessarily differn
tiated drugs, and to check spread of the use of 
intoxicating drugs, it is suggested that the States 
may be vested with exclusive responsibility for drugs 
and poisons, subject to the provisio!ls of Entry 59 
of List I (concerning opium). This may be done 
by transferring the provisions of Entry 19 of List 
III to a new Entry 8-A of List II. 

Entry 9 : 
3.35 Mental Health should be a State subject 

just as physical health already is. It is, therefore, 
suggested that the provisions of Entry 16 of the 
Conceurrent List may be transferred and added to 
entry 9 of List II. 

Entry 9-A : 

3.36 Vagrancy and nomadic and migratory tribes 
are obviously a local problem. It is suggested that the 
provisions of Entry 15 of List III may be transferred 
to_ List II and shown as a new Entry 9-A. 

Entry 11 : 

3.37 Education was unjustifiably transferred from 
List II to List III by the Forty-second Amendment. 
It is suggested that it may be restored to List II as 
Entry II. This is the only way to pro•n ote the language, 
literature and culture of different Indian nationalities 



on an equal footing, to undertake the needed reform 
of education, State by State, according to their 
respective circumstances, so as to raise its qualiy 
and make it more relevant to social needs and the 
development goals, and to achieve near universal 
literacy among the population of 10 + age. There 
is an urgent need to halt the present relentless drive 
to centralise education, accentuate its bias towards 
the better off strata, impose a dead uniformity on 
all the States, and to discriminate against the langu
ages, literature and culture of minority nationalities 
and groups. 

Entry 11-A : 

· 3.38 In lines with the suggestion for tran~fer 
of education to List II, it is proposed that the co
ordination and determination of standards in institu
tions for higher education or research and scientific 
and technical institutions located in a State, with the 
exception of institutions that are within the pu, view 
of entries 63, 64 and 65 of List I, may be transferred 
from the Union list Entry 66 to State List and shown 
as a new Entry 11-A. The Centre has in fact been 
trying to encroach directly on the field of school 
education as well and to coordinate standards even 
in this segment of the education structure. The 
recently announced new Education Policy proposes 
to further intensify this drive. This trend in education 
policy needs to be reversed. 

3.39 It is envisaged that after the suggested change 
in jurisdiction with regard to education has been 
effected, the necessary inter-State coordinatioa in 
this subject may be effected through the medium of 
the Inter-State Council. It is also envisaged that 
the Centre will continue to coordinate and determine 
standards in the institutions that will continue to 
be under its jurisdiction under the provision' of 
Entries 63, 64 and 65 of List I. 

Entry 12: 

3.40 Archaeological sites and remains other than 
those declared by or under law made by parliament 
to be of national importance should be a State 
subject according this subject is suggested to be 
transferred from Entry 40 of List III to List II as l:an 
addition to entry 12. 

3.41 Keeping in view the great religious, culturai, 
social and institutional diversity in the Country, 
and the very large and growing number and wide 
variety of charities and charitable institutions, chari
table and religious endowments and religious insti
tutions, it is proper that these institutions with regard 
to their operations in a State should be subject to the 
jurisdiction of the State. Since such institutions 
sometimes also acquire a covert, if not an overt, 
political role, there can arise serious inter-State 
complications if institutions controlled and managed 
in one state operate in other State without the latter 
having any jurisdiction in respect of their operations 
there: The States, of course, will be obliged to exercise 
their jurisdiction under Entry 12-A so as not to 
infringe the Fundamental Rights to Freedom of 
Religion (under Articles 25 to 28) and to Cultural 
and Educational Rights (under Articles 29 to 
31). 
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Entry 13 : 
3.42 The suggested modifications to Entry 13 

follow from : (i) the modifications suggested in List 
I to Entries 24, 30 and 31; and (ii) the transfer of 
minor ports, traffic on inland w~terwa ys (other 
than inter-State rivers) and mechamcally propelled 
vehicles suggested below from _Entries 31, 32 an4 
35 of List III to List II. 

Entry 13-A : 
3.43 Printing presses is an industry. Since it is 

not a key, basic or strategic industry, it falls out
side the suggested purview of Entry 52 of List I. 
The proper place for it is list II. 

3.44 Newspapers and books are important infor
mation media. The party and the interests ruling 
at the Centre must not have monopoly control 
over these as is presently the case when this subject 
is incllided in List III, Entry 39. Towards ensuring 
genuine freedom of press and publication for all shade. 
and colours of opinion, it is suggested that this subject 
be shifted to List-II and shown as Entry 13-A. This 
will also help to create a more congenial environment 
for publication of newspapers and books in all Indian 
languages. The States will of course be obliged to 
exercise their jurisdiction over these subjects in 
a manner consistent with the Fundamental Right 
to freedom of speech and expression (under Article 
19). 

Entry 15: 

3.45 It is difficult to understand why it bas been 
considered necessary to let the Centre have an over
riding jurisdiction over prevention of cruelty to 
animals by including this subject in List III as Entry 
17. There is nothing to suggest that the power
wielders at the Centre would be inherently more 
concerned about cruelty, whether to humans or to 
animals, than those in the States, Moreover, the 
Union Government is too f~r removed from the man 
who grievously illtreats his buffalo (for milk) or 
his donky (for great speed or heavier load) to afford 
much protection to the victims. The subject of animal 
protection, like agricultural and allied activities in 
general rightfully belongs to List II. It bas been 
suggested that it may be shifted to List II as an ·addition 
to Entry 15. ' 

Entry 17 : 

3.46 The rationale for giving l'the -states full right 
to utilise water has already been given under Entry 
56 List I in paragraph 3 ·15 above. Therefore, the 
world "subject to the provision of Entry· 56 of List 
I" should be deleted from this Entry. 

Entry 18: 

3.47 Reform of land tenure and protection of 
tenants, because of the importance of these subject!, 
needs to be expressly mentioned as a State respon
sibility. This has been done in the suggested redraft 
of Entry 18 of List II. 

Entry 19 : 
3.48 Forests are a subject allied to agriculture. 

Like agriculture it may be a State subject. It actually 
was so till the Forty-second Amendment transferred 
it to List III as Entry 17-A. Nothing in the past 9 



years su.ggests that this has. resulted in a big improve
ment w1th regard to planting care, conservation and 
develop11_1ent of forests. The steady loss of the country's 
already madequate forests cover remains as ever a 
serious national problem. The remedy lies not so 
much in transferring forests to the Concurrent List 
as in creating a strong public awareness about their 
role i!l the country's e.conomy and ecology and taking 
effectmg measures agamst unauthorised exploitations. 
Furthermore, afforestation is eminently suitable for 
utilisation of voluntary labour and for useful deploy
ment of manpower under the special employment 
programmes. The subject is proposed to be put back 
in List II as Entry 19. 

Entry 20 : 

3.49 Protection of wild animals and birds may 
be like agriculture, forests and protection of animals 
and for the same reasons, within the jurisdiction of 
the States. It may be transferred from List III, Entry 
17-B to List II, Entry 20. 

Entry 23-A : 

3 ·50 The rationale for the new Entry in List II is 
given in the write-up on Entry 55 of List I. 

Entry 24-A : 

3.51 "Trade unions, industrial and labour dis
putes" is at present a Concurrent subject (Entry 22). 
The States should be vitally interested in growth 
of healthy trade unionism, speedy settlement of labour 
disputes and establishment of cooperative industrial 
relations as they will benefit the most from such an 
environment. These subjects may be the exclusive 
responsibility of the States. This explains the new 
Entry 24-A. 

Entries 24-B and 24-C 

3.52. Labour Welfare, employment and un
employment, social security and social welfare have 
a direct bearing on the quality of life. These are among 
the important areas for the different States to emulate 
one another. Progressive and efficient State Govern
ments may like to take a part of the gain from their 
superior performance in the very desirable and poli
tically rewarding form of fuller social security, 
healthier employment situation and superior labour 
welfare for there people. This will serve as a major 
incentive to State Governments to improve their 
performance. At present these subjects have been 
shown in the Concurrent List (Entries 23 and 24). 
This tends to hold back most States to a certain low 
level uniformity with regard to these subjects. To 
strengthen the motivation of the Governments and 
people of the States for superior economic and 
social performance, these subjects may be made an 
exclusive State responsibility. The employment 
programmes sponsored by the Centre are even today 
implemented through the agency of the States as 
Centrally sponsored Schemes on the basis of matching 
contribution by the Centre and the States for financ
ing these. The divided responsibility stands in the 
way of planning and implementing these programmes 
on a long-term basis, taking int~ full account the 
peculiar circumstances and reqmrements of each 
State. Transfer of these programmes and the associat
ed resources exclusively to State responsibility may 
improve thelr effectiveness and )'elevance. 
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3:53. To give effect to the above suggestions, the 
subjects mcluded in Entries 23 and 24 of List Ill 
may be transferred to List Il and shown as new Entries 
24-B and 24-C. The contents of the new Entries 
assume that social security includes social insurance. 
In Entry 24-B social welfare has been added to social 
security to make the Entry more comprehensive in 
scope. 

Entry 25-A : 

3.54. The entire field of electricity is at present 
a Concurrent subject. Taking advantage of this, the 
Centre is steadily taking over this sector. The States 
are greatly hampered in electricity development 
as all their projects, including even small projects, 
need Centre's approval. This often takes years and 
serio!!sly delays development. This is an important 
contnbutory factor to varying degrees of chronic 
power deficit suffered by most States. It is suggested 
that the subject be divided into two pam. While 
electricity generation and high voltage transmission 
(110 Kv. and above) by public utilities may remain 
a Concurrent subject, low voltage transmission 
(below 110 Kv.), distribution and rural electrification 
and captive power plants may be made an exclusive 
State subject. Finance of electricity development 
may be a Concurrent subject. To give of fact to 
these suggestions a new Entry 25-A has been added to 
the State List and Entry 39 of the Concurrent List 
has been appropriately modified. 

Entry 25-B :) 

3.55. Factories and boilers are currently a List 
III subject (Entries 36 and 37). In line with the sug
gestion that Industries other than those covered by 
Entry 7 and Entry 52 with the. envisaged limitation 
in its scope, -vide the write up on this Entry of List 
I should be a State subject, it is suggested that factories 
and boilers may be shifted to List II and shown under 
a new Entry 25-B. 
Entry 26 : 

3.56. Inter-State trade and commerce is at present 
a Union subject and may remain so. But there is no 
reason why trade and commerce within a State may 
not be in the exclusive jurisdiction of that State. 
The only reasonable exception to this might may be 
the inputs of defence and war industries within the 
purview of Entry 7 of List I. The trade and commerce 
in these inputs may be put in the Concurrent List to 
ensure their uninterrupted flow to production units. 
But the items of intra-State trade and comm~rce 
which at present figures in the Concurrent List under 
Entry 33 cover a wide area comprising : (a) the 
products of any industry at present within the purview 
of Entry 52 and imported goods of the same kind as 
such products (b) foodstuffs including edible oilseeds 
and oils (c) cattle fodder, including oilcakes and 
other concentrates; (d) ginned or unginned raw 
cotton and cotton seed; and (e) raw jute. There is 
no justifiable reason why trade and commerce within 
the State in these items should not be within the ex
clusive jurisdiction of the State. Entry 26 of List II 
has accordingly been modified and Entry 33 of List 

· III deleted. 
Entry 26-A : 

3.57. As explained in the write up on Entry 53 
of List I, retail marketing of petroleum products 
and L.P.G. should be within the exclusive jurisdiction 



of State Governments. A new Entry 26-A is inserted 
in List II to provide for this. This Entry also ac
commodates liquids and substances declared to be 
dangerously inflammable shifted from Entry 53 of 
List I. 

.E:ntry 26-B : 

3.58. Establishments of standards of weights and 
measures had been correctly enumerated in List I. 
This was particularly necessary at the time of drawing 
up of the Constitution to facilitate introduction of 
uniform weights and measures all over th.e country 
and to end the then prevailing multiplicity in this 
respect. The introduction of a uniform metric system 
of weights and measures all over the country has 
been a major economic reform in the post-Indepen
dence period. But there is no reason why enforcement 
of weights and measures may also be put in the 
Concurrent List and not made an exclusive State 
responsibility. Hence the suggestion has been made 
that the subject "weights and measures excluding 
establishment of standards" may be shifted from 
Entry 33-A of List III to List II as an additional 
Entry 26-B.I 

.E:ntry 27 : 

3.59. It is proposed that the scope of Entry 27 
List IT may be enlarged to include procurement. 
Furthermore, it is suggested that production, supply 
and distribution of the items mentioned under Entry 
33 of List III may also be brought within the scope 
of Entry 27 of List II by deleting from the latter the 
words "subject to the provisions of Entry 33 of List 
ill". In line with this suggestion Entry 33 of List III 
is altogether deleted. The scope of Entry 27 of List II, 
however, has been limited so as to exclude the pro
ducts of industries within the scope of Entry 7 of 
List I. Entry 27 has accordingly._ been modified. 

Entry 28 : 

3.60. Since future markets are suggested to be 
brought within the purview of the States (vide write 
up on Entry 48 of List n, the scope of Entry 28 of 
List n is enlarged to include these markets. 

Entry 28-A : 

3.61. Since the States are envisaged to control 
exclusively trade and commerce within the State, 
the subject of adulteration of foodstuff and other 
goods should also be put within their exclusive juris
diction by deleting Entry 18 of List III and corres
pondingly inserting a new Entry 28-A in List II. 

.E:ntry 33 : 

3.62. Sanctioning of cinematograph films for 
exhibition in a State has been suggested (vide write 
up on Entry 60 of List n to be put exclusively within 
the jurisdiction of that State. This is considered 
necessary to enable each State to protect the dignity 
and distinct culture of its people against various 
[( rms of chauvinistic and cultural aggression by other 
Indian nationalities, religious communities and ethnic 
groups and by foreign cultures and nations. 

Entry 34-A : 

3.63. As mentioned in the write up on Entry 40 
of List I, the States should have jurisdiction over the 
lotteries organised by them. Provision for this has 
beeD made by inserting a new Entry 34-A in List IL 
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Entry 36 : 

3.64. As explained in the write up on Entry 33 
of List I, it is suggested that States may have jurisdic
tion over acquisition and requisitioning of property 
for their own purposes. A new Entry 36 providing 
for this is inserted in List II while Entry 42 of List Ill 
is deleted. 

Entry 37 : 

3.65. At present while taxes on mechanically 
propelled vehicles are a State subject (Entry 57), the 
jurisdiction for determining principles on which such 
taxes are to be levied figures in the Concurrent 
List (Entry 35). This is an avoidable limitation on 
the States. The taxes on mechanically propelled 
vehicles as well as the principles on which these are 
to be levied may be 'within the jurisdiction of the 
States. The scope of Entry 57 has been enlarged to 
provide for this. At the same time Entry 35 of List 
III is proposed to be deleted. Any inter-State coordi
nation with regard to principles on which such taxes 
are to be levied should be effected through the medium 
of the inter-State Council. 

Entry 63-A : 

3.66. Since it is proposed that future markets 
may be within the scope of the States, the taxes other 
than stamp duties on transactions in future markets 
may also. be in the_ State list. Hence the new Entry 
63-A. 

Entry 64-A : 

3.67. lnquiriesTand statlsttcs for the purposes 
of any of the matters specified in List II and List III 
are at present in List III (Entry 45). There is no justi
fication why inquiries and statistics for the purposei 
of any of the matters specified in List II may be in 
the Concurrent List. These need to be included in 
List II. This has been provided by insertion of a new 
Entry 64-A in List II. At the same time it is proposed 
that the scope of Entry 45 of List III may be limited 
to inquiries and statistics for the purposes of any 
of the matter specified in List III. 

Entry 67 : 

3.68. As pointed out in the write up on Entry 76 
of List I, the audit of the accounts of the States may 
be their own responsibility and not that of the Union. 
The new Entry 67 provides for this . 

(3) LIST III 

3.69. The subjects enumerated in List III have 
been suggested to be mostly shifted to List II. Some 
Entries are proposed to be modified. One Entry is 
envisaged to be altogether deleted. Under two 
Entries enlargement of scope of the subject is sug
gested. Four new Entries (25-A, 32-A, 32-B and 48) 
are proposed. After the suggested changes, the Con
current List would comprise only the following En
tries :-

1, 2, 6, 7, 8, 9, 10, II, 12, 13, 14, 20, 21, 25-A, 26. 
27, (modified); 29, 32-A, 32-B, 34, 38, 41, 43, 44, 45. 
46, 47 and 48. 
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Rationale of Transfer/Modification of subjects 

3. 70. The ratimiale of transfer of subjects from 
List III to other Lists and of any modifications 
effected in these is given in the write up on corres
ponding Entries in these Lists. The Lists and number 
of the corresponding Entry is given below :-

Entries in List III suggested 
to be shifted wholly or partly 
with or without modification 

3 

5 

15 

16 

17, 17-A, 17-B 

18 

19 

20-A 

22 

23 

24 

2S 

28 

30 

31 

32 

33 

33-A 

35 

36, 37 

38 

39 
40 
42 
45 

Write up reference for the ratio
nale or the suggested change 

List Entry 

II I=A 

II 7=A 

II 9=A 

II 9 

II 15 

II 28-A 

II 8-A 

II 6-A 

II 24-A 

II 24-B 

II 24-C 

II II 

II 12-A 

II 6-A 

II 13 

II 13 

II 26, 27 

II 26-B 

II 13, 57 

II 25-B 

II 25-A 

II 13-A 
II 12 
II 36 
II 64-A 

Relationale of Deletion 

Entry 4 : 

3. 71. Preventive detention is suggested to be 
shifted to Entry 1-A of List II. The question of 
removal of detainees will not then arise. The detainees 
shall remain within the State that detains them. Entry 
4 of List III which provides for inter State shilling . 
of detainees is, therefore, proposed to be deleted. 

Rationale of Enlargement/ Addition 
Entry 25-A : 

3. 72. A new Entry 25-A has been added to ac
commodate broadcasting and television shifted from 
Entry 31 of List I. The rationale of this shift has 
been given in the write up under the latter Entry 
(Paragraph 3. 7). 

Entry 27 : 

3.73. Entry 27 has been modified to widen its 
scope to include displaced persons from their original 
places of residence in all foreign countries and terri
tories as well as from other States and Union Terri
tories. At present Entry 27 covers displaced persons 
from Pakistan only. 

Eatry 32-A : 

3.74. A new Entry 32-A has been added to ac
commodate banking shifted from Entry 45 of List I. 
The rationale of this change is given in the write up 
under the latter Entry. 

Entry 32-B : 

3.75. The new Entry 32-B accommodates whole
sale marketing of petroleum products and L.P.G. 
shifted from Entry 53 of List I. The rationale of shift
ing this subject to the Concurrent List is given 
in the write up under the latter Entry. 

Entry 48 : 

3. 76. This is a new Entry which shifts residuary 
powers from the Union List to the Concurrent List. 
The rationale of this change is given in the write up · 
on Entry 97 of List I. 

ANNEXURE I 

Sugg~sted Modifications to List I (Union List) 

Suggested deletaion indicted in underlined 

2-A. Deployment of any armed force of the Union or any other 
force subject to the control or the Union or any continl!"nt 
or unit thereof in any State in aid or the civil power; powers, 
jurisdiction, privileges and liabilities or the members oTSUcil 
forces while on such deployment. 

24. Shipping and navigation on inlimd waterways, declared by 
Parliament by law to be national waterways, as regards me
chanically propelled vessels, the rule of the road on such water
ways. 

Suggested substitution/addition indicated in underlined 

2 

2-A. Deployment of any armed force of the Union or any other 
force subject to the control or the Union or any contingent 
or unit thereof in any State in aid or the civil power at the 
request or or with the concurrence or that State: determina
tion or terms and conditions or such deployment applicable 
to all States with the concurrence or the Inter-State Council. 

24. Shipping and n1vigation on inter-State rivers as regards 
mechanically propelled vessels; the rule or the ro>d oo such 
rivers. 
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30. Carriage of passengers and goods by railway, sea or air, or by 
national waterways in rne<:hanically propelled vessels. 

31. Posts and Telegrahs, telephones, wireless, broadcasting and 
other like forms of communication. ~-

40. Lotteries organised by the Government of India or the Gov
ernment of a State. 

45. Banking 
48. Stock-.,xchanges and future markets. 

2 

30. Carriage of passengers and goods by railway, sea or air, by 
inter-State rivers in mechanically propelled vessels,~y 
pipelines. 

31. Posts and Telegraphs, wireless and overseas communications. 

40. Lotteries organised by the Government of India. 

45. • •••• 

48. Stock-<!xchanges. 

52. Industries, the control of which by the Union is d'ol1red b, 52. Key, b1sic and strategic indmtries Sp!:ilied in Appendix 
'A' to this (Union) List. PJrliament by law to be expedient in the:public interest. 

53. Regulation and development of oil fields and mineral oil re- 53. 
sources. petroleum, petroleum products; other liquids and sub~
tances declared by Parliament by law to be dangerously in
flammable. 

54. Regulation of mines and mineral development to the extent to 54. 
which such regulation and development under the control of 
Union is declared by Parliament by law to be expedient in the 
public interest. 

55. Regulation of labour and safety in mines and oilfields. 55. 

56. Regulation and development of inter-State rivers and river val- 56, 
leys to the extent to which such regulations and development 
under the control of the Union is declared by Parliament by 
Jaw to be expedient in the public interest. 

Petroleum, oil and gas exploration, extraction, transport and 
marketing; petroleum refineries and gas pro:essing units. 

Regulation of mines and mineral development with regard to 
minerals specified in Appendix 'B' to this (Union) List to 
the extent to which such regulation and development under 
the control of Union is declared by Parliament by law to be 
expedient in the public interest. 

Regulation oflabJJr and s1fety irt -ni.l !i ( wi ~iir'l th! jurisdic
tion of Union under the provisions of Enery Fifty-four) and 
oilfields. 

••••••• • 

60. Sanctioning of cinematograph films for exhibition. 60. • • • * * • 
62. 

63. 

64. 

66. 

76. 

84. 

90. 

The institutions known at the commencement of this Cons
titution as the National Library, the Indian Museum, the Im
perial War Museum, the Victoria Memorial and the Indian War 
Memorial and any other like institutions finanoed by the Gov
ernment of India wholly or in part and declared by Parliament 
by Jaw to be an institution of national importance. 

The institutions known at the commencement of this Consti
tution as the Banaras Hindu University, the Aligarh Muslim 
University and the Delhi University; the University established 
in pursuance of Article 371-E; any other institution declared 
by Parliament by law to be an institution of national impor
tance. 

Tnstitu•ions for scienfific or technical educ•tion financed 
by the Government of India wholly or ;n part and decla-
red by Parliament by Jaw to be institutions of national import
ance. 
Co-ordination and determination of standards in institutions 
for higher education or research and scientific and technical 
institutions. 

Audit of the accounts for the Union and of the States. 

62. The institutions known at the commencement of this Consti
tution as the National Library, the Indian Museum the 
lmperi al War Museum, the Victoria Memorial and the 
Indian War Memorial, and any other like institutions 
of a minimum finanoed by the Government of India wholly 
or to the extent of seventy-five per cent. and declai'ed'l>Y 
Parliament by law to be an institution of national import
ance. 

63. The institutions known at the commencement o{ this Constitu
tion as the Banaras Hindu University, the Aligarh Muslim 
University and the Delhi University; the University establi
shed in pursuance of Article 371-E. 

64. 

66. 

76. 

Instil utions for scientific or technical education financed 
by the Government of India wholly or to the extent of 
a minimum of seventy-five per cent !'nd declared by Parlia
ment by law to he institutions of national importance. 
Co-ordination and determination of standards in institutions 
for higher education or research and scientific and technical 
1nstttut10ns finanoed by the Government of India wholly or 
to the extent of a minimum of seventy-five per cent. and 
declared by law to be institutions of national importance. 

Audit of the accounts for the Union. 

Duties of excise on tobacco and other goods manufactured or 84. 
produoed in India except- Duties of excise on tobacco and other goods manufactured 

or produoed in India except 
(a) Alcoholic liquors for human consumption; 

(b) Opium, Indian hemp and other narcotic drugs and nar
cotics, but including medicinal and toilet preparations 
containing alcohol or any substance included in sub-pa
ragraph (b) of this Entry. 

Taxes other than stamp duties on transactions in stock exchan- 90. 
ges and future markets. 

(a) alocholic liquors for human consumption, (b) Opium, 
Indian hemp and other narcotic drugs and narcotics, but 
including medicinal and toilet preprations containing alcohol 
or any substance included in sub-para (b) of this Entry ; (c) 
smaU--scale units defined by Parliament by Jaw. 

Taxes other than stamp duties on transactions in stoolc ex
changes. 

97. Any other matter not enumerated in List nor List Ill including 97. • • • • • • • • 
any tax not mentioned in either or these Lists. 
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LIST I 

(Reference Entry 52) 

1. Ferrous and non-ferrous metallurgy (pig iron, spJ1g.! iro1, s!e!l, alJn'aiJn, Cl)per, zinc and lead). 

2. Cement. 

3. Newsprint. 

4. Petroleum refining and natural gas processing. 

5. Nitrogenous fertilizers. 

6. Petro--chemical basic materials and intermediates. 

7. Bulk Drugs. 

8. Steam and hydro turbines. 

9. Power boilers. 

10. Transformers (33 KVA and above) 

1 I. Locomotives. 

12. Railway coaches and wagons. 

13. Naval ships, oil tankers and cargo vessels above 10,000 tonnes DWT. 

14. Communications equipment. 

15. Defence weapons and materials. 

16. Atomic energy materials and equipment. 

]. Coal and lignite. 

2. Petroleum and natural gas. 

3. Atomic energy minerls. 

4. Ferrous and non~ferrous metal ores. 

5. Lime stone. 

6. Dolomite. 

7. Mica. 

LIST I-APPENDIX B 

(Reference Entry 54) 

8. Precious stones, such as diamond, emerald garnet ruby, saphire, t.Jp1z, acqJrtn 1nine, etc. 

9. Fertilizer minerals, e.g., rock phosphate, gypsum, apatite, etc. 

10. Precious metals, e.g., gold, platinum, etc. 

11. Refr~ctory,pa_ints ~ pig~eots minerals, i.e., pyrites, redocnre, yellow o::hre, a~b.::st::>s, c!le;tite, illm!1ite, mtgnesite, rutile, soap stone/ 
steatite, vemu, cuhte, ztrcon, etc. -

12. Bese metals, i.e., tin, tungsten, etc. 

13. Other industrial minerals i.e. ,Bantonite, Borax, Diaspore, Flourite, W Jlilsto~ite etc. 

14. Building & Decorative stones i.e., Granites and Mignatitic goaisse;, b1sic dtkei, m ubl! et~ . 

15. Ceramic raw materials i.e., Ball clay, china clay, felspar, etc. 

ANNEXURE II 

Suggested Modifications to List II 
(State List) 

Suggested deletion indicated in underlined Suggested substitution/addition indicated in underlined. 

2 

1. Public order (but not including the use of any naval, military 1. Public order Subject to Entry 2-A of List I. 
or air force or any other armed force of the union or of any 
contingent or unit thereof in aid of the civil power). 

1-A. * * * * * * * • 1-A. Preventive detention for r\!lS~J; connected with the security 
of a State and the mainten.nce of public order; personssub
jected to such detention. 
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3. Officers and servants of the High Court, procedure in rent and 
revenue courts; fees taken in aH courts except the Surpeme 
Court. 

6--A. * • * • * .. 
7-A. * * * * * * * * • 

8-A. * * -* * * * * • • • 

9. Relief of the disabled and unemployable. 

9-A. * * * * * * * * * * 
11. ••• * * ••••• 

11-A. * • * * * * * • • * 

2 

3. Administration of justice, constitutional organisation of all 
courts, except the Supreme Court and High Courts; officers 
and servants of the High Court; procedure in rent and re
venue courts; fees taken in all courts e)(C;!pt the Supreme 
Court. 

6-A. Population control and fa~1ily phoning: vital statistic 
including registration of births and deaths. 

7-A. Marriage and divorce: infants and minors; adoptio~ wills, 
intestacy and succession; joint family and partitions. all 
matrers in respect of which parties in judicial proceedi rngs 
were immediately before the commencement of this constitu
tion subject to their personal law. 

8-A. Drugs and poisons, subject to the provisions of Entry 59 
of List r with respect to opium. · 

9. Relifofthe disabled and un-employable; lunancy and mental 
deficiency; places for the reception or treatment of lunatics 
and mental deficients. 

9-A. Vagrancy ; nomadic and migratory tribes. 

II. Education, including technical education, medical education 
and universities. subject to the provisions of En 1ries 63, 64 
and 65 of List [ vocational and technical education of 
labour. 

II-A Co-ordination and determination of standards in institu
tions for higher education or research and scientific and 
technical institutions located in the State, subject to provi
sions of Entry 65 of List r • 

12. Libraries, museums and other similar institutions controlled 12. 
or finanoed by the State; anoient and his!o,ical monuments and 
records other than these declared by or under law made by 
Parliament to be of na•ional importance. 

Libraries museums and other similar institutions controlled 
or financed by the State ancient and historical monuments 
and records and archaeological sites and remains other thaa 

those declared by or under law m•de by Parliament to be of 
national importance. 

12-A. • * * * • * * • • • 12-A. Charities and charitable institutions, charitable and religious 
endowments and religious institutions. 

13. Communications, that is to say, road's bridges, ferric~ and 13. 
other means of communica,ion not specified in List J ; muni
cipal tramways; ropeways; inland waterways and traffic there-
on subject to the provisions of List ran :I List nr with regard to 
such waterways; vehicles other than moohanically propelled 
vehicles. 

Communications, that is to say, ro1ds, bridges, ferries and 
other moans of communication not specified in List rand Li•t 
Hl; municipal tramways; ropeways; inland waterWlYS and 
navigation and traffic thereon subject to Entry 24 and Entry 
30 of List r with respect to Inter-State rivers; vehicles inclu
ding mechanically propelled vehilces; pons subject to Entry 
27 of List r . 

13-A. • • • • • • • . .. . 
15. 

17. 

18. 

19. 

20. 

n-A. 

24-A. 

24-B. 

Preservation, protection and improvement of stock an;J prc!-o 
vention of animal diseases: veterinary training and practice. 

Water, th1t is to s1y, w Jter su;>~li!i, irrig1tion an 1 Clnll.), drai
nage and emb1nkments, water storage and water pow~r subject 
to the provision of Entry 56 of Lis' [. 

Land, that is to say, rights in or over land,land tenures includ
ing the relation of landlord and tenant, and the collection of 
rents; transfer and alienation of agricultural land; land impro
vement and agricultural ba'ls; colonization. 

• • • • • • • • • .. • • • • • • • .. 
• • • • • • • .. .. 
• • • • • • • • * 
• • • • • • • • .. 

13-A. Newspapers, books and printing presses • 

15. Preservation, protection and improvement of stock and pre
vention of animal diseases, veterinary training and practice: 
Prevention of cruelty to animlls. 

17. Water, th1t is to say, water supplies, irrigation and canals. 
drainage and embankments, water srtoage and water powar. 

18. Land, that is to Sly, rights in or over land; land tenures and 
reform thereof; the relation of landlord and tenant the col
le:.tion of rents, and protection of tenant; transfer a~d aliena

tion of agricultural land; land improvement; agricultural 
loans ; colonisation . 

19. Forests . 

20. Protection of wild animals and birds . 

23-A. Regulation of labour and safety in mines subject to 
provisions of Entry 55 of List 1. 

24-A. Trade unins, industrial and labour disputes . 

24-B. Social security and sooial insurance, employment and un
employment. 
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24~C. * * * * * * * * * * 

25-A. * * * * • * * * • * 

25-B. * * • * • • • * * * 
26. Trade and commerce within the State subject to the provisions 

of Entry 33 of List Ill. 

2 

24-C. Welfare of labour including conditions of work, provic'ent 
funds, employers' liability, workmen's compensation, inval
idity and old age pensions and maternity benefits. 

25-A. Transmissirn (below IIOkv) and distribution of electricity, 
rural electrification; captive power plants. 

25-B. Factories, boilers. 
26. Trade and commerce within the State other than trade and 

commerce in the inputs of an industry falling within the scope 
of Entry 7 of List I and imported goods of the same kind as 
such inputs. 

26-A. Retail marketing ·of petroleum products and L.P.G.; liquids 
and substances declared to be dangerously inflammable. 

26-B. • • • * • • • • * * 26-B. Weights and measures excluding establishment of standards. 
27. Production, supply and distribution of goods subject to the pro- 27. Production, procurement, supply and distribution of goods 

26-A. • • • • • • • . . .. 

28. 

28-A. 

33. 

visions of Entry 33 of List III. other than the production, procurement, supply and distri
bution of the products of an industry falling within the scope 
of Entry 7 of List I and imported goods of the same kind 

Markets and fairs. 

• • • • • • 

ali such products. 

Markets including future markets and fairs. 

28-A. Adulteration of foodstuffs and other goods. 

Theatres and dramatic performances; cinemas subject to the 33. 
Provisions of Entry 60 of List I ; sports, entertainments and 

Theatres and dramatic performances; cinemas; sanctioning 
of cinematograph films for exibition; sports, entertain~ 
ments and amusements. amusements. 

34-A. * * * * * * * • * * 34-A. Lotteries organised by the State Governments. 
36. • • • • • • • • • • 

57. Taxes on vehicles, whether mechanically propelled or not, 
suitable for use on roads, including tram cars subject to the 
provisions of Entry 35 of List III. 

63-A. * • • • * • • • • * 

64~A. * * • * * * * * * * 

67. * • • * • • • • • * 

36. Acquisition or requisitioning of property other than for the 
purposes of the Union. 

57. Taxes on vehicles, whether mechanically propelled or not, 
suitable for use on roads, including trams cars; principles 

on which taxes on such vehicles are to be levied. 

63-A. Taxes other than stamp duties on transactions in future 
markets. 

64-A. Inquiries and statistics for the purposes of any of~ the matters 
specified in List ll. 

67. Audit for the accounts of the State; 

ANNEXURE Ul 

Suggested Modification to List Ill 

(Concurrent List) 

Suggested deletion indicated in underlined Suggested substitution/addition indicated in underlined 

2 

3. Preventive detention for reasons concerned with the security of 3. * * * * • * • • * * 
a State, the maintenance of public order, or the 
maintenance of supplies and services essential to the communi-
ty: persons subjected to such detention. 

4. Removal from one State to another State of prisoners, accused 4. * * • • * * * * * * 
persons and persons subjcted to preventive detention 
for reasons specified in Entry 3 of this List . 

.S. Marriage and divorce ; infants and minors; adoption; wills, 5. * * * * * * * * * * 
intestancy and succession; joint family and partition; and mat-
ters in respect of which• parties in judicial proceedings were 
immediately before the commencement of the Constitution 
subject to their personal law. 

1 1-A. Admission of justice :constitution and organi•ation of courts, II-A. 
except the Supreme Court and High Courts. 

• • • • • • • • • • 
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2 

15. Vegrancy : nomadic and migratory tribes. 15. • • • • • • • • • • 
16. Lunacy and mental deficiency, including places for the reception 16. • • • • • • • • • • 

or treatment of lunatics and menral deficients. 

17. Prevention of cruelty to animals. 17. • • • • • • • • • • 
I 7-A.Forests. 17-A • • • • • • • • • • 

17-B. Protection of wild animals and birds. 178-. • • • • • • • • • • 
18. Adulteration of food-stuffs and other goods. 18. • • • • • • • • • • 
19. Drugs and poisons, subject to the provisions of Entry 59 of 19. • • • • • • • • • • 

List I with respect to opium. 

2(}-A. Population control and family planning. 2(}-A. • • • • • • • • • • 
22. Trade unions : industrial and labour disputes. 22. • • • • • • • • • • 
23. Social security and social insurance employment and unemploy- 23. • • • • • • • • • • 

ment. 

24. Welfare of labour including conditions of work, provident 24. • • • • • • • • • • 
funds, employers' liability. workmen's, compensation invali-
dity and old age pensions and maternity benefits. 

25. Education, including technical education, medical education 25. • • • • • • • • • • 
and universities, subject to the provisions of Entries 63, 64,65 
and 66 of List I; vocational and technical training of labour. 

2~A- * * • • • • * • • • 25-A. Boradcasting and television. 

27. Relief and rehabilitation of persons displaced from their ori- 27. 
gina! place of residence by reasons of the setting up of the
Dominions oflndia and Pakistan. 

Relief and rehabilitation of persons displaced from the 
original place of residence in foreign countries and 
territories or in other States and Union Territories. 

28. Charities and charitable_ institutions. charitable and religious 28. * • • • • • • • • * 
endowments and religious institutions. 

30. Vital statistics including registration of births and deaths. 30. • • • • • • • • • 

31. Ports other than th<'sedeclaredby or under law made. by 3t• • • • • • • • • • 
Parliament or existing law to be major ports. 

32. Shipping and navigation on inland waterways as regards 32. 
m echanically propelled vessels and the rule of the road on 
such waterways, and the carriage of passengers and goods on 
in land waterways subject to the provisions of List I with res-
pect to national waterways. 

• • • • • • • • • 

32-A. • • • • • • • • • 32-A. Banking. 

32-B. • • • • • • • • • 32-B. Wholesale marketing of petroleum products and L.P.G. 

33. Trade and commerce in, and production, supply and distri- 33. • * • • • • • • • 
bution of: 

(a) the products of any industry where the control of such 
industry by the Union is declared by Parliament by law 
to be expendient in the public interest, and imported goods 
of the same kind as such products; 

(b) foodstuffs, including edible oilseeds and oils; 

(c) cattle fodder, including oilcekes and other concentrates: 

(d) raw cotton, whether ginned or unginned, and cotton seed; 
and 

(e) raw jute. 

33-A. Weights and measures except establishment of standards. 33-A. • • • • • • • o • 

35. Mechanically propelled vehicles including the principles on 35. • • • • • • • • • 
v.hich taxes on such vehicles are to be levied. 

36. Factories. 

37. Boilers. 
36. 

37. 
• • • • • • • • • 
• • • • • • • • • 

38. Electricity. 38. Electricity generation and transmission (110 l<v and above) 
by public utilities finance of electricity development. 

39. Newspapers, books and printing presses. 39. 

40. Archarological sites ard remains other than those declared by 4{). 
or under law made by Parliament to be of national importance. 

• • • • • • • • • 
• • • • • • • • • 



42. Acquisition and requisitioning of property. 

45. Inquiries and statitics for the purpose of any of the matters 
specified in List Jl or List-III. 

48. * • • • • • • • • • 

Constraints on States' Legislative Autonomy : 

4.1. In Chapter 3 suggestions were made for modi
fication of the three lists of the Seventh Schedule 
(Article 246) towards a more appropriate distribution 
of legislative powers between the Centre and the 
States. But even within the area of legislative compe
tence of the States, there are several constraints, 
some of these very irksome and onerous, on their 
legislative autonomy. These constraints include 
the following :-

(1) Inability of the State Legislative Assembly by 
itself to create or abolish the Legislative Coun
cil; 

(2) Governor's power to summon and prorogue 
the House(s) of the State Legislature and to 
dissolve the Legislative Assembly; 

(3) Over-riding jurisdiction of the Union with 
regard to matters enumerated in the concurrent 
List; 

(4) Parliament's power to enlarge the legislative 
competence of the Union at the expense of the 
State's competence by declaring that this is 
expedient in the public interest or by making 
the prescribed declaration with respect to parti
cular matters; 

(5) Enlargement of legislative jurisdiction of the 
Union by Constitutional Amendments; 

(6) Parliament's power to kgislate with resp~ct 
to matters in the State List; 

(7) Governor's powers in relation to the Bills 
passed by the House(s) of State/Legislature; 

(8) President's power in relation to the Bills re
served for his assent; 

(9) The requirement in some cases of previous 
sanction of the President for introduction of 
a Bill in the House(s) of the State Legislature; 
and 

(10) Power of Parliament to provide for the esta
blishment of additional courts for better 
administration of laws made by Parliament-

Inability of the State Legislative Assembly to create 
or abolish the Legislative Council : 

4.2. Under Article 169, only the Parliament is 
competent to create or abolish the Legislative Council 
of a State if the Legislative Assembly passes a re
solution t~ that effect by a majority of the total 
membership of the Assembly and two-third majority 
of the Members present and voting. The Legislative 
Assembly, the popularly elected House of the State 
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42. • • • • • • • • • 

45. Inquiries and statistiscs for the purpose of any of the mat
ters specified in List-HI. 

·48. Any other matter not enumerated in List I or List II inclu
dmg any tax not mentioned in either of these lists. 

Legislatives, has no power by itself to create or abolish 
the Legislative Council, no matter how strong is the 
support among the Assembly Members for this. The 
State Government is obliged to approach the Parlia
~ent for undertaking the necessary legislation to 
Implement the Assembly resolution. 

Governor's Power to Summon and Prorogue the 
House(s) of the State Legislature and to Dissolve the 
Legislative Assembly : 

4.3. Under Article 174, the Governor has the 
power to summon and prorogue the House(s) of 
the State Legi~lature and dissolve the Legislative 
~ssembly. If tht~ power were to be invariably exer
ctsed on the advtce of the State Council of Ministers 
that has the support of the majority of the Members 
of the Legislative Assembly, the power of the 
Govern_or under Article 174 would not in any way 
constram or ~br~dg~ the State's legislative autonomy. 
G_enerally, thts IS, m fac~, the practtce particularly 
wtth regard to summonmg and prorogation of the 
H_ouse(s). But there have been instances , particularly 
with ragard to dissolution of the Legislative Assemb
ly, where the Governor is reported to have exercised 
this power otherwise than at the advice of the State 
Council of Ministers, or even in opposition to this 
advice. Disregard in this case of the advice of a popu
lar majority-supported State Government by an 
appointee of the Union Executive is a clear infringe
ment of the legislative autonomy of the State. 

Over-riding Jurisdiction of the Union with Regard to 
Matters Enumerated in the Concurrent List : 

4.4. Though the States are competent to enact 
legislation on matters enumerated in the Concurrent 
List, the Union has the ultimate jurisdiction with 
respect to these matters. This is because if a law 
made by the Legislature of a State on a Concurrent 
matter contains any provision repugnant to the 
provisions of an earlier law made by Parliament or 
an existing law with respect to that matter, then, 
the law made by the State Legislature shall, to the 
extent of the repugnancy, be void (Article 254). But 
of the State law has been reserved for and received the 
President's assent it will prevail in that State [Article 
254(2)], Eeven in this case nothing shall p.·event the 
Parliament from subsequently enacting any law 
with respect to the same matter including a law adding 
to, amending, varying or repealing the law so made 
by the State Legislature [Proviso to Article 254(2)]. 
And the latter law shall become void to the extent 
of repugnancy to the new Jaw enacted by Parliament 
(Article 254). 
Parliament's Power to Enlarge the Legislative Com
petence of the Union at the Expesne of the State's 
Competence : 

4.5. Several Entries in the three Lists in the Se
venth Schedule are so worded as to empower the 
Parliament to enlarge the legislative competence of 



the Union at the expense of the States competence 
by declaring by or under the law enacted by it that 
this is expedient in the public interest or by making 
the prescribed declaration with respect to particular 
matters including these Lists. A well-known example 
of enlargement of Union's jurisdiction in this manner, 
as explained above in the previous chapter in the 
write up on Entry 52 of List I, is Industries. Industries 
has become virtually a union subject in substantial 
violation of the intentions of the framers of the 
Constitution. Other Entries of List I under which 
Union ·s jurisdiction can be similarly extended by 
the Parliament include the following : 7, 23, 24, 27, 
53, 54. 56, 62, 63 , 64, and 67. The affected Entries 
in the State List include 12, 13,17, 22, 23, 24 and 50. 

Enlargement of Legislative Jurisdiction of the Union 
by Constitutional Amendments : 

4.6. The legislative competence of the Union 
may be enlarged at the expense of the State's juris
diction by adding more matters to the concurrent 
list by shifting these from the State List or otherwise. 
This was done in a big way by the Forty-second 
Amendment undertaken in 1976 taking advantage of 
the abnormal situation created by the Emergency. 
The subjects shifted to or newly added to the Con
current List under this Amendment included the fol
lowing:-

(i) Administration of justice; constitution and 
organisation of all courts, except the Supreme 
Court and High Courts (Entry II-A of List 
Ill). 

(ii) Forests (Entry 17-A). 

(iii) Protection of wild animal and birds (Entry 
17-B). 

(iv) Population control and family planning (Entry 
20-A). 

(v) Education etc. (Entry 25). 

(vi) Weights and measures except establishment 
of standards (Entry 33-A). 

4.7. In a few cases, the jurisdiction of the Union 
has been enlarged by adding to List I itself. The 
Forty-second Amendment (1976) added Entry 2-A 
to the Union List. This Entry covers the deployment 
of any armed force of the Union or any other force 
of the Union or any other force subject to the control 
of the Union in any State in aid of civil power. The 
Forty-sixth Amendment (1982) has put the consign
ment tax (in respect of a consignment that takes 
place in the course of inter-state trade or commer
ce) in the jurisdiction of the Union by the newly 
added Entry 92-B. Such additions to the Union List 
further accentuate the jurisdictional imbalance bet
y,een the Union and the States. 

Parliament's Power to Legislate with respect to the 
matters in the State List : 

4.8. Parliament has power to legislate with res
pect to a matter in the State List : 

li) if declared to be necessary or expedient in 
the national interest by a resolution of the 
Council of States supported by two-thirds 
majority of the members present and voting 
(Article 249); 
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(ii) if a proclamation of Emergency is in operation 
(Article 250); 

(iii) for two or more States by their consent (Arti
cle 252); and 

(iv) to give effect to international agreements 
(Article 253). 

4.9. In case (i) a resolution passed by the Council 
of States has initially a maximum validity of one year, 
but it can be renewed again and again without limit 
in the same manner for further one-year periods 
at a time [Article 249(2) with its proviso]. 

4. 10. Article 249 and 250 do not take away the 
legislative competence of the State Legislature, but 
if any provision of a law made by a State Legislature 
is repugnant to any provision of a law made by 
Parliament which Parliament is competent to make 
under these Articles, the law made by the Parliament 
shall prevail and the law made by the State Legislature 
shall, to the extent of the repugnancy, be inoperative 
so long as the law made by Parliament continues to 
have effect, that is, up to six months after the re
solution of the Council of States ceases to be in 
force or the Proclamation of Emergency ceases to 
be operative (Article 251 ). 

4.11. In case (iii), an Act passed by Parliament 
shall not as respects any State to which it applies, 
be amended or repealed by an Act of the Legislature 
of that State. Only the Parliament may do this in the 
same manner in which it enacted it [Article 252(2)]. 

Governor's Powers in Relation to the Bills passed by 
the House(s) of States Legislature : 

4.12. When, after being passed by the House(s) 
of the State Legislature, a Bill is presented to the 
Governor for his assent, he may (i) assent to the Bill, 
or (ii) withhold his assent, or (iii) if it is not a money 
Bill return it to the House (s) of State Legislature for 
reconsideration and recommend some amendments 
in it, or (iv) reserve the Bill for the consideration 
of the President. There does not seem to have been 
any instance of the Governor withholding his assent 
(case ii) as a final action on the Bill. Action (iii) would 
only delay the enactment of the Bill temporarily for 
if the Bill is passed again by the House(s) with or 
without amendments, the Governor shall not withhold 
assent from it (First Proviso to Article 200). It is 
the Governor's power to reserve the Bills for the 
consideration of the President, which if exercised 
otherwise than at the advice of th~ State Council of 
Ministers, involves a major effective constraint on 
the State's Legislative autonomy. 

4.13. There are certain compulsions with regard 
to reservation of Bills for the consideration and assent 
of the President (in effect, the Union Council of 
Ministers). Firstly, it is obligatory for the Governor 
to so reserve a Bill, passed by the House(s) of State 
Legislature when, in his opinion, if it became law, 
it will so derogate from the powers of the High 
Court as to endanger the position envisaged for it 
by the Constitution (second Proviso to Article 200). 
Secondly, where the Bill pertains to a matter enu
merated in the Concurrent List, it is normally reserved 
for the President's assent. This is to ensure that it 
gets the protection afforded by Article 254(2) mention
ed above and does not become void .to the extent of 



repugnancy to the provisions of an earlier Ia w made 
by Parliament or an existing law with respect to 
that concurrent matter. Thirdly, where the Bill pro
vides for acquisition of estates or take over of 
management of any property for a limited period and 
other such matter, specified by (a), (b), (c), (d) and 
(e) under clause (I) of Article 31-A, it is normally 
reserved for President's assent to secure for it the 
protection afforded by Article 31-A. Under this Arti
cle to law providing for acquisition of estates etc. 
shall be deemed to be void on the ground of its being 
violative of the Fundamental Rights conferred by 
Article 14 and 19. But where such a law has been 
enacted by a State Legislature, the protection afforded 
by Article 31-A, clause (I) shall not be available 
unless such law has been reserved for and received 
the President's assent. All land reform legis
lation is reserved for the President's assent to secure 
protection under Article 31-A (1). Article 31-C 
affords similar protection to laws giving effect to the 
policy of the State towards securing directive principles 
of State policy laid down in Part IV of the Constitu
tion. But, in this case too, this protection shall be 
available to a law enacted by a State Legislature only 
if it has secured the assent of the President (Proviso 
to Article 31-C). All such laws enacted by the State 
Legislature are also invariably reserved for President"s 
as~nt. 

4.14. Governor's powers in relation to the Bills 
passed by the House(s) of State Legislature will not 
be much of a constraint on State's legislative auto
nomy if, as the constitutional head of the State, 
he were to exercise all these powers always on the 
advice of the State Council of Ministers, just as the 
President does with respect to all matters including 
the Bills passed by Parliament. But this does not 
seem to be invariably the case. 

In some cases, particularly when a party other 
than the ruling party at the Centre was at the helm 
of affairs in the State, the Governor is reported to 
have reserved the Bills for the President's assent 
without or even against the advice of the State 
Council of Ministers, even when these Bills were such 
as he would not be obliged, und~r the Constitution, 
to reserve for President's assent. Such actions of the 
Governor surely do constitute an unjustifiable cons
traint on the States' legislative autonomy. 

President's Powers in]Relation to the Bills Reserved 
for his Assent 

4.15. The President may or may not assent to the 
Bill reserved for his assent. In the latter case, he may 
withhold his assent or, where the Bill is not a Money 
Bill, return it, through the Governor, and require 
that the House(s) of State Legislature shall reconsider 
it within a period of six months, particularly_ t~e 
aml!ndments to it suggested by htm. If the Btll IS 
again passed by the House(s) w~th or withou! amend
ment, it shall be presented agam to the Prest dent for 
his assent. This time too, the President may or may 
not give his assent to the Bill. T~e Constit~tion_ pres
cribes to time limit for the Prestdent to gtve hts de
cision. Nor are there any guidelines, crite_ria 
or conventions relating to the disposal of the Btlls 
reserved for President's assent. This gives the Union 
Council of Ministers the Power to delay and veto 
the Bills passed by the House(s) of State Legislature, 
thereby enabling the ruling party at the Centre to 
thwart and frustrate the policies and programmes of 
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the ruling party in the State as reflected in the Bills 
passed by the House(s) of State Legislature. The 
worst affected have been the measures for progressive 
economic and social reform which impinge on power
ful vested interests. This is an intolerable constraint 
on State's legislative autonomy in a situation where 
parties other than the ruling party at the Centre 
are in power in a number of States. This is a major 
issue of Centre-State relations. 
The Requirement of previous Sanction of the President 

4.16. Under Article 304(b), the State Legislature 
may impose such reasonable restrictions on the free
dom of trade, commerce or intercourse with or within 
the State as may be required in the public interest. 
But the Proviso to clause (b) lays down that no Bill 
or amendment for this purpose shall be introduced 
or moved in the Legislature of a State without the 
previous sanction of the President. The Proviso 
imposes an unjustifiable restriction on the legislative 
autonomy of the States. Clause (b) itself guarantees 
against arbitrary and unjustifiable State interference 
with the freedom of trade, commerce and inter
course with and within the State by requiring that 
only such restrictions may be imposed as are reason
able avd required in public interest. There should be 
no need for further restriction on the State's legislative 
competence to undertake legislation providing for 
such restrictions. 

Power of Parliament to provide for the Establishment 
of Additional Courts for Better Administration of 
Laws made by Parliament. 

4.16-A. Under Article 247 Parliament may by 
law provide for the establishment of any additional 
courts for the better administration of law> made by 
Parliament. Such special courts were set up in 
Punjab in the post-Blue Star Operation period under 
the Disturbed Areas Act. These Courts are a de
parture from the normal judicial structure envisaged 
by the Constitution where the same courts administer 
all laws whether made by Parliament or the State 
Legislature. There should be no justification for 
setting up such courts in normal non-Emergency 
times. But this is permitted under Article 247 which 
makes no such distinctions. 
Measures for Fuller Legislative Autonomy of the States 

4.17. In keeping with the requirements of a ge
nuine federal state structure, measures are sugg :sted 
below for fuller legislative autonomy of the States. 

4.18. Article 169 may be amended to empower 
the Legislative Assembly, the popularly elected House 
of the State Legislature, to itself create or abolish 
the Legislative Council by 'law, passed by a m1jority 
of the total membership of the Assembly and by 
a two-third majority of the Assembly members pre
sent and voting. 

4.19. Article 174 may be amended to provide 
that as long as there is in posit!on in a State a (l:lpular 
Government which has maJonty support m the 
Legislative Assembly, the Governor shall exercise 
his power to summon and prorogue the House(s) 
of the State Legislature and dtssolve the Legislative 
Assembly on the advice of this Government. The 
Governor may exercise his discretion in tloese matters 
only when this condition is not met, (or eumple, 
in the following circumstances. 

(i) When the Chief Minister is understood by 
the Governor to have lost majority suppor 



in the Legislative Assembly and fails to 
summon this House within a reasonable period, 
when so required by the Governor to 
establish his continued command of maj'ority 
support. 

(ii) When a Chief Minister, following a defeat 
in the Legislative Assembly on a substantive 
issue. advises dissolution of the House and 
a fresh general election. 

(iii) When, as is most unlikely, the Chief Minis
ter fails to advise summoning of the House(s) 
of State Legislature within six months of 
the last day of the previous s:ssion; and 

(i") When following a general election to the 
Legislative Assembly or the defeat of the 
existing State Government in this House, no 
party obviously seems to command majority 
support in the House and it is decided to 
summon the Assembly to indicate who, if 
any person, has majority support of this House 
and thus qualifies for appointment as Chief 
Minister. If in this case the House fails to 
indicate Majority support to any person, the 
Governor may on this own prorogue or dis
solve this House and advise imposition of 
President's rule, to be followed by a fresh 
General election as soon as possible. 

4.19 A The most effective wayj.to minimise the 
abridgement of legislative outonomy of the States in 
the area of their competence implied in the over
riding jurisdiction of the Union with regard to the 
Concurrent List is to limit this list to only those 
matters where with regard to the major aspects of 
these matters it is imperative to have a common 
law applicable to all the States, even if with regard 
to minor aspects of these matters the States may each 
enact its own legislation in the light of their special 
circumstances and requirements. All other matters 
now included in the Concurrent List may be trans
ferred to the State List. It is this approach that has 
been. foll'!wed in the previcus chapter in suggesting 
modificatiOns to the concurrent and other Lists. 

4.20 The States' legislative competence with re
gard to the Concurrent List may be reinforced by 
providing, by a constitutional amendment, that 
whenever the Union proposes to legislate on a 
concurrent matter, it shall be obligatory for it to 
consult seriously, and not in a mere perfunctory 
manner, the States and to secure the approval of the 
majority of th~m to the proposal. If the majority 
of the States disapprove of the proposal, the Union 
will need to recast it taking into account the States' 
views so as to secure approval of a majority of States 
for it. Otherwise the proposal shall be dropped. 

4.21 A possible alternative approach to safe
guarding the competence of the States with regrd to 
the Concurrent List may be that, though prior genl!ine 
consultation is made obligatory, approval of the pro
posed legislation by a majority of the States is not 
insisted upon. Instead States which do not approve 
of it are excluded from the purview of this legisla
tion. This approach is inappropriate as it goes against 
the very logic mentioned above of putting matters 
in the Concurrent List instead of the State List. 
For the same consideration it will be inadvisable as 
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is sometimes suggested, to put a law enacted by a 
State on a Concurrent matter, which receives the 
President's assent under Article 254(2), outside the 
purview of the proviso to this clause. This will mean 
that a State law which has thus received President's 
assent under Article 254(2) shall prevail in that State 
not only against an existing law enacted by Parlia
ment on the same matter, but even against a law 
which Parliament may enact in the future on this 
matter. This suggestion, if accepted, will mean that 
laws made by Parliament in the future on the same 
matter after consultation with the States and securing 
concurrence of a majority of them will be applicable 
to other States but not to the State where an earlier 
law enacted by the State legislature on the same matter 
had received President's assent under Article 254(2). 
This defeats the very logic of Union legislation on a 
concurrent matter. 

4.22 The Parliament's power to enlarge the legis
lative competence of the Union at the expense of 
the States jurisdiction under several Entries of List I by 
making by or under law the prescribed declaration 
may be reduced to the minimum by redrafting the 
maximum number of such Entries so as to make 
them no longer subject to any such declaration. The 
modifications to several Entries in List I suggested 
in Chapter 3 above have kept this consideration in 
view. In this connection reference may be made to 
the suggested modification in respect of Entries 24 
30, 52, 53, 54 and 63 of List I. 

4.23 There will be nothing wrong it by a Con
stitutional Amendment a particular matter is trans
ferred from the jurisdiction of the States to that of 
the Union when new developments in the Indian 
econo~y,_ society or polity fully justify this. But 
Constitutional Amendments of the Kind undertaken 
as part of the motivated drive of the country's domi
nant supra-national forces to undermine the juris
diction and significance of the States as the home
lands of different emerging and emerged Indian 
~ationalities ~y conv~rting the country increasingly 
mto an essentially umtary state must be resisted and 
made more difficult. The ultimate safeguard against 
sue~. amendments necessarily has to be the strong 
political ~w~reness of the electorate with regard to 
the true Significance of such amendments, reinforced 
by the prevalence. of a climate of freedom, rule of 
law and cooperative federalism. But it will also be 
necessary to amend Article 368 to provide for 
greater say to the St. tes in Constitutional Amend
ments. As Article 36!! stands at present the Parlia
ment can amend the Constitution in general by itself 
by ~a~h House passing the Bill for the purpose by a 
maJO~It~ of the total membership of the House and 
a maJority of not less than two-thirds of the Members 
of that House present and voting. The President shall 
give his ~ssent to a Bill so passed. It is with regard to a 
few specified parts of the Constitution including the 
Lists in the Seventh Schedule, that the Amendment 
also requires ratific;ltion by not Lss than one-half of 
the St~tes; The States may be allowed greater say in 
Constitutw~al Amendments by providing, by Amend
ment of Article 368, that : 

(i) The Constitutional Amendments in general 
shall require also ratification by not less than 
one-half of the States; and 



(ii) !he Amendment of specified Articles pertain
mg to the_ basic. structure of the Constitution 
sh~ll reqmre ratification by not less than two
thirds of the States. 

4.2~ Articl_e 249 which empowers the Parliament 
to legislate wah respect to a matter in the State List if 
~eclared to be necessa_ry or expedient in the national 
mteres~ by a ~esolut10n of the Council of States by 
two-th1rd~ ~aJonty must be omitted. The Council 
of State~ IS, In fact, not a representative of the States 
as sue~ In the manner the U.S. Senate is. Whereas all 
~tates m U.S.A., irrespective of their size or popula
tiOn, haye equal repr~sentation (2 . members each) 
the relative representatiOn of States In the Council of 
~tales is heavily weighted by their respective popula
tiOn. U.P. alone has a larger representation (34 mem
~ers) in this House than 10 other States (31 members) 
mcludmg Assam (7), Punjab (7), Haryana (5), J&K 
(4), H1~achal Pradesh (3), M nipur (1), Nagaland 
(I) Tnpura (I), Meghalaya (I) and Sikkim (1). In 
the event the relatively smaller States, which number 
almost one-half of the total St tes count for little 
in passing such resolutions of the Council of States. 
Indeed, a resolution of the Council of States can be 
passed by two-thirds majority even if all the members 
from 14 States (almost two-thirds of the total number 
of States) including Kerala (9), Orissa (10), Rajasthan 
(10) and Gujarat (11) besides the 10 States mentioned 
above, unanimously vote against it. Such a resolution 
cannot truly be considered a decision of the States 
as such. If there is any aspect of a matter in the State 
List where the Council of States has to be called 
upon again and again to pass the requisite resolu
tion to enable the Parliament to legislate on it, it 
would be preferable to shift it by constitutional amend
ment to the Concurrent List so that the Union or the 
States, as the situation may require from time to 
time, may legislate on it. The case for omitting Article 
249 is, indeed, very strong. As a sequel to this, refer
ences to Article 249 in Article 251 shall need to be 
omitted. 

4.25 In order that the Council of States may be 
broadly what its name suggests, its composition 
needs to be modified. It may be suggested that the 
15 States with larger than ten million population in 
1971 may be given equal representation in the Coun
cil of States, namely, 14 Members each. J&K and 
Himachal Pradesh, with a population between 3 and 
10 million, may be given 5 Members each. Tripura, 
Manipur and Meghalaya with a population between 
one and three million may have 2 Members each. 
The representation of Nagaland and Sikkim who had 
less than one million population might be one Mem
ber each.Delhi, Pondicherry, Mizoram and Arunachal 
Pradesh may continue to haw one Member each. 
The total membership will remain unchanged at 
232. 

4.26 Article 252 which empowers the Parliament 
to legislate for two or more States on a_matter in the 
State List, with the consent of their legtslatures must 
also be omitted. The States must not be encouraged 
or pressurised to surrender their legislative juris
diction to the Union. They must t~emselves el?act 
legislation on matters in the State ~Ist. If coordu~a
tion between two or more States IS necessary with 
respect to legislation on a particular matter, this 
may be ·arranged through the medium of the Zonal 
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Council or the Int_er-State Council. The Union might 
also help ~y frammg model legislation on that matter 
for the gmdance of the States. 

4_.27 A P?Ss_ible, though less satisfactory, alter
native to ~miSSion of Art1cle 252 may be to substitute 
the followmg for the present clause (2) of Article 252: 

''An Act so passed may be amended or repealed 
onl:t by an Act of Parliament passed or adopted 
m hke _manner but as respects any State to which 
1! apphes It may also be amended or repealed by 
an Act of Legislature of that State". 

. 4.28 ~s mentioned above, the Governor's pow.:rs 
m relatiOn to the _Bills passed by the House(s) of 
State Legislature Will not be a significant constraint 
on th~ States' Legislative autonomy if he were to 
exerc1se all_these po~ers, including those with regard 
to reservatiOn of Bdls for the President's assent 
on the ad~ice of the State Counil of Ministers. T~ 
th1s _end, It sh~ll be necessary to omit the second 
prov1so to Article 200, and to put in its place the 
following proviso : ' 

"Provided further that the Governor shall exer
cise his functions under Article 200 in accordance 
with the advice of the State Council of Ministers". 

4.29 If a law inacted by the legislature of a State 
goes beyond the latter's powers under the Consti
tution~ it_ is for the Courts to nullify this law by 
declarmg It ultra vires of the Constitution. If, on 
the other hand it is a valid but improper law, it is 
for the electorate to protest against if and force an 
amendment or even repeal of it. There is no justi
fication for empowering the Union to sit on judgement 
on it whether with regard to its validity or propriety 
by making it obligatory for the Governor to reserve 
it for the President's assent, who may withhold it 
on the advice of the Union Council of Ministers. 

4.30 After the Amendment suggested above, the 
Governor shall not reserve a Bill passed by the 
House(s) of State Legislature for the consideration 
of the President except on the advice of the State 
Council of Ministers. The latter may itself advise 
reservation of a Bill for the President's assent if it 
pertains to a Concurrent matter, or to acquisition 
of estates etc., or to giving effect to the Directive 
Principles of State Policy, with a view to securing 
the protection for it that will be available, as mentioned 
above, under Article 254(2), or Article 31-A, or Article 
31-C, respectively, if it receives the President's assent. 
These cases are on a different footing than the gene
rality of Bills passed by the State Legislature in its 
area ·of competence. President's assent is not obli
gatory in these cases, but it is being sought to secure 
special protection for the validity of the particular 
legislation. If the State Government does not mind 
foregoing this special protection, it does not have to 
advise the Governor to reserve the Bill for the Presi
dent's assent. 

4.31 It is sometimes suggested that the above pro
tection should be available even without the Presi
dent's assent. The mere fact of adoption of the Bill 
by the State Legislature may be enough to secure it. 
The above suggestion has far reaching implications. 
If this suggestion is conceded with regard to State 
Legislation pertaining to Concurrent matters this 



will in fact imply that under Article 254(2) the earlier 
legislation enacted by the Parliament on the same 
matter will become void to the extent of repugnancy 
with the States legislation now enacted. In other 
words the State Legislature and not the Parliament 
will have the over-riding jurisdiction with regard to 
concurrent matters even if, as suggested above, the 
concurrent List may be drastically reduced to the 
few matters with respect to the major aspects of which 
it is imperative to have a uniform law applicable 
to all the States. This will be contrary to the very 
logic of including a matter in the Concurrent List 
as against its inclusion in the State List. 

4.32 The present provision is the other extreme 
position where progressive social measures mooted 
by some State Governments within the competence 
of the State Legislature have been greatly delayed 
and, in the end, even set at naught as a result of the 
President withholding his assent on the advice of the 
Union Council of Ministers dominated by, or under 
pressure from, powerful vested interests. 

4.33 It is necessary to find a via media with regard 
to President's response to Bills reserved for his assent 
by the Governor under Article 31-A or 31-C so that 
valied legislation sponsored by a State Government, 
if it is not altogether out of line with the prevailing 
ethos, may secure without undue delay the protection 
under these Articles. Perhaps a reasonable and a 
widely acceptable way to ensure this would be to 
provide that President's assent shall continue to be 
necessary to secure protection for State Legislation 
under Articles 31-A and 31-C, but with respect to 
such legislation, the President shall be guided by 
the advice of the Inter-State Council and not that of 
the Union Council of Ministers. Furthermore, there 
shall be a set time limit, say one year, for the President 
to give a decision with regard to a State Bill reserved 
for his assent. If no decision is forthcoming within 
this period, the Bill may be deemed to have secured 
President's assent. 

4.34 The proviso to clause (b) of Article 304 may 
be omitted so that no previous sanction of the 
President is required for introducing in the House(s) 
of State Legislature a Bill or amendment for the 
purpose of clause (b). This proviso imposes and un
justifiable restriction on the legislative autonomy 
of the States. Clause (b) itself guards against arbitrary 
and unjustifiable State interference with trade, 
commerce and intercourse within and with the State 
by requiring that only such restrictions may be 
imposed as are reasonable and required in public 
interest. If the Bill or amendment fails to satisfy 
these criteria, it will surely be open to the courts 
to set it aside as unconstitutional. There is no 
need for further restrictions on the competence of 
the State Legislature to undertake legislation for 
the purpose of clause (b). 

4.35 Parliament's power under Article 247 to 
provide by Jaw for the establishment of any additional 
courts for the better administration of Jaws made 
by Parliament or of any existing Jaws with respect 
to matters in the Union List must be restricted to the 
period when a proclamation of Emergency is in 
operation, or some other very abnormal situation 
which, for the reasons that must be explicitly stated 
and formally accepted by the Inter-State Council 
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as reasonable, necessitates establishment of the 
special courts. In normal times, none but the ordinary 
course must administer all laws whether made by 
Parliament or by the State/Union Territory Legis
latures. 

4.36. The State must have a say in all Constitu
tional Amendments under Article 368. In general, 
a Constitutional Amendment must require ratification 
by a majority of the States. Amendments pertaining 
to specified Articles, which must include in particular 
the Articles bearing on the Union-State Relations, 
must require ratification by at least two-thirds of 
the States. 

ROLE OF THE GOVERNOR 

5.1 It is generally held that smooth functioning 
of a Parliamentary system of government is facilitated 
if the Constitution provides for a constitutional 
head of the State. Since the Indian Constitution 
has opted for this system of government at the 
Unic nand the State levels a provision has been made 
for a constitutional head at both these levels, namely 
the President and the Governor, respectiv~ly. 

Role of the Governor 

5.2 The primary role of the uovernor ought to 
be to function as the Constitutional Head of the State. 
Dr. Ambedkar described him as "an ornamental 
functionary". *The Supreme Court has also expressed 
a similar view of the Governor's Office. In Hargobind 
Pant versus Raghulal Tilak and others. **it held 
that the Governor's office is an independent consti
tutional office which is not subject to the control of 
Government of India. In Maru Ram versus Union 
of India, @ it described the Governor as the 
"shorthand expression" for the State Government. 

5.3. In addition to this primary role as the Cons
titutional Head of the State, the Governor is (i) an 
integral part of the State Legislature (Article 168), 
(ii) a link between the State and the Union, and (iii) 
an agent of the President, for instance under President's 
rule in the State. 

Functions as the Constitutional Head 

5.4 As the Governor is the Constitutional Head 
of the State, the executive power of the State is vested 
in him [Article 154(1)) and business of the Govern
ment of the State is carried on in his name (Article 
166). The executive power of the State is coextensive 
with its legislative power (Article 162). The Governor's 
ell:ecutive power is exercised by him on the aid and 
advice of the Council of Ministers, who shall be col
lectively responsible to the legislative Assembly 
of the State, except in so far as he is by or under the 
Constitution required to exercise his functions in 
his discretion [Article 163(1)). In case of doubt, 
the Governor is empowered to himself take the final 
decision whether any matter is or is not the one in 
which he is so required to act in his discretion [Article 
163(2)]. Again, as the Constitutional Head of the 
State, the Governor appoints the Chief Minister 
and, on the latter's advice, the other Ministers 
(Article 164). The Chief Minister is required to keep 

* Constituent Assembly Debate, Voo. III p, 468. 
** AIR,I979, SC 1109, 
@AIR, 1980, SC 2147 (p. 2169). 



him informed of the decisions of the Council of 
Ministers and proposals for legislation, and provide 
any information on these that the Governor may 
require. The Governor may also require the Chief 
Minister to place any decision of an individual Minister 
before the Council of Ministers [Article (167)). 

5.5 In keeping with his primary role as the Cons
titutional Head of the State, the Governor should 
act in completely non-Partisan manner. But the 
practice has often been at variance with this precept. 
The Governor, particularly if he has been in active 
politics previously, or if he intends to (re)enter active 
politics in the future, has in many cases transgressed 
his proper role and has functioned in a partisan manner. 
Allegations of partisan conduct have been particularly 
common with regard to Governors who had been 
actively associated with the political formation that 
has exercised power at the Centre almost throughout 
the post-independence period. 

Usual Areas of Partisan Conduct 

5.6 The allegations of partisan conduct by the 
Governor usually pertain to his following actions : 

(i) appointment of the Chief Minister in a situa
tion when no single political party commands 
majority support in the Legislative Assembly; 

(ii) adoption of very questionable methods, which 
are in keeping with neither the dignity of 
the elected representatives of the people 
nor with the role of the Governor as the 
non-partisan constitutional head of the 
State, to verify claims of majority support 
advanced by different persons to secure 
appointment as Chief Minister; 

(iii) dismissal of Council of Ministers without 
giving the Chief Minister a reasonable oppor
tunity to establish his majority support in 
the Legislative Assembly on the floor of the 
House; 

(iv) summoning and prorogation of the House(s) 
of State Legislature and dissolution of the 
Legislative Assembly; 

(v) reservation of bills passed by the House(s) 
of State Legislature for the assent of the 
President (under Article 200); 

(vi) making· a report to the Presid~nt . under 
Article 356 to the effect that a s1tuat1on has 
arisen in which the Government of the State 
cannot be carried on in accordance with the 
provisions of the Constitution; 

(vii) the action recommended in the above ~epor!, 
particularly whether the Governor v1ews 1t 
as a temporary break, with the Legislative 
Assembly kept in suspended animation, or 
as a rather extended go by to responsible 
Government involving an immediate dissolu
tion of the Assembly without an indication 
as to the timing of the fresh elections to this 
House; 

(viii) conduct of State administration, as an 
agent of the President, under President's 
rule; 
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(ix) appointment of the Vice-Chancellor of a 
State University; 

(x) allowing the Raj Bhavan to become an office, 
a Committee room and a guest house of the 
ruling party at the Centre for hatching, 
organising and executing plots and actions 
aimed at embarrassingy discrediting, sub
verting and eventually dismissing the State 
Government for the benefit of that party; and 

(xi) in general, functiong primarily as an agent 
of the Union Executive rather than as an 
independent Constitutiona I Head of the 
State who in accordance with the letter and 
spirit of the Constitution offers due cooperation 
to the State Government irrespective of its 
party complexion. 

5. 7 Partisan conduct by the Governor in violation 
of the spirit of the Constitution has been by far the 
most important factor for the widespread misgivings, 
and in some cases even bitter hostility, which 
individual Governors as well as the office of the 
Governor ha; aroused among the non-congress 
political parties. Cooperative federalism requires 
that effective constitutional safeguards must be 
provided to ensure that the Governor's office is 
altogether free from political controversy. 

Appointment and Tenure of the Governor 
(a) The Existing Provisions : 

5.8 The Governor is appointed by the President. 
In this, as in almost everything else, the President 
is guided by the advice of the Union Council of 
Ministers. Thus the Governor is, infact, an apointee 
of the Union Executive. For some years after the 
commencement of the Constitution, the Chief 
Minister of that State was usually consulted on the 
matter, but after Mrs. Indira Gandhi became the 
Prime Minister this practice was given up. A possible 
explanation for the discontinuance of this practice 
seems to be that in the earlier years when the Congress 
Party was in power at the Centre as well as in almost 
all the States, such consultation was essentially 
an entra-party affairs, but it took on a different 
complexion when non-Congress parties came to power 
in several States. In the changed circumstances, the 
Centre began to observe only the letter of the Cons
titution, which did not require prior consultation with 
the Chief Minister of the State, and abanconed the 
healthy convention that had been developed in this 
respect. 

5.9 A Governor is appointed for a five-year term 
[Article 156(3)] but holds office during the pleasure 
of the President [Article 156(1)). In other words, he 
can be removed by the President (read : Prime 
Minister) at his pleasure before the expiry of this 
term. At least in one case, the Governor was in 
fact virtually removed prematurely by the Presi
dent. 

5.10 It is permissible for a person to be appointed 
a Governor of more than one State (Proviso to Article 
153). This provision is rather inappropriate. It 
suggests that the States are mere administrative 
subdivisions of a unitary state structure and not 
Constituent states of an essentially federal polity. 
In several cases, the . Governor of a State has been 



transferred from one State to another for the rest 
of his five-year term more or less as a Deputy Com
nussiOner may be transferred at any time from one 
D1_stnct to another. This practice detracts from his 
pnmary role as an independent Constitutional Head 
of a State. It also connotes that the States are essenti
ally administrative divisions of a unitary State. 

5.11 It is permissible to combine the office of 
Governor of a State with that of administrator of an 
adjoining_ Union Territory. In this case he shall 
exercise h1s functions as administrator independently 
of h1s Council of Ministers [Article 239(2)]. The 
Governor shall not hold any other office of profit 
or be a member of any House of Union or State 
Legislature (Article 158). 

(b) The suggested Provisions : 

. 5.12 The mode of appointment of the Governor 
IS generally considered a crucial factor towards 
~nsurin~ that he functions in a non-partisan manner 
m keepmg With his primary role as the constitutional 
head of a State. The fact that, under the Constitu
tiOI~, the Governor is in fact an appointee of the 
Umon Council of Ministers (rather of the Prime 
Minister) and holds office during their (rather 
Prime Minister's) pleasure is not conducive to his 
functioning in a non-p2 rtisan manner, more so when 
most often the p: rson chosen is a former or a would 
be active politician. It is sometimes suggested that 
to minimise the probability of the Governor function
ing primarily as an agent of the Centre rather than 
as the Constitutional Head of a State, the Consti
tutiOn may be amended to provide that the Governor 
shall be appointed by the President on the advice 
of the Chief Minister, or out of a panel submitted 
by the Chie~ Minister. But under this provision, 
the probab1hty of the Governor functioning in a 
partisan manner, this time in favour of the ruling 
pa~ in the State, is as _high as under the present 
pos1t10n except that now 1t is the ruling party at the 
Centre that is favoured. Perhaps, the most appro
pnate course would be to provide that the Governor 
shall be appointed by the President out of three names 
submitted by the Chief Minister of the State chosen 
from a panel of names considered suitable for this 
office maintained by the Inter-State Council and 
up-dated annually by it. To conform to the Consti
tutional requirement under Article 74 that the 
President shall go by the advice of Union Council 
of Ministers in the exercise of his functions the 
modality of involving the Inter-State Council' may 
be that on the receipt of the three names submitted 
by the Chief Minister out of the panel maintained 
by the Inter-State Council, the Union Executive may 
refer these names to the Inter-State Council and 
invariably go by the advice received from the Council 
in advising the President with regard to the appoint
ment of the Governor. Thus the Union Executive, 
through both the President and the Inter-State 
Council (which will have the Prime Minister as its 
Chairman), the States collectively, and the Chief 
Minister of the concerned State will all be assoiciated 
with the appointment of the Governor. Article 
155 relating to the appointment of the Governor 
may be amended to the extent necessary. 

5.13 It is of the utmost importance that only 
persons of high calibre, integrity and public stature 
usch as could be relied upon to rise above puty and 
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political affiliations and discharge their functions 
as Governor strictly in accordance with the letter and 
spirit of th7 Constitution may be included in the 
panel. Pohucal awareness and propensity to political 
fair play may be considered essential qualifications 
for this office. Persons who have been active in politics 
need not be debarred from inclusion in the panel if 
they have the requisite qualifications, character and 
personality. There is no case for making the Gover
nor's office, as it sometimes suggested a monopoly 
of persons who have distinguished themselves in the 
professions. 

5.14 The Governor's terms of appointment must 
be s'!-ch_ a~ sh_ould free him from both temptation 
and mtlmidatiOn from any quarter. To this end, he 
should not normally be disturbed before the expiry 
of his five-years term. There sl10uld be no transfer 
to another State. The President shall not remove 
him except on the recommendation of Inter-State 
Council. If the Union Government or the State Go
vernment feel that his conduct as Governor shows 
him to be unequal to, or unsuitable for, this high 
office, they may move the Inter-State Council for his 
removal, but the Council alone should be competent 
to advice the President in this regard. There should 
be n' second term for a Governoer whether in the 
same State or in another State. 

Exercise of Discretion by the Goveraor : 

5.1 ~ Article 163 requires the Gov~rnor to go by 
the a1d and advice of State Council of Ministers 
headed by the Chief Minister in the exercise of his 
functions "except in so far as he is by or under this 
constitution required to exercise his functions or any 
ofthem in his discretion". There was a strong demand 
in the Constituent Assembly that in clause 143 of the 
Draft Constitution (which later became Article 163 
of the Constitution) the provision quoted above 
providing for exercise of discretionary power by the 
Governor be deleted. In defence of this provision 
Shri T.T. Krishnamachari, Shri Alladi Krishan
swami Ayyar and Shri B.R. Ambedkar clarified that 
the scope for exercise of discretion under this clause 
was limited to only such matters where, under some 
other Article of the Constitution, the Governor was 
specifically empowered to Act in his discretion. Dr. 
Ambedkar explicitly clari5.~d that "It is not a general 
clause giving the Governor power to disregard the 
advice of his ministers in any matters in which he 
finds he ought to disregard." He said that he would 
have very readily agreed to mention under this 
clause the specific Articles which come within the 
scope of this Article but, as the consideration of the 
Draft Constitution had not at the time been completed 
this was not possible. ' 

5.16 There are, indeed, very few provisions in the 
constitution where the Governor is specifically re
quired to exercise his discretion. These mostly relate 
to the north-eastern States. Article 371 I(A)(b) makes 
the law and order in Nagaland the special responsibi
lity of the Governor of that State. Article 371A(I)(c1) 
pertains to making of rules for the Regional council 
for the Tuensang District of Nagaland. Article 371A 
(2)(b) relates to allocation of any money provided by 
the Government of India to the Government of Naga
land for the whole State between the Tuensang Dis
trict and the rest of the State. Article 371A(2)(f) 



relates to final decision for all matters relating to 
~he Tuensang District. Schedule VI, Para 9(2) cover
mg_the Stat~s of Assam, Meghalaya, Tripura and the 
Umon Terntory of Mizoram pertains to sharing of 
royalty on minerals between the State Government 
and the District Council (of an Autonomous Dis
trict). In all these matters the Governor is specifically 
reqmred by or under the Constitution to exercise 
his discretion. If the scope of Governor's discretion 
were limited to only these cases, it would not have 
been an issue of national importance. 

5.17. The discretionary power of the Governor 
under Article 163(1) has become a major issue of 
Centre-State relations because in practice, in dis
regard of the clarification given by the Constitution 
makers to the Constituent Assembly, the scope of 
this power has been given a wider interpretation. It 
has been claimed that the expression "by or under 
this Constitution" in Article 163(1) covers "all situa
tions in which the power to exercise discretion is 
either expressly mentioned or necessarily implied 
in the relevant Articles". Governors have been actual
ly acting on this wider interpretation. This was made 
possible by the fact that under clause (2) of Article 
163, the Governor is empowered to decide himself 
finally in his discretion whether or not any matter is 
one with respect to which he is by or under this Consti
tution required to act in his discretion and this de
cision cannot be challenged in any court of law. The 
Supreme Court has also upheld the wider interpreta
tion. In Shamsher Singh versus State of Punjab 
(AIR 1974 SC. 2192) it held that in some cases the 
Governor has power to act in his discretion as a 
matter of necessary implication. The Supreme Court 
has, however, interpreted 'at his discretion' to have 
the same meaning as was attached to it "in his in
dividual judgement" under the Government of India 
Act 1935. In other words, with respect to matters 
which come within the scope of exercise of discretion 
by the Governor, whether by express provisions or 
by necessary implication, the Council of Ministers 
are not excluded from giving advice but the Governor 
is not obliged to follow this advice. Some of the 
important matters where the Governor is commonly 
considered to be competent to act in his discretion 
are : appointment of the Chief Minister [Article 
164(1)] dissolution of the Legislative Assembly 
[Article 174(2)(b)], reservation of bills for the consi
deration of the President (Article 200): promulgation 
or ordinances during recess of Legislature (Proviso 
to. Article 213}; and imposition of President's rule 
on the State in case of failure of constitutional ma
chinery there [Article 356(1 )]. ~~ 

5.18. The wider interpretation of the scope of 
discretionary power by the Governor, particularly, 
when he is protected in this by Article 163(2), neces
sarily implies a potential threat to the autonomy of 
States in their specific sphere and the right of their 
people to be j!OVerned by a democratic responsible 
Government. The potential threat has become an 
actual attack on States' autonomy and democratic 
Government on many occasions. It does not seem 
feasible to remove this threat by just omitting the 
provision "except in so far as he is by or under this 
Constitution required to exercise his functions or 
any of them in his discretion" as there may b7 _some 
occasions when it will be necessary and legitimate 
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for the Governor to exercise his discretion. There 
may then be two ways to safeguard States' autonomy 
and_ responsible Governments against misuse of dis
cretionary power by the Governor whether on his 
own or at the behest of the Central Government. 
These are .-

(i) The Courts, and not the Governor himself, 
may be empowered to determine finally whether 
or not a matter is one with respect to which 
the Governor is empowered, whether by ex
press provision or by necessary implication, 
to act in his discretion; and 

(ii) Under all the Articles where there is an ap
prehension of the Governor unjustifiably 
exercising his discretion on the ground that 
the Article empowers him to do by necessary 
implication, the particular Article may be 
amended to expressly exclude the exercise 
of discretion by the Governor. This is the ap
proach adopted with respect to the matters 
discussed below. 

5.19. Article 163 should expressly provide that 
the Governor must always exercise his discretion 
in public interest. Discretionary power must never 
be construed as arbitrary power or be exercised mala 
fide. It must be so exercised as to subserve the purpose 
for which discretionary power has been conferred. 
The Governor must not interpret his discretionary 
power as the authority to set up a sort of parallel 
regime with regard to functions that are within the 
purview of this power. Instead, he should strive even 
with regard to these functions to act in harmony 
with his Council of Ministers to the maximum extent 
it might be possible consistant with due discharge 
of these functions. 

Appointment of Chief Minister 
5.20. The Constitution as well as the political 

practice in India must unambiguously emphasize 
that, as the Constitutional head of a State , the Gover
nor's function under Article 164 is to secure a Council 
of Ministers which commands majority support in 
the Legislative Assembly and not to manoeuvre 
a particular party into office. The ruling party at 
the Centre must itself actively discourage any such 
predilections on the part of the Governor. Indeed 
blatant indulgence in such partisan activity should 
be considered by the Inter-State Council a sufficient 
ground for requesting the President for removal of 
the errant Governor. To the same· end , Article 164 
may lay down a specific procedure for appointment 
of the Chief Minister somewhat on the following 
lines f 

(1) When a single political party or a reasonably 
stable grouping of political parties unques
tionably commands majority support in the 
Legislative Assembly, the leader elected by 
this party or l(l"ouoinl! of parties shall be 
appointed the Chief Minister by the Governor. 
Other Ministers shall be appointed by the 
Governor on the advice of the Chief Minister. 

(2) When no sinj!le political p~rty or a grouping 
of political parties unquestJOnahly commands 
majority support in the Legislative Assembly, 
the Governor shall, acting on his own, sum
mon this House for indicating whether any 



person has majority support in the House. 
The House may do this by approving a formal 
motion of confidence in a person by absolute 
majority of the members present and voting. 
The person thus shown to have majority sup
port in the House shall be appointed the Chief 
Mmister by the Governor. Other Ministers 
shall be appointed by the Governor on the 
advice of the Chief Minister. The Governor 
shall not under any circumstances take on 
himself the task of determining the veracity 
of claims of majority support in the Assembly 
that may be put forth by different persons to 
secure appointment as Chief Minister. In case 
of doubt, the issue of majority support in 
the Assembly must always be decided by a 
vote of the Assembly taken by the Speaker. 

(3) If, in case 2, the Legislative Assembly fails 
to indicate majority support for any person 
by absolute majority of the Members present 
and voting within a prescribed period, the 
Governor may on his own dissolve the Legis
lative Assembly towards holding a fresh elec
tion to this House. The existing Council of 
Minister if any, shall act as a care-taker 
Government till, after the election, a new 
Council of Ministers take Office. 

5.21. If a fresh election is not feasible in the near 
future, or no Council of Ministers is in office at the 
time, the Governor may recommend President's 
rule on the ground that a situation has arisen in 
which the Government of the State cannot be carried 
on in accordance with the provisions of the Consti
tu~on [Article 356{1)]. A fresh election to the Legis
lative Assembly shall be held as. soon as possible 
towards restoring popular Government in the State. 

Dismissal of the Chief Minister 

5.22. The Governor shall not dismiss a Council 
of Ministers under Article 164 on the ground that it 
no longer has majority support in the Legislative 
Assembly without giving the Chief Minister a rea
sonable opportun!ty to establish his continued majority 
support by secunng a vote of confidence in the As
sembly. In this matter, the Governor shall not act 
on his own subjective judgement. Nor shall he adopt 
any other method to ascertain whether or not the 
Council of Ministers continues to have majority 
support in the Assembly. 

5.23. A _Minister shall be dismissed on, and only 
on the advice of the Chief Minister. 

Reports to the President (a) Under Article 356 (1) 

5.24. . With regard to the Governor's report to 
the President under Article 356(1 ), it is necessary to 
provide by amendment of the Constitution that 
before submitting his report to the President h~ 
shall communicate to the Chie~ Minister the gro~nds 
which suggest to h1m that a Situation has arisen in 
whi~h the government of the State cannot be carried 
on .m accordance_ with the provisions of the Consti
tution and give him a reasonable opportunity to give 
~Is comments on the points raised. If the Governor 
IS not satisfied With th~se comments, he may forward 
his report to the President, enclosing with it the 
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comments offered by the Chief Minister. The Gover
nor's report to the President (together with its 
enclosure) shall be made public along with the an
nouncement of the President's decision on this report. 
These provisions should go a long way towards re
straining the Governor from making a biased report 
to the President and preventing the Union Executive 
from meeting out an unwarranted and high-handed 
treatment to a popularly elected State uovernmr-

5.25. The President is not obliged to take adL .. ' 
under Article 356(1) only on receipt of the report 
from the Governor. He may do this also when he 
is otherwise satisfied that a situation of costitutional 
breakdown has arisen in a State. In other words he 
may take action suo moto. The obligation to communi
cate to the Chief Minister in advance of action under 
Article 356(1) the grounds which suggest that a situ
ation of a Constitutional breakdown has arisen 
should also apply to this case. 

5.26. The procedure suggested above is in line 
with the law laid down in some of the recent decisions 
of the Supreme Court such as : Mohinder Singh 
Gill Vs. Chief Election Commissioner,* S.L. Kapur 
Vs. Jagmohan, **and A.K. Roy ~s. Union of India.@' 

5.27 These decisions seem to imply that the 
principle of natural justice should be applicable 
also to cases of suppression of the State Govern
ment and the State Legislature under Arti
cle 356(1). In order to remove any doubt in 
this respect, it will be necessary to make an ex
press provision for the above procedure under 
Article 356(1 ). The right of the people of a 
State to be governed by their representatives must 
not b_e taken a~ay except wh7n it can be fully 
established that 1t IS altogether rrnpossible to carry 
on government in accordance with the Constitu
tion. 

(b) The Fortnightly Report 

5._28 The Governor's fortnightly report to the 
President must be a truthful unbiased account. 
He must scrupulously avoid reporting as if be 
was a supervisor appointed by the ruling party 
at the Centre to keep, for the benefit of that party, 
": wary eye ?n _the State particularly if a rival poli
tical party IS m power there. If any lapses of 
the State Government come to his notice rather 
than acting as a C.B.I. official and shooti~g off a 
report to the President, he must first take up these 
with. the Chief. Minister. He may report to the 
~res1dent only if these lapses persist. For creal
ling mutual trust between the Governor and the 
Chief Minister, it should be made obligatory for 
the Gover~or to make a copy of the fortnightly 
reoort available to the latter. The Chief Minister 
will. then. feel assured that nothing is being cooked 
behmd h1s back. The Governor in his role as a 
link between the Centre and th~ State, can play 
a very e!fective and constructive part in promoting 
cooperative federalism if he offers an objective 
adv1ce to both of them and does his best to remove 
misunderstandings and resolve differences between 
them. 

• AIR 1978 SC 851. 
.,. AIR 1981 s- 136. 
@ AIR 1982 SC 710 



Conduct of State Administration as Agent of the 
President under President's Rule 

5.29 Under President's Rule, the Governor 
should strive to conduct the State Administration 
in as efficient and non-_partisan a manner as may 
be possible under the Clfcumstances. If he allows 
the State Administration to be dominated by the 
ruling party at the Centre, or by its State orga
nisation, a good opportunity for remedying the 
factors which led to the imposition of President's 
rule might be lost, thus prejudicing the chances of 
a stable return to popular Government in the near 
future. As a result the State may be pushed fur
ther into endemic political instability. A non
partisan State adrninistratiog. under Governor's 
direct rule is so rare an experience that the Presi
dent's rule has come to be commonly regarded 
more of a device to get rid of a State Government 
run by rival political parties or by other political 
inconvenients than a weapon of last resort to be 
deployed in national interest in case of a grave 
situation of a constitutional break down in a State. 
Its frequent use is generally attributed to the abuse 
of this device for narrow party ends. If the provi
sion for President's rule is to serve the purpose 
presumably visualised by the framers of the Consti
tution, it must imply a non-partisan efficient ad
ministration which provides the State with an op
portunity for house cleaning as a necessary prepa
ration for restoration of popular Government, as 
even good government is no substitute for respon
sible government. The desired change will have 
to be brought about as much by developing ap
propriate conventions regarding conduct of State 
Administration under President's rule as by under
taking Constitutional Amendments for instance, 
one requiring that, under President's rule, Gover
nor's Advisors shall be appointed out of a panel 
of names of retired senior personnel with a repu
tation for honesty, independence and integrity 
maintained (by the Inter-State Council). 

Appointment of Vice-Chancellor of a State Uni· 
versity 

5.30 Appointment of Vice-C~anc~llor of 11: State 
University by the Governor m his capac1ty as 
Chancellor of the University has been in some 
cases-West Bengal, Andhra Pradesh, etc. a cause 
of controversy between him and a State Go:-rer~
ment mostly when a non-Congress party IS m 
power. In these ca~es, . the G?vernor. seems to 
have claimed that, m h1s capac1ty as Ch:mcellor, 
he is empowered to act in his discretion. Act~ally 
the Governor is the Chancellor of a State Umver
sity only in an ex-officio capacity, that is only by 
virtue of his being the Head of the State. It follows 
that like his other executive functions, he must 
exe;cise his function as Chancellor to appoint the 
Vice-Chancellor also on the advice of the Council 
of Ministers unless the State Act providing for 
the establishment of the University and defining 
the basic features of its management structure 
expressly requires ~ to exercise his discretion 
in this matter. Even m the latter case, he should 
try, to the extent possible, to carrr. the ~tate Gov
ernment with him. In th~ prevailing C!fcums!an
ces in the country, the V1ce-Chancellor has little 
chance of running the University successfully and 
efficiently if he does not enjoy full support and 
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confidence of the State Government. It will do no 
good to the University if the Chancellor, whether 
to assert his right to exercise his discretion in the 
matter, or at the bidding of the ruling party at 
the Centre, insists on appointing as Vice-Chancel
lor a person who is a persona non grata with the 
State Government. Exercise of discretionary 
power must subserve and not subvert, the purposes 
for which it has been conferred. 

The Administrative Issues 
6.1 The major administrative issues in Centre

State relations are : (i) the imposition of Presi
dent's rule in a State; (ii) the All-India Services, 
(iii) the deployment of Union's armed and para
military forces in the States, (iv) the activities of 
Central Government agencies with regard to 
matters in the Concurrent and State Lists; and 
(v) inter-State coordination. Among the minor 
issues mentioned may be made of (a) issue of 
Directions to the States under Articles 256 and 
257; and (b) delegation of Union functions to the 
States. 

President's rule in the States 
6.2 Under Article 356, if the President, on re

ceipt of a report from the Governor or otherwise, 
is satisfied that a situation has arisen in which 
the Government of the State cannot be carried on 
in accordance with the provisions of the Consti
tution, he may by Proclamation (a) assume all 
or any functions of the State Government, or 
powers of the Governor, or of any body or autho
rity in the State other than the State Legislature 
(b) declare that the powers of the State Legisla
ture shall be exercisable by or under c·the autho
rity of Parliament, and (c) make required provi
sions for carrying out the objectives of the Procla
mation. But the President shall not assume the 
powers of the High Court or suspend any provi
sion of the Constitution relating to high Courts 
[Clause (i) ]. Every such Proclamation normally 
requires approval by Parliament within two ~ant~ 
of its issue [Clause (3)]. The Proclamation lS 

valid for six months but can be renewed for a 
further period of six months, that . is, in ~ll for a 
period of one year*. Beyond this penod, the 
Proclamation can be kept operative if (i) a Pro
clamation of Emergency is in operation and (ii) 
the Election Commission certifies that such exten
sion of the validity of the proclamation is neces· 
sary on account of difficulties in holding general 
elections to the State Legislative Assembly. But 
in no case shall such Proclamation remain in force 
for more than 3 years [Clauses (4) and (5)]. 

6.3 The States take exception to Article 356 
mainly on the following grounds :-

(i) It constitutes a serious discrimination 
against the States. There is no analogous 
provision for Presiden~'s rule ~t. the Cent~e. 
If no Union Council of Mimsters w1th 
majority support in f!le pr~sent Lok Sab~a 
is possible, the solution w1ll be sought m 
dissolution of this House and a fresh gene
ral election to it. The existing Govern
ment will continue in a caretaker capacity 

*This was extended by the Constitution (Forty-<>ighth 
Amendment) Act, 1984 to 2 years in the case of Punjab in 
respect of the proclamation issued on 6-10·83. 



till, following the elections to the Lok 
Sabha, a new Council of Ministers with 
majority support in this House assumes 
Office. Article 7 4 provides that the Presi
dent shall exercise his functions in accord
ance with the advice of the Council of 
~linisters. The Constitution does not at 
all visualise any circumstances in which 
there may be no Council of Ministers at 
the Centre or that the President may dis
regard its advice. There is no justification 
for making a different provision for the 
States. It is argued that in the case of the 
States too it should be possible to follow 
the same democratic process. A care
taker Council of Ministers may carry on 
the State administration while elections are 
held to the Legislative Assembly to secure 
a new Council of Ministers with majority 
support in that House. 

(ii) Article 356 has been more often brazenly 
used by the ruling party at the Centre to 
serve its partisan interests than to safe
guard national interest in a truly grave 
situation arising from constitutional break
down in a State. This is the principal 
reason why the provision, though conceiv
ed by the Constitution makers as a drastic 
remedy for a really grave situation, has 
been administered almost as a daily food. 

(iii) Whereas the circumstances under which 
the President may issue a Proclamation of 
Emergency under Article 352 have been 
specified namely, "war or external aggres
sion or armed rebellion", Article 356 does 
not give any indication with regard· to the 
~cumstances in which the President may 
JUStifiably feel satisfied that a situation has 
arisen in which the Government of the 
State cannot be carried on in accordance 
with the provisions of the Constitution and 
may proceed to take action under this Arti
cle. The undefined scope of this Article 
makes it liable to abuse by the Union 
Executive. A blatant instance of this was 
when in 1977 and again in 1980 Govern
ments of several States were dismissed at 
one go and their Legislative Assemblies 
dissolved even though in most cases there 
was nothing to justify the conclusion that 
a constitutional breakdown had occurred. 

(iv) The principle of natural justice has not 
been applied to dismissal of State Govern
ments under Article 356( 1) as these Gov
ernme~ts were not given a reasonable op
portumty to show that the conclusion that 
a situation had arisen in which the Gov
ernment of the State could not be carried 
on in accordance with provisions of the 
Constitution was unwarranted. The right 
of the _People of th~ State to be governed 
by their representahves was thus unjusti
fiably violated. 

Remedial Measures 

6.4 The above criticism of Articles 356 leads 
some to the conclusion that Articles 356 should 
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be altogether omitted. There should be no provi
sion for President's rule in the States just as there 
is none for it at the Centre. It is argued that in 
a genuine federal structure, the States and , the 
Centre must be treated alike. The Constitution 
should make a similar provision at the two levels 
of Government to cope with a threatened or an 
actual constitutional breakdown. 

6.5 Towards evolution of a genuine federal 
structure, the proposal that Article 35 6 may be 
omitted has considerable merit. Such a proposal 
indeed ought to figure as an important goal in a 
long-term perspective of constitutional reform. But 
its immediate implementation will be fraught with 
:reat dangers. The country's unity and integrity 
is not yet fully consolidated and has occasionally 
to face threats of various sorts. 

6.6 These threats have their roots mainly in 
two basic factors which by their interaction tend 
to breed widespread alienation and political insta
bility in several States. The threat to the Coun
try's unity and integrity is compounded when the 
situation is exploited by hostile foreign Govern
ments to pursue their destabilisation aims here. 

6. 7 The basic facto~ of instability include, firstly 
the growing dominance of the upper class supra~ 
national forces over the Union Government and 
Administration. These forces, comprisino the big 
business and those linked with it, the
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power
wielders at the centre and a large section of the 
alite All-India Services and the upper strata of 
professionals, in their narrow class and selfish 
interests, are going against the basic urges and 
aspirations of the Indian people. The Congress(!) 
increasingly represents this dominant combina
tion. 

6.8 These forces are increasingly adopting and 
brazenly promoting Hindi-Hindu-Hind chauvinism 
as their rna~ ideologi~al ~eapon and political plant 
to further tighten therr grip over the country. This 
poses .a threat to the distinct identity and legiti
mate Interests of the non-Hindi nationalities and 
the religious minorities who are thus roused to 
stand up to it. The r:!sulting conflict could grow 
into a serious threat to the unity of the country, 
a~d. hence to its integrity, _even though many 
mt!hons may for the tune bemg be brain-washed 
by a modern propaganda blitz to the point of 
accep~ing this aggressive cha.11vinism as the only 
effec!Jve guarantee of the country's unity and 
integrity. In this connection, it needs to be recal
led that Nazi racism, jingoism and aggressiveness 
led. to the ruin and division of Germany and not 
to Its emergence as the metropolis of a world 
empire,. which the millions of goose-stepping dupes 
of Nazism had been made to believe was the 
Fatherland's ordained destiny. 

6.9 The. second ba~ic factor of instability is that 
no ~lterna_hve dyoa~Ic p~rspective has yet opened 
up m India. ·A nation-wide united front based on 
a firm commitment to national unity and integrity 
as well as to the legitimate interest of non-Hindi 
and non-Hindu minorities, the Scheduled castes 
and Scheduled tribes and the dis-advantaged clas
ses, castes and groups of all people, including the 



Hindi-speaking people has yet to take shape. In 
some States, parties opposed to Congress(!) have 
emerged, built up a large following and even 
formed the State Government. These parties 
mainly reflect the urges and aspirations of the 
non-Hindi people which have acquired varying 
degree of sense of distinct identity. But in the 
absence of firm acceptance of the other essential 
commitments required of a dynamic alternative 
political force, these parties have generally failed 
to consolidate their political power even at the 
State level. Sooner or later they are either drawn 
into an unequal conflict with the Central Govern
ment run by Congress (I) or their followers get 
disillusioned with th:l party's lacklustre perform
ance. In either case, a period of political instability 
ensues. This sometimes leads to a situation when a 
resort to Article 356 by the Centre would be inevi
table. Even at the Union level the real test has 
yet to come as to how the Constitution may cope 
with a situation when (i) elections to the Lok Sabha 
fail to throw up a political party or front with a 
stable majority in the House or (ii) there is a 
serious and prolonged breakdown of law and order 
over an extensive part of the country. Perhaps, 
in such a situation it may become necessary to 
amend the constitution to provide for imposition 
of some sort of President's rule for a limited period 
to cope with these contingencies. 

6.10 While it does not seem practicable for the 
time being to omit Article 356, safeguards such 
as the following may be provided against its abuse 
by the Union Executive. 

6.11 Article 356 shall not be invoked except 
when (i) it has been demonstrated on the fioor of 
the Legislative Assembly by failure of this House 
to approve by a majority of the total membership 
a motion of confidence in any person that no 
person with majority support in that House is 
available to form a Council of Ministers and that 
fresh elections to this House under a caretaker 
Government are not feasible in the prevailing 
circumstances, or (ii) there is a serious and pro
longed breakdown of law and ord~r and the S~~te 
Government obviously lacks the will or capability 
to restore it within a reasonable period, or (iii) the 
State Government is undoubtedly engaged in or 
is conniving at, sabotage of national defence in 
case of actual or impending war. Article 352 
specifies the circumstances in which the President 
may issue a Proclamation of Emergency, namely 
a threat to the security of India or any part ~f it 
by war or external aggressi~n or a~ed r7bellion. 
Likewise towards safeguardlllg agamst m1suse of 
Article J56, it may be specified that a situation 
in which the Government of the State cannot be 
carried on in accordance with the provisions of 
this Constitution shall have the meaning that at 
least one of the situations (i) to (iii) mentioned 
above in this paragraph exists. 

6.12 The invocation of Article 356 it shall be 
governed by princiJ?les of natural justic7. In 
other words, the Ch1ef Minister shall _be g1ven a 
reasonable opportunity to show tJ;~at ne1ther of .the 
above conditions is met and actiOn under Arucle 
356 is not justifiable. 
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6.13 When invocation of Article 356 under 
contemplation, the Inter-State Council shall also 
be given an opportunity to examine whether or 
not such a course will be justified. The opinion 
of the Inter-State Council may not ordinarily be 
disregarded by the President even though it may 
not be made binding on him. 

6.14 Article 356 shall not be invoked, as bas 
been done several times in the past, to resolve a 
ministerial crisis in the State ruled by the Party 
in power at the Centre caused by disputes and 
dissensions in the State Organisation of the Party 
or on the plea that it is necessary to do so to deal 
with the alleged maladministration in a State. 
Other means have to be found for these purposes 
consistent with preservation of State autonomy 
and operation of responsible Government in the 
States. 

6.15 It will be equally unjustified to invoke 
Article 356(1) on the ground that the ruling party 
in the State has been defeated in the elections to 
the Lok Sabba. The elections to the Lok Sabba, 
particularly when these are held at a different 
time than that of elections· to the State Assembly, 
might be fought on issues which bear little rele
vance to the conduct of State affairs. The defeat 
of the ruling party in a State in the elections to 
the Lok Sabba therefore might not mean that the 
electorate has lost their confidence in it even with 
regard to the matters within be purview of the 
States. For instance, the Congress(!) won an 
unprecedented majority in the 1985 general election 
to Lok Sabba, but showed a much poorer perfor
mance in some States, for example in Karnataka, 
in the Assembly elections which were held a few 
month later. The following observation of Justice 
P. N. Bbagwati in the case of State of Rajasthan Vs. 
Union of India* is very valid : 

" .... merely because the ruling party in a State 
suffers defeat in the elections to the Lok Sabba 
.... by itself can be no ground for saying that 
the Government of the State cannot be carried 
on in accordance with the provisions of the 
Constitution. The federal structure under our 
Constitution clearly postulates that there may 
be one party in power in the State and anober 
at the Centre". 

6.16 The dissolution of several State Assemblies 
by the Janata Government in 1977 ~as completel_y 
unjustified and probably also bad m law as tb1s 
had been done by a Presidential Proclamation. 
The dissolution of several Assemblies by the Con
gress(!) in 1980 was also unjustified in several 
cases. 

6.17 The provision [Article 356(3)] that every 
proclamation issued under Article 356(1) shall be 
placed before ea~b Hou.se of Parliamen~ a!ld. shall 
be approved by 1t within two months, 1f 1t IS not 
to cease to operate at the expiry o~ this period, 
must be honoured in accordance w1tb both the 
letter and the spirit of this provision. The avoid
ance, evasion or circumvention of this provision 

*AIR 1977 SC 1961. 



by such means as the following must be prevented 
by smtable amendment of clause (3) of the Article : 

(a) Dissolution of Legislative Assembely of the 
State concerned before the expiry of two 
months : West Bengal (1970), Mysore 
(1971) and Gujarat (1974); 

(b) Refusal to place the Proclamation before 
Parliament : the Proclamation dissolving 
several State Assemblies in 1977; 

(c) Rescinding the first Proclamation before the 
expiry of two months and reissue of the 
same: Orissa (1971; Bihar (1971)*. 

6.18 The letter of clause (3), though surely not 
its spirit, implies that a Proclamation issued under 
Anicle 356(1 ), even if it is not placed before 
Parliament or is not approved by it, shall cease 
to operate only at the expiry of two months, but 
till then it shall operate. This is in fact the view 
taken by the Supreme Coun in the State of Rajas
than Vs. the Union of India.** 

6.19 In order to ensure that the letter of Article 
356(3) corresponds to its spirit, it may be amended 
to provide for the following : 

(1) The State Legislative Assembly shall be 
prorogued, but shall not be dissolved till 
such time that the Proclamation issued 
under Article 356(1) has been approved by 
both Houses of Parliament 

(2) If the proclamation is not placed before 
Parliament or is not approved by it, it 
shall be deemed to be inoperative from 
the time of issue and any action which, 
but for the powers flowing from the Pro
clamation, would have been void, would 
be deemed to be void from the very time 
it was taken. 

6.20 The view that even within the existing 
framework of the Constitution the President can 
rightly insist that he will not take any irreversible 
action (such as dissolution of the Assembly) un
less he is assured of the approval of Parliament 
within two months is of doubtful validity in view 
of the clear stipulation under Article 7 4 that the 
President, shall, in the exercise of his functions, 
act in accordance with the advice of the Council 
of Ministers. Furthermore, there will be no con
clusive way to assure the President of the appro
val by Parliament till it is actually approved by 
the two Houses. The only way to provide the 
necessary safeguards in this matter will be to 
amend clause (3) of Article 356 as suggested 
above. 

6.21 President's rule for an extended period is 
highly undesirable and will result in an erosion 
of both democracy and federalism. The existing 
time limitations on the validity of a Proclamation 
under Article 356 are reasonable and may be 
retained unchanged. In an extreme case, when 
there is a general consensus on the need 

* Ail these cases ,,ave b<O>n menti< ned by the Sarkaria 
Commission in Supplementary Questionnaire No.9. 
**Ibid. 
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for further prolongation of President's rule 
in a particular State beyond the period 
allowed by clause (4) and (5) of Article 
356, a special provision for this could be made 
in respect of that State by an amendment of the 
Constitution as was done in the case of Punjab 
by the Constitution (Fortyeighth Amendment) 
Act, 1984. It may also be provided that every
time a resolution is moved in the Parliament for 
approving the continuance in force of a Procla
mation under Article 356, the President shall 
ascertain the opinion of the Inter-State Council 
afresh and place it before the two Houses. 

6.22 Under President's rule, the State Govern
ment must be conducted on non-party lines. Some 
suggestions to this end have been made in the 
previous chapter. 
The AU-India Services 

6.23 Article 312 empowers the Parliament to 
create by law one or more All-India Services 
common to the Union and the States and regulate 
the recruitment and conditions of service of such 
Services. This Article declared the Indian Ad
ministrative Service and the Indian Police Service 
which had been created prior to commencement 
of the Constitution as services deemed to have 
been created by Parliament under this Article. 
Under Article 312, the Parliament enacted the 
All-India Services Act, 1951 which provided for 
joint control of the Union and State Governments 
in respect of regulation of the recruitment policies 
and conditions of service of these services, but 
vested in the Parliament ultimate authority with 
regard to all rules framed under the Act. Indian 
Forest Service is the only AU-India Service 
created since the commencement of the Constitu
tion. Suggestions were made from time to time 
for creating other AU-India Services but all these 
fall through mainly because of opposition by the 
State Governments. 

6.24 The All-India Services are a unique 
feature of the Indian Constitution. In no other 
country, the services recruited by the Federal 
Government and under the joint control and 
discipline of the federal and the State Govern
ments exist. In creating these services the framers 
of the Constitution were heavily influenced by 
their perception of the immediate problems of 
politico-administrative management of the country 
as well as the need for stability. Rehabilitatio.'l 
in the aftermath of Partition, the need for post
war reconstruction and restoration of the eco
nomy, building up of administrative support tor 
the nascent institutions for democratic self Gov
ernment, integration of the princely States and a 
change-over from a policy of laissez-faire to that 
of a increasing role for Government in economic 
development and management were some of the 
tasks which weighed with the contemporary 
leadership in devising this dispensation. 

6.25 Sufficient time has elapsed since then for 
taking a fresh look at the concept of All-India 
Services along with other constitutional relations. 
On the whole, at the State and national level 
adequate political, administrative and managerial 
experience has been generated. Political awar~ 
ness has increased. There is a growing opinion 
in favour of democratic decentralisation not only 



from the Federal to the State level but also from 
the State level to the District and Block levels. 
This itself will require corresponding modifica
tions at tl1e administrative level. 

6.26 It is often argued that in order to sustain 
national u~ity an~ promote integration the device 
of All-Indta Servtces cannot as yet be dispensed 
with. It needs being appreciated however that 
the uni!Y and integrity of the co~ntry mns't rest 
on a wtder and more durable basis through diffu
sion of economic prosperity, full employment, the 
strengthening of elective institutions and promo
tion of people's participation. Universal will to 
unity. and integrity of the country is a far stronger 
sanction for the security and integrity of the 
country than a particular administrative apparatn~. 

6.27 It follows from the above that the time 
is now ripe for having separate Union and State 
Services and that this separation is a feasible pro
position. Such a measure would be one of the 
steps towards giving a greater federal bias to the 
State structure in India. Ideally, therefore, the 
All India Services should be wound up, if ncces · 
sary, in a phased manner. In the transitional 
period, the scheme of All India Services may h~ 
operated in mutual consultation with the State so 
as to avoid the trend to manage them unilaterally 
from the Federal level. 

Deoloyment of the Union's Armed and Para
Military Forces in the States 

6.28 The Constitution had originally made 
public order and police a State responsibility ex
clusively. Over the years this responsibility has 
been encroached upon by the Union on account of 
(i) creation and expansion of various police forces 
of the Union and (ii) insertion of Entry 2A in 
the Union List and amendment of Entries 1 and 
2 of the State List by the Constitution (Forty
second Amendment) Act, 1976. These amend
ments together with the fact that all key positions 
in the State police forces are held by the Indian 
Police Service (IPS) officers have whittled down 
the responsibility of the State with respect to 
maintenance of Public order, thereby further 
eroding the latter's limited autonomy. Some 
States, particularly those ruled by parties who are 
in opposition at the Centre, are taking exception 
to this trend. 

6.29 In this area of Centre-State relations, an 
issue has been raised in recent years with re<?;ard 
to the deployment of the armed and para-military 
forces of the Union in the States in aid of th:! 
civil power. The above mentioned amendments 
to the Union List and the State List by the Consti
tution (Forty-second Amendment) Act, 1976 
provide an explicit constitutional sanction for such 
deployment. The question, however, has been 
raised whether such deployment has to be only at 
the request or concurrence of the State Govern
ment or the Un;on mi!!ht. also undertake it suo 
mota: The Administrative Reforms Commission 
(ARC) has expressed the view that Article 355 
emoowers the Centre to take this action s!lo mota. 
Article 355 makes it a duty of the Union to pro
tect States against external aggression and internal 
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disturbance and to ensure that the Government 
of every State is carried on in accordance with 
the provisions of this Constitution. The ARC's 
view on this issue seems to be of doubtful vali
dity. It may be noted that Entry 2A of List-I 
provides sanction for deployment of the Union's 
armed and para-military forces in the States only 
"in aid of the civil power". This ~tipulation 
connotes that such deployment must be at the re
quest or concurrence of the recipient of the aid, 
namely, the civil power, in this case the State 
administration. How can something forced and 
imposed on a person or an authority against its 
will be considered aid, using the term in its normal 
meaning? The Constitution nowhere stipulates. 
whether explicity or implicity, that in this case the 
word aid is being used in any but its normal 
meaning. Any interpretation of the word aid 
which includes within its purview something im
posed by force will have very dangerous impli
cations for the third world in the sphere of inter
national relations. In its normal, reasonable sense, 
aid is not imposition, it necessarily implies volun
tary acceptance. Suo moto deployment of its 
forces by the Union could not therefore be re
conciled with a reasonable interpretation of the 
stipulation "in aid of civil power". 

6.30 It has been argued in Chapter 3 above 
that if there is a serious and prolonged breakdown 
of law and order in a State which obviously calls 
for deployment of para-military or armed forces 
of the Union in aid of civil power, but the popu
larly elected Government of that State for some 
reasons neither makes a request for, nor gives its 
concurrence to, such deployment, the President 
may legitimately take over the Government of the 
State under Article 356 on the ground that break
down of law and order makes it impossible for 
the government of the State. to be carried on in 
accordance with the Constitution. The way would 
then be clear for deployment of Union's forces in 
the State in aid of Civil power at the request or 
concurrence of the Governor's Administration. 
This course of action will obviate the need for 
suo moto deployment of forces by the Union, 
which measure is of doubtful validity. 

6.31 Article 355 does not in any way invalidate 
the conclusion regarding the doubtful validity of 
suo mota deployment of its forces by the Union. 
This Article does not in any way add to the 
powers and responsibilities of the Union vis-a-vis 
the States. It confers only such duties on the 
Union as are in any case implied in other provi
sions of the Constitution. For instance, "Defence 
of India and every part thereof" is a responsibility 
of the Union under Article 246 (Entry 1 of the 
Union List). Since every State is a part of India, 
it is certainly implied in this provision that, as 
stipulated in Article 355, "It shall be the duty of 
the Union to protect every State against external 
aggression .... ". Again the fact that Article 356 
empowers the President to take remedial action 
when "a situation has arisen in which the Gov
ernment of the State cannot be carried on in 
accordance with the provisions of this Constitu
tion" implies as stipulated in Article 355 that "It 
shall be the duty of the Union. . . . to ensure that 



the Government of every State is carried on in 
accordance with th_e provisi?ns of this Constitu
tion". Finally, smce senous and prolonged 
breakdown of public order in a State is generally 
considered in our view, this should be specifically 
stipulated in the Constitution-as a valid justifica
tion for the conclusion that a situation of Consti
tutional breakdown has arisen. Article 356 may 
be taken to imply that it is the responsibility of 
the Union to take remedial action in case of such 
a breakdown. Article 355 puts on the Union a 
similar responsibility and stipulates that "It &hall 
be the duty of the Union to protect every State 
against . . . . internal disturbance .... ". Com
pared to "serious and prolonged breakdown of 
public order", the expression "internal disturbance" 
is a rather vague expression and is liable to misuse. 
In this connection it may be mentioned that 
Article 352 originally provided that the President 
may proclaim a state of grave emergency when 
war or external aggression or internal disturbance 
threatened security of India or any part of it. 
Following the misuse of this provision by 
Mrs. Indira Gandhi to proclaim such an emer
gency in 1975, the Constitution (Forty-fourth 
Amendment) Act, 1978 substituted in Article 352 
the expression "armed rebellion" for "internal 
disturbance". If Article 355 is to be retained. 
the expression "internal disturbance" should be 
substituted by "serious and prolonged breakdown 
of public order". The powers and responsibilities 
of the Union vis-a-vis the States will not be any 
less if Article 355 is omitted. This Article i& at 
best a sort of preamble to Article 356. It confen 
no powers and responsibilities on the Union other 
than those already implied in other Articles. If 
the other Article cannot be shown to provide 
sanction for suo moto deployment of its forces by 
the Union, it is no use citing Article 355 u a 
sanction for such deployment. 

6.32 Responsibility for public order and police 
was a major pillor of the status and autonomy 
originally bestowed by the Constitution on the 
States. It is necessary to reverse the prevailin~ 
persistent trend towards erosion of this responsi
bility. To this end : 

(i) further build up of the Union's para
military forces for the purpose of aiding the 
civil power in the States may be stopped 
and, instead, the State police forces should 
be built up to the requisite strength, morale 
and efficiency; 

( ii) suo moto deployment by the Union of its 
armed and para-military forces in the 
States in aid of the civil power may be 
explicitly prohibited in the Constitution; 

(iii) the Indian Police Service may be gradually 
wound up and the police forces of the 
States must be commanded exclusively by 
officers belonging to the State Police Ser
vice; and 

(iv) legislation such as the Disturbed Areas 
Act must not be extended to any State 
except at the suggestion or concurrence of 
the State Government. 
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Central Government Agencies 

6.33 The Central Government has created, 
since the commencement of the Constitution, a 
number of agencies whose activities relate to Con
current and State matters. These agencies have 
resulted in the Union Government making inroads 
into the State autonomy. In the interest of orderly 
and harmonious Centre-State relations, it is neces
sary that the proper role _of th:s7. agencies may ~e 
rationally defined and their actiVIties may be limit
ed to the assigned role. 

6.34 Several factors and considerations have led 
the Central Government to establish these agencies. 
Firstly, the predominant view has been that the 
country cannot rely solely on the mar~et forces 
for realising its professed goal of econonuc growth 
with stability and social justice, and that the un
fettered operation of market forces is not in its 
best interest. In other words, there is need for 
intervention in the market. The Central Govern
ment has been considered the most suitable level 
of Government to take on this responsibility and 
to establish institutional arrangement for it so 
that uniform and consistent interventionist policies 
may be followed all over the country. This seemli 
to have been the principal consideration for the 
establishment of agencies such as the Agricultural 
Prices Commission (now the Agricultural Costs 
and Prices Commission) the Food Corporation of 
India, the Director-General of Technical Develop
ment, the Monopolies and Restrictive Trade Prac
tices Commission, the Bureau of Industrial Costs 
and Prices, and the National Savings Organisation. 
Secondly, with respect to some aspects of em
ployees welfare, where uniform policies and 
arrangements all over the country were considered 
highly desirable, the Central Government took the 
initiative to set up necessary institutional arrange
ments. The Employees State Insurance Corpora
tion and the Employees Provident Fund seem to 
have had their origin in this consideration. Thirdly, 
with regard to activities and projects which involv
ed inter-State implications, the Central Govern
ment set up high level technical agencies such as 
the Central Water and Power Commission (now 
the Central Water Commission and the Central 
Electricity Authority) to undertake the regulatory 
function. 

6.35 Economic and social development being 
a closely knit process, it is not always possible to 
precisely demarcate the responsibility for varioua 
aspects of it between the Centre and the States. 
This problem has arisen in delimiting the sphere 
of responsibility of several of the above agencies. 
Some of the activities of these agencies are of con
siderable concern to the States and to some extent 
even impinge on what ought to be their legitimate 
sphere of responsibility. Since these agencies have 
been established with different considerations, it is 
not possible to suggest a uniform approach to 
defining their role from the standpoint of rational 
and harmonious Centre-State relations. Suggestions 
with regard to some individual agencies have been 
offered below. In general, towards minimising 
States' misgivings about a Central Agency set up 
under an Act of Parliament on a conc:urrent 



subject, the nominees of the Governments of the 
States mainly concerned with the activities of this 
agency may be duly represented on it. 

Food Corporation of India : 

6.36 The Food Corporation of India (FCI) has 
been conceived primarily as an instrument of 
efficic.nt and fair food management. Notwith
st~~~mg the frequ~nt and generally valid public 
cntlc1sm about Widespread corruption, wastage 
and inefficiency in its operations, the F.C.I. has 
played an important role in stabilising the food 
situation, preventing violent fluctuations in food
grain prices and ensuring a reasonably fair deal to 
t~1e producers and the consumers. The Corpora
two now annually procures and distributes huge 
quantities of foodgrains. The annual procurement 
is now close to 20 million tonnes, public distribu
tion is of the order of 13-14 million tonnes and 
stocks at the close of 1985 were 24 million 
tonnes. 

6.37 Punjab which accounts for more than 50% 
of the total contribution to the Central Pool of 
foodgrains (Punjab contributed in 1985-86 more 
than 10 million tonnes of wheat and rice) is 
vitally concerned that procurement of foodgrains 
must be efficient with least harassment and exploi
tation of the growers; that the stocks procured by 
the State Agencies* are taken over by the F .C.I. 
within a reasonable time, and that these agencies 
must be fully compensated for the procurement and 
storage costs and other incidental expenses incur
red by them. Punjab has major grievances against 
the Government of India and the FCI in these 
respects. 

6.38 The FCI takes long time, sometimes as 
much as 2 to 3 years, to takeover the stocks pro
cured by the State Agencies. During this period. 
inspite of good care, there is some deterioration in 
the quality of grain through sheer passage of time. 
At the time of takeover of grain the FCI imposes 
"quality cuts" on the price paid to the State 
Agencies. On its own part, the FCI sells all this 
grain at the prescribed issue price. The "quality 
cuts" thus become a source of income to the 
FCI. The State Government has been urging the 
Government of India that the State procurement 
Agencies must not be penalised for quality. deterio
ration attributable to sheer passage of time and 
not to any lapses in storage of grain on their 
part. To this end, the State Government has 
suggested that the FCI should take over the stocks 
within 6 months. If physical takeover of stocks 
within this period is not possible, the FCI should 
in this period at least identify the stocks procured 
for it by the State Agencies. No quality c.uts 
should be applied in respect of any detenoration 
that occurs after the identification. This arrange
ment has ~ot yet been agreed to. This is a clear 
case of discrimination against Punjab. In U.P. 
which also now makes a substantial contribution 
to the Central Pool, the FCI takes over the stocks 
procured by State Agencies within 48 hours and 
makes the payment for these immediately. 

•The Punjab State Civil Supplies Corporation (PUNSUP), 
the Punjab State Cooperative Supply and Ma~kettng Federation 
(MARK fED) r.r.d l~e SloleFood and Supphes Deparlmenl. 
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6.39 The State Agencies are not compensated 
fully for the procurements and storage costs and 
other incidental expenses incurred by them. The 
State Government has urged that these Agencies 
may be allowed the same costs as actually incur
red by the FCI in similar operations. The State 
Agencies have been giving detailed item-wise break
down of these costs but the FCI persistently evades 
giving a comparable breakdown of its costs. This 
reinforces the State Government's suspicion that 
the FCI's own costs are much higher and that the 
State Agencies are being denied equal treatment 
with respect to the reimbursement of these costs. 
The State Government demands nothing but parity 
of treatment between the two. Besides remedying 
unfair treatment of State Agencies, equal treat
ment will encourage competition between the FCI 
and the State Agencies for economy in these 
costs. 

5.40 A reorganisation of food management 
operations is now overdue for greater efficiency 
and for associating the States with these. The 
reorganisation may be undertaken on the following 
lines. 

6.41 The FCI may be made the apex organisa
tion of the food management structure. As such 
it may· be entrusted with the following functions : 

(i) procurement of surplus food stock from 
the State agencies which may be entrusted 
with procurement from growers/traders/ 
millers; 

( ii) supply of food to State· agencies to enable 
them to meet the requirements of the public 
distribution system; 

(iii) import and export of food; 

(iv) maintenance and operation of the buller 
stocks of food; 

(v) conclusion of advance contracts with the 
State agencies for procurement and supply 
of food; and 

(vi) under!aking consultations with the State 
agencies for greater efficiency in food 
management operations. 

6.42 Procurement and supply of food within a 
State may be the exclusive responsibility of State 
agencies. They shall sell their surplus food. stocks 
to the FCI at the prescribed procurement pnce f~r 
purchases from State agencies and meet thmr 
additional or allocated food requirements by pur
chase from the FCI at the prescribed issue price 
for these agencies. The FCI must take over the 
surplus stocks from the State Agencies within a 
reasonable period and pay for these prom~tly. No 
unreasonable quality cuts must. be. applie~, f~r 
instance, with respect to detenoratlon . which IS 
solely attributable to sheer passage of time. The 
FCI must allow parity of treatment between the 
State agencies and itself with respect .to. procure
ment, storage and incidental costs adnusSlble. T.he 
reasonable credit requirements of State agencies 
must be met by the banking system. The. Central 
Government may enact legislation to prov1de the 
legal framework for reorganisation of the food 
management institutional structure on the above 
lines. 



6.43 !he Union Government may set up, under 
the Ch:urmanship of Minister of Food and Civil 
Supplies, an Advisory Committee on Food 
Management with concerned States' Ministers as 
its members. The Committee may periodically 
re\iew the food management policies and institu
tions and suggest improvements. 

The Agricultural Costs and Prices Commission : 

6.44 An assured minimum price for farm pro
duce serves as a powerful incentive for increased 
agricultural production. In India, besides the new 
farm technology based on fertiliser responsive 
high-}ielding varieties, this incentive has been an 
important factor for the spectacular increase in 
wheat and rice production since the mid-1960s. 
India now (1986) operates three variants of the 
concept of assured minimum price for farm pro
duce. There is the procurement price for wheat, 
paddy and coarse grains, the minimum support 
price for barley, gram, arhar, moong, urad, mus
tard, groundnut, sunflower seed, soyabean and 
cotton, and the statutory minimum price for sugar
cane and jute. 

6.45 The assured minimum price must be fixed 
keeping in view the cost of cultivation and the 
need for a fair balance between the interests of the 
grower and the consumer. Since there is an inhe
rent conflict of interest at least in a narrow and 
short term sense between the surplus and the defi
cit States with regard to the level of the assured 
minimum price for different commodities, it is 
rational to entrust the price fixation function to 
the Union Government. The Agricultural Price 
Commission (now the Agricultural Costs and Prices 
Commission) was set up by the Union Govern
ment in 1965 to render expert advice in the dis
charge of this function. Its terms of reference 
were expanded in 1980 to give it an enhanced role 
in agricultural price policy. Price control, it may 
be mentioned, is a concurrent matter. It may be 
desirable to associate the representatives of States 
with the Commission, at least in an advisory capa
city. Advisory panels may be set up for each 
commodity or group of commodities which may 
include in each case the representatives of the major 
producing and consuming States. 

Bureau of lndnstrial Costs and Prices : 

6.46 While prices of most industrial products 
are left to be determined by the market forces of 
supply and demand, prices of some important 
industrial products are fixed by the Union Govern
ment. The Bureau of Industrial Costs and Prices 
was created to render expert advice to the Gov
ernment in the discharge of this function. The 
Bureau also took over what remained of the erst
while Tariff Commission. As long as the country 
retains a system of Government administered 
prices for some industrial products, there wilJ be 
need for an expert body like the Bureau to study 
industrial costs and to work out fair prices for 
these products for the guidance of the Government. 

6.47 The price fixation function for industrial 
products has necessarily to be performed by the 
Union Government. It is of concern not so much 
to the States as to the principal producers and 
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consumers of these products. If the production 
or consumption of some of these products is largely 
concentrated in some States, the representatives of 
these States may be associated with the Bureau by 
forming consultative panels for different 
products. 

Monopolies and Restrictive Trade Practices Com
mission: 

6.48 The Monopolies and Restrictive Trade 
Practices Commission was conceived as an instru
ment to curb the concentration of economic power 
and its abuse in the form of unfair trade practices. 
It was concerned with the regulation of the bi" 
business and hardly involved any questions of 
Centre-State rdations. 

6.49 The Commission was foredoomed due to 
ineffective modern industrial development which 
necessarily results in emergence and growth of a 
predominantly oligopolist industrial structur<!. 
India has been no exception to this trend. Curbs 
on monopolies and oligopolies generally would he 
either ineffective or an impediment to industrial 
growth. The MRTP Commission operations have 
been marked by both these characteristics. Now 
that a policy of progressive liberalisation of the 
economy has been adopted, the role of the MR TP 
Commission is very much on the decline. The 
Commission must not be allowed to become an 
impediment to industrial growth. In particular, 
the large houses which command the requisite re
sources and enterprise should be allowed to take 
up projects in areas classified as industrially back
ward whether by the Centre or the States. 

Director General of Technical Development : 
6.50 This agency was conceived primarily as a 

technical organisation to advise the Central Gov. 
ernment (Ministry of Industry) with respect to in
dustrial licensing and protection and promotion of 
Indian industry and indigenous technology. Th·! 
working of this agency has been the subject of 
widespread public criticism on grounds of ineffi
ciency and corruption. With liberalisation of in
dustrial licensing and imports, particularly of capi
tal goods and industrial inputs, and reduced em
phasis on the indigenous angle of which the DGTD 
was the. custodian, this organisation is losing its 
former unportance. It has been suggested in 
Chapter 3 in the comments on Entry 52 of List I, 
that to prevent the abuse of this Entry by the 
Central Government, its scope should be limited to 
specified key, basic and strategic industries. If 
this is accepted, many industries will go aut of the 
purview of the controls instituted under the Indus
tries (Development and Regulation) Act, 1952. 
There will then be a further decline, in the DGTD's 
role and the capacity of its personnel to harass 
and exploit the industrialists. This organisalim1 
primarily concerns the manufactures. Their re
presentatives as well as also of the States should 
be associated with it in a consultative capacity. 

Employees' Provident Fund Organisation : 

6.51 The Employees' Provident Fund has beP.n 
set up under the Employees' Provident Fund Act, 
1961 for the b~ncfit of the non-Government indus
trial and commercial employees. The employees 



and employers contribute to the Fund at the stipu
!ated rates. The fund also earns income on its 
mve~tments. Now that the number of subscribers 
has ~crease~ t~ around 18 million and the Fund's 
earnmgs ~n !Is mvestment are a large and growing 
amount, It has become a principal source of deve
lopment finance. The in~estment policies of the 
Fund are at present determmed solely by the Union 
qovernment. Under the present investment poli
Cies, the greater part of the Fund's investible re
sources flow to the Central Government by way 
of market borro,:'i~gs, special deposits (around 
Rs. 1450 crores m 1985-86) and small saviP.gs. 
In order to tap this resource to an even greater 
extent, ~he Central Government has permitted th~ 
~PF, With effect from 1986-87, to invest HS% of 
1~ annual n_et accretion of funds in Special Depo
sits as agrunst 30% previously, Besides, the 
ll!llount received by the Fund on maturity of Spt:· 
em! Deposits can be fully reinvested in these 
Deposits. 

6.52 Now that the EPF, has a vast coverage in 
terms of activities and subscribers, and has become 
a major and rapidly growing source of long-term 
development (inance, there is a strong case for 
transferring the responsibility for running the Fund 
to the States. Under an enabling legislation to 
be undertaken by the Union Government, each 
State may set up an independent EPF to be manag
ed by a State E.P.F. Organisation. The Union 
Government may have its own EPF and the orga
nisation to manage it to cover the subscribers in 
the Union Territories as well as in such States as 
may be unable or unwilling to set up an indepen
dent EPF and prefer to entrust this responsibility 
to the Union Government. There may be 
set up under the Union Finance Ministry a co
ordination committee of all the EPF organisations 
to deliberate on policy issues and to evolve, as far 
as possible, a commmon policy approach. Decen
tralisation of E.P.F. in the above maiiDer will pro
vide the States with an important new 
instrument for raising finance for this deve
lopment programmes. 

Employees' State Insurance Corporation : 

6.53 The Employees' State Insurance Corpora
tion provides usual· soc!al sec~ity benefits to i_n
sured non-Government mdustnal and commercial 
employees. An eligible worker makes ~ough 
his employer, a compulsory weekly contnbutwn to 
the Corporation related to his wages. . T~e em
ployer's contribution to the Corporation IS . ab~ 
related to the worker's wages. The Corporallon s 
income ooes to finance the various benefits. This 
corporation may also be reorganised on the samt: 
lines as suggested above for the E.P.F. Each S!ate 
may have its own Employees' State Insura!lce ~or
poration. The CorporatiOn under the \.!niOn G(lv
crnment may operate in the Union Terntones and 
such States as may entrust this function to it. 

National Savings Organisation : 
6.54 The Small Savings have become, . parti

cularly since the introduction of the o-Year 
National Savings Certificates VI and VII Issues, a 

•This amount also includes the Special Deposits of other 
recognised non·govemment provided, superannuation and 
gratuity funds. 
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major and rapidly growing source of funds for the 
Central and State Plans. The net collections 
(collections less withdrawal and repayments) in 
1~85-86 have been around Rs. 4210 crores. Two
thrrd_s of the net collection in a State is given back 
t<;> It as a long-term loan from the Centre. Be
Sides, a State. which achieves a higher percentage 
of net collecuons to gross collection than the All 
!ndia average is given an additional loan as an 
IncentiVe. In 19ll6-87, the States have been 
budgeted to receive a total of Rs. 3200 crores 
while the balance Rs. 2100 crores is to be retain
ed by the Centre. The National Savings Orga
msatw~ has bee~ set up to promote Small Savings 
c_ollectiOns. It Is a Central Government Organisa
tion headed by the National Savings Commissioner 
~ith head oflic_e at Nagpur. It has set up its Re
giOnal Ottices m all the States and Union Territo
ries. In Punjab, under the Regional Director who 
Is located at Chandigarh, there are 5 Assistant Re
gional Directors and 15 District Savings Ollicers. 

6.55 The present arrangements with respect to 
Small Savings may continue with the following 
modifications. While the National Savings Orga
nisation may be concerned with policy issues and 
the review of existing and introduction of new Sav
ings Schemes and instruments, autonomous 
organisations in the States may bear the full respon
sibility for promotion of Small Savings and 
may be paid a small commission related to net 
collections for these services. The State Organisa
tions will also provide the National Savings urga
nisation the feedback on different schemes and 
instruments. 

6.56 The States' share in net collections may 
be raised to 80% for higher income and 95% for 
lower income States. The repayment period on 
Small Savings loans to States may be increaseJ to 
50 years from the present 25 years with an initial 
moratorium of 10 years as against the present 5 
years. The Small Savings loans to States, it may 
be noted, are related to net collections. This 
means that out of the gross collections the 
Centre first appropriates the full amount required 
to meet the withdrawals and repayments on small 
savings. It is only out of the balance that a pro
portion is passed on to the States as loan. Smce 
the repayments to subscribers have already been 
taken care of out of gross collections, States' re
payments to the Centre on small savi'!gs loans are 
wholly available to the Centre for Its. own use. 
In other words, these repayments constitute a re
source transfer from the States to the Centre. The 
States, therefore, demand that to put an end to 
this perverse res<?urce trans!er, the loans to States 
may be granted m perpetwty. t The Seventh _Fm
ance Commission had in fact recommended this. u 
Though the Central Govefll!llent did. not accept 
this recommendation, there IS a considerable sl!b
stance in the States' demand. ~~ suggested. In
crease in the repayment and the u:uua~ mor~to_num 
period would be a step _in the . d_rrechon of fulill
ment of this demand while avmding too sharp an 
immediate break with the present practice. 

r Report of the Eighth Finance Commission, 1984, Para· 
gr4ph 14.27, p. 102. 

'":'Ibid, Paragraph 14.25. 



Central Water Commission and Central Electl.'icity 
Authority: 

' 
6.57 The Central Water Commission (CWC) 

and the Central Electricity Authority (CEA), which 
are successor organisations to the erstwhile Central 
Water and Power Commission, are statutory bodies 
created by the Centre. Over the years these 
bodie.s have ~een dealing with too many matters 
of rumor detail and even very small projects have 
had to be submitted to them for clearance. At 
present all irrigation and multi-purpose schemes 
costing more than Rs. 5 crores are required to 1:-e 
technically cleared by the Central Water-Commis
sion and the Planning Commission. In the case 
of power projects, clearance of the Central Ele.::tri
city Authority is required for all generation <>nd 
transmission projects, costing more than Rs. 5 
crores. These are obviously too low limits, parti
cularly in the case of power. In many States, the 
engineering and professional personnel concern
ed with irrigation and power development have by 
now acquired the necessary competence and experi
ence for preparation, evaluation, execution and ap
praisal of projects. In such cases, scrutiny of pro
posals, projects and designs by the Central organi
satiOns causes avoidable irritation, delay and cost 
escalation. Thus instead of being an aid to effi
cient water and power development they become 
a considerable roadblock in the way of such 
development. 

6.58 The technical and regulatory role of these 
organisations must now be limited to the Inter
State projects or those with Inter-State implica
tions. With regard to other projects which are 
above a prescrib~d size in term of investment in
volved or the physical potential to be created, they 
may have only an advisory or a consultancy rnle. 
This limit may be set at a minimum of Rs. 20 
crores for irrigation and multi-purpose projects, 
Rs. 25 crores for transmission projects and Rs. 100 
crores for g~neration projects. At the sarae time 
a time limit must be set in each case for the Cen
tral Ag~ncy concerned to complete the scrutiny. 
State projects bdow the prescribed minimum size 
may be altogether outside their purview. Of 
course nothing would bar a State consulting CWC/ 
CEA of its free will in the case of any project. 
There must be a time limit for these Agencies to 
complete examination of the projects which come 
within their purview. 

Bhakra Beas Management Board 

6.59 (i) The Centre has been extending juris
diction over State subjects by creating certain orga
nisations like Bhakra Beas Management Board and 
thus appropriating to itself vast and unfettered 
powers. A case in point is the provision regard
ing the Bhakra Beas Management Board in Part
Viii of the Punjab Reorganisation Act, ~966. 
These presumably get their sanction from Entry-
56, List-I of the Constitution. In this ~ection 79 
(6) states that the Bhakra Management Board shall 
be under the control of the Central Gov-~rnmcnt 
and shall comply with such direction as may from 
time to time, be given to it by that Government. 
This vests the Union Government with unfettered 
power over the Board which practically controls 
most of the Punjab Water Resources and a large 
proportion of its power resources. 
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(ii} The main Ceni!al ~ct which. affects the ~rri
oation supplies in Punjab IS the Punjab Reorgamsa
tion Act, 1966. Under Section 78 and 79 of the 
Act, the enhr~ asseis of the Bhakra Nanga! Project 
have been transfared to the Bhakra Beas Manage
ment Board which i> constituted by the Central 
Government and also controlled by it. Under 
section 80 of th~ Act, the assets of the Beas Pro
ject are also trans~crred to the contro~ of the Cen
tral Government, I.e., Beas Construction .Board to 
be subsequ:ntty transferred to the Bhakra Beas 
Management Board. Both these projects were 
origmally undertake.n by . an agreement 
bdween erstwhile Punjab and Rajasthan and were 
being executed by the erstwhile Punjab State. The 
imposition of Central control over the assets of 
these projects is an unnecessary intrusion into the 
rights and r<"sponstbtlitics oi the Punjab State. The 
continuance of the Bhakra B~as Management Hoard 
is not necessary. The b:nefits of water and power 
are determined under the Punjab Reorganisation 
Act in accordance with the purposes of the project 
though there have been diputes about the correct 
dctcr.ninat.mn of th:s: ngnt.s by the Centre, the 
regulation of supplies of water and power in 
accordance with the decision of the Government 
of India taken from time to time or in accordance 
with the agreements, arrived at betw~en the parties, 
have contmued to be ddivered to the partner States 
in the past and can b~ continued in future without 
the need of Bhakra Beas Management Board. 
Even b:fore the Reorganisation, these bendits were 
being delivered by Punjab to Rajasthan and the 
reorganisation of the State in 1966 has only made 
the addition of one more partner namely Haryana 
and two territories as b.!ndiciaries namely terri
tory of Chandtgarh and transferred territory of 
Himachal Prad~sh. It is, therefore, not at all 
necessary to take away the rights and responsibili
ties of the State of Punjab by the Central Govern
ment u11der the pretext of reorganisation. The 
constitution of Bhakra Bcas Management Board 
and Beas ConstructiOn Board are only infringe
m~nt of the functions and responsibilities whicit are 
to be discharged by the State of Punjab. These 
Boards should b~ dissolved and the position as it 
was prior to 1966 needs to be restored in respect 
of control over the Bhakra and Beas Projects. To 
this extent sections 78, 79 and 80 of the 
Punjab Reorgan;satwn Act, 1966 need to be 
amend"d. S1milarly, section 79(1) of the Punjab 
Reorganisation Act which deals with the control 
over the H~adworks at Ropar, Harika and Feroze
pur and stipulates that this control should b~ trans
ferred to Bhakra B~as Management Board is a 
serious infringement of the Punjab State's rights 
to administer th~ canals and regulators wit.bin its 
territories. The control over the Headwo,"ks has 
been with Punjab and should continue to b~ with 
Punjab. These Hcadworks do not find any men
tion in th~ definition of Bbakra Nanga! Project 
as d~scrib;d in s~ction 78(4)(b) of the Punjab Re
organisation Act. Again under section 79(<)), the 
Government of India have assumed the control of 
Bhakra B:as Manag~ment Board which is bound 
to comply with such directions as may be issued 
by them from time to tim<;. This provision h~s 
mad~ the functioning of the constitutional provi
sion of constitution regarding control and regula
tion of water for irrigation by the States totally 



ineffective. There have been instances when Bhakra 
Beas Management Board on unjustified and arbitrary 
direct!~ns (sometimes verbal) release extra 
quanttt1es of water for power generation to meet 
the shortage of power even outside the areas of 
the partner State i.e. Delhi or elsewhere, to the 
disadvantage of partner States. 

University Grants Commission : 

6.60 Over the years, the University Grants 
Commission (UGC) has been exercising an ever 
incr~asmg control over the working of Universities 
and collcg~s in the States. This was so even be
fore 1976 when Education was not yet a Concur
rent subject. The State Governments have virtual
ly lost any direct influence on determina· 
t1on and implementation of higher education poli
ci~s. The Slates strongly resent this. This highly 
centralised direction of higher education poli
cies is not in the interests of a vast country like 
India that shows all manner of diversities among 
different States and regions. 

6.61 Some of the points of criticism against the 
UGC working are given below : 

(i) Most of the funds of the UGC have gone 
to the Central universities. The State uni
vefSities have been getting very limited 
funds compared to their needs. The flow 
of UGC funds to colleges, particularly to 
those located in the rural areas and cater
ing to weaker sections, has been very 
meagre. 

(ii) The UGC criteria for grants are inelastic 
and do not take into account the specilic 
needs of States, universities and colleges. 

(iii) The UGC finances new posts only for the 
durauon of the particular Plan period. 
Atter tbe completion of tbis period, the 
p"os<s b~come toe liability of the S1a1e Gov
ernment. The State thus soon have to bear 
the additional tmancial burd~n wi1!10ut hav
in" any say in d<!!ermining the policies 
u;derlymg the creation of tbese posts. 

(iv) The UGC in ddermining and implementing 
hs policies does not take int~ account the 
specific circumstances of dillerent State~. 
hs oeciSions, tnerefore, often create consi
d~rabl.! di .• ICUlllt:S ror indiVidual States. 
For mstance, its decision in 1~85 that 
henceforth the universities must grant the 
first degree only after 15 years of educauou 
has creat~d a very dimcult s1tuatwn for 
Punjab and som~ other . States wh~c~ are 
only now (19~6) mtroducmg the 10.,·-: pat
t~rn of school educ~tion. Dccmons 
taken without taking mto account the 
views and p~culiar c1rcum~tances of. State 
often result in poor or even Improper Imple
mentation. 

(v) The frequent new interpretati~ms . by the 
UGC of the prescribed qualificatiOns for 
university and college . teachers have 
created unnecessary complicatiOns for aca
demic institutions concerned and the State 
Governments. 
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6.62 It has been suggested in Chapter 3 that 
education should be made, as originally, a State 
subject. Any educational bodies set up by the 
Centre should b~, as far as States are concerned, 
only a forum for exchange of views and experi
ence towards arriving at common educational poli
cies to the extent possible. These bodies must have 
no regulatory role with respect to educational in
stitutions in the States, nor otherwise be in a posi
tion to influence their working in a mann<'r as to 
thwart the policies adopted by the different States. 

Inter-State Coordination : 

6.63 Disputes arise between States particularlv 
those sharing a common border. There shouid be 
an institutional arrangement for resolving these 
disputes. There may also be subjects in which 
several or all States may have common interest and 
it may be very desirable to evolve a common ap
proach to this subjects. This will be facilitated if 
there exists a common institutional arrangement for 
the study of such subjects and for coordinating 
State Policies and actions on these. Article 263 
provides for the establishment of such an arrange
ment. It empowers the President to appoint, 
whenever necessary in public interest, an inter
State Council to serve as a forum for consultation 
and coordination among the States. The Council 
has not yet been set up. 

6.64 The State's Reorganisation Act, 1966 pro
vided for the establishment of Zonal Councils with 
the object of providing an institutional mechanism 
for collectively pursuing States interests. In the 
years immmediatcly following their establis!:iment, 
the Zonal Councils met regularly and did some use
ful work. But for the last many years there has 
been a visible loss of interest in these councils. 
Their meetings have been few and far between and 
they have played an insignificant role in studying 
and resolving inter-State disputes and coordmatmg 
State Policies and actions. 

6.65 There is an urgent need for the establishment 
for the Inter-State Council as functioning institu
tional mechanism for inter-State and Centre-State 
coordination. The Council may also act as a 
watch dog on States' interest vis-a-vi~ the Ce~tre. 
The Council may comprise the Pr.tme Mm!st.cr 
(Chairman), the Union Home and Fmance Mims
ters and all the Ch1d Mmtsters. This makes a 
total of 25 members. The decisions ?f the ~~un
ci! may require approval by the. Pnme M1m~ter 
and at least two-thirds of the other member~. !·e., 
17 positive votes in all including that of the P!1me 
Minister. The Council may meet regularly, at tcast 
once each quarter. But provi~ion may be mad_e 
for summoning emergency meetm~s of !he Council 
to take up urgent questions of national Importance. 
The Council may have a p~rmanent Sc~retanat. It 
may set up standing and ad-hoc committees. 

6 66 In order to ensure due cooperatioa bet
wee~ the Zonal level and the All-India ~nter-State 
coord:nation machinery, the Zonal Councils rna¥ be 
cplaced by Zonal Committees of the I nt~; ~tate 

Cr ·1 The Membership of Zonal Commtttec ounct . . . (Ch . ) 
may include the Union Home Mm1s!er m~man 
and the Chief Ministers of States mclud~d m the 
Zone. The decisions of the Zonal Comm1ttce may 



r~quire unanrnuty. The Zonal offices of the 
&crdariat of the Inter-State Council may service 
th~ Zonal Committees. 

6.67 The decisions of the Inter-State Council 
and of its Zonal Standing or ad hoc Committees 
may have the 1.\.Jrce of recommendations and not of 
binding direct.Jves. The Council must serve pri
maruy as a coordinator and a conciliator and not 
as an arbitrator. Its strength will be primarily in 
the popular support which its decisions may gene
rate and win. fhe advice of Inter-State Council 
shall be- communicated to the President through 
the Union Council of Ministers and not directly. 

Issue of Directions to the States : 

6.68 Under several Articles of the Constitution. 
the Union Executive has been empowered to give 
directions to one or more States : 

lil Under Article 256 such directions may be 
given as are considered necessary to ensure 
compliance with the laws made by Parlia
ment and any existing laws applicable to 
that State. 

(ii) Under Article 257(1) such directions may 
require a State not to impede or prejudice 
the exercise of the executive power of the 
Union. Under Article 257, directions may 
also be given ro a State with regard to (i) 
construction and maintenance of means of 
communication declared to be of national or 
military importance [Clause (2)], and (ii) 
measures to be taken for the protection of 
railways within the State [Clause (3)]. 

(iii) Under Article 339, dir"--ctions may be given 
to a State as to the drawing up an execution 
of schemes specified as essential for the 
welfare of scheduled tribes. 

(iv) Under Article 350(A), directions may be 
issued to a State for providing facilities for 
instruction in the mother tongue at the pri
mary stage to children belonging to linguis
tic minority groups. 

6.69 The penalty for the failure of a State to 
comply with or give effect to, any dir"--ctions given 
in the exercise of the executive power of the Union 
is laid down in Article 365. Under this Article, 
in case of such failure, it sh_all be lawful for the 
President to hold that a situation has arisen in 
which the Government of the State cannot be car
ried on in accordance with the provisions of the 
Constitution. This will clear the Wl!Y for action 
under Article 356. 

6.70 The power of the Union to issue directions 
to the States under Articles 256, 257, 339 and 
350(A) is an avoidable irritant. There is a strong 
ca>e for removing this irritant on the following 
grounds:-

1 I 1 St'!tes are bound to comply with laws made 
by Parliament and any existing laws appli
cable to that State. If there are any doubts 
about the Constitutional validity of any such 
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(2) 

(3) 

Jaw, the matter can be taken to the courts. 
Definance of valid laws by the State will be 
just impermissible. It will make the State 
Government liable to dismissal under Article 
356 on the ground of breakdown of public 
order. Likewise, deliberated actions of the 
State Government to impede or prejudice 
the exercise of executive power by the Union 
shall attract on the same ground action 
against it under Article 356. 

It is difficult to understand why normally a 
Stat~ Government may be unwilling to do 
the needful with regard to construclton and 
maintenance of means of communication de
clared to be of national or military impor
tance or protection of railways when under 
Article 257(4) provision has been made for 
reimbursement by the Union to the State 
of the extra cost involved. If a State Gov
ernment refuses to do the needful in these 
respects with a view to disrupting national 
security and national defence, it makes it 
liable to dismissal under Article 356. 

The underlying assumption for the provi
sions made under Articles 339 and 350(A) 
is that the Union would be more sagacious 
than the States about the welfare of the 
Scheduled Tribes and a fair deal to the lin
guistic minorities. Actual experience does 
not substantiate this assumption. The 
Union has hardly made any use of its power 
under these provisions for the benefit of the 
tribes and the minorities. Moreover, it is 
time that the Union slops treating the States 
as probationers in responsible Government. 
The States should be trusted to learn from 
their own experience that both morality and 
political considerations require that the due 
care be taken of disadvantaged sections of 
their populations. 

(4) Article 365 add nothing to the powers avail
able to the Union under Article 351'i to pro
ceed against the errant States. That is the 
reason why Article 365 has hardly ever been 
invoked while Article 356 has heen used 
and abused much too often. 

6.71 Amendment of the Constitution to omit all 
provisions that empower the Union to issue direc
tions to the States will be a positive step, even if a 
very nominal on<;, towards restoring a more even 
balance between the Union and the States. 

Financial Dependence of the Stat~s on the Centre 

7.1 The financial relations arc today the least 
satisfactory aspects of the Centre-State relations. 
These relations grievously violate the basis principle 
of federal finance that each level of government must 
be substantially, if not wholly, self-reliant with 
regard to financial resources required for due dis
charge of its responsibilities under the Constitution. 
Inordinate financial dependence of one level of 
Government on the other inevitably erodes over 
time the authority and role of the former, eventually 
bringing about a basis change in the state structure. 
Indeed, this process has been very much under way 



in India for the last thirtyfive years, more so in 
recent years. The States have become heavily 
dependent upon resource transfers from the Centre 
for financing their revenue and capital expenditure. 
As a result there has been a marked erosion of 
States' authority, responsibility and freedom of 
action with regard to the subjects originally assigned 
to them by the Constitution. The State's role in 
the Iriliian state system as envisaged in the Consti
tution has been increasingly •undermined. India is 
visibly moving further away from the federal concept 
of state structure. The dimensions of States' fina
nacial dependence on the Centre have been brought 
out below. 

7.2 The States depend on resource transfers 
from the Centre for financing a substantial propor
tion of their revenue and capital expenditure. This 
dependence is altogether overwhelming in the latter 
case. The resource transfers from the Centre are 
partly by way of Devolution in accordenc_e ~ith the 
recommendations of the Fmance Commission and 
partly as discretionary grants and loans. Central 
Assistance for State Plans belongs to the latter 
category. The States' financial dependence on the 
Centre, overall as well as separately with. respect 
to the financing of their revenue and capital ex
penditure, is brought out in this chapter. 

States' Overall Financial Dependence : 

7.3 The States' overall financial dependence ~n 
the Centre in recent years has been brought out m 
Table 7.1. 
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7.4. Table 7.I shows that reso c= rce transfers from 
the Centre, including both Devolution and dis
cretionary transfers, now finance over 4 5% of the 
States' overall ex pen ~.iture and this percentage has 
been rising in recent years. States' own receipts 
finance a little over 50% of the total expenditure. 
The balance expenditure, a sizeable proportion. 
is deficit financed. In the past even the accumulated 
deficit has had to be financed to a large extent i ni
tially by the Centre by periodically granting medium
term loans to the States to clear their unauthorised 
overdrafts from the R.B.T. The Centre extended 
such loans, in 1972-73 (Rs. 421 crore), I978-79 
(Rs. 555 crore), 1982-83 (Rs. 1743 crore), 1983-84 
(Rs. 400 crore) and 1985-86 (Rs. 1628 crore). The 
resource transfers from the Centre to the States on 
Capital Account shown in Table 6 ·I exclude the 
loans for clearance of overdrafts. If the Centre, 
as it is doing at present. strictly adheres to .its scheme 
for the elimination of States' unauthonsed over
drafts introduced in 1985-86, there would be no more 
Central loans to States to enable them to clear the 
overdrafts from the R.B.I. This will eff~ctively 
choke off the main source of funds for financmg the 
States' overall deficit. Unless the States . make up 
for this by augmenting their own ;eceipts, _they 
will have to either further restram their expenditure 
or depend even more heavily on resource transf~rs 
from the Centre. Even as it is t'1e States' fin ·ncml 
dependence on the Centre ha~ reached unacceptable 
proportions with far reachmg consequences for 
the country's state structure and the body 
politic. 

TABLB7.1 

States' Overall Financial Dependence on the Centre 

1983-84 (Accts.) 198~85 (R.E.) 1985-86 (B. E.) 

Rs. Crore Per cent Rs. Crore Per cent Rs. Crore Per cent 

2 3 4 5 6 

A. Expenditure 31157.43 10~.0 36919.87 100.0 39920.56 100.0 

1. On Revenue Account 23803.29 76 4 28535.68 77.4 31625.35 79.2 

2. on Capital Account 7354.14 23.6 8334. 19 22.6 8295.21 20.8 

B. Financing of Expenditure 31157.43 1))~ 35)1).H 1)) ) J))!l 55 10~.0 

1. State own Receipts 17023.28 54.6 l 18513.71 50. I 20658.19 51.8 

(I) On Revenue Account 14913.24 47.8 16956 42 45.9 18885.36 47.3 

(2) On Capital Account, no• 210}. 94 6.8 1552 29 4.2 tn~. 83 i. I 

2. Resource Transfers from the Centre 13573.26 43.6 t6m 12 44.6 18303.76 45.8 

(I) On Revenue Ace •unt 910) 48 29.2 1071~ 10 29.0 12PJ.64 31.2 

(2) On Capital Arc unt 4472.78 14.4 5733 62 15.6 5838. 12 14.6 

(3) Deficit financed by : 560.89 1.8 1959.44 5.3 9H.61 2 4 

(i) Drawing down of c.sh b1lances 112.09 0.4 1898.06 5.2 1070.54 2.7 

(ii) Withdrawals from cash balances 
Investment Account net · 211.37 0.6 13.91 I. 86 

0.3 47.47 IJ. I (-)!B.H (-).3 (iii) Increase in ways and me3.nc; o:tbVl'l'~~s 237.43 
and overdrafts fro"ll the R.B.I. net 

SouRCB : Co"'Pi led from data available in "Fin:tn:~s of Stlt~ G.JV~rn.n!nts d·Jdn~ l:H5-35", R.B./. 8 1!/~titl "'ove.nb>r 931 S 
pp. 790-963 
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Dependence for Financing Reveoo•· Fxpeoditure : 

7.5 With regard to financing of States revenue expenditure, the dependence on resource transfers from 
the Centre is now closed to 40 per cent. This brought out in Table 7.2 

TABLB7.2 

Financing of States' Revenue Expenditure 

1983-84 (Acctts.) 1984-85 (R.B.) 1985-86 (B.E.) 

Rs. Crore Per cent R~. Crore Per cent . Rs. Crore Per cent 

A. Revenue Expenditure 23803.29 
1. Development 16941.24 
2. Non-Development 6872.05 

B. Financing of Revenue Expenditure. 23803.29 
1. States' own Revenue Receipts 41913.34 

(1) Tax Revenue 10753.11 
(2) Non-Tax Revenue 4160.23 

2. Resource Transfers from the Centre 9100.48 
(I) Share of taxes 5007.82 
(2) Grants 4092.66 
(i) Non-Plan . 756.83 

(a) Devolution . • 
(b) Others 756.83 

(ii) State Plan Schemes 1848.35 
(iii) Central and Centrally Sponsored Plan 1487.48 

Schemes. 
3. Deficit (-)210.53 

SoURCE Ibid. 
*Included in "Others", i.e. (b). 

7.6. Table 7 ·2 indicates that States' own revenue 
receipts financed only 62 ·7%, 59 ·3 % and 59 ·7% 
of their revenue expenditure in 1983-84, 1984-85 
(R. E.) and 1985-86 (B.E.), respectively. The resource 
transfers from the Centre financed 38 ·2%, 37.5% 
and 39 ·4% of this expenditure in the corresponding 
three years. States' share of Central Taxes financed 

21 ·0%, 20 ·I% and 20 ·7% of this expenditure. 
The balance 17 ·2%, 17 ·4% and 18 ·7% of the ex-

2 3 

100.0 28585-68 
78.5 20067.58 
21.5 8518. 1 

100.0 25885.68 
62.7 16956.42 
45.2 12239.07 
17.5 4517.35 
38.2 10718. 10 
21.0 5737.98 
17.2 4980.12 
3.2 854.61 

* .. 
3.2 854.61 
7.8 1823.70 
6.2 2301. 81 

(-) .9 911.16 

4 

100.0 
77.01 
22.99 
10J.O 
59.3 
42.8 
16.5 
37.5 
20.1 
17.4 
3.0 
• 

3.0 
6.4 
8.0 

3.2 

s 

31625.35 
21495.07 
10130.28 
31625.35 
18885.38 
13787. 76 
5097.60 

12470.64 
6551.73 
5918.91 
1227.96 

• 
1227.96 
2118.08 
2572.87 

269.35 

6 

100.0 
78.50 
21.50 
100.0 
59. 7 
43.6 
16.1 
39.4 
20. 7 
18.7 
3.9 
• 

3.9 
6.7 
8.1 

0.9 

penditure in the three years respectively was financed 
by grants from the Centre. 

7.7. The R.B.I. study does not give the amount 
of the Devolution grants separet~ly. The full con- ' 
·tribution of Devolution of financing of States' revenue 
expenditure cannot, therefore, be worked out from 
this study. The breakdown between Devolution 
and the discretionary transfer to the State is, how
ever, available in the Government of India's Budget 
documents. This breakdown is given below 

TABLB 7.3 

Devolution and Discretionary Transfers from the cemre to the states 

1984-85 (R. E.) 1985-86 (B.E.) 1985-86 (R.E.) 1986-87 (B. E.) 

Rs. Crore Per cent Rs. Crore Per cent Rs. Crore Per cent Rs. Crore Per cent 

J. Devolution 6318.35 58.2 7941.09 61.0 8569.13 59.7 9432.83 61.3 
(1) Share of taxes 5776.92 53.2 6726.39 51.7 7490.26 52.2 8260. 10 53.7 
(2) Grants . 541.43 5.0 1214.70 9.3 1078.87 7.5 1172.13 7.6 

2. Discretionary Grants 4538.16 41.8 5086.46 39.0 5784.52 40.3 5965.16 38.7 
(I) Non-Plan 425.81 4.2 348.13 2.6 580.30 4.0 376.31 2.4 
(2) State Plan Scheme . 1831.51 16.9 2357.66 18. I 2537.39 17.7 2556.06 16.6 
(3) Central and Centrally Sponsored Plan 

Schemes 2231.79 20.5 2355.15 18. I 2645.51 18.4 2997.44 19.5 
(4) N. E. Council Plan Scheme 22.05 0.2 25.52 0.2 21.32 0.2 35.36 0.2 

3. Total Transfers 10856.51 100.0 13027.55 100.0 14353.65 100.0 15397.99 100.0 



7.8 The resource transfers to States shown 
in the Central Budget documents are, as may be 
exp..;cted, some what different from those worked 
out from th~ State Budgets but this discrepancy 
is not of an order as to significantly modify ~he 
broad conclusions. Table 7. 3 indicates that De· 
volution accounts for about 60 per cent of the total 
transfers and the balance of around 40 Per cent 
consists of discretionary grants including the grant 
portion of the Central Assistance for State Plans. 
Table 7.2 above had 1hown that in recent years 
resource transfers from the Centre had financed 
around 40% of the total revenue expenditure of 
the States. Breaking this percentage into 60:40 
ratio, the contribution of Devolution and discre
tionary transfers to financing of States' revenue 
expenditure may be estimated at 24% and 16% 
respectively. 

7.9 The above is the average picture for the totality 
of States. The position varies with individual 
States. The data on Punjab are given in Table 
7 .4. 
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7.10 The contribution of Devolution transfers 
(that is, share of Central taxes and Devolution 
grants) to financing of Punjab's revenue expenditure 
has been as follows : 1984-85, 13-0%, 1985-86 
(B.E.), 10 .4%, 1985-86 (R.E.), 10 .9%, and 1986-87 
(B.E.), II . 7%. This is far below the estimated 
national averge of around 24%. The contribution 
of discretionary transfers has been : 1984-85, 8 .2%, 
1985-86 (B. E.), 16.0%, 1985-~6 (R.E.), 17-7% 
and 1986-87, 11.3%. There were some exceptional 
discretionary transfers in 1985-86 on both Plan and 
Non-Plan accounts which inflated their contribu
tion to financing of revenue expenditure. The 
1986-87 Budget Estimates (11.3%) give a more 
normal picture. The contribution of normal dis
cretionary transfer~ might be estimated as of the 
order of II% which is substantially below the esti· 
mated national average of l6°Jo. Taking together 
both devolution and discretionary transfers, the 
normal resource transfer from the Centre may be 
estimated to be financing around 23% of Punjab 
revenue expenditure as against the national average 
of around 40 per cent. 

TABLE 7.4 

Financing of State Revenue Expenditure-Punjab 

1984-85 (Accounts) 1985-86 (Budget 
Estimates) 

1985-86 (Revised 
Estimates) 

1986-87 (Budget 
Estimates) 

Rs. Crores Per cent Rs. Crores Per cent Rs. Crores Per cent Rs. Crores Per cent 

A. Revenue Expenditure 
1. Development ' 
2. Non-Development 

B. Financing of Revenue Expenditure 
I. State's own Revenue receipts 

(I) Tax Revenue_ 
(2) Non· Tax Revenue 

2. Resources Transfer from the Centre 
(I) Share of Taxes 
(2) Grants . 
(i) Non-Plan 

(a) Devolution 
(b) Others 

(ii) State Plan Schemes 
(iii) Central and Centrally Spon· 

sored Plan 

941.34 
615.17 
326.17 
941.34 
731.90 
566.51 
165.39 
200.08 
121.62 

78.46 
4.16 
0. 88 
3.88 

24.49 
49.21 

100.0 
65.4 
34.6 

100.0 
77.3 
60.2 
17.6 
21.2 
12.9 
8.3 
0.5 
0. I 
0.4 
2.6 
5.2 

1096.72 100.0 
707.84 64.5 
388.88 35.5 

1096.72 100.0 
869.12 79.2 
671.51 61.2 
197.61 18.0 
289.28 26.4 
107.16 9.8 

182.12 16.6 
52.33 4.8 

6.69 0.6 

45.64 4.2 

58.28 5.3 
71.51 6.5 

1183.92 100·0 
786.99 66.5 
396.93 33.5 

1183.92 100.0 
831·39 70.2 
646.50 54.6 
184.89 15.6 
338.19 28.6 
121.89 10.3 
216.30 18.3 
73.64 6.3 

6.69 0.7 
66.95 5.6 
77.29 6.5 
65.37 5.5 

1229.70 
768.74 
460.96 

1229.70 
996.22 
788.03 
208.19 
283. 12 
133.49 
149.63 
52.88 
10.69 
42.10 
15.47 
81.28 

100.0 
62.5 
37.5 

100.0 
81.0 
64.1 
16.9 
23.0 
10.8 
12.2 
4.3 
0.9 
3.4 
1.3 
6.6 

3. Deficit. 9. 36 1.0 (-)61.68 (-)5.6 14.34 1.2 (-) 49.64 (-) 4.0 

SOURCE : Punjab Government Budget Papers for 1986-87 

Dependence for Financing Capital Expenditure 

7.11 The States' depend<nce upon the_ Centre 
for financing their capital . exp .nditttre ts J?Uch 
greater than for financi_ng the1r revenue expend1ture. 
This is brought out 1n Table 7. 5. 

7.12 Table 7. 5 shows that in rece~t years States' 
own net capital receipts, after meet1ng repayment 
obligations on past loans from the Centre,. could 
finance no more than a very modest proportiOn of 
their capital expenditnre : 1983-84, 28 · 7 per cent, 
1984-85 ·(R.E.) 18.6 per cent and _1?85-86 (B.J?.). 
21.5 per cent. A very high and rtSlllg proport1on 
of the tota 1 capital expenditure had to be financed 

118-288/87 

by new loans from the Centre : 1983-84, 68.8 per 
cent, 1984 .85. 68.8 per cent and ~985-86 (B.E.~, 
70.4 per cent. In addition a cons1derable ddic1t 
was incurred. As a ratio of the total cap1tal outlay, 
the deficit w~ s as follows : 1983-84, 10.5 per cent 
1984_85 (R.E.). 12.6 per cent and 1985-86 (B. E.), 

8 I nt The above shows that the States are, 
. per c~ · . c · 1 E nd'tu with regard to financmg of aplta xpe I re, 

'nd ·d far more dependent on resource even more, I e. , 'th t 
o !'•om the Centre than they are WI respec trans,ei'S 1 • 

to their Revenue Expendtture. 

7_13 All loans and_ advances ~rOJ? the Centre to 
the State are discretionary. Thts IS the ca_se even 
with the loans granted to the States agamst net 



collections of Small Savings. At present the States 
are given loans equivalent to two-thirds of the net 
collection from Small Savings. In recent years 
these loans (Sometimes described as States' share 
in Small Savings) formed ~ome 40 per cent of the 
States' total loans from the Centre (excluding ways 
and means adv.mces). Th-:se loans arc given not 
under anv cvnstitntional obligat'on but as a result 
of the Centrat.Governmenfs own decision to pt·ovide 
an incentive to the States for promoting Small Savings 
collections. The Constitution does not in any way 
bar the Centre from altering the two-thirds ratio in 
either direction or from altogether discontinuing 
grant of loans to Stat<!S on this account. Articles 
293t2) only en bl·s the Gvv~rnment of !n~ia to 
make loans to any State, subject to any hmtts or 
conditions laid down by Parliament but it does not 
in any way oblige it to do so. Under the provisions 
of the Constitution all loans from the Centre to the 
States are discretionary. 

7.14 Likewise, the Central As5istance for State 
Plans including both its loan and grant component, 
is a discretionary res0urce transfer by the Centre. 
Its quantum is determined by the Union Government 
(Ministry of Finance) with some discrete prodding 
by the Planning Commission. The Centre is not 
obliaed under the Constitution to set up a planning 
Co~ission. It is entirely the creation of the Union 
Government by an executive deci~ion and is domi
nated by the latter in a variety of ways. The Plan
ning Commission has the responsibility for inter se 
distribution of Central Assistance among the States. 
The Scheme of distribution is formally approved 
by the National Development council but is in fact 
worked out by the Planning Commission with the 
concurrence of the Ministry of Finance. The C.ntral 
Assistance for State Plans is an entirely discretionary 
arrangement. 

7.15 A substantial proportion of the States' 
capital receipts classified in Table 7.5 as the State5' 
own receipts is, in fact, subject to the consent of the 
Government of India. While Article 2')3(1} tnables 
the States to borrow within the territory of Inc1ia 
upon the security of the Cons:>lidatej Fund of the 
States subject to any limits imposei by their res
pective State Legislatures. Article 293(3) actually 
makes all borrowing by the States subject to the 
consent of the Government of India. This clause 
lays down that a Stace may not without the con·e•t 
of the Government of India raise any loan if any 
previous loan to it granted or guarantted by the 
Central Government was still outstanding. Since 
all States are now heavily indebted to the Centre, 
the approval of Government of India is now neces
sary for all borrowing by the State Govern-

. ments. In other words, the receipts under internal 
debt, are not strictly speaking, the States' own capital 
receipts. Article 293(3) confirms that the Cons
titution makers were seriously lacking in realistic 
anticipations about the likely profile of Centre-State 
financial relations after the commencement of the 
Constitution. Only the States' receipts from recovery' 
of loans and ac1vances and uncler the Public Account 
can be consicered truly their own capital receipts. 
All this shows how near total is the States' depen
dence on the Centre for financing their capital out
lays. 
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Factors for Financial Dependence of States 

8 1 States' heavy financial dependence on the 
Ce~tre has been the result of factors that have, 
during the last 35 years, either r~quired the~?- to 
incur expanded revenue and capt!al expe!ldttur~, 
or have prevented a commensurate mcrease m thetr 
own revenue and capital receipts. Some of the 
principal factors of these categories have been dis
cussed below. 

(I) Factors for Growth of State Expenditure 

8.2 The Constitution entrusted the States with 
exclusive or major responsibility for extensive areas 
of economic social and cultural development These 
include ; ag~iculture and allied ser~i~es ; irrigation, 
drainage and flood control; electnctty; roads an~ 
bridges ; road transport ; water supply a!ld sam
tation · education, art and culture ; medtcal and 
public 'health; housing and urban . development 
office and other buildings for expandmg State ad
ministration; social security and welfare; and de
velopment of local bodies and Panchayati Raj insti
tutions. Discharge of States' development res
ponsibilities, even if very limited and inadequate 
so far has involved rapid growth of revenue and 
capital expenditure. A contributory factor for this 
trend has been the generally low efficiency of public 
expenditure in India so that larger ~han reason~ble 
outlays have been needed to obtam ~the destr~d 
physical results. 

8.3 The provisions of the Constitution relating 
to State finances strongly suggest that the Consti
tution makers severely under-estimated the public ex
penditure requirements implied in the development 
responsibilities entrusted to the States. In particular, 
they seem to have had little preception of the large ca
pital outlays required of the States. It looks that the 
large majority of the Constitutent Assembly either 
did not seriously believe in planned development 
or had little awareness of its implications, in the 
Indian context, with regard to growth of public expen
diture. They probably failed to for-: see that whatever 
pattern of develcpment the country might ad, pt, 
the State would need to play a very active role in 
promoting and assisting ·development and that, even 
if the country choose to follow a capitalist pattern of 
development, the Centre and the State Governments, 
in their respective areas of responsibility under the 
Constitution would need to undertake and assist 
investment in a big way, bas ides incurring; growing 
maintenance and development expenditure on 
revenue account on State and State-aided services, 
over a long period of time as a sort of exten('ed pump
priming to enable the Indian economy to pick up 
the critical minimum of dynamism. This is, in fact, 
what has been happening during the last thirtyfive 
years. Rapid growth of States' revenue and capital 
expenditure is a direct consequence of this course 
of development. 

8.4 There has also been a rapid growth of States' 
non-development expenditure. Interest payments, 
police, collection of taxes and duties, pensions and 
other retirement benefits, :secretariat general services 
and district administration, compensation and assign
ments to local bodtes and Panchayati Raj Institutions, 

and maintenance of government buildings (public 
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works) are the principal items that have shown a 
high rate of growth of non-development revenue 
expenditure and now account for the bulk of this 
expenditure. On capital account, the principal items 

of non-development expenditure are repayment of 
debt (mainly of loans from the centre) and loans 
advances to Government Servants. The details 
are given in Table 8 .1. 

TABLE 7.5 

Financing of State's Capital Expendture 

1983-84 (Accounts) 1984-85 (Revised 

Rs. Crores Per cent 

A. Capital Expenditure 7354. 14 
1. Development 7030.68 
2. Non-Development 323.46 

B. Financing of Capital Expenditure 7354.14 
1. States' own capital Receipts, net 2109.94 
2. Consolidated Fund* 1547.06 
(i) Internal debt, net 864.11 

(a) Market Loans, net 563.06 
(b) Other items, net 301. OS 

(ii) Recovery of Loans and Advances 784.98 
(iii) Other items (-) 102.03 
2. Contingency Fund, net . 62.57 
3. Public Accounts, net 1941.80 

(i) Provident Funds, net 797.32 
(ii) Reserve Funds, net . 231.80 

(iii) Deposits and Advances net 764.42 
(iv) Suspense, Misc. and Remittances, net•• 148.26 

4. Less-Repayment of Loans to the Centre@ (-) 441.49 
2. New Laons from the Centre@ 4472.78 

1. Non-Plan 1738.91 
(i) Small Savings Loans 1378.86 
(ii) Others 360.05 

2. State Plan SchemeS 2632.78 
3. Central and Centrally Sponsored Plan Schemes 101.09 
4. Deficit 771.42 

SoURCE : R.B.I. Bulletin, November, 1985, op. cit. 
•Excluding : (i) New Loans and Advances from the Centre, and 

(ii) repayment of loans and advances to the Centre. 
**Includes net appropriation to Contingency Fund. 

100.0 
95.6 
4.4 

100.0 
28.7 
21.0 
II. 7 
7.6 
4. I 

10.7 
(-) 1.4 

0.9 
26.4 
10.8 
3.2 

10.4 
2.0 

(-) 19.6 
60.8 
23.6 
18.7 
4.9 

35.8 
1.4 

10.5 

Estimates) 

Rs. Crores Per cent 

8334.19 100.0 
7995.97 95.9 
338.22 4.1 

8334. 19 100.0 
1552.29 18.6 
1635.89 19.6 
832.03 10.0 
727.29 8. 7 
104.74 1.3 

1064.87 12.8 
(-) 261.01 (-) 3.1 

240.86 2.9 
1559.19 18.7 
905.57 10.9 
317.42 3.8 
217.28 2.6 
118.92 1.4 

(-) 1883.65 (-) 22.6 
5733.62 68.8 
2425.70 29.1 
1782.67 21.4 
643.03 7. 7 
3114.28 37.4 
193.64 2.3 

1048.28 12.6 

1985-86 (Budget 
Bstimates) 

Rs. Crores Per cent 

8295.21 100.0 
7907.56 95.3 
387.65 4. 7 

8295.21 100.0 
1782.83 21.5 
2048.01 24. 7 
1020.71 12.3 
831.87 10.0 
188.84 2.3 
834,55 10.1 
192.75 2.3 

(-) 183.42 (-) 2.2 
1776.52 21.4 
888,71 10.7 
373.19 4.5 
297.76 3.6 
216.87 2.6 

(-) 1858.28 (-) 22.4 
5838.12 70.4 
2374.29 28.6 
2037.39 24.5 
336.90 4.1 

3206.77 38. 7 
257.06 3.1 
674.26 B. I 

@Exluding receipts/repayments of ways and means advances from the Centre which are assum,j to b' rop1id within the s1m~ year. 

A. On Revenue Account 
!. Interest payments 

(I) On loans from the Centre 
(2) On other debts 

2. Police . 
3. Pensions and retirement benefits 
4. Collection of taxes and duties 

TABLE 8.1 

States' Non-Development Expenditure 

1983-84 (Accts.) 1984-BS (R.E.) 
--------- ---------

Rs. Crore Per cent Rs. Core Per cent 

6862.05 77.3 8518.18 75.0 
1963.54 22.1 2677.01 23.6 
1195.94 13.5 1594.66 14.1 
767.60 8.6 1082.35 9.5 

1396.96 15.7 1569.14 13.8 
630.00 7.1 775.00 6.8 
649.96 7.3 744.84 6.6 

1985-86 (B.E.) 

Rs. Crore Percent 

18130.28 78.1 
3186.09 24.7 
1931.81 IS.O 
1254.28 9.7 
1684.71 13.0 
950.00 7.3 
811.35 6.3 

-------------------------------------
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1983-84 (Accts.) 1984-85 (R. E.) 1985-86 (B. E.) 

Rs. Crore Per cent Rs. Crore Per cent Rs. Crore Per cent 

5. Secretariat general services and District Admi· 379.47 4.3 421. 11 3.7 614.25 4.7 
nistration. 

6. Compensation and assignments to local bodies 303.77 3.4 304.59 2. 7 343.81 2.7 
and Panchayati Raj Institutions. 

7. Public Works• 208.09 2.4 24~.27 2.2 294.87 2.3 
8. AU other items 1330.26 15.0 1778.14 15.6 2245.20 17.4 

B. On capital Account (gross of debt repayments) 2009.50 22.7 2832.56 25.0 2783.65 21.6 
I. Repayment of debts@ . 1686.04 19.0 2494.34 22.0 2396.00 18.6 

(1) Loans from the Centre@ 1441.49 16.2 1883.65 16.6 1858.28 14.4 
(2) Market Loans • 177.01 2.0 523.74 4.6 446.17 3.5 
(3) Other debts 67.54 0.8 86.95 0.8 91.55 0.7 

2. Loans and Advances by State Governments 186. 82 2. I 206.06 1.8 208.54 1.6 
(1) To Government servants . 160.10 1.8 175.51 1.5 176.14 1.4 
(2) To others 26. 72 0.3 30.55 0.3 32·40 0.2 

3. Non-Development Capital Outlay . 136.64 1.6 132. 16 1.2 179. 11 1.4 
c. Total Non-Development Expenditure 8871.55 100.00 11360.66 100.00 12913.93 100.0 

SoURCE : "Finances of State Governments during 1985-86", op. cit. 
•Mainly maintenance of Government buildings. 
@:Excluding repayment of ways and means advances from the Centre. 

8.5 Interest payments and debt repayments are 
now by far the largest item of States non-develop
ment expenditure. These accounted for 41.1 %, 
45.6% and 43.1% of such expenditure during 
1983-84, 1984-85 (R.E.) and 1985-86 (B.E.) res-

pectively. This item reflects the States growing 
indebtedness, particularly to the Centre. An idea 
of the rapid gowth of this debt during the I 5 years 
ending 1985-86 is given in Table 8 .2. 

TABLE 8.2 

Debt Position of the States 

(Rs. in crores) 

Outstanding as on March 31 

1971 1981 1984 1985 1986 
(B.E.) (R.E.) (B. E.) 

I. Loans and advances from the Central Government 6365 17071 28691• 30831* 35347* 
2. Internal Debt 1847 4443 6318 7197 80H9 

(I) Market Loans 1143 2983 4278 5005 5837 
(2) Loans from banks and other Institutions 239 919 1212 1366 1509 
(3) Ways and Means Advances from R.B.I. 375 482 592 639 510 
(4) Compensation and other bonds 90 59 55 54 55 
(5) Internal debt for which details are not available 181 133 178 

3. Provident Funds etc. • 537 2463 4453 5358 6247 
(I) State Provident Funds 471 2815 3805 4575 5282 
(2) Others 66 278 648 783 965 

Total Debt. 8749 23977 37752 43386 49683 

SoURCE: R.B.I. Report on Currency and Finance 1984-85, Vol. II; Statement 92, p. 124. 
•Includes Centre's medium-term loans to enable the States to clear their overdrafts with the R.B.I. 

8.6 Over a period of 15 years, States debt has 
grown 5. 7 times rising to~ a total of Rs. 49683 crores. 
At the end of 1985-86, States loans and advances 
from the Centre worked out to over 71% of their 
total debt. A major factor for rapid growth of 
States' indebtedness has been that as much as 70% 

of the Central Assistance for States is being given 
as loans. Since a large proportion of these loans 
has been invested in social and economic infrastruc
tural facilities- schools, hospitals, roads, social hous
ing, Government administrative and residential buil
dings, irrigation, soil conservation, area develop-



ment, river multipurpose projects, etc. It never 
directly yields the surplus needed to meet the repay
ment obligations on these loans and the States in
debtedness to the Centre mounts. The States interest 
liabilities have increased even faster than the growth 
in their indebtedness on account of the marked 
increase in interest rate in India as a consequence 
of the tight monetary policy deliberately adopted 
by the Centre to curb and control inflation. The 
Government of India has persisted in this policy 
and high interest rates have been maintained even 
though in the international capital market the 
interest rates have markedly come down during the 
last year or two. 
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8.7 Public order is a State subject. The States 
are required to spend a growing amount on police 
towards discharging this responsibility. The increa
sing expenditure on pensions and other retirement 
benefits is the result of a growing number of pensis
ners and higher and more liberal pensions and 
benefits. The increasing total cost of tax collection 
is a concomitant of the growing tax revenue. 
The State Administration has cost the exchequer 
an increasing amount on account of the growing 
number of employees, their higher salaries and 
allowances and the higher cost of contingencies. 
Local Bodies and Panchayati Raj institutions are a 
State responsibility. Due discharge of this res
ponsibility calls for growing financial support to 
these grassroot democratic institutions, but the 
paucity of resources prevents the States from ex
tending support on the required scale. In spite 
of the increasing amounts being paid to them, their 
institutions are languashing over the greater part 
of the country for lack of adequate financial resources. 
If anything, very much more needs to be done by 
way of financial support to put life and vigour in 
these institutions. Public Works, mainly the main
tenance of government bulidings, costs the State 
revenues a growing amount on account of the in
creasing area to be looked after and the higher unit 
cost of maintenance. 

8.8 Apart from the debt repayments, a major item 
of States non-development capital outlay is the loans 
to Government servants for purchase of vehicles 
and other purposes. But this item shows only a 
modest rate of growth. There are also a few other 
items of non-development capital outlay which add 
up to a sizeable outgo. 

(2) Factors for States' Inadequate Budgetary Receipts 

8.9 States growing expenditure on revenue and 
capital account has not been matched by a com
mensurate expansion of their non-budgetary receipts, 
thus obliging them to increasingly look up to the 
Centre for financial support. States inadequate 

budgetary receipts may be attributed to : (i) a narrow 
tax base ; (ii) constraints on additional taxation, 
(iii) low returns on investment and enterprise ; and 
(iv) the Central Government's relentless drive for 
large capital receipts. An analysis of these casual 
factors has been attempted below. 

(I) A Narrow Tax Base 

8.10 The prevalent folklore on the subject of Centre
State financial relations attributes the States financial 
woes first and foremost to the alleged inelasticity, 
in a broad sense, of their own taxes. It is held 
that the taxes in the State List are inherently in
capable of growing as fast as the principal taxes 
in the Union 'List." As a result, the States own tax 
revenues do not grow as fast as Centre's tax revenues 
and have to be supplemented by transfers from the 
Centre by way of share in Central taxes and grants. 

8.11 It is indeed true that during the first fifteen 
years following the commencement of the Consti
tution, the revenue from States taxes was generally 
growing at a somewhat slower rate than the Centre's 
tax revenue (before States share of taxes) so that 
the latter's proportion in the total tax revenue was 
slowly improving. But since the mid-1960, the 
earlier trend has been reversed. By 1985-86 (B.E.), 
the Centre's percentage share had gradually declined 
to about the same level as observed in 1950·51. 
This is brought out in Table 8.3. 

8.12 In Table 8. 3, combined data for the States 
and the Union Territories has been given as separate 
figures for the States are not readily available. This, 
however, does not significantly alter the picture as 
the Union Territories with legislature account for 
only a tiny fraction of the total tax revenue. Table 
8.3 shows that since the mid-1960s, in spite of the 
fact that the sales on sugar, textiles and tobacco 
formerly levied by the States has been substituted 
by Additional Duties of Excise levied by the Centre, 
the revenue from State taxes has generally tended 
to grow faster so that its contribution to total tax 
revenue has risen again to about the 1950-51 level. 

8.13 At a particular rate of growth of the economy, 
the rate of growth of tax revenue depends upon, 
(i) the price and income elasticity of the taxes, that 
is, how responsive if the tax yield at unchanged tax 
rates etc. to the rise in the price level and the growth 
of national income (gross domestic product in real 
terms) ; (ii) the additional tax effort undertaken ; 
(iii) the improvement in tax enforcement ; and 
(iv) the tax structure, particularly the relative con
tribution of the more price and income-elastic taxes 
to total tax ·revenue. Towards securing large tax 
revenues, the Centre is prima facie at some inherent 
advalllage compared to the States in all the above 

respects. 
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TABLE 8.3 

Tax Revenue of the Centre, States and Union Territories 

Rs. Crore As per cent of total 
Period (Fiscal Years) 

States & 
Centre Union Total Centre 

States & 
Union 

Territories 
Total 

Territories 

I950 405 222 627 64.6 35.4 100.00 
First Five Year Plan (195I-55) 23I7 1260 3577 64.8 35.2 100.00 
Second Five Year Plan (1956-60) 3652 I938 5590 65.3 34.7 100.00 
Third Five Year Plan (I96I-65) • 7~55 3399 11254 69.8 30.2 100.00 
Annual Plans (I966--{)8) 7110 3306 I0476 68.4 31.6 IOO.oo 
Fourth Five Year Plan (1969-73) 19476 8876 28352 68.7 31.3 100.00 
Fifth Five Year Plan (1980-84) .. 91145 47603 133748 65.7 34.3 IOO.OO 
I986 (B.E.) 25922 14249 40241 64.6 35.4 100.00 

SouRCE: Compiled from Government of India, Ministry of Finance, Indian Economic Statistics-Public Finance, Dec. 1985, Statement 
4.1., PP· 39-42 . 
.. Including Revised Estimates for I984-35. 

8.14 The Union List has three principal taxes 
the Income Tax on personal and corporated income, 
the Union Excise Duties and the Customs Duties. 
Between them they account for over 97% of the 
Centre's gross tax'revenue. The Income Tax being 
related to money income is highly priced and 
income-elastic. Even with unchanged Income Tax, 
an increase in money incomes whether due to rise 
in prices or to real income growth ought to be ref
lected in larger tax revenue. Indeed, to the extent 
that the personal or corporate business incomes 
rise more than proportionately to the rise in prices 
because of lag in wages, or a rise in money incomes 
pushes the personal income tax payers into higher 
tax slabs, the revenue from income and corporate 
taxes should be rising more than proportionately 
to the rise in prices and real incomes. Union Excise 
Duties are related to the volume, value and structure 
of industrial output. Economic growth and indus
trial development inevitably widen the tax base for 
excise duties. 

8.15 Since the early 1970s, customs duties have 
become a highly elastic source of revenue. All 
but a negligible fraction of the customs revenue is 
derived from import duties. As a result primarily 
of a liberalised import policy and the structural 
change in the composition of imports (particularly 
the substitution of industrial raw materials and 
products for cereals), the volume and value of imports 
has become highly income elastic. From 1975-76 
to 1982-83 (the latest year for which the Quantum 
Index of Imports is yet available), against a rise 
of only 28% in G.D.P. in real terms, the quantum 
(as distinguished from value) of imports increased 
by 102%, that is 3.64 times the increase in G.D.P. 
During the same period, the Unit value Index of 
Import increased by 37%. These increases in the 
volume and unit value of imports raised the value 
of imports in 1982-83 to 2.1 (2.02X 1.37) times the 
1975-76 level. This was the principal factor which 
together with the structural change in imports and 
the substantial additional taxation with regard 
to import duties undertaken in 1981-82 and 1982-83 

pushed up the customs revenue in 1982-83 
(Rs. 5,119.40 crores) to 3. 7 times the 1975-76 level 
(Rs. 1,419.4 crores). The high rate of growth of 
Customs revenue has been sustained ever since. 
The 1986-87, Budget Estimates have projected 
the customs revenue at Rs. 10,406.81 crores, that 
is over twice the 1982-83 level. Once again 
the principal factor for the increase in revenue seems 
to have been the high G.D.P. elasticity of imports, 
through increase in unit values (on account of, 
inter-alia, the depreciation in the external value of 
the rupee during this period) and the very substantial 
additional taxation undertaken every year have 
also made a considerable contribution to this 
increase. Since 1975-76, the Customs Duties have 
shown the highest rate of growth among the central 
taxes. This trend is likely to continue as long as 
the present highly import-intensive growth policy 
can be sustained. 

8.16 The inherent price and income-elasticity 
of the principal Central taxes tends to endow the 
Central tax revenues with a high growth potential. 
On the other hand, the States tax revenues have a 
sizeable low-yielding and slow growing region, 
namely, the direct taxes in the State list. ·Land 
revenue, the principal direct tax in the State is a 
classical example of a price and income-inelastic 
tax. Agricultural income tax is levied by only 
3 States (Assam, West Bengal and Karnataka) 
which have a sizeable area under plantations. It 
is extremely doubtful if the tax will yield much 
additional revenue if the other States, particularly 
those which have no large area under plantations, 
were to introduce it. Ten Stutes (And: ra Pradesh, 
Harayana, Himachal Pradesh, J. & K., Kerala, 
Orissa, Punjab, Rajasthan, Sikkim and Tamil Nadu) 
do not levy the professions tax. The very populous 
States of U.P. and Bihar have levied this tax with 
effect from 1984-85, but they expect a revenue col
lection of not more than Rs. 5lakhs and Rs. 25lakhs, 
respectively. Furthermore Article 276(2) limits the 
total amount of tax payable in respect of any one 
person to the State or to any one local authority 



in the State to Rs. 2.50 per annum. The Urban 
Imm"vable prupcrty tax yields meager and almost 
inelastic revenue Rs. 9 crores for all States in 1985-86 
(B.E.). Twelve States (Bihar, Haryantl, Himachal, 
Karnataka, Maharashatra, Manipur, Meghalaya, 
Nagaland, Orissa, Punjab, Sikkim and Tripura) do 
not levy this tax. The other ten States collect an 
insignificant amount each. U.P. collects a mere 
Rs. one lakh. 

8.17 The States are also at a considerable dis
advantage, compared to the Centre, with respect 
to other factors mentioned above which have a bearing 
on the growth of tax revenues. Firstly, it is much 
more difficult for the State Governments, than it 
is for the Centre, to undertake additional taxation. 
The State Governments and Legislatures are much 
closer to the people and are fr.r more amenable 
to their pressure and resistance. They do not com
mand powerful media like the Radio and Television 
which may put across their view point, whether 
valid or fallacious, day in or day out, or undertake 
a persistent build up of their image. Nor is the 
press, particularly the big national papers, so co
operative with them and so lavish with their und~r
standing and support, as they generally are w1th 
the Central Government. It is only in some ex
ceptional periods, when the Central Government 
by some very ill-advised policies and ~easures 
might have seriously offended .t~e class .wh1ch owns 
the press and finances the poht1cal part1es, that the 
Centre has to face the sort of press and public cri
ticism as is the daily lot of State Governments, not 
only of other parties but to an extent even of the 
ruling party at the Centre if these are headed by 
persons who are out of favour with the top leader
ship of that party. For the last 20 ye<~;rs or s<?, 
it has been a set policy of the top leadership of th1s 
party that no State leader of it is to be allo~ed. to 
so grow in stature or become so free of sn 1ppmg 
by his ministerial and party colleagues as to develop 
into a potential rival leadersl~ip pole. This has ~ad 
a profound impact on the cal!bre, fr~e.dom of act1on 
and stability of the State Ch1ef Mm1sters of that 
party. As for the State ~overnments of ~ther 
parties, they generally functwn under an ever p1 esent 
threat of Centrally sponsored or approved propo
ganda compaigns, mass agitations and "liberation" 
struggles that ar~ often clim~xed by a bolt ~rom 
the Raj Bhavan 1f they prov1de the State umt of 
the party an opportunity for hostile move by ~~der
taking an unpopular measure like large add1t10nal 
taxation. The principal Central t~xes are very 
high-yielding and directly affect only hm1ted numbe~s 
so that the Government can raise even large addi
tional tax revenues with a fairly manageable effort. 
On the contrary, the State taxes are generally low
yielding and directly affect l~r~e numbers. In order 
to raise even a modest add1t10nal amount, a State 
Government has to push up several taxes and to 
pinch a much larger P.roporti?n of t.he electorate. 
Finally whereas the Unwn Exc1se Dut1es and <::us
toms d~ties become an indistinguishable part ofpnce, 
in the case of the States' principal ind1rect taxes
the sales tax. the taxes on vehicles. passengers and 
goods, the electricity duty and the stamps and 
registration fees-the amount of the t~x 1S very 
much known to the consumers so that. 1ts ~urden 
is full.Y felt by them. For the above reason acld1t10nal 
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taxation is a far more hazardous exercise for the 
State Governments than it is for the Central Govern
ment. 

8.18 Secondly, the scop~ for tax evasion seems 
to be somewhat larger with r~gard to State taxes. 
The Corporation tax covers a very manageable 
number of assessees but the Agricultural Income Tax 
will have to have a much larger number of assessees 
to yield revenue equivalent to or even a small fraction 
of the Corporation Tax collection. Moreover, the 
conceptual and statistical problems in compu
tation of taxable income lire more complicated 
in the later case. The Professions Tax is at least 
as difficult to administer as the Income tax parti
cularly with regard to non-salaried employees. 
The Sales Tax assessees are far more in nulhber 
and are more widely dispersed than are those covered 
by the Union Excise Duties. Besides, Sales tax 
provides a powerful incentive for collusion between 
the seller and the buyer for tax evasion. The yield 
from Stamps and Registration Fees, particularly 
with regard to transfer of real estate, is substantially 
reduced by collusion between the purchaser and 
the seller. The revenue from State Excise Duties 
is adversely affected in all States by considerable 
illicit distillation or other malpractices. There is 
a considerable evasion of tax on goods and passengers, 
particularly, by private operators. There is a con
siderable evasion taxes on vehicles by certain cate
gories of private operators. There is, no doubt, 
also a considerable evasion of customs duties by 
smuggling, under invoicing, false description of the 
imported goods and the like. But a g?od. deal of 
smuggling, for example that of gold, 1s a~med at 
jumping the import ban rather than evaswn . of 
import duty. Moreover, the scope for tax evas1on 
through under invoicing etc., is fairly limited if the 
customs staff are vigilant and honest. 

8.19 In spite of all the adverse factors that the 
State Governments have to contend with towards 
imposition and collection of taxes, the aggregate 
revenue from State taxes has shown, during the 
last ten years or so, a higher growth rate than 
that observed in the case of gross revenue from 
Central taxes. The only plausible explanation is 
that (i) contrary to popular belief, the State taxes, 
taken toaether, are quite comparable to Central 
t 1xes with respect to their price and income elas
ticity, and (ii) the States have not lagged behind 
the Centre, possibly have gone ahead of the latte~, 
towards exploiting the revenue potent1al of the1r 
respective taxes. 

8.20 The States' direct taxes are admittedly highly 
inelastic with respect to prices and incomes. Land 
Revenue, the principal direct tax, is altogether in
elastic. The Professions Tax is nearly so. The 
Agricultural Income Tax should be more elastic 
but its other problems have deterred all but three 
States from imposing it. The States' indirect taxes 
are, however, very different in this r~sp~ct. The 
Sales Tax. by far the most important md1rect tax, 
being ad l'alorem benefits from larger sales turn
over, whether it is due to larger volume of sales 
or to the higher prices of the goods sold. Larger 
money incomes definitely have a favourable impact 
on revenue from State excise on account of larger 



sales of liquor. Stamps and Registration Fees are 
ad 1'0/orem taxes. Increase in capital values re
sulting from inflation and real growth enhance the 
revenue yield of this tax. The faster accretion to 
the number of vehicles and the larger traffic that 
go with growth of out put and incomes improve 
the revenue from vehicles tax~s and the passengers 
and goods taxes. Revenue from the Electricity 
Duty benefits from higher electricity consumption 
which is usually associated with output and income 
growth. 

8.21 That the States' indirect taxes are fairly 
elastic is borne out by the fact that, over the period 
1975-76 to 1985-86, the improvement in the revenue 
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TABLE 

from these taxes have been comparable, generally 
superior, to those from Central taxes. This is brought 
in Table 8.4. 

8.22 Table 8.4 shows that, over the period 
1975-76 to 1985-86, the State Excise and the Sales 
tax have registered substantially higher increase in 
revenue (377% and 319% respectively) than that 
shown by the Union Excise Duties (220%). Elec
tricity duty has shown a higher increase in revenue 
(508%) than that observed in the case of any Central 
tax. Stamps and Registration, Taxes on Vehicles 
and Taxes on Passengers and Goods have shown 
a substantially higher revenue growth (265%, 
320% and 239% respectively) than that yielded 
by the Union Excise Duties (220%). Since the 

8 ·4 
Revenue from Central and States Taxes 

A. Stele Taxes 

I. Land Revenue 

2. Sales Tax 

3. State Excise . 

4. Stamps and Registration . 

S. Taxes on Vehicles . 

6. Taxes on Passengers and Goods 

7. Electricity Duty 

8. Other taxes and duties 

B. Central Taxes (before States' share) 

I. Income Tax • 

2. Corporation Tax 

3. Union Excise Duties 

4. Customs. 

S. Other Taxes • 

1975-76 

3,549.2 

229.7 

1,943. 7 

435.5 

216.9 

203.3 

166.9 

111.4 

238.8 

7,608.8 
1,214. 4 

861.7 

3,844.8 

1,419.4 

268.5 

Revenue in Rs. Crorcs 

1980-81 1984-85* 

6,616.2 12,239.1 

145.5 306.2 

3,887. 6 7,064. 6 

824.3 1,779.9 

425.1 692.2 

414.9 726.2 

271.8 493.0 

228.3 484.9 

418.7 692.1 

13,179.2 23.470.9 
1,506. 4 1,928.3 

1,310.8 2,555·9 

6,500.0 11,150.8 

3,409. 3 7,040. 5 

453. I 795.4 

Increase in 
1985-86 

over 
1975-769 

1985-86(B.E.) Per cent 

14,405.2 306 

353.3 54 

8,142.4 319 

2,076.2 377 

792.6 265 

854.0 320 

566.3 239 

677.2 508 

943.2 295 

25,991.8 242 
1,764. 0 45 

3,052.0 254 

12,307.4 220 

8,166.0 475 

702.4 162 

SoURcE : For the Sates "Finances of State Governments during 1985-86", op. cit., Statement 20, p. 822. For the Centre-Report 
on Currency and Finance 1984-85. Vol. II, Statement 81, 106. 

*Accounts for the Centre and Revised Estimates for the States. 

indirect taxes account for around 96% of the States' 
tax revenue, the inelasticity of States' direct taxes 
has only an insignificant impact on the growth of 
the States' aggregate tax revenue which, in the 
period under reference, showed a substantially 
higher increase (306%) than did the Centres' aggre
gate tax revenue (242%). 

8.23 The increase in the States' tax revenue, 
as that in the Centre's tax revenue, is partly attri
butable to additional taxation undertaken during 
the period. The available data on ad~itio~al t~xa
tion show that, }lad there been no nse m pnces 
and incomes during this period, the States' aggregate 
tax revenue would have shown a far more modest 
improvement. This suggests that by far the largest 
contribution to growth of the States', as also the 

Centre's tax revenue has come from the impact 
of around 50% rise in national output and income 
(G.D.P.) and around 110% rise in the price level 
(as measured by the increase in the G.D.P. defaltor) 
observed during this period. This shows that the 
States' aggregate tax revenue is fairly elastic to 
prices and incomes. Any disadvantage that the 
States might have, relatively, to the Centre, in this 
respect seems to be of only minor and not crucial 
significance. The principal cx..-lanation for the 
States' financial dependence on the Centre must be 
sought in some other factor(s). 

8.24 If the difference between the Centre and 
the States with respect to the price and income
elasticity of their respective aggregate tax revenue 
is of minor significance, more so if the Centre is 



assumed to have a slight edge over the States in 
this respect, its slow growth of the Centre's tax 
revenue in recent years would suggest that it is 
shying away from the exploitation of the growth 
potential of the taxes. Indeed, there is now enough 
evidence that in recent years there . has been an 
increasingly reorientation of Centre's fiscal oolicy 
in the direction of "Tax less, borrow · more". 
The affluent classes which have been increasingly 
gaining in economic strength and political clout 
naturally prefer that the Government should borrow 
their surplus income, and that too at high rates 
of interest, instead of just taxing it away. The new 
policy orientation is the outcome of their increasingly 
effective pressure. The Central Government has 
visibly grown soft on taxation but it has been going 
in for borrowing, both within the country and 
outside, in a big way. In pursuance of this policy, 
the Central Government has persisted in a policy of 
very high interest rates even when the interest rates 
in the international capital market have shown a 
marked fall. The interest rates in India are now 
visibly out of lilfe with the world marked rates. 
This is beginning to cause several distortions in the 
Indian economy. India is fast becoming the 
rentier's paradise. The number and well-being of 
those living principally on interest incomes is 
growing as never before. It appears that the Central 
Government will persist in the new policy orientation 
even though it has resulted in mounting deficits 
on revenue account and spiralling interest liabilities. 
As long as the Centre. adheres to the new policy 
while the States remain unaffected by it, the tatters 
own tax revenue is likely to continue growing 
at a higher rate than what the Centre's taxp-evenue 
might show. 

8.25 There is a good probability}that the States 
may follow suit. It makes much greater political 
and economic sense for a State Government, parti
cularly if it happens to be the one which can always 
count on sympathy and support from the Centre, 
to go soft on taxation (that !s do. the ':llinimum ta~a
tion that it can get away wtth v1s a v1s the P!annmg 
Commission) and go all out towards tappmg the 
maximum of the flow of private saving in the country. 
This way it may achieve a high rate of growth of the 
State economy with minimum immediate burden 
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: of development on the people. This course of 
development might yield it rich political dividends. 
In any case, unlike the Central Government, it 
is not within the power of any State Government to 
make a significant impact on the rate of domesti~ 
saving even if it undertakes a Herculean taxation 
effort. Why then run a grave political risk by under
taking such an attempt ? If the States begin to 

. argue this. way, the>: may even outdo the Centre in 
going soft on taxatiOn. As a result the growth of 
their tax revenue may also significantly slow down. 
Such a course will be disastrous for the country's 
economic future. A proper development pers
pective for the country calls for greater and not less 
tax effort by both the Centre and the States, as 
well as greater efficiency in public expenditure. The 
new fiscal policy orientation has already done a 
considerable damage to the economy. Rather than 
following suit, the States must press for reversal 
of this policy by the Centre. 

8.26 Tb.e crucial factor for States' financial de
pendence on the Centre is their very narrow tax 
base in relation to their revenue expenditure as well 
as the Centre's tax base. These facts are brought 
out in Table 8 ·5. 

8.27 In Table 8.5, 3(ii) shows that the revenue 
expenditure of the States (including the Un!on Ter
ritories with Legislature) has been considerably 
higher than the Centre's revenue expenditure 
(excluding grants to the States and U.Ts. for 
development and non-development purposes). It 
was 114·2%, 132·6%, 126·1%, 120·5% and 
120 ·0% of the Centre's revenue expenditure in 
1975-76, 1980-81, 1983-84, 1984-85(R.E.) and 
1985-87(B.E.), respectively. On the other 
hand the revenue receipts of the States (and the 
U.Ts:), excluding the States' share in Central taxes, 
were generally no more than around one-half of 
the Centre's tax revenue (before States' share of 
Central taxes) : 1985-76, 47 ·0%, 1980-81, 50 ·6%, 
1983-84, 52 ·I%, 1984-85(R.E.), 51 ·9%. and 
1985-86(B.E.), 54 ·8%. Clearly in spite of h~ving 
to finince a considerably large revenue expenditure, 
the States (and the U.Ts.) have a much narrower 
tax base. The result has been that as shown in 
3(iv) the Centre's tax reve!lue has invariably ex
ceeded its revenue expenditure (excludmg grant 

TABLE 8 ·5 

Relative Tax Base of the States@ and the Centre 

Unit 1975-76 1980-81 1983-84 

2 3 4 5 

t. Tax Revenue 

t. State Taxes • Rs. crores 3.572. 94 6,664. 17 10,803.42 

2. Central Taxes@@ 7,608. 89 13,179.18 20,722. OJ 

2. Expenditure on Revenue Account 

t. States,. Rs. crores 6,354. 86 13,864.34 22,335·50 

2. Centre,.,. S,S63, 18 10,461.85 17,110.39 

119-288/87 

1984-85 
(R.E.) 

6 

12,292.90 

23,701.59 

26,622.31 

22,088.89 

1985-86 
(B.E.) 

1 

14249.08 

25,991. 7S 

29,839.22 

24,870.70 
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TABLE 8.5-Contd. 

2 3 4 5 6 7 

3. Rati<'S : 

(i) 1.1 to 1.2 % 47.0 50.6 52.1 51.9 54.8 

(ii) 2.1 to 2.2 % 114.2 132.6 126.1 120.5 120.0 

(iii) I. I to 2. I % 56.2 48.1 48.4 46.2 47. 7 

(iv) 1.2 to 2.2 % 136.8 126.0 117.0 107.3 104 5 

SouRCE: Indian Economic Statistics-Public Finance. op. cit., Statements 2.1, 2.2, 3.1., 3.2 and 8.8 

~States include Union Territories with Legislature. Relevant data for States alone are not readily available. 

~@.Before States' share of Central taxes. 

•E~cludes : (i) Net transfers to funds : (ii) Appropriation for reduction or avoidance of Debt ; and (iii) Working expenses 
and interest charges of public undertakings (which have been adjusted against receipts from these under· 
takings). Outlays (i) and (ii) are, in fact, States' saving and not expenditure. 

••Excludes : (i) Grants to States and Union Territories for development and non-development purposes, and 

(ii) Self-balancing items. 

to the States and U.Ts.). The excess in different 
years was : 1975-76, 36 ·8%, 1980-81, 26%, 1983-84, 
17%, 1984-85(R.E.), 7 ·3% and 1985-86(B.E.), 
5%- The excess shows a declining trend as the 
Centre's gross tax revenue has been growing slower 
than its revenue expenditure. In contrast, as shown 
by 3(iii), the revenue from the State (and U.T.) 
taxes has been generally less than one-half on their 
revenue expenditure. Moreover, this proportion 
has shown a declining trend : 1975-76, 56 ·2%, 
1980..81, 48 ·I%, and 1983-84, 48 ·4%, 
1984-85(R.E.), 46 ·2% and 1985-86(B.E.), 47 ·7%. 

8.28 The basic conclusions that emerge are the 
following : 

(i) The Centre's gross tax base is more than com
mensurate with its revenue expenditure (ex· 
eluding grants to the States and U. Ts.). If 
the Centre did not have to share some of its 
taxes with the States or to provide grant assis
tance to the States and the U. Ts. with legis
lature, the Centre's tax revenue alone would 
yield it a revenue surplus, and its non-tax 
revenue would entirely add to that surplus ; 

\ii) Centre is going soft on taxation and is not 
taking ~teps to ensure that its gross tax re· 
''enue grows at least pari passu with its re
venue expenditure. As a result, the excess 
of the former over the latter is getting pro· 
gressively eroded ; and 

(iii) The States have too narrow a tax base com· 
pared to their revenue expenditure. The gap 
between the two cannot be filled by even the 
maximum effort at raising non-tax revenue or 
undertaking additional tax effort that may 
be politically and economically feasible. The 
States' dependence on the Centre for ad
ditional resources by way of share of taxes 
and grants is thus inherent and unavoidable 
under the existing provisions with regard to 
Centre-State financial relations. 

8.29 The States' narrow tax base is attributable 
primarily to the Constitution itself and is not the 
result of fiscal developments during the last 35 years. 
As shown in Table 6 ·8, in 1950-51, the very first 
fiscal year after the commencement of the Consti
tution, the distribution of tax revenue bet ween 
the States and the Centre, without taking into account 
the States' share in Central taxes, was in the ratio 
of 35 ·4 : 64 ·6. That position has been maintained, 
with very minor changes, ever since. In the mean
time, the States, towards discharge of their consti· 
tutional responsibilities, have had to step up their 
revenue expenditure to the level where it exceeds 
the Centre's revenue expenditure, exclusive of grants 
to the States and U.Ts., by a considerable margin. 
The need for financial transfers from the C~ntre 
to the States is routed in these dispropnrtionalities 
of the Centre-State financial relations. The crucial 
pr0blem then is the too narrow tax bose of the 
States and not, as is commonly postulated, the 
relative inelasticity of their aggregate tax revenue. 

(2) Low Returns on Investment and Enterprise : 

8.30 States' non-tax revenues (exclusive of grants 
from the Centre) have been financing in recent years 
only a small fraction, about one-fifth of the gap 
between States' revenue expenditure and their tax 
revenue. This is brought out in Table 8.6. 

8.31 Table 8.6, item (3) shows that over the 
years the State's non-tax revenue has declined to 
a little over 10 per cent of their revenue expenditure. 
Its contribution to financing the gap between States' 
revenue expenditure and their own tax revenue has 
declined to below 20 per cent [Table 8 ·6, item (4)]. 
The balance gap has to be financed by grants from 
the Centre. The States, in order to reduce their 
financial dependence on the Centre, will need to 
secure larger non-tax revenues. While it may be 
possible to secure some improvement in the receipts 
from Services, the resource mobilisation effort 
needs to be directed principally to securing a more 
adequate return on State's investment and enter· 
prise. This return is low at present mainly because 
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TABLE 8 ·6 

Ratio of States' Own Non-Tax Revenue to the Excess of States· Revenue Expenditur~ over their 0 wn 
Tax Revenul! 

Unit 

(I) Excess of States' Revenue Expenditure over their own 
tax revenue Rs. Crores 

I. Revenue Expenditure 

2. Less : Own Tax • 
Revenue 

(2) States own Non-Tax Revenue 

1. Returns on investment and enterprise 

(i) Net receipts.. from Departmental com
mercial undertakings. 

(ii) Dividends and profits from non-depart
mental undertakings 

(iii) Interest receipts 

2. Receipts from Services 

(i) General Services 

(ii) Social and Community Services 

(iii) Economic Services 

3. Ratio of (2) to (I. I) 

4. Ratio of (2) to (I) 

SoURCE : For (I) Table 8. 5 above. 

% 

% 

1975-76 

2781.92 

6354.86 

-3572.94 

966.25 

363.89 

-30.07 

16.21 

377.75 

602.36 

165.29 

183 0 21 

253.87 

15.2 

34.7 

1980-81 1983-84 

7200.17 11532.08 

13864.34 22335.50 

1984-85 
(R.E.) 

14329.41 

26622.31 

1975-76 
(B. E.) 

15590.14 

29839.22 

~.17 -10803.42 -12292.90 -14249.08 

1576.88 

662.35 

-181.38 

18.43 

825.30 

914.53 

258.99@ 

269.99 

385.35 

11.4 

21.9 

2422.07 

865.46 

-331.70 

25.10 

1172.06 

1556.61 

456.57 

387.50 

712.54 

!0.8 

21.0 

2858.09 

1043.72 

-345.03 

38.22 

1350.53 

1814.37 

600.76 

373.96 

839.65 

10. 7 

19.9 

3094.90 

1164.52 

-324.51 

37.49 

1451.54 

1930.38 

616.48 

417. 40 

896.6 

10·4 

19.9 

For (2) Indian Economic Statistics-Public Finance, December, 1985, op. cit., Statement 3.1 

Note :States include Union Territories with Legislature . 
.. Net receipts Gross receipts less working expenses less interest charges. 
@Exludes Rs. 580.22 crores on account of Central Loans Written otf. 

of the generally poor financial performance 
States' departmental and non-departmental 
takings. 

of the 
under-

(i) Net Receipts from Departmental Commercial 
Undertakings : 

8.32 The States' net receipts from departmental 
commercial undertakings have deteriorated over 

the years to a large negative amount. The details 
are provided in Table 8.7. 

8.33 Table 8. 7 shows that over the 10 year period 
1975-76 to 1985-86, the losses of loss-incurring 
enterprises have increased from Rs. 192 · 34 crores 
to Rs. 857 ·93 crores~that is 4.46 times. The States 
can ill-afford this large and g,·owing l~ak.age from 

TABLE 8.7 
States' Ni!t Receipts* /rom Departmental Commercial Undertakings (Rs. in Crores) 

1975-76 198(}-81 1983-84 1984-85 1985-86 
(R.E.) (8. E.) 

A. Profit-making Undertakings . 
162.27 330.49 490.39 491.00 533.42 

155.08 312.04 467.12 455.35 494.32 
t. Forests 7.19 18.45 23.27 35.65 39.10 
2. Mines and Minerals 

B. Loss-incurring undertakings 
(-)192.34 (-)stl. &7 (-)822.09 (-)836.03 (-)857.93 

-117.89 - 324.60 - 488.26 - 591.98 - 651.41 
1- Irrigation Projects (Commercial) 

- 76·56 - 113.83 - 106.10 - 114.80 
2. Multipurpose Projects 

-36.69 
- 19.50 - 39.09 - 68.76 -64.29 - 19.65 

3. Power Projects -5.77 -!9.95 -48.60 -54.48 -31.40 
4- Road and Water Transport Services . 

-6.04 -37.53 --86.08 -2.68 -23.73 
5. Dairy Development . -6.45 -14.14 -16.56 -16.50 -16.94 
6. Industries 

-30.07 -181.38 -331.70 -345.03 -324.51 
c. Net Receipts (A+B) 

I :SouRcE Indian Economic Statistics-Public Finance, Dec., 1985, op. cit., Statement3. I. 



State reYenues. Commercial irrigation projects are 
by far the biggest loser. The second largest loser 
is the multipurpose river projects. The receipts 
generally do not cover even working expenses @, 
The successive Finance Commissions have been pro
dding the State Governments to improve the financial 
performance of these projects and fixing very modest 
norms for the same. But nothing has worked. 
If an)1hing, the position has increasingly deteriorated 
over time. During the Seventh Five Year Plan 
period ( 1985---90), the receipts from commercial 
itrigation and multi-purpose projects, at 1984-85 
rates, were estimated to fall short of even the working 
expenses by Rs. 966 corres*. Including interest 
charges. the losses on the same basis have been 
estimated at Rs. 5095 crores. Nothing was done 
in the 1985-86 budget towards improvement in this 
situation. The extimated losses for the vear, Rs. 
766 ·21 crores, are in line with the estimate of 
Rs. 5095 crores for the five-year period. These 
losses will be a heavy burden on State finances in 
all the States which have extensive public irrigation 
facilities. Departmental commercial undertakings in 
other activities are relativelv much smaller losers, 
but their losses add upto a large figure. 

8.34 The large positive net return from forests 
is at best a mixed blessing. In many states, the 
financial gain is offset by denudation of the forest 
cover which, for the country as a whole, is already 
very inadequate in relation to even the minimum 
ecological requirements. The country is already 
paying every year a heavy price for the inadequate 
forest cover in the form of damage done by other
wise avoidable droughts, floods, soil erosion and 
desertification. Long term national interest requires 
that exploitation of the country's forest wealth must 
be kept down to the level consistent with ecological 
considerations even if immediately this means lower 
annual net return to some States. 

(ii) Net Return from Investment in Non-Departmental 
Undertakings 

8.35 In the matter of financial performance. the 
States' Non-Departmental undertakings are no better 
than the Departmental undertakings. 

8.36. In general, the S.E.Bs. financial perform
ance remains far from satisfactory. At the 1984· 
85 rates of tariff, the commercial losses of S.E.Bs. 
over the Seventh Plan period (1985-90) were esti
mated at Rs. 1,17,57 crores£. The Seventh 
Plan has the S.E.Bs., the target of raising Rs. 7000 
crores of net** additional revenue during this 
period. This is indeed a tall order, particularly be
cause, the target is set in net terms. Even if this 
target is fulfilled, the S.E.Bs would still have in
curred commercial losses of Rs. 4757 crores during 
the. Seventh Plan period. 

8.37. The poor financial performance of S.E.Bs. 
affects State finances in several ways. Firstly, the 
States' interest receipts are depressed. As on 
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March 31, 1984, the State Government loans to 
S.E.Bs stood at Rs. 13639 crores&. A further sub
stantial amount must have been added during 
1984-85 as is normally being done every year. The 
total interest due from S.E.Bs to State Government 
during the Seventh Plan period has been estimated 
at Rs. 8555 crores. Projections for the Seventh 
Plan period showed that at 1984-85 tariff rates, 
II S.E.Bs (out of a total of 18) would have defi
cits after providing for depreciation and inter
est on borrowings from financial institutions and 
will be in no position to meet their interest obliga
tions to their State Governments. The total 
default in their case has been estimated at Rs. 5588 
crores. Another S.E.B. would be defaulting to the 
extent of Rs. 40 crores, raising the total to Rs. 5628 
crores. Some other S.E.Bs/Power Corpora
tion would also have a deficit or a very inade
quate surplus. They could meet their interest obli
gations to the respective State Governments only 
by diversion of depreciation provisions or some 
other improper way. If they too choose the 
straight forward course of skipping the interest pay
ment due to the State Government, the total de
fault would add up to Rs. 6734 crores. This is 
equivalent to 8.5% of the estimated States total 
tax revenue during the Seventh Plan period at 
1984-85 tax rates. The S.E.Bs. of only 3 States 
(Andhra Pradesh, Madhya Pradesh and Orissa) are 
anticipated to have a large enough surplus to meet 
in full their interest obligations to the State Gov
ernment. To the extent that the Seventh Plan 
target of additional net revenue is realised, some 
other S.E.Bs. may also be able to pay at least a 
part of the interest due to their respective State 
Governments. Secondly, the capital account of the 
States is also put under extra strain. Expansion 
of S.E.B. activities, in several cases even the replace
ment and renewal of depreciated plant and 
equipment, has to be financed by fresh State loans. 
For instance, during the Seventh Plan period, at 
1984-85 rates of tariff, the S.E.Bs' contribution to 
Plan resources (measured by their depreciation 
provision plus retained profit plus miscellaneous 
capital receipts less loan repayments to institutional 
creditors) has been estimated at Rs. (-) 
1569 crores*. This means that the S.E.B's other 
extra-Budgetary resources, namely, their market 
borrowings and term loans from financial institutions 
will be substantially offset by the negative contribu
tion to Plan resources. As a result, the projected 
large aq1ount of gross capital formation by the 
S.E.Bs. during the Sevepth Plan period will need 
to be financed by fresh State loans which will fetch 
the lenders neither due interest payment nor loans 
repayment. 

8.38. The position with regard to State Road 
Transport Corporation/Undertakings is very simi
lar. Their commercial losses for the Seventh Plan 
period, at 1984-85 rates, have been estimated at 
Rs. 1434 crores@. Their losses, after entirely 

@Repon of the Eighth Finance Commission 1984, Paragraph 3.18, pp. 13-15. 

*Seventh Five Year Plan 1985-90, Oct., 1985, Vol. I, Paragraph 4.53, p. 56. 

£Seventh Fi'e Year Plan 1985-90, Vol. I, paragrahp 4.51. p. 56. 

••That is net of any erosion of S.E.Bs' revenue resulting from cost excalation and other factors. & Report of the Eighth Finance 
Commission 1984, Annexure-III. 5, p. 181. 



e!lting ·~way the Corporation's depreciation provi
siOn, wtll leave substantial uncovered deficit. .. This 
deficit together with the Joan repayments due to the 
institutional creditors, would result in the Road 
Corporations' own contribution to Plan resources 
becoming a large negative amount, namely, 
Rs. ( '- ) 415 crores. This implies that there 
would have to be substantial fresh capital contribu
tion from the State Budgets as also from other 
sources towards financing the fresh capital forma
tiOn of State Road Transport Corporations. 

8.39. There has been a big increase in recent 
years in States' share capital investment in Statutory 
Corporations and· Government Companies other 
than S.E.Bs. and Road Transport Corporations. 
The Eighth Finance Commission estimated this in
vestment at the end of 1983-84 at Rs. 1921.81 
crores. The State investment in cooperative insti
tutions at that time was estimated at Rs. 1721.42 
crores. On this investment of Rs. 3643.23 crores, 
augmented by the additional investment undertaken 
during 1984·85, the States are expected to receive 
during 1985-86 a mere Rs. 37.43 crores as divi
dend (out of a total estimated ~eceipt of Rs. 37.49 
crores under this Head by the States and U. Ts.). 
This gives a return on investment of barely I%. 
The contribution to Plan resources by this category 
of enterprises has been projected at a mere Rs. 15 
crores for the 5-year period. Obviously fresh capi
tal fmmation by these enterprises will also depend 
largely on Budgetary support by the States. 

8.40. Policies and measures to improve the finan
cial performance of States, departmental and 
non-departmental undertakings must be an import
ant element of the required many sided effort to
wards establishing a more even financial balance bet
ween the Centre and the States. The re
sulting improvement in the return on investment 
and enterprise secured by the States would make a 
sizeable contribution to reducing the gap between 
their revenue expenditure and own tax and non
tax revenues. 

( 3) Centre's Drive for Capital Receipts : 

8.41. The States' disadvantage relatively to the 
Centre is much more serious with regard to capital 
receipts than it is with regard to revenue receipts. 
The Centre has always had the lion's share in the 
public sector's capital receipts. In recent years, 
the reorientation of Centre's fiscal policy towards 
the "Tax Jess, borrow more" postulate has led it 
to further intensify its drive for mobilisation of 
capital receipts. The principal instruments em
ployed by the Centre to secure for itself the bulk 
of the public sector's capital receipts are detailed 
below. A knowledge of these will help to work 
out measures towards enabling the States to secure 
a due share of these receipts. 

(i) External Assistance : 

8.42. The Centre is the sole recipient of exter
nal assistance to the public sector. External assist
ance for State projects has to be channelled through 
the Centre. External assistance, which was 
a mere trickle during the first Five Year Plan 

•Inciudlng its grant portion. 
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period, has since grown into a large flow. This is 
shown in Table 8.8. 

8.43. During the 35·years period (fiscal years 
1951 to 1985), the Centre has received a total of 
Rs. 27257 crores (af current prices) as Budgetary 
receipts corresponding to External Assistance. This 
amount is equivalent to two-thirds of the Centre's 
total net lending (lending less repayment/with off) 
to the States during this period. The country's 
self-reliance goal which had been defined as eli
mination of net external assistance from abroad, a 
definition which has not yet been formally repudiat
ed or modified, obviously is being held in abeyance 
for the time being. As long as the present posi
tion lasts, the external assistance* will continue to 
make a substantial contribution to Centre's capital 
receipts. The 1986-87 Budget estimates have put 
this contribution at 15 per cent (Rs. 2950 crores 
out of a total of Rs. 19670 crores). 

TABLE 8.8 

Ctmre's B,.,d~Ptary Receipts Corresponding to 
E.Y!£rnal Assistanf'e. 

Plan period Fiscal Years 

). First Five Year Plan . 1951 to 1955 
2. Second Five Year Plan 1956 to 1960 
3. Third Five Year Plan. 1961 to !965 
4. Annual Plans . 1966 to 1968 
5. Fourth Five-Year Plan 1969 to 1973 
6. Fifth Five-Year Plan 1974 to 1978 
7. Annual Plan 1979 
8. Sixth Five-Year Plan 1980 to 1984 
9. Seventh Five-Year Plan 1985 to 1989 
10. Annual Plan . 1985(R.E.) 

I I. Annual Plan . 1986(B.E.) 

(Rs. in crores) 

Plan Annual 
period Average 

total 

189 37.8 
1049 208.8 
2423 484.6 
2410 803.3 
2087 417.4 
5209 1041.8 
1086 1086.0 
8304 1660.8 

18000• 3600.0• 
2500 2500.0 
2950 2950.0 

SouRcE : I. Indian Economic Statistics-Public Finance,Dec. 
1985, op. cit. ,Statements 7. 9 to 7.21 ,pp. 69- 82, 

2. Central Budget Documents, 198~87. 

*Includes commercial borrowing/equity partie ation from 
abroad by public sector enterprises. 

(ii) Special Credits from Abroad : 

8.44. In addition to the external assistance the 
Central Government receives special credits from 
abroad for specific purposes. These credits are in 
the nature of commercial borrowing from abroad 
on Central Government account but possibly on easier 
terms. The counterpart of gross receipts is presum
ably credited to a special account maintained in the 
Central Government Public Account. The net 
accurals from this source add to the total net receipts 
in the Public Account. The data on annual receipts 
of special credits are not available but the size of 
annual repayments (for example, Rs. 90.88 crores 
in the 1986-87 Budget Estimates) suggests that the 
former are possibly a substantial amount. 



State revenues. Commercial irrigation projects are 
by far the biggest loser. The second largest loser 
is the multipurpose river projects. The receipts 
generally do not cover even working expenses @, 
The successive Finance Commissions have been pro
dding the State Governments to improve the financial 
performance of these projects and fixing very modest 
norms for the same. But nothing has worked. 
If an)1hing, the position has increasingly deteriorated 
over time. During the Seventh Five Year Plan 
period ( 1985---90), the receipts from commercial 
i{Tigation and multi-purpose projects, at 1984-85 
rates. were estimated to fall short of even the working 
expenses by Rs. 966 corres•. Including interest 
charges. the losses on the same basis have been 
estimated at Rs. 5095 crores. Nothing was done 
in the 1985-86 budget towards improvement in this 
situation. The extimated losses for the year, Rs. 
766 ·21 crores, are in line with the estimate of 
Rs. 5095 crores for the five-year period. These 
losses will be a heavy burden on State finances in 
all the States which have extensive public irrigation 
facilities. Departmental commercial undertakings in 
other activities are relatively much smaller losers, 
but their losses add upto a large figure. 

8.34 The large positive net return from forests 
is at best a mixed blessing. In many states, the 
financial gain is offset by denudation of the forest 
cover which, for the country as a whole, is already 
very inadequate in relation to even the minimum 
ecological requirements. The country is already 
paying every year a heavy price for the inadequate 
forest cover in the form of damage done by other
wise avoidable droughts, floods, soil erosion and 
desertification. Long term national interest requires 
that exploitation of the country's forest wealth must 
be kept down to the level consistent with ecological 
considerations even if immediately this means lower 
annual net return to some States. 

(ii) Net Return from Investment in Non-Departmental 
Undertakings 

8.35 In the matter of financial performance. the 
States' Non-Departmental undertakings are no better 
than the Departmental undertakings. 

8.36. In general, the S.E.Bs. financial perform
ance remains far from satisfactory. At the 1984-
85 rates of tariff, the commercial losses of S.E.Bs. 
over the Seventh Plan period ( 1985-90) were esti
mated at Rs. 1,17,57 crores£. The Seventh 
Plan has the S.E.Bs., the target of raising Rs. 7000 
crores of net** additional revenue during this 
period. This is indeed a tall order, particularly be
cause, the target is set in net terms. Even if this 
target is fulfilled, the S.E.Bs would still have in
curred commercial losses of Rs. 4757 crores during 
the. Seventh Plan period. 

8.37. The poor financial performance of S.E.Bs. 
affects State finances in several ways. Firstly, the 
States' interest receipts are depressed. As on 
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March 31, 1984, the State Government loans tc 
S.E.Bs stood at Rs. 13639 crores&. A further sub· 
stantial amount must have been added durin~ 
1984-85 as is normally being done every year. The 
total interest due from S.E.Bs to State Governmenl 
during the Seventh Plan period has been estimated 
at Rs. 8555 crores. Projections for the Seventh 
Plan period showed that at 1984-85 tariff rates, 
II S.E.Bs (out of a total of 18) would have defi
cits after providing for depreciation and inter
est on borrowings from financial institutions and 
will be in no position to meet their interest obliga
tions to their State Governments. The total 
default in their case has been estimated at Rs. 5588 
crores. Another S.E.B. would be defaulting to the 
extent of Rs. 40 crores, raising the total to Rs. 5628 
crores. Some other S.E.Bs/Power Corpora
tion would also have a deficit or a very inade
quate surplus. They could meet their interest obli
gations to the respective State Governments only 
by diversion of depreciation provisions or some 
other improper way. If they too choose the 
straight forward course of skipping the interest pay
ment due to the State Government, the total de
fault would add up to Rs. 6734 crores. This is 
equivalent to 8.5% of the estimated States total 
tax revenue during the Seventh Plan period at 
1984-85 tax rates. The S.E.Bs. of only 3 States 
(Andhra Pradesh, Madhya Pradesh and Orissa) are 
anticipated to have a large enough surplus to meet 
in full their interest obligations to the State Gov
ernment. To the extent that the Seventh Plan 
target of additional net revenue is realised, some 
other S.E.Bs. may also be able to pay at least a 
part of the interest due to their respective State 
Governments. Secondly, the capital account of the 
States is also put under extra strain. Expansion 
of S.E.B. activities, in several cases even the replace
ment and renewal of depreciated plant and 
equipment, has to be financed by fresh State loans. 
For instance, during the Seventh Plan period, at 
1984-85 rates of tariff, the S.E.Bs' contribution to 
Plan resources (measured by their depreciation 
provision plus retained profit plus miscellaneous 
capital receipts less loan repayments to institutional 
creditors) has been estimated at Rs. ( - ) 
1569 crores*. This means that the S.E.B"s other 
extra-Budgetary resources, namely, their market 
borrowings and term loans from financial institutions 
will be substantially offset by the negative contribu
tion to Plan resources. As a result, the projected 
large aq10unt of gross capital formation by the 
S.E.Bs. during the Seventh Plan period will need 
to be financed by fresh State loans which will fetch 
the lenders neither due interest payment nor loans 
repayment. 

8.38. The pos!llon with regard to State Road 
Transport Corporation/Undertalcings is very simi
lar. Their commercial losses for the Seventh Plan 
period, at 1984-85 rates, have been estimated at 
Rs. 1434 crores@. Their losses, after entirely 

@Repon of the Eighth Finance Commission 1984, Paragraph 3.18, pp. JJ-15. 

•Seventh Five Year Plan 1985-90, Oct., !985, Vol. I, Paragraph 4.53, p. 56. 

£Seventh Five Year Plan 1985-90, Vol. I, paragrahp 4.5!. p. 56. 

••That is net of any er05ion of S.E.Bs' revenue resulting from cost excalation and other factors. & Repori of the Eighth Finance 
Commission 1984, Annexure-III. 5, p. 181. 



e_ating away the Corporation's depreciation provi
siOn; will leave substantial uncovered deficit. · This 
deficit together with the loan repayments due to the 
institutional creditors, would result in the Road 
Corporations' own contribution to Plan resources 
becoming a large negative amount, namely, 
Rs. ( '- ) 415 crores. This implies that there 
would have to be substantial fresh capital contribu
tion from the State Budgets as also from other 
sources towards financing the fresh capital forma
tion of State Road Transport Corporations. 

8.39. There has been a big increase in recent 
years in States' share capital investment in Statutory 
Corporations and· Government Companies other 
than S.E.Bs. and Road Transport Corporations. 
The Eighth Finance Commission estimated this in
vestment at the end of 1983-84 at Rs. 1921.81 
crores. The State investment in cooperative insti
tutions at that time was estimated at Rs. 1721.42 
crores. On this investment of Rs. 3643.23 crores, 
augmented by the additional investment undertaken 
during 1984-85, the States are expected to receive 
during 1985-86 a mere Rs. 37.43 crores as divi
dend (out of a total estimated receipt of Rs. 3 7.49 
crores under this Head by the States and U. Ts.). 
This gives a return on investment of barely 1%. 
The contribution to Plan resources by this category 
of enterprises has been projected at a mere Rs. IS 
crores for the 5-year period. Obviously fresh capi
tal formation by these enterprises will also depend 
largely on Budgetary support by the States. . 

8.40. Policies and measures to improve the finan
cial performance of States, departmental and 
non-departmental undertakings must be an import
ant element of the required many sided effort to
wards establishing a more even financial balance bet
ween the Centre and the States. The re
sulting improvement in the return on investment 
and enterprise secured by the States would make a 
sizeable contribution to reducing the gap between 
their revenue expenditure and own tax and non
tax revenues. 

( 3) Centre's Drive for Capital Receipts : 

8.41. The States' disadvantage relatively to the 
Centre is much more serious with regard to capital 
receipts than it is with regard to revenue receipts. 
The Centre has always had the lion's share in the 
public sector's capital receipts. In recent years. 
the reorientation of Centre's fiscal policy towards 
the "Tax less, borrow more" postulate has led it 
to further intensify its drive for mobilisation of 
capital receipts. The principal instruments em
ployed by the Centre to s_ecure fo_r itself the ~ulk 
of the public sector's cap1tal rece1pts are detailed 
below. A knowledge of these will help to ·work 
out measures towards enabling the States to secure 
a due share of these receipts. 

(i) External Assistance : 

8.42. The Centre is the sole recipient of ext_er
nal assistance to the public sector. External assist
ance for State projects has to be channelled through 
the Centre. External assistance! which was 
a mere trickle during the first Five Year Plan 

•Jnciudlng its grant portion. 
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period, has since grown into a large flow. This is 
shown in Table 8.8. 

8.43. During the 35-years period (fiscal years 
1951 to 1985), the Centre has received a total of 
Rs. 27257 crores ( af current prices) as Budgetary 
receipts corresponding to External Assistance. This 
amount is equivalent to two-thirds of the Centre's 
total net lending (lending less repayment/with off) 
to the States during this period. The country's 
self-reliance goal which had been defined as eli
mination of net external assistance from abroad, a 
definition which has not yet been formally repudiat
ed or modified, obviously is being held in abeyance 
for the time being. As long as the present posi
tion lasts, the external assistance* will continue to 
make a substantial contribution to Centre's capital 
receipts. The 1986-87 Budget estimates have put 
this contribution at 15 per cent (Rs. 2950 crores 
out of a total of Rs. 19670 crores). 

TABLE S.R 

Cemre's Badperary Receipts Corresponding 10 
Exu·rna/ Assistance. 

Plan period Fbcal Years 

J. First Five Year Plan . 1951 to 1955 
2. Second Five Year Plan 1956 to 1960 
3. Third Five Year Plan. 1961 to 1965 
4. Annual Plans . 1966 to 1968 

5- Fourth Five-Year Plan 1969 to 1973 
6. Fifth Five-Year Plan 1974 to 1978 

7. Annual Plan 1979 
g. Sixth Five-Year Plan 1980 to 1984 

9. Seventh Five-Year Plan 1985 to 1989 
10. Annual Plan . 1985(R.E.) 

I]. Annual Plan . 1986(B.E.) 

(Rs. in crores) 

Plan Annual 
period Average 

total 

189 37.8 
1049 208.8 
2423 484.6 
2410 803.} 
2087 417.4 
5209 1041.8 
1086 1086.0 
8304 1660.8 

18000* 3600.0* 
2500 2500.0 
2950 2950.0 

SouRcE : J. Indian Economic Statistics~Public Finance,Dec. 
1985, op. cit., Statements 7. 9 to 7.21, pp. 69- 82, 

2. Central Budget Documents, 1986-87. 

*Includes commercial borrowing/equity partie ation from 
abroad by public sector enterprises. 

(ii) Special Credits from Abroad : 

8.44. In addition to the external assistance the 
Central Government receives special credits from 
abroad for specific purposes. These credits are in 
the nature of commercial borrowing from abroad 
on Central Government account but possibly on easier 
terms. The counterpart of gross receipts is presum
ably credited to a special account maintained in the 
Cen•ral Government Public Account. The net 
acc~rals from this source add to the total net rece!pts 
in the Public Account. The data on annual recetpts 
of special credits are not available but the size of 
annual repayments (for example, Rs. 90.88 crores 
in the 1986-87 Budget Estimates) suggests that the 
former are possibly a substantial amount. 



(iii) Commercial Borrowing from Abroad by Central 
Go .. ernnrem 

S.45. In recent years, the Central Government has 
opened up a substantial additional source of funds 
for itself. This is commercial borrowing and equity 
participation from abroad, mainly the former, secu
red by Central autonomous undertakings. In the 
past, in line with the accepted selfreliance goal, 
the country fought shy of commercial borrowing and 
equity investment from abroad. The flow of funds 
in these forms remained a neligible trickle in most 
vears. In some years there was even a net outgo of 
funds on this account. Efforts were made to meet 
the maximum of the country's requirements of external 
funds by securing concessional aid. As a result, 
while many Third World countries have now been 
caught in vicious debt trap, India has been able to 
avoid this trap and enjoys a high credit rating in the 
international capital markets. In recent years, 
there has been a noticeable departure from this policy. 
Several factors have contributed to this change. On 
account of policy reorientation in several directions, 
the country is having huge balance of payments defi
cits on current account. Even though the ..:oncessional 
external assistance is availed of in unprecedented 
amounts, it is necessary to supplement it with commer
:>ial borrowing ot finance the payments deficit. Other
wise the new policy orientation wiU not be sustainable 
Secondly, there has been in recent times :t markec! 
decline in interest rates in the international capital 
market. These rates, in fact, have fallen to substc n
tially below the prevailing rates in India. An influ
ential body of oninion \\Ould like India to avail of 
this opportunity. They believe that this would 
speed up the growth and modernisation of the Indian 
economy, thus creating conditions for a triumphant 
march into the 21st century. Thirdly, India's high 
credit rating in the international capital market 
facilitates borrowing at reasonable rates of interest 
which are comparable to those received by the most 
creditworthy borrowers from the developed countries. 
Fourthly, the western aid donors, particularly the 
U.S.A., have been putting strong pressure on India 
to graduate out of concessional aid into commercial 
borrowing in the international market and foreign 
equity investment in the Indian economy. 

8.46. The data on acutal receipts from commercial 
borrowing abroad, including suppliers' credit, is not 
readily available to the public. Since all proposals 
for commercial borrowing abroad, including those 
from undertakings, require approval by the Govern
ment of India, the approvals may be taken as abroad, 
even if not a precise, indicator. The approvals 
aggregated to Rs. I 085 crores and Rs. 1906 crores in 
1983-84 and 1984-85. These were anticipated at 
Rs. 1500 crores during 1985-86*. The commercial 
borrowings have been mainly in the form of syndi
cated commercial bank loans and suppliers' credit, 
but lately some amounts have also been raised by 
issue of bonds. The bulk of commercial borrowing 
has been raised by Central public sector undertakings. 
The 1985-86 plan anticipated that these undertakings 
wiU raise Rs. 865 crores from this source during the 
year. The balance amount has been raised by the 
private sector. It is doubtful if there has been any 
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ftow offunds to the State undertakings from this sou
rce. Commercial borrowing abroad by Central under
takings relieves to this extent the Central Govern
ment from the need to extend Budgetary support to 
these undertakings. If the Central Government is 
obliged to further liberalise its policy towards com
mercial borrowings, the latter may become an 
important source of funds for the Central under
takings. 

( iv) Deficit Financing 

8.47. Deficit financing. that is net borrowing from 
the Reserve Bank of India (RBI) has been another 
major source of funds for the Central Government. 
The latter can borrow from the RBI by issuing adhoc 
treasury bills (TBs.) without any constitutional 
limit. The Central Government may also borrow 
from the public, mostly the commercial and coopera
tive banks, by issuing TBs. to them. Whenever the 
ban'ks and other holders need cash, they rediscount 
(in effect, sell) the TBs. to the R. B. I. To this eJttent, 
too the RBI is the eventual lender to the Central 
Go~emment. There is no constitutional limit on the 
RBI with regard to rediscounting of TBs. Again, 
whenever the Central Government borrows from the 
Public (mainly the banks, the LTC and the non
Government Provident Funds) by issuing dated se
curities, the RBI may directly subscribe to these secu
rities (to make the issue a success) or may acquire 
these securities through open market operations by 
purchasing these in the market at the going price. 
In either case, the R.B.I. lends to the Central Govern
ment against dated securities. Since the Central 
Government has the monopoly right to produce 
one-rupee notes and all coins, the R.B.I. acquires 
these by crediting the Cental Government account 
with the face value of the coins. In this case, the 
R.B.I. is in effect lending to the Central Government 
against these notes and coins whose intrinsic value 
is much less than their face value. Finally, when the 
Central Government builds up its deposit with the 
R.B.I .. it is in fact lending to the latter. Conversely 
depletion of this deposit is in effe~t. Central Govern
ment borrowing from the R.B.l. The increase in 
R.B.l. hodlings of adhoc Treasury Bills, dated secu
rities and one-rupee notes and coins together with the 
decrease in the Central Government deposit with the 
R.B.l. measures the total Central Government bor
rowing from the R. B. I. In other words, this 
amount measures the total deficit financing under
taken by the Central Government. 

8.48. There is no constitutional limits on the Cen
tre with respect to the amount of deficit financing that 
it might undertake. Any limit on it has to be only a 
self imposed limit namely, that imposed by Parlia
ment by law under Article 292. But the Parliament is 
fully competent to raise or altogether abolish any such 
limit by law. No such limit is operative at present. 
The Central Government is restrained only by the 
economic limit to deficit financing as excessive in
dulgence in it may touch off unmanageable infla
tionary pressures. But in practice this limit is 
fairly flexible. A stable Central Government, the 
like of which India has had most of the time since 
Independence, may sometimes hazar~ a considerable 

•Ministry of Finance, Economic Survey, 1985-86, Paragraph 8. 60, p. 90. 



de~ee of i~flation without inviting unacceptable risks. 
This has, 10 fact, happened serveral times during the 
last 35 years. 

The R.B.I. has indeed been a bountiful milch cow 
for the Central Government. Whereas, at the end 
of 1970-71, the Central Government's net borrowing 
from the R. B. I. has stood at Rs. 3569 crores. by the 
end of March 1986, this amount had increased to 
Rs. 38920 crores. In other words, over a period 
of 15 years, the Central Government had milked the 
R. B. I. to the extent of Rs. 35351 crores. This 
amount exceeds by Rs. 3728 crores the total amount 
of net lending (Rs. 31623 crores) to the States under
taken by the Centre during this period. 

8.49. The States have no similar opportunity for 
augmenting their financial resources. The R.B.I. 
does not hold any State Government securities on its 
own account. The method of borrowing from the 
R. B.I. by issuing Treasury Bills and dated securities 
is not open to the State Governments. The States 
can borrow from the RBI only in two ways : (i) by 
means ofloans and advances. and (ii) by drawing down 
their cash balance with the R. B. I. The States have 
been given authorised limits on ways and means 
advances from the .R. B. I. In the past, when the 
States' pressing needs for cash could not be contained 
within the authorised limits, they continued to draw 
on the R. B. I. even beyond these limits. The only 
way for the Government of India and the R. B. I. 
to enforce the authorised limit was to refuse to honour 
the cheques issued by a State Government which has 
exceeded this limit. This would naturally do a great 
damage to the credit of the errant State Government 
and create a crisis situation. The Central Govern
ment hesitated to instruct the R. B. I. to take the crucial 
step of dishonouring the cheques. A major reason 
for this presumably was that in most cases the ruling 
party at the Centre W3S also in power in errant St1te~. 
In course of time, this practice assumed intolerable 
proportions. Moreover, this practice was indulged 
in also by Governments of other parties who had 
come to power in some States. 

Towards putting an end to this practice, the Central 
Government introduced the overdraft Regulation 
Scheme in 1972-73. rt was modified in 1978. Never
theless, this practice continued and was adopted by 
more States. On several occasions (1972-73, 1978-79, 
1982-83 and 1983-84), the Central Government pro
vided adhoc loan assistance to State Governments 
to clear their overdrafts with the R.B.I. But every 
time, almost immediately, the problem again sur
faced. The Government doubled the authorised 
limits in 1982 but the practice of unauthorised over
drafts continued. 

8.50. The Central Government finally overcame 
the problem in 1985-86. The Centre granted medium 
term loans to the States to an aggregate amount of 
Rs. 1628 crores (equivalent to 90 %) of the overdraft 
level of Rs. 1809 crores reached on January 28, 
1985 to clear their overdrafts with the R.B.I. They 
were required to clear the balance 10% themselves. 
The Centre also laid down that, with effect from 
October I 1985 the States shall not run overdrafts 
with R. B. I. f~r more than 7 continuous working 
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days. This is being strictly enforced. No overdraft 
was outstanding against any State at the end of March 
1986. ' 

8.51. The R.B.I.'s former responsibility to grant 
l?ans ~ State Gover~ments to enable them to parti
Cipate 10 the share capital of cooperative credit socie
ties has passed to NABARD after the new bank 
started functioning in Julv, 1982. 

8.52. As a result of the above developments, at the 
end of March, 1986 the State Government's net 
borrowing from the R. B. I. stood at Rs. (-) 19 crores 
as against Rs. 237 crores at the end of 1970-71. In 
other W?~ds, over the 15 years period (1971-86), 
the a?d•t•o~ to State Governments' net borrowing, 
that IS, the1r defic1t financmg, has been a negative 
amount to the extent of Rs. 256 (-19,237) crores. 
Reserve Bank is now more than ever before a truly 
high yielding milch cow of the Central Government. 

(v) Market Borrowing : 

8.53. Market borrowings, that is, borrowings by 
the Central and State Governments and their enter
prises and local bodies (excluding financial institu
tions) from the capital market against negotiable 
dated securities is an important source of funds for 
financing the Central and State Plans. Over the 
successive Plan periods, this source of Plan finance 
has tended to gain in relative importance as shown 
in Table 8.9. 

TABLE 8.9 

Ratio of Mark<•t Borrowing to Public Sector Plan out/a)' 
in dif!,rent Plan p!r/ods 

Public Market 
Sector Borrow· Col. 2 as 

Plan period Outlay mgs %of Col. 
(Rs. crores) (Rs. crores) 

0 2 3 

First Five-Year Plan 1960 204 10.4 
Second Five-Year Plan 4672 772• 16.5 
Third-Five plan 8577 823 9.6 
Annual Plans 6628 725 10,9 
Fourth Five-Yar Plan . 15779 2135 13.5 
Fifth Five-Year Plan•. 40712 6388 IS. 7 
Annual Plan 1979-80 . 12601 2371 18.8 
Sixth Five-Year Plan•• 110821 22120 20.0 
Seventh Five-Year Plan 180000 30562 17.0 
(Original) 
Annual Plan 1985·86 . 32239 6700 20.8 
(Estimates) 

SoURCE : Indian Economic Statistics-Public Finance, De
cember 1985, op. cit., Statements 7.9 to 7.21. 

*Includes inv:>tm!nt by th! S.B.I. out of PL 480 
funds. 

••Acluals for 1980-81 to 1983-84 and Budget Es
limates for 1984-85. 

8.54. While market borrowing has begun to finance 
in recent years around 20% of the over-all plan outlay, 
from the Fourth Five-Year Plan onwards, the States' 
share in total borrowing has been drastically 
reduced. This is brought out in Table 8.10. 

8.55. In the Third Plan period, the States' share 
in market borrowing was 62.7 per cent. In the 
Annual plans, it came down to 46.2 per cent. From 



the Fourth plan onwards, the States' share has been 
dr.1stically reduced to less than a quarter. The Se
Yenth FiYe-Year Plan set the States. share at 32.5 
per cent but the Annual Plan for 1985-86, the first 
year of the Seventh Plan, set the States' share at only 
23.9 per cent. This suggests that the actuals for the 
Seventh Five-Year Plan period are likely to show the 
the State's share in market borrowing as a much 
lower rercentage than the original estimates. 

8.56. Two factors have made it possible for the 
Centre to raise its share in total market borrowing to 
over three-fourth, in spite of vigorous and persistent 
protests by the States against this very uneven distri
bution. Firstly, Article 293(3) of the Constitution has 
made it obligatory for a State which has an outstan
ding loan or a part of ,. loan granted or guaranteed 
by the Government of India to secure the latter's 
consent to any borrowing within the territory of India 
upon the security of the Consolidated Fund of the 
State. Since all States have outstanding loans granted 
to them by the Centre, Article 293(3) effectively bars 
independent access to capital markets to all of them. 
They can borrow on the capital market only to the 
extent agreed to by the Centre. This Article indeed 
provides further evidence that the scheme of financial 
relations between the Centre and the States worked 
out by the Constitution makers was little informed 
by an even remotely realistic conjecture of the likely 
shape of Centre-State relations under the provisions 
of the Constitution relating to division of functions 
and revenues between the two levels of Government. 

TABLE 8.10 

State's Siulre in Total Market Borrowi11g (Actual) 

Plan period 

0 

First Five-Year Plan 
Second Five-Year Plan 
Third Five-Year Plan . 
Annual Plans 
Fourth Five-Year Plan. 
Fifth Five-Year Plan 
Annual Plan 1979-80 . 
Sixth Five Year Plan . 
Seventh Five-Year Plan 
(Original) . 

Annual Plan 1985-86 (B.E.) 

Total 
Market 

borrowing 

204 

772* 
823 
725 

2,135 
6,388 
2,371 

22,120 

30,562 
6,700 

State's 
Share in 

market 
borrowing 

2 

155 
356 
516 
335 
568 

2,529 
521 

4,719 

9,942 
1,600 

Col. 2as 
%of 
Col. I 

3 

76.0 
46.1 
62. 7 
46.2 
26.6 
39.6 
22.0 
21.3 

32.5 
23.9 

SouRCE : (I) Indian Economic Statistics-Public Finance 
December, 1985, op. cit., Statements 7. 9 to 7 .2i. 

(2) Fourth Five-Year Plan 1969---74, Chapter 4, 
Tables I & 2, pp. 73-74. 

*Includes invo;tm,nt by the S.B.J. out of PL 480 
funds. 

Article 293(1) empowered the States to undertake 
borrowing within the territory of India, but clause 
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(3) of d1is Article in effect ch11nged the very charac
ter of this borrowing into that of allocation by the 
Central Government, thus making it a kin to Central 
Assistance for State Plans. Market borrowing has 
ceased to be an independent source of finance for the 
State Plans. The Centre has used the opportunity 
thus provided to allocate the lion's share of market 
borrowing to itself. Over the 35 years period FY 
1951 to 1985 the Centre has raised a net amount 
(measured by the total market loans raised less the 
market loans repaid) of Rs. 34,050 crores as market 
loans.* In contrast, the State Governments have 
raised no more than around Rs. 5,800 crores.@ Even 
when allowance is made for the fact that a proportion 
of the market borrowing allocated to the States has 
been reallocated further to SEBs., SRTCs., Housing 
Boards. Municipal Corporation etc. the total 
amount of which is not readily known, there is little 
doubt that the Centre has been by far the bigger bene
ficiary from such borrowing. 

8.57. Secondly, over the years, the Centre has 
extended its ownership or control over all the financial 
institutions which subscribe to all but a fraction of the 
total market borrowing by the Centre and the States. 
In the case of borrowing by the States, these institu
tions are the commercial and co-operative banks, the 
L.I.C., the General Insurance Companies and the non
Government Provident Funds. The State Govern
ments have at best some influence over the State 
Co-operative Banks and the Provident Funds of Exem
pted Establishments. Even in their case, the Central 
Government (R.B.I.) wields considerable control and 
influence. All other institutions are fully under the 
control of the Central Government. In the event, 
even if under the Constitution no sanction of the 
Central Government were required for States' 
market borrowing, it is doubtful if many states could 
have raised adequate amounts this way without the 
approval and support of the Central Government/ 
R.B.I. 

8.58. The Centre not only appropriates for its own 
use the bulk of the market borrowing, it also deter
mines, through the Planning Commission, the inter se 
distribution among the States of the total amount 
allocated to them. The total amount allocated to 
the States is now divided into two parts, namely the 
normal and the special. In the financing scheme of 
the Seventh Plan, for instance, the relative share of the 
two parts has been set at around 70 :30. t The 
division between the normal and the special is purely 
arbitrary. The Planning Commission might have as 
well set any other proportion between the two parts. 
l"he procedure for the distribution of the normal 
component for the past many years has been to allow 
a uniform increase over the previous year's figure. 
In the Seventh Five-Year Plan also this allocation has 
been affected "by allowing a uniform step up over the 
base year level"t. This is just a mechanical projec
tion in which irrationalities and anomalies in the 
base year allocation get magnified with evey passing 
year. This procedure provides no scope for taking 
mto account the original inequities or a change in the 

•Explanalory Memorandum t~ the Budget of the Central Government for 1986-87, Statement VI, p. 111. 
@Report on Currency and F•nance 1984-85, op. cit., Vol. n, Statement 92, p. 124. 
tSeventb Five-Year Plan 1985-90, Vol. I, Paragraph 4. 36, P. 1524. 
!Ibid. 



relative ci.rcumstances of States. In the Seventh 
Plan, Punjab has been allocated out of the normal · 
component the smallest amount (Rs. 196 crores) 
among all ~he .non-sp~cial category States. Even 
Haryan~ whtch IS constderably smaller State with a 
populatiOn only about three-fourth of that of Punjab 
has been allocated a substantial~y larger amount 
(Rs. 229 crores~ o~ market borrowmg. No plannin 
~r any other pnnctple seems to underlie the distribu~ 
t10n of the normal market borrowing. 

. 8 .. 59. The special component of maricet borrowing 
ts gtven only to the special category States and sucil 
otiler States as have a per capita State Domestic 
Pro:bct (SDP) lower than tile N •tiona! 'lverage. 
Ac~ually, the concept used was "no higher than" the 
natt~nal average of per capita SDP. Otherwise 
Ta~tl Nadu wilich has per capita SDP equal to tile 
natiOnal average w~mld have been excluded. In 
the Seventil Plan tilts amount has been distributed 
among 16 States, namely, 8 special category States 
and 8 other States with a "not higher than the ave
rage" per capita SDP. Six Sta.tes (Gujarat, Haryana, 
K:unatak~, Maharashtra, Punjab and West Bengal) 
Wtth a htgher than average per capita SDP were 
altogether excluded. The arbitrariness of this dis
tribition is fully brought out by the allocation to 
Tamil Nadu. This State had the same but not 
lower per capita SDP than the national average. 
It, was, therefore, considered just eligible to receive 
a share out of the special component. It is reported 
to have received an allocation of Rs. 225 crores from 
the special component, that is, an amount substantially 
larger than the. total amount of market borrowing 
allocated to Punjab on all counts. If Tamil Nadu's 
per capita SDP had been higher by just one rupee 
the State would have become ineligible for a shar; 
out of the special component and it would have 
been denied market borrowings of Rs. 225 crores. 
Could any allocation scheme for market borrowing 
be more arbitrary? 

8.60. Since Punjab receives notl1ing out of the 
special component, its total allocation of market 
borrowing is the same as its normal allocation, namely 
Rs. 196 cror~s or 1.97 per cent of th! total allocation 
of Rs. 9942 crores to the States in the Seventh Plan 
on both the counts. With regard to market bor
rowing, Punjab has been placed at the bottom among 
all the non-special category States, Why? The State 
is unable to discern, much less appreciate, the logic 
of this raw deal. . 

8.61. The market borrowings of States wouldbe 
truly their own resources if these were secured on the 
basis of their credit-worthiness, or at least bore same 
relation to it. There is, in fact, no relationship 
whatsoever between the two. When the market 
borrowing of Rajasthan is set, as is reported to have 
been done in the Seventh Plan, at an amount approa
ching that of Maharashtra, or Gujarat's allocation of 
market borrowing is less than two-third of that of 
Madhya Pradesh, this item, both its aggregate amount 
and its inter se distribution among the States, is 
obviously as much a matter of allocation by the Cen
tral Government (Planning Commission) as the Cen
tral Assistance for State Plans. The market bor
rowing of States had indeed become a form of Central 
Assistance for State Plans instead of being a compo
nent of State's own resources. 
120-288/87 
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(vi) Bond Issues by Central Undertakings: 

8.62. Till very recently the Central and State 
autono~ous ~ndertakings refrained from tapping the 
do~estlc capt tal market by issue of bonds, secured 
agamst ~he fixed assets of the borrowing undertaking 
(but, unhke mark~t borrowing, not carrying a Govern
me~! guarantee) m the manner done by private com
p~mes. The Central public undertaking wer~ provided 
with l.ong-term finance largely by the Central Govern
men~m the form.ofloans an:i equity investment. The 
pubhc undertakmgs of the State Governments did 
the same. It was, however, usual for the State 
Governments to reallocate a part of their allocation 
of market bor.rl!wing to the S.E. Bs., SRTCs., Housing 
Boards, Mumctpal Corporations etc. But no attempt 
was ~ade to ~orrow from the capital market outside 
of ~hts allocatiOn. Recently selected Cantral under
tak.mgs have broken fresh ground in re~ource mobili
sation. T.hey have gone to the market with their 
bonds whtch are secured against their fixed assets 
and. carry. market rates of interest and the usual 
tax mcenttve but are not guaranteed by the Central 
Government. For instance, in 1985-86 the Indian 
Telephone Industries issued bonds for Rs: I 00 crores 
The success of this issue has encouraged the Centrai 
~over~ent to set higher targets for such bond 
tss~es m 1986-87; National Thermal Power Corpo
ration, Rs. 300 crores; National Hydro Electric 
Power Corporation, Rs. ISO crores; the Indian Tele
phone Industries and the Metropolitan Telephone 
Corporation (f'?r Delhi and Bombay), Rs. 330 Crores; 
Coal . undertakmgs: Rs. 50 crores; Chemicai/Petro
chemtcal undertakm.gs, Rs. 50 crores; and Railways, 
Rs. 250 crores. Thts adds upto Rs. 1,130 crores in 
a single year. The Railways are not an autonomous 
but a departmental undertaking. The amount raised 
through Railway bonds will be credited to the Cen
trat,qovernment Public A.ccount and an equivalent 
addtttonal amount of capttal outlay will be made 
available to them 

. 8.63 .. The State undertakings have not yet ventured, 
tnto thts source of funds. In any case all bond issues 
like the debenture issues by private companies wili 
require clearance of the Central Government's' Con
troller of Capital issues. It is doubtful if the bond 
issues will even yield the State undertakings a signi
ficant amount of resources unless active steps are 
taken by the Central and the State Governments 
to encourage them to go in for bond issues. 

(vii) Special Deposit Schemes : 

8.64. Financial institutions such as the non-Gov
erment Provident Funds, the Life Insurance Corpo
ration and the General Insurance Corporation and 
its subsidiaries are a rapidly growing source of 
development finance. Prior to July, 1975, these 
institutions invested a substantial proportion of 
their funds, under statutory obligations or other
wise, in such forms as market borrowing and the 
Small Savings schemes where the States shared the 
proceeds with the Centre. In July, 1985, the Cen
tre initiated a scheme of special Deposits to divert 
solely to itself a sizeable proportion of the investi
ble funds of the Employees' Provident Fund and 
other recognised non-Government Provident, su
perannuation and gratuity funds. These funds were 
allowed to invest 30 per cent of their net accretion 



in a special deposit with the Government of India 
carrying a higher (10 per cent) rate of interest. Besi
des. the entire amount received on maturity of a 
special deposit could be invested in a fresh special 
deposit. The interest was raised to II per cent with 
effect from April, 1983. During the ten-year period 
ending 1984-85, the net accretion to special deposits 
was about Rs. 5,600 crores. Large net amounts are 
DOW flowing into these deposits annually. The flow 
in 1985-86 has been estimated at Rs. 1,450 crores. 
The anticipation for 1986-87 is Rs. 1,500 crores. The 
actual realisation in 1986-87 is, however, expected 
to be much larger because of two changes introduced 
with effect from this year. The rate of interest has 
been raised to 12 per cent and the funds have been 
permitted to invest 85 per cent (as against 30 per cent 
previously) of the net accretion in special deposits. 

8.65. Under another Special Deposits scheme 
introduced from April, 1980, the L. I. C., the G. I. C. 
and its subsidiaries and the Unit Trust of India also 
inv.ost their surplus funds with the Government of 
India in 10 Year deposits. Initially the rate of interest 
was 10 percent but with effect from April, 1983, it 
has been raised to 11 per cent. The net accretion to 
special deposits under this scheme has been estimated 
at Rs. 320 crores in 1985-86. The net receipts during 
1986-87 have also been set at the same level. 

8.66. The investment in special deposits by non
Government Provident Funds is almost entirely a 
diversion from Market Borrowings and Small Savi
ngs; the investment by insurance corporation is parti
ally so. Since Market Borrowings and Small Savings 
are, while special deposits are not. shared by the 
Centre with the States, the special deposits shemes 
have been the Centre's device to reinforce its own 
Budgetary position at the expenses of the States. 

(viii) Public Provident Fund : 

8.67. At the Centre, the State Provident Funds are 
open to subscription only by the Central Government 
employees and the employees of quasi-Government 
institutions such as the Central Universities. Subs
cription to these Funds carries tax benefits. The net 
accretion to the Funds is a capital receipt of the 
Centre. The non-Government employees could subs
cribe to other statutory and recognised Provident 
Funds. But no provident fund facility carrying tax 
benefits was available to the self employed. In order 
to tap their savings, the Central Government insti
tuted by an Act the Public Provident Fund Scheme 
in 1968 whicb is open to all. An incividual who is 
also a member of a Hindu Undivided Family (HUF) 
can open another account on behalf of the HUF 
for purposes of subscription to the Fund. The out
standing balance with the Fund is exempt from Wealth 
Tax and the interest earned on it is exempt from 
Income Tax. Net accretion to the Fund both in 
1985-86 (R.E.) and in 1986-87 (B.E.) has been esti
mated at Rs. 105 crores. In order to make the 
scheme attractive, the rate of interest on the Public 
Provident Fund has been raised with effect from 
1986-87 from 10 per cent to 12 per cent. 

(ix) National Deposit Scheme : 

8.68. The Centre instituted the National Deposit 
Scheme in July, 1984. The deposits are for a period 
of 4 yean and carry 10.5 per cent rate of interest. A 
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major attraction of these deposits is the exclusive 
income and wealth tax benefits over and above those 
available on other approved saving. The annual 
net-receipts in 1985-86 (R.E.) and 1986-87 (B.E.) 
are put at Rs. 200 crores. 

(x) Deposits of the Surplus Funds of the Oil and other 
Public Sector Undertakings: 

8.69. For some years now, the Central Govern
ment has been requiring its oil and other public sector 
undertakings to deposit their surplus funds within 
the Public Account. The States would have no legiti
mate reason to take exception to this practice if it 
were limited to genuine surpluses of these under
takings. Many State Governments also now oblige 
their undertakings to deposit their surplus, or even 
not so surplus, funds with them. The Central 
Government however, has in recent years begun 
to make use of this practice to deny the States their 
due share of Union excise duties. 

8. 70. If the Central Government were to raise the 
prices of products of public sector undertakings with 
a view to securing a reasonable return on investment, 
the States could not object to this. But when, as 
has generally been the case in recent years with Cen
tre's oil undertakings, the prices are raised to generate 
extra surpluses which are then deposited with the 
Government, the States have a legitimate grouse 
against this practice. If the concerned undertakings 
are already earning a high return on investment but 
an increase in the product price is considered neces
sary either to restrain domestic consumption or to 
raise more revenue, or to do both, the proper course 
would be to raise the excise duty. But in this case, 
the Centre would share the extra revenue with the 
States in accordance with the Finance Commission 
recommendations. To avoid having to do this, the 
Centre has instead been raising the prices of oil pro
ducts. This has resulted in oil undertakings having 
large surplus funds with them which they have been 
depositing with the Central Government (Public 
Account). The Centre has been raising the prices 
of petroleum products even in the face of falling prices 
of crude and products in the world market, thus fur
ther adding to the surplus funds. While the amount 
of deposits annually received by the Central Govern
ment for this source cannot be ascertained from the 
Budget documents it is known to be a very substantial 
figure. Possibly in the same manner some other 
undertakings have also been enabled to generate sur
pluses for deposit with the Central Government. The 
States feel cheated of the additional revenue which 
would have flowed to them as share of Union Excise 
Duties if the rise in prices had instead been effected 
by raising the excise duty on these products. 

(xi) Small Savings : 

8.71. There has been a qualitative improvement in 
the net collections under small savings since 1981-8! 
when the VI and VII Issues of 6-Years National 
Savings Certificates, carrying 12% rate of interest 
and attractive tax incentives, were issued. Whereas 
the total amount outstanding under all Small Savings 
media at the end of 1975-76 was Rs. 4,237 crores, the 
net receipts in 1985-86 alone have been estimated at 
Rs. 4,209 crores. 



8.72. The Small Savings media are a liability of 
the Central Government. The net collections accrue 
to the Centre in the first instance. Two-thirds of the 
net collections in each State are then passed on to the 
State Governments as long-term loans. The balance 
one-third of the net collections is retained hy the 
Central Government. 

8. 73. Withdrawals from Small Savings are the 
first charge on the gross collections. Only the balance 
after the withdrawals have been met, that is, the net 
collections are shareable with the States. Since with
drawals have already been met from gross collections, 
the repayments of Small Savings loans by the States 
to the Centre are fully available to the latter for finan
cing its capital outlays. The States retain their share 
of the net collections from Small Savings only for a 
while. With the repayment of Small Savings loans 
to the Centre, the States' share also eventually, beco
mes available to the Centre. The States benefit 
from Small Savings only during the maturity p~riod 
of thtl loans from the Centre. 

8.74. The Centre has sought to draw directly to 
itself some of the funds previously going into Small 
Savings so that, to this extent, the States are denied 
even the temporary use of the two-thirds of these 
funds. The Small Savings collections are made froni. 
two categories of subscribers; the households and the 
non-Government Provident Funds. As recently as 
1982-83 their relative contribution was 70 : 30. 
Since the larger subscription by households has been 
mainly responsible, for the rapid increase in net 
collections observed since 1982-83, there has been a 
relative decline in the contribution of Provident 
Funds to Small Savings. Now that, with effect from 
1986-87 the non-Government Provident Funds have 
been all~wed to invest up to 85% of their net accretions 
in Special Deposits with Government ~s against the 
previous ceiling of 30% and the rate of mterest on the 
Special Deposit has been raised from 11 to 12%~ a 
further sharp ·decline in the Provident Funds' relative 
contribution is· likely. The increase with effect 
from 1986-87 in the rate of interest allowed on the 
State Provident Fund and the Public Provident Fund 
to 12% as well as the liberalisation of .withdrawal 
terms with respect to the latter Fund will . enhance 
the relative attraction of these Funds and might thm> 
also have an adverse impact on the flow of funds into 
Small Savings. The fact that the 1986-87 Budget 
Estimates have projected only 10.4% step up in net 
collections from Small Savings (from Rs. 4,800 crores 
in 1985-86 to Rs. 5,300 crores in 1986-87) as against 
the rise of over 32% in 1985-86 (from Rs. 3,633 crore~ 
in 1984-85 to Rs. 4,800 crores in 1985-86) is probably 
explained by the anticipated adverse impact of the 
above factors. 

8.75. It may be in order to repeat here that the 
net collections from Small Savings are entirely a capital 
receipt of the Centre. Two-thirds of the net collec
tion~ in a Stat! are given by the Centre to that State 
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as long term loans not under any Constitutional obli
gation but as Centre's own decision. The Constitu
tion will not stand in the way of the centre if it chooses 
to reduce this proportion or to altogether abolish 
it. The present position means no more than that 
a proportion of the Central loans to the States is 
linked to their Small Savings collections just as ano
ther proportion of these is linked to the Central 
Assistance for State Plans. The States receive both 
categories of loans not as matter of any constitutional · 
right but as very much of a discretionary resource 
transfer to the States. · The entire amount of net 
collections is thus very much the Centre's net capital 
receipt and is treated as such in this document. The 
Central Capital receipts are given in Table 8.11. 

8.76. The Capital Receipts of the Centre and the 
States in recent years are compared in Table 8.12. 

8.77. The States' capital receipts are meagre in 
relation to their very large and growing requirements 
of capital funds to finance investment in areas of deve
lopment that are, under the Constitution, within their 
jurisdiction. This makes them depend heavily on 
loans from the Centre. Indeed, the States' dependence 
on the Centre for capital funds is much severer than 
for revenue transfers. While the Constitution has 
provided for Devolution .of re.venues from the Centre 
to the States on the basis of th~ recommendations of 
the Finance Commission to be appointed every five 
years (or even earlier), it has made no provision for 
comparable institutional arrangements to examine 
and finance their requirements of capital funds. 
Again, while· the Constitution assigned certain taxes 
to the States, it did not.earmark any capital receipts 
for them. The Constitution in fact just did not take 
into account the States' requirements of capital 
funds. No wonder then that the first five Finance 
Commissions were asked to examine only the varioua 
aspects of the States' gap on revenue account. The 
reference of even the very limited question of the 
States' resources gap on non-plan capital account to 
the Sixth Finance Commission had to overcome still' 
resistance put up by the Finance Mini~try. The finan
cing of the States' resource gap in relation to their 
Plan expenditure on Capital Account still remains 
very much a matter for the Centre's di~cretion, not
withstanding the eyewash of· the Planmng Commis
sion . formula (misnamed NDC formula) coverin~ 
a part of the Central Assistance for State Plans. '!his 
is having serious impact on the Centre-State relationi 
as well as the efficiency of resource use. . 

8.7S. The problem of States' r~quirements of capi~al 
funds has not received due attention to-date, surpnsm
gly not even from ~he States. A satisfact<;>rY and las
ting solution to this problem would reqmre that the 
States must be ensnred, as a matter of right, access 
to capital funds commensurate with their reasonable 
investment requirements. The discretionary loan 
assistance. from the Centre must be reduced to the 
minimum. Only a solution along these lines could 
create favourable conditions for cooperative Centre
State relations and greater efficiency of resource use. 
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TABLE 8.11 

Capilal Rectipts of 1ht Cnurt 
(Rs. in Cores ) 

1984-85 
(Aa:ts.) 

1985-86 
(B. E.) 

1985-86 
(R.E.) 

1986-87 
(B.E.) 

A. BudsetarY Receipts • 20,912.38 23,612.72 28,784.02 27,925.17 

1. Consolidated Fund, net 8,770.06 11,029.86 10,897.07 12,450.30 

1. Gross receipts 

(i) Market Loans 

(ii) Other items 

(9,877. 18) (12,409. 68) (12,223. 39) (14,680. 42) 

(iii) Recovery of loans and advances 

(iv) External Joan assistance 

4,583. 70 5,763.00 

I,JSS. 16 

2,981. 67 

2,323. 56 

6,350.00 

1,226.47 

3,726.05 

3,377.90 

2. Repayments 

637. 18 

2,653.33 

2,002.77 

(1,108. 12) 

5,754.00 

1,002. 10 

2,977. 77 

2,675. 77 

(1,379. 78) (I ,326. 32) (2,228. 12) 

(I) Market Loans 

<2) Other items 

2. Public Accounts • 

(I) SmaD Savings, net 

(2) Provident Funds 

(i) State Provident Funds 

(ii) Public Provident Fund 

3. Other Accounts 

(i) POStal Insurance and Life Annuity Account 

(ii) Other Accounts 

488.16 

132.44 

7,922.51 

3,650.33 

(429. 30) 

364.23 

65.07 

654.10 663.03 

194.08 45.47 

8,807. 73 11,263.31 

3,900. 00 4,800. 00 

(370.05) (416.15) 

265.05 311.15 

105.00 105.00 

39.47 22.86 16.86 

1,728. 67 2,110. 24 2,406. 27 

1,050.47 

406.89 

11,391.39 

5,300.00 

(430. 77) 

325.77 
105.00 

19.07 

2,375.57 

4. Deposits (2,395.88) (2,163.84) (3,547.53) (3,435.29) 

(i) Special Deposits of non-Government Provident Funds 

(ii) Special Deposits of UC/GIC 
135.00 1,450.00 

320.00 320.00 
(iii) National Depo.it Scheme • 300.00 200.00 
(iv) Deposit or Pr~ of Railways bonds 

(v) Family Pension-cum-Life Assurance Fund etc. • 364.,7 

(vi) Other Deposits -170.63 

S. Reserve Funds, uet 142. 84 

6. AdVliiiCeS • ---<42. I 5 

1. Suspense, Miso:Uaneous and Remittances J.j(), 08 

3. Delicit financed by 3,745.15 3,316.10 

1. Net issue of Treasury BiDs 3,695. 84 33,15.22 

2. Depletion of cash balances 49.31 0. 88 

4. Total Capital Receipts 20,437.72 23,153.69 

5. ExtemaJ Grant Assistance 474.66 459.03 

B. Borrowing by Central undettakings in the Capital Market 

). Market borrowing 

2. Bond Issues 

422.73 

1,154. 80 

56.12 

-63.54 

83.92 

6,118.34 

5,681.00 

437.34 

28,278.72 

505.30 

100.00 

100.00 

1,500.00 

320.00 

200.00 

250.00 

480.61) 

686.58 

98.84 

-62.05 

-208.18 

3,649.74 

3,649.60 

0.14 

27,491.43 

433.74 

880.00 

880.00 

C. Total Capital Receipts• 20,912.38 23,612.72 28,884.02 28,805.17 

•n.e Explantory Memorandum of the Budget of <he Central Government for 1986-87 shows (P.29) the Central Governments 
Capital receipts at Rs. !7,421 .62 crores! Rs. 18,845. ~ crores and R:s· 19,669.89 crores for 1985-86 (B.E.), 1985-86 (R.E.) and 
1986-87 (B.E.) respectiVely. These esttmates are dertved by excluding certain capital receipts as shown below : 
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(Rs. in crores) 

1985-86 1985-86 1986-87 
(B. E.); (R.E.) (B.E.) 

I. Total Capital Reeeipts as shown in Table 8.11 23,612.72 28,884.02 28,805. 17 

2. Less • -6,191.1~10,038.38 -9,135.28 

(i) Securities issued in favour of IMF under its Maintenance of value provisions 

(ii) Deposits of Nationalised banks with Central Government against the latter's 
equity investm.ent in the banks . • . . • . . . 

additional 

-500.00 -520.00 -155.54 

-400.00 -400,00 
(iii) States' share of Small Savings -2,315.00 -2,900.00 -3,200.00 
(iv) Deficit financing -3,316.10 -6,118.34 -3,649.74 
(v) Bond issues by R·ailways -250.00 

(vi) Bond issues by Central Government autonomous undertakings -100.00 -880.00 

3. Capital Receipts as shown in the Explanatory Memorandum 7,421.62 18,845.64 19,669.89 

TABLE 8.12 

Capital Receipts of the Centre and Stat-. 

1. Budgetery Receipts net . 

(I) Excluding deficit financin& 

(2) Deficit financing 

2. Borrowing in the Capital market by autonomous non-financi-
al undertakings. 

(I) Market borrowing net • 

( 2) Bond issues • 

(3) Commercial borrowing a broad 

3. Total Capital Receipts, net . 

1984-85 

States•; 
(R.E.) 

2,600.57 

1,552.29 

1,048.28 

257.60 

551.60 

3,158.17 
(1.0) 

Centre 
(Accts.) 

20,912.38 

19,167.23 

3,745.15 

N.A. 

20,912.38 
(6. 6) 

(Rupees crores) 

1985-86 

States• Centre 
(B.E.) --------

(B.E.) (R.Et) 

2,457.09 23,612.72 28,984.02 

1,782.83 20,296.62 22,665.68 

674.26 3,316.10 6,118.34 

619.50 100.00 

619.50 

100.00 

N.A. 

3,076. 79 23,612.72 28,884.02 
(1.0) (7. 7) (9.4) 

•States' own capital receipts, that is, excluding all new loans from the Centre. 

Sources : For States : Table 7. S 
For Centre : Table 8 .11 

Impact of states Financial dependence on centre
state relations 

9.1 States' financial dependence on the Centre 
is having a pronounced impact on Centre-State 
Relations. There is a progressive erosion of the 
jurisdiction, authority and initiative of the States 
which is undermining their role in the State struc
ture. The shifting internal balanc.e in the State 
structure shows itself in the following trends .-

(1) Diminishing share of the States in the total 
Plan Outlay; 

(2) Growing Central Outlay on State subjects; 

(3) Proliferation of Central and Centrally-Spon• 
sored Plan Schemes; 

(4) Centres' tight control over the planning process 
in the States: 

(5) Imposition of an irrational structure and ill
conceived criteria of Centre-State resources 
transfer; and 

( 6) Growing political subordination of the States 
to the Centre. 

9.2 The above trends in Centre-State relations 
have been discussed below. 

(1) Diminishing Sbare of States in Total Plan 
Outlay. 

9.3 The division of subjects between the Centre 
and the States as originally laid down by the Consti
tution was such as to reqnire that the States must 



be allocated about 50% of the total Plan outlay if 
there was to be proper development of the sectors 
within their jurisdiction. This has not been the case 
in practice as shown in Table 9.1 which gives the 
projected and actual outlay under different Plans. 
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Plan outlay in this sector toRs. 2619 crores as against 
only Rs. 533 crores in the First Plan, i. e. almost 5 
times. Accordingly the State sector had to be limited 
to much smaller share in total outlay. The Third 
Plan restored a more normal division of the plan 
outlay between the Centre and the States. The States' 
share in total plan outlay was set'at 51.2 per cent 
and the actual outlay showed the States' share as 
48.6 per cent. During the three years of the Annual 
Plans, the States' share in actual plan outlay was 
again depressed to 45.6 per cent. There was an 
improvement in this share to 47.6 per cent under 
the Fifth Plan as finalised in 1976. The actuals for 
the Fifth Plan period showed a further increase in 
the States, share to 49.2 per cent. The Annual Plan 

9.4 Table 9.1 shows that in the First Plan, the 
States' share in total Plan outlay had been projected 
at 61.5 ~~- Since the shortfall in the implementation 
of this Plan was mainly in the Central Sector, the 
States, share in actual Plan outlay was as high as72.8 %. 
In the Second Plan the States' share in total Plan 
outlay was depressed to 46.4 %. Actual Plan outlay 
showed a still lower States' share ( 43.1 %). This 
was mainly on account of the fact that in the Second . 
Plan the simultaneous .. construction of three inte
grated steel plants in the Central sector increased 

• 19~9-80. as implC<mented brought down the States, 
. , . share to 47.3 per cent. 

TABLE 9.1 
States' Share in Total Plan Outlay 

Actual 

Totat States' Share Total States' Share 
Plan Plan 
Outlay Rs. crore Per cent Outlay Rs. crore Per Cent 

First Five-Year Plan 2,356 1,450 61.5 1,960 1,427 72.8 
Second Five-Year Plan 4,800 2,228 46.4 4,600 1,981 43. I 
Third Five-Year Plan 7,50tt 3,837 51.2 8,577 4,165 48.6 
Annual Plans 6,665 2,894 43.4 6,756 3,052 45.2 
Fourth Five-Year Plan 15,90! 6,606 41.5 16,160 7,364 45.(i 
Fifth Five-Year Plan 39,303 18,717 47.6 40,712 10,019 49.2 
Annual Plan 1979-80 12,601 5,962 47. J 
Sixth Five-Year Plan 97,500 48,60J 49.8 1,09,645 48,957 44.7 
1980.81 15,109 7,414 49.1 14,832 7,527 50.7 
1981-82 17,418 8,471 48.6 18,210 8,666 47.6 
1982-83 20,933 9,540 45.6 21,283 9,588 45.1 
1983-84 25,481 11,130 43.7 25,088 10,995 43.8 
1984-85 (R.E.) 40,170 12,261 40.6 30,232 12,181 40.3 
Seventh Five Year Plan • 1,80,000 80,698 44.8 
1985-86 32,2311 13,097 40.6 
1986-87 39,052 15,880 40.7 

SouRcrs : (I) Five Year Plan Documents. (2) Annual Plan, 1985-86. 
(3) 1986-87 Central Budget Documents. . . Indicates not available. 

9.5 The sixth Plan projected the States' Plan 
outlay at 49.8 per cent of the total Plan outlay. The 
actual State Plan's outlay during 1980-81, the first 
year of the Sixth Plan, was 50.1 per cent. There 
after the States' share in Plan outlay was brought 
down year after year till in 1984-85 it fell to almost 
40 per cent. The actual Stale Plan outlay during 
the Sixth Plan period turned out to be 44.6 per cent 
of the total Plan outlay as against the originally 
projected 49.8 per cent. The Seventh Plan has conti
nued this policy. While the plan itself set the States' 
share in total Plan outlay at 44.8 per cent, the State 
Plans, outlay projected by the Annual Plans 1985-86 
and 1986-87 has been only 40.6 per cent and 40.7 
per cent of the total outlay, respectively. The actual 
State Plans outlay in these years might well show a 
still lower percentage. Going by the present trends, 
the State Plans outlay during the Seventh Plan period 
might tum out to be no more than 40 per cent of 
the total plan outlay. It looks that the States'. share 
in total plan outlay has been effectivelly brought 
down to around 40 per cent. 

9.6 This has two very undesirable consequences. 
Firstly, the States are unable to ensure an adequate 
development of the sectors within their jurisdiction. 
The worst sufferers have been the social services, 
particularly in the rural areas where, for instance, 
medical and health care facilities remain extremely 
inadequate and of very poor standard. Secondly 
since the States' Plan outlay cannot accommodate 
all that needs to be done within the Plan period, the 
Centre has been able to make heavy inroads into the 
States' jurisdiction. All this ·happened because, 
taking advantage of States' very inadequate own 
resources for financing the Plan, the Centre has greatly 
reduced ·their share in the total Plail. outl~y. · 

(2) Growing Central Outlay on State Subjects 

9.7 The Centre, on account of its much larger 
Plan and non-Plan resources, is now able to spend 
large amounts on subjects that were ·originally en
visaged to be wholly or very largely State subjects. 
Examples are given in Table 9.2. 
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TABU 9.2 

Budgetary Expenditure oftlr~ Centre on Selected Subjects. 

(Rs. crore;) 

1974-75 1985-86 (B. E.) 

Revenue Capital 
Account Account 

Total 

Total 
-------Expenditure 

Revenue Capital Total 1985-86 
Account Account over 

1974-75 

I. Police . 169.24 169.24 653.87 653.87 3.9 
2. Agriculture & Allied Services• 128.52 366,24 494. 76 829.01 658.77 1,487.78 5.4 3. Power • 3.21 97.78 100.99 45.70 1,643.18 1,688. 88 16.7 
4. Education, Art & Culture 158. 24 I. 42 159.66 737.27 26.60 763.87 4.8 
5. Medical, Public Health, Sanitation and Water Supply 68.77 I. 34 70.11 353.43 22.42 375.85 6.3 
6. Family Welfare 58.59 0.19 58.78 494.94 4. 74 499.68 8.5 

SouRcE :-Indian Economic Statistics Public Finance, December, 1985. 
op. ctt. statements 2.2 and 2.3 pp 22-28. 

*Includes subsidy on indigenous and imported fertilizers but excludes food subsidy working expenses of Delht' M'lk s h 
and Forests. ' I c eme 

Police • 

9.8 Public order and Police are State subjects 
(Entries I and 2 of List II) whereas Defence of India 
and Armed Forces are Union subjects (Entries I and 
2 of List 1). In this division of responsibility between 
the Centre and the States, maintenance of police 
forces in the Union Territories without Legislature, 
or of genuine para-military forces and defence intel
ligence establishments to aid the armed forces in 
the defence of the country against actual or potential 
external aggression, would have been the only legi
timate activities for the Centre. But it went much 
beyond its legitimate role. It maintained greatly 
expanded and even newly created police outfits 
primarily for internal political espionage rather than 
for defence intelligence. It created a number of forces 
like the Central Reserve Police Force, the Border 
Security Force, the Central Industrial Security Force 
and the National Security Guard which were used 
wholly or largly in a police rather than a para-mili
tary role. The Constitution (Entry 2 of List I) made 
no mention of any forces of the Union other than the 
armed forces. This did not deter the Centre from 
setting up other forces, mainly of the nature of police 
forces, under its control. It was as late as 1976 that 
the Forty-Second Amendment inserted the new 
Entry 2-A in List I which for the first time made 
a mention of "any other force subject to the control 
of the Union". At the same time Entry 2 of the State 
relating to Police was amended to make it "subject 
to the provisions of Entry 2-A of List I". The Centre's 
encroachment on a major responsibility originally 
conferred on the States by the Constitution was thus 
sought to be legitimised. At th7 same time the Stat~s 
were not permitted to modemtse and upgrade thetr 
police forces with regard to their equipment and 
weapons to enhance their capability for meeting new 
challenges. This obliged them to frequently requisi
tion the Central police forces to aid civil power. 
By thus creating the demand for Central forces their 
creation, maintenance and expansion were sought 
to be justified. 

9.9 The Centre's expanding encroachment on 
States' ~esp~msibility with regard to public order 
and poltce IS reflected in a rapid increase in its 
police expenditure. It has increased from Rs. 169.24 
crores in 1974-75 to Rs. 733.55 crores in 1985-86 
(B. E.) that is 3.9 times. 

Agriculture and Rural Development : 

9 .I 0 Agriculture and allied services and rural 
development are unquestionably State subjects. They 
are altogether excluded from List I and III. The 
Centre was concerned with agriculture and allied 
services only in respect of UTs without Legislature. 
Nevertheless, Centre's combined revenue and capital 
expenditure on agriculture and allied services (in
clusive of the subsidy on indigenous and imported 
fertilizers but excluding the food subsidy, working 
expenses of Delhi Milk Scheme and Forests) has been 
rising rapidly and consistently. It rose from Rs. 
494.76 crores in 1974-75 to Rs. 2687.78 crores in 
1985-86 (B. E.), that is, 5.4 times in just II years. 

9.11 A reflection of the Centre's growing encroach
ment on States' jurisdiction with regard to agricul
ture and rural development is that its Annual Plan 
outlay on these subjects now exceeds the States' out
lay on these. This is shown in Table 9.3. 

9.12 Table 9.3 shows that out of the total provi· 
sion for Agriculture and Rural Development in the 
Annual Plan 1985-86, 50.2% has been allocated 
to Centre and 48.4% to States. Taking Union Terri
tories without Legislature with the Centre and the 
UTs with Legislature with the States, the relative 
allocation between the Centre and the States works 
out to 50.6% and 49.4%. As far as development 
planning goes, agr!culture and rural development is 
increasingly becommg de facto Central subject even 
though the Constitutional position remains unchanged 
except that the Forty-second Amendment (1976) 
has made forests a Concurrent instead of a State 
subject. 



TABLE 9.3 

Outlay OPI Agricultur~ and Rural o~,·~lopmellt und~r tire 
Annual Plan, 1985-86. 

(Rs. crores) 

Agri- Rural 
culture Develop- Total 

ment 

I. Centre . 917.93 917.75 1,835.68 
(50. 2 %> 

2. States 1,034. 59 733.23 1.768. 48 
(48.4%) 

3. Union Territories 45.01 5.57 50.58 
(1.4%) 

1. With Legislature 31.50 3.67 35.17 
(1.0%) 

~- Without Legislature 13.51 1.90 15.41 
(0.4%) 

Total 1,997.53 1,656. 55 3,654.08 

SouRCE :-Annual Plan, 1985-86, Table 2.1 and 3.2 
pp. 13-15 and 2~-23. 

Power : 
9.13 Electricity is a Concurrent subject. But till 

mid-l970s, the responsibility for power development 
had been left very largely to the States who set up 
State Electricity Boards (SEBs) for the purpose. 
This position has been changing rapidly in recent 
years. The Centre, because of its superior command 
of resources, has entered the field of power ge~era
tion in a big way. The new policy was ushered m by 
the setting up of two new Central enterprises in 1975 
in the power sector, namely, the National Hydro 
Electric Corporation (NHPC) and the National 
Thermal Power Corporation (NTPC). tThe NHPC 
has not yet overcome its teething troubles but the 
NTPC is forging ahead. From 1980-81 onwards 
the first thermal power station (600 MW) put up 
by the Neyveli Lignite Corporation also began to 
show very good capacity utilisation. The Corpora
tion was then asked to put up a second 630 MW 
station and a second lignite mine to feed it. N u
clear power stations have been all along in the Centr~l 
sector. The growing share of the Central sector m 
the installed generating capacity is shown in Table 
9.4. 

TABLE 9.4 

Share of tire Central Sector in the Installed Gene,.atiotr 
Capacity (Utilities). 

(MW) 

At the end of Increase 
Installed capacity 1979-80 

1979-80 1984-85 1989-90 over 
1984-85 

I 2 3 4 s 
I. Total 28,448 42,440 64,736 22,296 

I. Hydro . 11,384 14,465 19,835 5,390 

2. Thermal 16,424 28,880 43,081 14,201 

3. Nuclear 640 1,095 1,800 705 

2. Central Sector 3,400 6,758 16,078 9,320 

I. Hydro . 2,760 439 1,104 665 
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2 3 4 5 

2. Thennal 5,224 13,174 7,950 
3. Nuclear 640 1,095 1,800 705 

3. (2) as %of (I) 12.0 15.9 24.8 41.8 
1. Hydro . 9.9 3.0 5.6 12.3 
2. Thermal 18. I 30.6 56.0 
3. Nuclear 100.00 100.0 100.0 100.0 

SouRCE :-(1) For total installed capacity : Economic 
Survey 1985-86, op. cit. Table 1.18, p. 125. 

(2) For Central · Sector capacity : Seventh 
Five Year Plan, 1985-90, Vol. II, Annexure 
6.4, P. 125. 

9.14 Table 9.4 shows that in 1979-80, the Central 
Sector accounted for only 12.0% of the installed 
generating capacity. Its share is projected to rise 
to 24.8% that is, more than double the 1979-80 level, 
by 1989-90. Of the total projected increase of 22296 
MW during the Seventh Plan period. the Central 
Sector is anticipated to account for 41.8%- It seems 
almost certain that during the Eighth Plan period, 
the Central Sector will account for the greater part 
of the total addition to installed capacity. It looks 
that electricity generation is well on the way to be
coming largely a Central subject. 

9.15 One consequence of the above development 
has been that inadequate attention is being paid to 
the exploitation of the country's very large as yet 
untapped hydro potential. The Centre is concen
trating on thermal capacity which is easier to develop 
and more remunerative on the business criteria. 
At the end of the Sixth Plan, the Central Sector's 
share in installed capacity was I 8.1 % in the case 
of thermal capacity and only 3.0%, with respect to 
hydro capacity. During the Seventh Plan period, 
the Central Sector will contribute 56% of the total 
addition to thermal capacity but only 12.3% of the 
addition to hydro Capacity. Even if the Centre wants 
to play a more significant part in hydro power develop
ment, the NHPC is in no position to undertake this 
ta;k. The States have no resources for the purpose 
even if some of them might have the organisation 
and the expertise for it. This situation is having 
serious consequences in several regions. For instance, 
failure to develop Himachal's large hydro-power 
potential is a major constraint on the economic deve
lopment of the States of Punjab, Haryana and Hima
chal. 

9.16 Power being on the concurrent List, it is in 
this area that there is another issue pertaining to 
the role of the Union vis-a-vis the States, besides 
what has been stated in paragraph 6.59. There has 
been a tremendous expansion in the role of the Union 
in the generation and distribution of power in the 
country in the recent past, Backed by the vast 
financial resources, the Union has set up the Na
tional Thermal Power Corporation and the National 
Hydro-Electric Power Corporation, the plan pro
grammes of which are larger than those of any State 
Government. 

Apart from gradually overshadowing the States in 
.an area which was earlier largely within the sphere 
of activities of the States, this also increases the 
Union's claim on scarce resources such as coal, for
eign exchange and generation and transmissioll 



equipment, w~ich may effect the pace of activities 
of the States m the sector. Some mechanism needs 
to be set up to ensure that the expansion of the Union's 
activity in this field is based purely on techno-econo
mic considerations and is not a result simply of the 
vast resources at the disposal of the Union. Further 
Central generation is essentially meant for the States' 
and in practice States of the region are allocated 
power from Central Projects. Since the final users 
of the product are the States, they certainly need to 
have a say in the planning, execution and manage
ment of the Union's Projects and activities in this 
sector. At present, however the Union's control 
is absolutely unfettered and States have virtually no 
say in the matter. It is proposed that States should 
be given representation on the Board of Directors 
of the Central Corporations concerned with genera· 
tion and distribution/transmission of power to ensure 
that benefits accrue to the States fairly and promptly. 
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Industry : 

9.17 The Constitution made industries a State 
s~bject exce~t for industries f~lling within the pur
VIew of Entnes 7 and 52 of Ltst I. In practice the 
exceptions have become the rule, and the rule is now 
the exception. The Industries have virtually become 
a Union subject. The Industries Development and 
Regulation Act passed with reference to Entry 52 
enabled the Centre to bring practically all large and 
medium industries within its purview. The much 
large resources at the disposal of the Centre and the 
tight control exercised by it over the preparation of 
States Plans have together made it possible for the 
Centre to exploit the opportunity provided by the 
above Act to institute virtually a monopoly control 
over development of large and medium industries 
;n the public sector. This is borne out by the distri
bution of Plan allocation for industries between the 
Centre and the States given in Table 9.5. 

TABL! 9.5 

Distribution of Plan Allocation for l11dustries and Mi11erals 

Village and Small Industry Large and Medium Industry 

Industries/Sector 

I. Industries excluding petroleum and coal 
I. Centre 
2. States 
3. Union Territories 

2. Petroleum and Coal 
I. Centre 
2. States 
3. Union Territories 

3. Total . 
I. Centre 
2. States 
3. Union Territories 

Seventh Five 
Year Plan 

Rs. crore 

2752. 74 
1,284. 84 

378.52 
89.38 

2,752. 74 
284.84 

1,378.52 
89.38 

% 

100.0 
46.7 
50.1 
3.2 

100.0 
46.7 
50.1 
3.2 

Annual Plan 
1985-86 

Rs. crore % 

Seventh Five 
Year Plan 

Rs. crore % 

549.94 100.0 19,708.09 100.0 
313.00 56.9 17,268.13 87.6 
222.87 40.5 2,407. 36 12.2 

14.07 2.6 33.60 0.2 

20,028.25 100.0 
20,028. 25 100.0 

549.94 100.0 39,736.34 100.0 

313.00 56.9 37,296.38 93.9 

222.87 40.5 2,407. 36 6.0 

14.07 2.6 32.60 0.1 

Annual Plan 
1985-86 

Rs. crore 

4,063. 76 
3,670.04 

388.27 
5.45 

4,082. 00 
4,082.00 

0/ ,, 

100.0 
90.3 
9.6 
0.1 

100.0 
100.0 

8,145.76 100.0 
7,752. 04 95.1 

388.27 4.8 
5.45 0.1 

SOURCE :-(I) Seventh Five Plan 1985-90, Vol. I, Table 3.4(b), pp. 27-29. 
(2) Annual Plan 1985-86, Annexure 2.1, pp. 13-15. 

9.18 Table 9.5 shows that the Seventh Plan for 
village and small industry has been .distributed. as 
follows : Centre, 46.7%; States, 50.1 %; and Un!on 
Territories 3.2%- The corresponding allocation 
for large and medium industry (including oetroleum 
and coal industries) is : Centre, 93.9%; States, 6%; 
and UTs., 0.1 %- Taking the two segments of indus~ry 
together the allocation works out to : Centre, 90.8 %; 
States, 8.9%; and UTs., 0.3%. In .the Ann~;~al Plan 
1985-86, the corresponding allocatiOn for mdustry 
and minerals is : Centre, 92.8%; States, 7.0%; and 
UTs., 0.2%- This suggests that, on p_resent trends, 
the actuals for the Seventh Plan are hkely to ~how 
the Centre's share even higher, and ~orrespon~n~gly 
the States' share even lower, th~n m the ongmal 
Plan. Clearly, industries have. VIrtually become a 
Central subject and the exceptions to Entry 24 of 
List II have become the rule, reducing the rule to an 
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in5ignificmt exception. All this has happ~ned 
without a Constitutional a'll~ndment apart from 
the Seventh Amend'llent 1955 which md~ th~ d~
fence industries an exclu5ive Central subject. In 
brinoing about this, the Centre's firnncial re>ourcei 
have" been a crucial factor. 

Education : 

9.19 Education was originally . a. State subject 
(Entry 11 of List II) excep~ for a hmt!ed number of 
institutions within the purv1ew of En!nes _63 to 66. of 
List I. The Centre, however, expl01ted 1ts supenor 
financial resources and political hegemony t_o. ~n
croach on this part of States' sphere of responstbt~lty. 
It did not spare even the area of school. ~d~catlo~. 
This expanding encroachment was legttlmtsed 111 
1976 when the Forty-second Amendment Cransferrelf 



Education from List II (Entry II) to List III (Entry 
25). Centre's revenue and capital expenditure on 
Education (including art and culture) has increased 
from Rs. 158.24 crores in 1974-75 to Rs. 763.87 
crores in 1985-86 (B.E.), that is, 4.8 times. 
The shifting of Education from List II to List Ill 
has opened the way for rapid expansion of Central 
activity in this area. The new education perspective 
is reflected in the New Education Policy (1986) adopted 
by the Centre. In the Annual Plan 1985-86, the 
Centre (including UTs., without Legislature) already 
accounts for over one-third of the total plan outlay 
on Education (including art and culture, and youth 
affairs and sports). 

Medical, Public Health, Sanitation and Water 
Supply : 

9.20 Medical, Public Health and Sanitation are 
State subjects in terms of Entry 6 of List II. Water 
supply is an allied function. But the Centre did not 
hesitate to intrude into this area of State responsi
bility. From 1974-75 to 1985-86 (B.E.), Centre's 
expenditure on these subjects increased 5.4 times. 
In the Annual Plan 1985-86, the Centre (including 
Union Territories without Legislature) already 
<.ccounts for one-third of total Plan outlay on these 
subjects. 

Family Planning : 

9.21 Originally the subject of family planning 
did not figure in any of the three Lists. The Honoura
able Member of the Constituent Assembly had either 
not yet heard of this activity, or thought it too un
Gandhian or too irrelevant to this country. Since 
the family planning facilities and services are akin 
to those of medical and public health, and since the 
motivational aspect of family planning may be con
sidered an element of mass education, and since 
both the latter subjects were State matters, the States 
were the proper agency to be assigned this responsi
bility. But the Centre thought otherwise. Presum
ably it felt that it alone had the resources to bear the 
cost of the programme. The Centre took on itself 
the responsibility for planning, steering and financing 
the family planning programme. When this subject 
caught the fancy of Mr. Sanjay Gandhi, particularly 
when the Emergency placed de facto unbridled power 
in his hands, he made it virtually the nation's top 
most priority. Centre's exrenditure on family 
planning shot up more than two-fold in a single year 
(1975-76). It was in this context that the Emergency 
regime chose to confer recognition on this subject 
and to bring it within the purview of the Centre. The 
Forty-second amendment (1976) made "Population 
Control and Family Planning" a Concurrent subject 
as Entry 20-A of List III. Though it still remains a 
Concurrent subject, the Centre has borne the exclusive 
responsibility for financing the Plan outlay on family 
planning. 

9.22 The above are the major thrust areas for 
Centre's encroachment on States' Constitutional 
jurisdiction. This surely does not exhaust the list 
of Centre's intrusions. Indeed, the Centre, taking 
advantage of its greater access to financial resources, 
has been nibbling at States' jurisdiction and autho
rity at very many points. The above instances, 
however, should be indicative enough of how serious 
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and persistent have been the Centre's inroads into 
the original scherr.e of State responsibility under the 
Constitution. · 

(3) Proliferation of Central and Centrally Sponsored 
Plan Schemes : 

9.23 An effective device employed by the Centre 
to impose its own development priorities and pre
ferences also on the States' sphere of responsibility 
as well as to further reinforce its influence and control 
over the States is the Central and Centrally Spon
sored (the C and CS for short) Plan Schemes. These 
schemes mostly pertain to States' sphere of responsi
bility as originally marked out in the Constitution 
and are in fact implemented by the States. These 
Schemes are mooted and drawn up by the Central 
Ministries without any genuine consultation with 
the States. The Planning Commission too has little 
say in the matter or even advance information. In a 
few cases the Sch!mes are financed wholly by the 
Centre, but generally the Centre finances only a part 
of the cost on the basis of a matching contribution 
(50 per cent in most cases) by the States. In other 
words, in all cases the Centre's contribution is in the 
nature of earmarked Central Assistance. This contri
bution forms part of the Central Sector Plan while 
the matching contribution by the States is provided 
out of the State Plan. 

9.:4 The States are generally critical of the C and 
CS Plan Schemes on several grounds. Firstly with 
regard to the subjects covered by these Schemes, the 
States are denied the initiative and opportunity to 
engineer development in accordance with their own 
ideas and preferences even in the States' sphere of 
responsibility. The States' role is thus reduced to 
implementing the Centre's ideas and preferences. 
Secondly, these Schemes result in misdirection of 
resources. The temptation of matching Central 
Assistance induces the States to take up these Schemes 
to the neglect or even abandonment of their own 
schemes even if they rate the former as of lower 
utility and priority and ill-conceived with regard to 
their specific circumstances. Most States make no 
secret of the fact that they have a different order of 
priorities and if the amount now available to them 
as matching Central Assistance for C and CS Schemes 
were instead available to as untied assistance for 
State Plan Schemes. a substantially different struc
ture of development outlays will emerge. Thirdly, 
the · Central Assistance made available for these 
Schemes cuts into the amount available to the Centre 
for transfer as Central Assistance for State Plans. 
In other words a flow of funds rated by the States 
as of lower utility for them is substituted for one 
considered by them as of greater utility. Finally, 
the States resent their having to be supplicants at 
the door of the Central Ministries and the opportue
nity that this provides to the latter to take superior 
airs-vis-a-vis the State Governments and their officials. 

9.25 The States have been persistently and insis
tently making a number of demands with respect 
to the C and CS Plan Schemes. Firstly, these Schemes 
must be cut down to the minimum and must be 
limited to only such areas of State responsibility as 
are related to attainment of crucial national objec
tives and as such funds released as above may be 



made available to •he States as larger Central Assis
tance for State Plans. Thirdly, the few C and CS 
Schemes that are retained may be financed cent per 
cent by the Central Government so that no diver
sion of State funds to these Schemes is necessary. 
Fourthly, new Schemes may be introduced only at 
the beginning of a new Five-Year Plan or at the 
latest at the beginning of a new Annual Plan and 
not during the course of the Plan. Finally, the States 
may be given due freedom to adjust these schemes 
in the light of their specific local circumstances so 
that these better subserve local needs. 

9.26 The above demands of the States are very 
reasonable, but these have met with little response 
from an expansionist Centre. The proliferation of 
C and CS Plan Schemes continues unabated and their 
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number now literally runs into hundreds. For some 
reason, neither the Five-Year Plan non he Annual 
Plan Documents have given even an exhaustive list 
of these Schemes, much less any indication as to the 
provision of each such Scheme. The Explanatory 
Memorandum on the Central Budget for 1985-86 
indicated only the broad areas covered by these 
Schemes and the allocation for each such area. But 
even this information has been omitted in the Ex
planatory Memorandum on the Central Budget for 
1986-87. In the event a list of the Schemes for which 
provisions had been made in the Punjab Budget 
for 1986-87 was compiled. These Schemes were 
indeed very large in number. The Budgetary Provi
sion for the Schemes summarised by Heads/Sub
Heads of Development is given in Table 9.6. 

TABLE 9.6 

Provision in tire Punjab Budget for Central and Centrally Sponsored Pla11 Sclrem-. by Heads.' Sub-Heads of Development 

HeadsjSub-Heads 

I. Social and Community Services 

!. Education 

2. Medical 

3. Family Welfare 

4. Public Health, Sanitation and Water Supply 

5. Urban Development 

6. Social Security and Welfare 

ll. Economic Services 

1. Co-operation 

2. Agriculture . 

3. Minor Irrigation 

4. Soil and Water Conservation . 

5. Animal Husbandry 

Grants 

3,017. 73 

182.82 

58.15 

1,815.64 

419.50 

31.00 

515.22 

3,519. 28 

681.07 

575.29 

140.25 

11.21 

165.00 

1985-86 ( R.E.) 

Loans 

100.00 

100.00 

593.51 

457.51 

Total 

3,117.73 

182.82 

58.15 

I ,815. 64 

419.50 

131.00 

515.22 

4,112. 79 

1,138. 58 

575.29 

140.25 

II. 21 

165.00 

(Rs. in lakhs) 

1986-87 (B. E.) 

Grants 

4,078. 91 

205.78 

132.85 

2,775. 76 

457.20 

607.32 

4,048.84 

688.99 

1,024.71 

175.84 

20.50 

164.07 

Loans 

395.07 

266.07 

Total 

4,078. 91 

205.78 

132.85 

2,675. 76 

457.20 

607.32 

4,443. 91 

955.06 

6. Fisheries 

1. Forests 

34.00 31.00 65.00 46.00 19.00 

1,024.71 

175.84 

20.50 

164.00 

65.00 

429.00 236.40 236.40 429.00 

8. Community Development Programme 1,432.16 1,432.16 1,190.50 1,190.50 

319.23 

100.00 
9. Village and Small Industries 199.30 35.00 234.30 269.23 50.00 

60.00 
10. Roads. 40.00 70.00 110.00 40.00 

----------------~ 
6,537.01 693.51 7,230.52 8,127. 75 395.07 8,522. 82 III. Total Provision 

9.27 There might be some, possibly m_any, other 
Schemes which have not yet been ava,lled off by 
Punjab or are not relevant to t~e . States d_evelop
ment requirements. Even as It !S the PunJab list 

nfirms that these Schemes run mto hu_nd~ed~ and 
:ore are being added. A perusal of the list md1cat~s 
that few of these schemes are such as may be consi
dered beyond the competence of the _States to mo~~ 
nd Ian taking into account t~e specl~c local condl 
~on ~nd 'requirements. There IS no vahd reason why 

S h s may not be altogether transfe~re~ 
!he:~e S~a::SePlan. The Central Ministries may h_m1t 
~ 1 s to providing any inter-State co-ordma
:i::::a~e some of these Schemes might require. The 

bait of earmarked Central Assistance for these 
schemes need not be indispensable for eliciting due 
co-operation from the States. I~ co-ordi~ation by 
Central Ministries is well conce1ved and IS pe_r~u
asively put across, it is bond to rece1ve a pos1t1ve 
response from the States. 

9.28 The Centre, however, does not seem to be 
inclined this way. The C and CS Plan Schemes conti
nue to grow in number and to claim a rising propor
tion of the total grant assistance to States. The data 
for the first two years of the Seventh Plan are pre
sented in Table 9.7. 



TABLE 9.7 

Ctlftrol Gram Assistance to States for PlmJ Schemes 

1985-86 (P.E.) 1986-87 (B.E.) 
Plan Schemes 

Rs. crore Per Rs. crore Per 

I. Central and Centrally 
Sponsored Plan 

cent 

Schemes . 2,645. 51 50.8 2,997.44 53.6 
2. State Plan Schemes• 2,558. 71 49.2 591.42 46.4 

Total 5,21l4.22 IOJ.O 5,588.86 HY.l.O 

SouRCE :-Explanatory Memordndum on the budget of 
the Central Government for 1986-87, P. 
59. 

*Includes North-East Council Schemes. 

9.29 Table 9.7 shows that during 1985-86 (R.E.) 
and 1986-87 (B.E.), 50.8 per cent and 53.6 per cent 
of the total Central grant assistance to States for Plan 
purpose is for C and CS Plan Schemes. If this trend 
continues, the actual Central grant assistance for 
these Schemes over the Seventh Plan period will 
exceed that for State Plans by a wide margin. This 
is a complete violation of the NDC directive that the 
expenditure on C and CS Plan Schemes must not 
exceed one-sixth of the assistance for Plan purposes. 
Secondly, the Centre has not accepted full responsi
bility for financing C and CS Plan Schemes. Generally 
the Centre finances. these schemes only partially, 
mostly on 50:50 basis. The State Plan resources 
therefore, continue to be diverted to providing the 
matching funds for these schemes, reducing the amount 
available for States' own schemes. Thirdly, new C 
and CS Plan Schemes continue to be added throu
ghout the year and all through the Five-Year Plan 
period. The need to divert State plan resources for 
providing matching contribution for financing these 
schemes interferes with the implementation of States' 
own Plan Schemes. Finally, the Schemes are seldom 
flexible enough to all?w the States to effect adjust
ments to local conditiOns and requirements. A 
sc~ematic pattern of a C and CS Plan Scheme covering 
this vast country makes no allowance for the inevi
table diversity of circumstances and preferences 
encountered in different States. The utility and effecti
veness of many . of these Schemes continues to be 
adversely affected on this account. 

. 9.30 The ~ and CS Plan Schemes are incompatible 
With an efficient and co-operative federalism. With 
the possible exception of a few such Schemes which 
are related to crucial national objectives, the rest of 
these Schemes must be wound up or transferred to 
State Plans. Correspondingly the Central Assistance 
now being given for these Schemes must instead be 
made available to the States either as their own re
sources or as Central Assistance for State Plans. 

( 4) Centre's Tight Control over the Planning Pro
cess in the States : 

9.31 The States do not have adequate resources to 
implement the State Plans even though these now 
account for only about 40% of the total outlay under 
the national Plan. In fact, some States do not have 
any resources whatsoever for the State Plan. Jn the 
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event, the States have become crucially dependent 
on Central Assistance to put through even the reduced 
level of State plan outlays. This provides the Centre 
with a powerful leverage to control the planning 
process in the States. 

9.32 The Preparation of a State Plan, whether a 
Five-Year Plan or an Annual Plan, usually begins 
only after the detailed Guidelines on the subject have 
been received from the Centre (Planning Commission). 
The Guidelines are prepared by the Centre in the light 
of its own priorities and assessment of the State of the 
economy. There is virtually no consultation with the 
States in drawing up the Guidelines. The Guidelines 
are thus truly an imposition on the States and 
are not the outcome of an agreed assessment arrived 
at after due consultation between the Centre and the 
States. 

9.33 At about the same time, the Centre forwards 
to the States detailed proformae which cover every 
item of interest to the former. The States are required 
to provide on these proformae full financial and non
financial information concerning the State Plan and 
the State economy. This information puts the Centre 
fully in a position to cross-examine and pressurise 
the State officials during the Centre-State discussions 
that follow. 

9.34 On receipt of detailed information with regard 
to financial resources for the State Pi;~n. the Centre 
(the Planning Commission) sets up a Resources 
Working Group to undertake detailed examination 
of the States' estimates of their own financial resources 
for their respective State Plans. The Union Finance 
Ministry and the R.B.I. are represented in the working 
group. The Group discusses separately with the 
officials of each State, the States' estimates of its own 
resourc.: for the State Plan. To the agreed estimate 
of a States' own resources (including the market 
borrowing allocated to the State by the Planning 
Commission and the target of additional resource 
mobilisation by the State insisted upon by the Planning 
Commission) is added the Planning Commission's 
allocation of Central Assistance for the State Plan to 
arrive at the feasible total size of the State Plan. This 
exercise is gone through with every State. 

9.35 When the non-official information on the 
prescribed proformae and the States' Plan proposals 
have been received, the Planning Commission sets 
up Working Groups/Sub-Groups, comprising Central 
officials, on different subjects to examine each and 
every scheme proposed by the State for inclusion 
in the State Plan. They suggest changes (both ways) 
in the proposed outlay on different schemes. They 
even suggest deletion of some new schemes and in
clusion of others. The discussions are also sometimes 
used by the State officials to enhance the allocation 
for schemes in their respective Departments. They 
thus try to modify the State Government's priorities 
to the advantage of their own Departments or pet 
schemes with the help of the Central officials. This 
gives the latter a further chance to impose Centre's 
priorities on the State Plan. 

9.36 Usually the outlays recommended by the 
Working Groups far exceed the State Plan size as 
arrived at by the Resources Working Group. The 
concerned Adviser in the Planning Commission mat
ches the two by cutting down the outlays recommended 



by the Working. Groups for different HeadsfSub
H~ds. In applymg these cuts, the Adviser is naturally 
g~~_~d~d by the Planning Commission's intersectoral 
pnont1es. He announces the new allocations at the 
so ':lllled "wrap-up" meeting with the top State 
officmls. This meeting provides a semblance of con
sultation with the State. 

9.37 The State Plan size is finalised at the 
meeting between the Deputy Chairman of the Plan
ning Commission and the State Chief Minister. The 
estimate of Central Assistance available for the State 
Plan originally indicated by the Planning Commission 
Officials and adopted by the Resources Working 
Group usually holds back a small proportion of the 
Central Assistance which is anticipated to be avail
able. This amount is offered by the Deputy Chair
man at the above meeting as an expression of the 
Centre's generosity and its consuming concern for 
an adequate State Plan, but usually on condition 
that the Chief Minister agrees that the State would 
go in for a higher amount of additional resource 
mobilisation than it had agreed to undertake at the 
officials level discussions. The Planning Commission 
Adviser, usually in consultation with top State offi
cials, once again re-adjusts the sectroral allocation 
to the somewhat higher Plan size agreed to at the 
above meeting. The State Plan as thus finalised is 
then formally approved by the Planning Commission. 

9.38 The release of Central Assistance to a State is 
subject to approval by the Planning Commission of 
the entire State Plan even if this Assistance finances 
only a small fraction of the total Plan. Furthermore, 
in order to make sure that among the approved Plan 
schemes the State will pay particular attention to the 
implementation of schemes to which the Centre atta
ches high priority, the Planning Commission earmarks 
the approved outlay on these schemes. This means 
that any shortfall in approved outlay on these schemes 
will be penalised by a corresponding proportionate 
reduction in Central ·Assistance for the State Plan. 
The Centre, indeed, exercises a tight control even 
over the 40% Plan outlay that still remains within 
the purview of the States. Any State priorities that 
do not accord with the Centre's priorities can be in
corporated into the State Plan only by stealth, taking 
advantage of the ignorance of the Planmng Commis
sion officials about the true facts of the State economy 
and not openly. 

(5) Irrational Structure I and Criteria of Centre
State Resources Transfer : 

9.39 The Constitution shows a serious in!ernal 
imbalance in that the division of financial resources 
between the Centre and the States mismatches the 
allocation of responsibilities between them. This 
imbalance shows up as a large and growing gap 
between the States' total expenditure and their own 
receipts on revenue and capital account. Since the 
States' borrowing from outside the country is ruled 
out by Article 293(1), the only way to fill this gap is 
resources transfer from the Centre to the States. Since 
the gap has now grown to huge dimensions, the re
sources transfer has to be correspond-dimensions, the 
resources transfer has to be correspondingly large. 
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9.40 The Constitution pays scant attention to the 
modalities and criteria of the required resources 
tr~nsfer.. There are only few provisions relating to 
tb1s subject. These are mentioned below. 

9.41 Article 270 provides that the taxes on inc orne 
other than agricultural income shall be levied and 
collected by the Centre but the net proceeds from these, 
at:ter certain prescribed deductions, shall be shared 
With the States. However, no minimum percentage 
is prescribed as the States' share. Even a token share 
should meet the Constitutional requirement. More
over, Article 271 provides a loophole to the centre 
by .excluding from the divisible pool and surcharge 
on mcome tax for purposes of the Union. For many 
years, the Centre made use of this loophole to deny 
the States their due. The surcharge on income-tax 
has been abolished only with effect from the assess
ment year 1986-87. A further big loophole was pro
vided by the fact that under clause(4)(A) of Article 
270 a corporation tax was excluded from the income 
tax and thus made non-shareable with the States. 
The Centre made use of this loophole by an amend
ment of the Income Tax Act in 1959 which treated 
the Income Tax on companies as Corporation Tax 
and hence non-shareable with the States. 

9.42 The Constitution has made Customs Duties, 
a high yielding tax, altogether nons hareable with 
the States. In the case of Union Excise Duties, a high 
yielding tax with the highest growth potential, the 
Constitution only permitted under Article 272 sharing 
of the net proceed of the Duties with the States if the 
Parliament by law so provided, but it did not make 
this mandatory. 

9.43 The Constitution has said just nothing on the 
principles and criteria for distribution of the States' 
share of Income Tax and the Union Excise Duties 
among the States inter-se. It left the distribution 
to be determined by Parliament by law on the re
commendations of the Finance Commission to be 
appointed under Article 280. 

9.44 Article 268 lists two minor taxes which shall 
be levied only by the Union but which shall be collec
ted and appropriated by the States where leviable. 
Article 269 provides that certain duties and taxes 
listed under that Article shall be levied and collected 
by the Centre but shall be assigned to the States. The 
net proceeds from any such duty or tax, except the 
amount attributable to the Union Territories, shall 
be distributed among the States where it is levied in 
accordance with the principles of distribution laid 
down by Parliament by law. 

9.45 Under Article 275(1) such sums as Parliament 
may be by law provide shall be paid out of the Co.nsoli
dated Fund of India in each year as grants-m-aid 
of the revenues of such States as Parliament may 
determine to be in need of assistance, and different 
sums may be fixed for different States. Under the 
first Proviso to Article 275(1), grants-in-aid of revenue 
shall be made to a State as may be necessary to enable 
that State to meet the cost of approved schemes of 
development for promoting the welfare o~the Sc~edul
ed Tribes or raising the level of admm1strat10n of 
the Scheduled Areas. The second Proviso to Article 
275(1) provides for specified grants-in-aid of revenues 
of the State of Assam. 



9.46 Article 280 provides that the President shall, 
within two years from the commencement of the 
Constitution and thereafter every five years or earlier, 
constitute a Finance Commission consisting of a 
Chairman and four other Members to be appointed 
by the President. It shall be the duty of the Finance 
Commission to make recommendations to the Presi
dent as to--

(a) the distribution between the Union and the 
States of the net proceeds of taxes, which are 
to be, or may be, divided between them under 
Chapter I of Part XII of the Constitution and 
the allocation between the States of the re
spective share of such proceeds; 

(b) the principles which should govern the grants
in-aid of the revenues of the States out of the 
Consolidated Fund of India; 

(c) Any other matter referred to the Commission 
by the President in the interests of sound 
finance. 

9.47 Under Article 282 the Union or a State may 
make any grants for any public purpose, notwith
standing that the purpose is not one with respect to 
which Parliament or the Legislature of the State, as 
the case may be, may make laws. 

9.48 Article 293 (2) enables the Government of 
India, subject to any condition laid down by Parlia
ment, to make loans to any State or give guarantees 
in respect of loans raised by any State. 

9.49 Under the above provisions five channels for 
Centre-States resources transfer have developed : 
(i) Devolution of resources on the recommendations 
of the Finance Commission with reference to Articles 
269, 270, 271, 272, 275(1) and 280; (ii) central Assis
tance for State Plan Schemes with reference to Articles 
282 and 293(2); (iii) Central Assistance for Central 
and Centrally Sponsored Plan Schemes with reference 
to Articles 282 and 293(2); (iv) Debt relief on the re
commendations of the Finance Commission with 
reference to Article 282 and 233(2); and (v) other 
non-plan grants and loans with reference to Articles 
282 and 293(2). The Structure of resources transfer 
in recent years is brought out in Table 9.8. 

TABLE 9.8 

Resources Transfer from the Centre to the State 

1985-86 (R.E.) 1986-87 {B.E.) 

Rs. crores Per R~. crores Per 
cent cerrt 

2 3 4 5 

1. Devolution of Re-
sources 8,569. 13 39. I 9,432. 83 41.8 

1. Share of taxes 7,498. 26 34.2 8,260. 70 36.6 
2. Grants I ,078. 87 4.9 1,172.13 5.2 

2. Central Assistance 
for State Plan Sche-
mes 6,385. 43 29.2 6,320.45 28.0 

1. Grants 2,558. 71 II. 7 2,631.42 II. 7 

2. Loans 3,826. 72 17.5 3,689.03 16.3 

3. Assitance for Cen-
tral and Centrallr 
Sponsored Plan Sc-

u.o heroes. 2,818.62 12.9 3,167.12 
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TABL6 9.8-Contd. 

2 3 4 5 

I. Grants 2,645.51 12.1 2,997.44 13.3 

2. Loans 173.11 0.8 160.68 0.7 

4. Non-Plan Trans-
fers 3,997. 70 18.3 3,625. 24 16.1 

I. Grants 580.30 2. 7 376.31 1.7 

2. Loans 3,417.40 15.6 3,248.93 14.4 

(i) Small Savings 
Loans 2,900.00 13.2 3,200.00 14.2 

(ii) Others• 517.40 2.4 4L93 0.2 

5. Debt relief (Grants 
for repayment of 
Central Loans) 110.00 0.5 30.00 0 .I 

SoURCE :-Central Government Budget Documents for 
1986-87. 

*Excludes the following loans from the Centre:-

I. Ways and means 
advances 

2. Short-term loans 
for fertiliserx and 
other agricultural 
inputs 

3. Loans to clear 
over- drafts from 
the R.B.l .•. 

1985-86 (R.E.) 1~86-87 (B.E.) 

1,200.00 80J.OO 

250.00 255.00 

1,628.00 
·--------

3,078. 00 1,055. 00 

9.50 Devolution on the basis of Finance Commis
sion's recommendations is the most important chan
nel for resources transfer. It accounted for 39 ·I% 
and 41· 8% of the total II ansfer in 1985-86 (R.E.) 
and 1986-87 (B.E.), respectively. The respective 
contribution of the States' share in Central taxes and 
the Central grants to this flow was 34 · 2% and 4 ·9% 
of the total resources transfer in 1985-86 (R.E.) and is 
estimated at 36·2% and 5·2% in 1986·87 (B.E.). 

9.51 The second most important channel of resour
ces transfer is Central Assistance for State Plans on 
the recommendations of the Planning Commission. 
It accounted for 29 ·2% and 28 ·0% of the total re
sources transfer in 1985-86 (R.E.) and 1986-87 (B.E.), 
respectively. In this category, the grants constitute 
II ·7% of the total resources flow in each of the two 
years and the loans were 17·5% and 16·3% 
respectively. 

9.52 The Central Assistance for Central and Centra
lly Sponsored Plan Schemes is a relatively growing 
flow. It formed 12 ·93% and 14 ·0% of the total 
resources flow in 1985-86 (R.E.) and !986-87 (B.E.) 
respectively. The bulk of the assistance is m3:de 
available as grants and only a very small proportiOn 
as loans. This flow has been discussed above. 



9.53 The Non-Plan transfers formed 18 ·3% and 
16 ·I% of the total resources flow in 1985-86 (R.E.) 
and 1986-87 (B.E.). This data excludes ways and 
means advances and short-term loans for fertilizers 
and other agricultural inp·. ts as these are expected 
to be re-paid during the same year. The loans gran
ted to State to clear the over-drafts from the R.B.I. 
have also been excluded as if the present scheme to 
avoid over-drafts continues to be effective, there will 
be no more loans of this sort. 

9.54 Among the non-plan loans, the Small Savings 
loans equivalent two-thirds of the net collection of 
Small Savings in the States are by far the most impor
tant item accounting for 13 ·2% and 14 ·2% of the 
total resources transfer during 1985-86 (R.E.) and 
1986-87 (B.E.) respectively. 

9.55 The Eighth Finance Commission, whose re
commendations cover the five-year period 1984-85 to 
1988-89, granted debt relief to States on Central Loans 
in two forms : (i) write off of repayment of loans and 
(ii) rescheduling of loans. The relief in the two forms 
over the five-year period is estimated at Rs. 405 ·20 
crores and Rs. 1880 ·19 crores, respectively, making 
a total of Rs. 2285 · 39 crores (excluding relief of 
Rs. 117 ·08 crores for the re-payment of Small Savings 
loans in 1985-86)*. The mode of write off of re
payment is that the Centre gives Non-Plan grants to 
States which are utilised by them to make the repay
ment which is to be written off. Such grants formed 
0 ·5% and 0 ·I% of the total resources flow du_ring 
1985-86 (R.E.) and 1986-87 (B. E.). The annual estima
tes of the amount of debt relief on account of resche
duling of Central loans are not available. 

9.56 The first two channels of resources flow from 
the Centre to the States are the most important and 
account for around 70% of their total flow. They 
have their respective negative features which need 
to be rectified. These features are discussed below: 

(i) Devolution of Resources 

9.57 Devolution of resources to the States is on the 
basis of the recommendations of the Finance Com 
m•ss1on. So far the Finance Commission has been 
constituted eight times. The recommendations of the 
Eighth Finance Commission cover .th~ pe~iod 1984-8!' 
to 1988-89. Each Finance CommiSSIOn IS an Gd-ho£ 
body. It goes out of existence after submitting its 
report. The Chairman _and the four n;tembers ar~ al! 
appointed by the Pr~s1dent (the Um•:m Executive 
without any consultatiOn wha~soever w1th. the Stat~s. 
Members might render part-t1me or full-t1me service 
to the Commission. Since the Sixth Finance Com 
mission, a Member of the PlaJ?ning Commissio_n .":he 
is concerned with the Financial Resources DIVIsiOn 
of that body is appointe~ concurren.tly als~ a membei 
of the Finance CommissiOn to provide a hnk between 
the two Commissions. Generally at least one member 
of the Finance Commission is a form~r or even .• ~or a 
while, a serving official of the Union FinaJ?ce Mm1stry. 
The crucial post of the Secretary .of the ~mance Coll"!
mission is usually held by a senwr official of the FI
nance Ministry. Sometimes he is appointed. a Me~
ber-Secretary of the Commission to give him a still 

•Report of toe Eigh•h Finance Ccmmission 1984, Anrexure 
XIV-6, r• 6~. 
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higher status. The research staff of the Commission 
is mostly taken on deputation from among the staff 
of the union Ministries, particularly the Ministry of 
Finance and the Planning Commission. Clearly such 
a Commission just cannot remain uninfluenced by the 
thinking of the Union Government (particularly, the 
the Ministry of Finance) on the subjects referred to it. 
In any case, the Commission's freedom of approach 
is severely constrained by the very detailed terms of 
reference laid down by the Union Government which 
virtually prescribes the approach to be followed. 

9.58 The Finance Commission is required by its 
terms of reference to have regard to, among other 
considerations, "the existing practice in regard to de
termination and distribution of Central Assistance 
for financing State Plans". The existing practice is 
that the determination of the total Central Assistance 
for State Plans and the share of each State in it is the 
responsibility of the Planning Commission. The 
Central Assistance for the Central and the Centrally 
Sponsored Plan Schemes is, by its very nature, the pri
vilege of the concerned Union Ministers. Thus, in 
practice, the main concern of the Finance Commis
sion is the States' Non-Plan gap on revenue account. 

9.59 By the time the terms of reference of the Sixth 
Finance Commission came to be determined, it had 
become quite clear to the Planning Commission that 
the non-plan capital gap had also become an impor
tant problem for many States. They took up the 
matter with the Finance Ministry and at their insistence 
the States' non-plan capital gap was included in the 
terms of reference. This practice has continued ever 
since. Nevertheless, the non-plan revenue gap re
mains by far the most important concern of the 
Finance Commission. 

9.60 In working out their recommendations for 
devolution of resources with respect to the Non-plan 
revenue gap, the successive Finance Commissions have 
adopted the gap-filling approach. This implies that 
the total amount of devolution and its distribution 
among the States must be so determined as not to 
leave an unfilled non-plan revenue gap in the cas~ of 
any State, even if in the process some States m•ght 
acquire substantial surpluses on non-plan revenue 
account. 

9.61 The first step in the implementation of this 
approach is to work out the non-plan revenue gap. 
For this purpose, firstly, the revenue resources of the 
States are projected for the reference penod on the 
basis of levels of taxation likely to be reached at the 
end of the base year, that is, the year. immediately 
preceding the reference period for the Fmance Coll"!
mission recommendations. The revenue from addi
tional taxation that might be undertaken by the States 
during the reference period is conside~ed a resource 
for financing the State Plan. I.n :-vork.mg out. the re
venue projections, the Commission IS reqUired to 
take into account the scope for better fiscal manage
ment and to take credit for reasonable return.s on 
States' investments in irrigation and power proJec~s. 
transport undertakhtgs, ind.ustrial . an~ commercial 
enterprises and the hke. Thts ~xerctse IS don~ on. the 
basis of only State taxes, that IS, wtthout takmg mto 
account any Devolution from the Centre. Secondly, 



the non-plan revenue expenditure of States is projected 
for the reference period taking into account, inter 
alia : 

(i) the prov1s1on for emoluments and terminal 
benefits of Government employees, teachers 
and employees of local bodies as obtaining on 
a date specified by the Commission, but with 
reference to objective criteria rather than actual 
increases that might have been given effect to; 

(ii) commitments with regard to transfer of funds 
to local bodies and aided institutions; 

(iii) adequate maintenance and upkeep of capital 
and assets and maintenance of Plan Schemes 
completed by the end of the base year: and 

(iv) the scope for economy in expenditure. 

In practice the projections of revenue and non-plan 
revenue expenditure are worked out by a r~assessment 
of States' forecasts of these by following a combination 
of a positive and a normative approach. The excess of 
the projected non-plan revenue expenditure over the 
projected revenue gives the estimated non-plan re
venue gap of States. The Eighth Finance Commis
sion exercise showed that 6 States were in surplus 
eYen at this stage, that is, had a negative non-plan 
revenue gap. The other 16 States showed a deficit. 

9.62 The second step is to determine the States' total 
share in Central taxes and the share of each state in 
the total divisible pool of taxes. The States generally 
prefer devolution of taxes rather than grants-in-aid 
under Article 275*. This is because "whereas taxes 
are buoyant, grants-in-aid are fixed sums, whose 
value is eroded, in real terms over the years.'** The 
States which have a pre-Devolution surplus or a very 
small deficit have an added reason for this preference. 
They will receive no or very little revenue gap grants, 
whereas they can hope to have a share in the divisible 
pool of taxes. On the other hand, the cost of Devo
lution to the Centre will be the minimum if almost 
the entire amount is transferred to the States as 275(1) 
grants with the States receiving only a token share in 
income to meet the requirements of Article 270. 
Then the total Devolution would need to be no more 
than the aggregate non-Plan revenue gap of deficit 
States plus the amount of income tax that might have 
gone to surplus States as their share in the divisible 
tax pool and wasted from the stand-point of filling up 
the revenue gap of deficit States. 

9.63 It follows that a very important implication of 
the gap-filling approach is that the Devolution is 
minimized to the extent it goes to fill the non-plan 
revenue gap of the deficit States instead of merely 
adding to the non-plan revenue surplus of the surplus 
States. There are thus two ways to minimize the 
Devolution amount i 

(i) by maximizing its component of revenue gap 
grants and 

(ii) by so designing the formula for distribution of 
the States share of Central taxes as to ensure 
that the maximum proportion of the divisible 
pool of Central taxes goes to the deficit States 
and is utilised to fill the non-plan revenue gap. 

*Report ,r •he Eighth Finance Commission J9F4. 
Paragraph 2.7, p. 6. 

•• Ibid. 
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The States preference for share of Central taxes as 
against revenue-gap grants on the ground of the former 
being buoyant can be overcome, at least in the case 
of the deficit States, by introducing an element of es
calation in the recommended grants. This, indeed 
has been done by the Eighth Finance Commission: 
The grants estimated to be necessary in different years 
to fill the remaining gap, after share of taxes has been 
taken into account, are recommended to be escalated 
by 5%, 10%, 15%, 20% and 25% in the successive 
five years of the reference period of the Commission. 
Clearly, if necessary, even higher rates of escalation 
could be recommended, say, 10%, 20%, 30%, 40% 
and 50%, respectively. Nevertheless the successive 
Finance Commissions have mainly resorted to the se
cond device. The formulae for distribution of States' 
share of Central taxes have been made more and more 
"progressive", that is, such criteria of inter se distri
bution have been devised as ensure that the maximum 
of the divisible pool of taxes goes to the deficit, gene
rally the relatively lower income, States while the mini
mum of its goes to the surplus, generally the relatively 
higher income States. The low income States believe 
that the higher income States have been squeezed, 
as befits this socialist Republic, for their sake. Many 
millions of others in the country, including those who 
ought to know better, also believe the sarrie. The 
reality is, however, very different. Such of the de
ficit States as, in spite of being allowed a very generous 
share of the divisible pool of taxes, continue to show 
a deficit although a reduced one, do not benefit even 
by a single paisa from the Finance Commission's 
highly "progressive" stance. The deficit States who, 
as a result of a liberal share in the divisible amount of 
Central taxes, acquire a revenue surplus benefit only 
to the extent this surplus exceeds the one which would 
have accrued to them as a result of a more even dis
tribution of the share of taxes among all the States. 
The beneficiary of the extremely "progressive" posture 
of the Finance Commission is not the above categories 
of States but very largely the Centre, which appoints 
the Finance Commission. It is not for the sake of 
the deficit States but for the benefit of the Centre that 
the Finance Commission does the superficially very 
progressive mask and penalises the surplus States 
for the relatively higher per capita SDP of their 
people. The validity of the above conclusion is 
demonstrated by Table 9.9 on the basis of the data 
thrown up by the Eighth Finance Commission. 

9.64 Table 9.9 shows that, under the gap-filling ap:"' 
proach, the required Devolution would be 
Rs. 18,484.83 crores under Assumption I and 
Rs. 37,195 ·70 crores under both Assumptions II 
and III. The required Devolution is the minimum 
under Assumption I. Being entirely in the form of 
revenue gap grants, no part of it is wasted from the 
point of view of filling the pre-devolution non-plan 
revenue gap as none of it goes to the States that had 
a non-plan revenue surplus even prior to Devolution. 

9.65 Under Assumption II the required Devolution 
of Rs. 37,195 ·70 crores exceeds the required Devo
lution of Rs. 18,484 ·83 crores under Assumption I 
by Rs. 18,710 ·87 crores. This is because, firstly, 
the entire amount of category A States' share of Ceo
teal taxes, that is, Rs. 9,229 ·64 crores merely added 
to the pre-devolution non-plan revenue surplus of these 
States. It was complete 'waste' from the stand point 
of gap-filling. Secondly, of the Rs. I 8,253 ·89 crores 
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TABLE 9.9 

Estimates '/f;pevolution on differelft. assuntplions relating to States' share of Central Taxes by applyi11g the gap 
. ' rng appro<eh to the Erghth Finance Commission Data for the period 1984-85 to 1988-89. 

I. Stales' revenue posilion before Devolution 

2. Devolution under Assumption I 

I. States' share of Central taxes 

2. Revenue gap grants 

3. States' share of Central taxes other than 5% of Union Excise Duties 

-4. States' revenue posilion under Assumption II 

5. Devolution under Assumption II 

I. States' share of Central taxes 

2. Revenue gap grants 

6. States' share of 5% Union Excise Duties 

7. States' revenue position under Assumption Ill 

8. Devolution under Assumption III , 

I. States' share of Central taxes 

2. Revenue gap grants 

9. Increase in Devolution-

). Assumption II over Assumption I 

(i) States' share of Central taxes . 

(ii) Revenue gap grants 

2. Assumption III over Assumption II 

(i) States' share of Central taxes 

(ii) Revenue gap grants 

NOTES : 
Categories of States : 

Ca•egory A 
State.; 

(R•. in crorC) 

Total Ca!egory B Category C 
Stale; States 

8,063.94 (-)8,789.90 (-)9,694.93 (-)18,484.83 

(-)8,063.94 

9,229.64 

17,293.58 

9,229.64 

9,229.64 

17,293.58 

9,229.64 

9,229.64 

9,229.64 

9,229.64 

8,789.90 

8,789. 90 

18,253.89 

9,481.23 
(-)17. 24 

18,271.13 

18,253.89 

17.24 

7.54 

9,481. 82 

(-)9. 70 

18,271.13 

18,261.43 

9.70 

9,481.23 

18,253.89 

(-)8,772. 66 

7.54 

(-)7.54 

9,694.93 18,484.83 

9,694. 93 18,484.83 

5,684.05 33,167.58 

( -)4,010. 88 26,774.81 
(-)4,028.12 

9,694.93 37,195.70 

56,884.05 33,167.58 

4,010.88 4,028.12 

2,507.46 2,515.00 

(-)1,503.42 26,774.81 

(-)1,513.12 

9,694.93 37,195.70 

8,191. 51 35,682.58 

1,503.42 1,513.12 

18,710.87 

5,684.05 33,167.58 

(-)5,684.05 (-)14,456. 71 

2,507•46 2,515.00 

(-)2,507.46 (-)2,515.00 

A. States which had a non-plan revenue surplus even before Devolution, namely, Gujarat, Haryana, Kamataka, Maharashtra, Punjab & 
TamilNadu. 

B. States which had non-plan l',revenue deficits !'before. Devolution but acquired a revenue surplus after share of Central taxes, namely, 
Andhra Pradesh, Bihar, Kerala, Madhya Pradesh, Rajasthan and Uttar Pradesh. Rajasthan would have a small deficit durin& 
1984-85 and a surplus during 1985-89. 

c. States which had non-Plan revenue deficit even after share of Central taxes, um•ly, Assam, Him•chal Pradesh, Jammu and Kash· 
mir, Manipur, Meghalaya, Nagaland, Orissa, Sikkim, Tripura and West Bengal. 

Assumptions r 
I. No States' share of Central taxes. 

D. Including States' share of Central.taxes other than 5% of Union Excise Duties. 

III. Including also States' share of 5% of Union Excise Duties. 

j of category B States' share of Central taxes, only 
Rs. 8, 772 ·66 crores were utilised in reducing the pre
devolution non-Plan revenue gap of these States from 
Rs. 8,789 ·90 crores to Rs. 17.24 crores. The balance 
Rs. 9,481. 23 crores of their share of CeJ?tral taxes 
was "wasted" in providing these States wtth a non· 
plan revenue surplus. The total "wastage" of 
Rs. 18,710 ·87 crores of States' share of taxes 
(Rs.9,229 ·64 crores in the case of category A States and 

122-288/87 

Rs. 9,481 ·23 crores with respect to category B _States) 
from the stand point of gap filling was responstble for 
the equivalent increase in the required Devolution 
under Assumption II. Clearly that part of States' share 
of Central taxes which merely goes to augment the 
non-plan revenue surplus of some States adds to the 
Centre's burden or required total Devolution by and 
equivalent amount. 



9.66 It may also be noted that under Assumption 
ll, the Rs. 5,684 ·05 crores which went to the revenue 
deficit category C States as their share of central taxes 
did not add a single paisa to the total Devolution 
entitlement of these States. Their Devolution entitle
ment remained completely unchanged as the entitle
ment to revenue gap grants was reduced precisely 
by the amount of their share of Central taxes. The 
second important conclusion that follows is that 
The States' share of Central taxes which only reduces 
the non-plan revenue gap of deficit States makes no 
addition whatsoever to the Centre's total burden of 
required Devolution. Nor does it make any additicn 
to the deficit States, total entitlement to Devolution. 
Only the composition of that Devolution changes. 
There is an increase in the component of share of 
taxes but at the same time an equivalent decrease in 
the component of revenue gap grant. 

9.67 It is obvious that under the gap filling approach, 
a highly "progressive" formula for distribution of 
States' share of Central taxes among the States 
entirely benefits the Centre by minimising its total 
burden of Devolution at the cost of the revenue sur
plus States and that it does not at all benefit the reve
nue deficit States who nevertheless might be bambooz
led into believing that the revenue surplus States' tail 
has been twisted solely for their sake. This is brought 
out even more vividly by the fact that under Assump
tion III the total Devolution (including both States' 
share of Central taxes and revenue gap grants) re
mained precisely the same amount as under Assump• 
tion II, namely, Rs. 37,195 ·70 crores even though in 
this case the States received a higher share of Union 
Excise Duties, that is, 45% instead of 40%, where 
did the extra share of taxes go? The extra 5% of 
Union Excise Duties was distributed among the States 
v. ho continued to have a non-plan revenue deficit 
even after their share of other taxes, including 40% 
of Union <Xcise duties had been taken into account 
(as under Assmnption II). Since no part of the extra 
5% of Union Excise Duties went to the States who 
already had non-plan revenue surplus at this stage, 
ncne of it was wasted from the standpoint of gap 
filling. The entire amount went into reducing the 
revenue gap of States an<' hence their entitlement to 
revenue gap grants. The extra amount that the Cen
tre had to pay as 5% additional share of Union Ex
cise Duties was fully compensated for by the lower 
amount of the required revenue gap grants. There 
was just no additional net burden on the Centre of the 
extra share of Union Excise Duties. Nor did the 

. deficit (category q States who received a share in the 
extra 5% of Union Excise Duties thereby get a paisa 
more of total Devolution as this extra amount was 
fully neutralised by the reduced entitlement to re
venue-gap grants. Clearly, the extra 5% share of 
Union Excise Duties which the Eigbtr Finance Com
mission granted to tl:le States was a cent per cent public 
relations exercise at absolutely no extra cost to the 
Centre. It was made out that the Centre bad been 
asked to forego another 5% of Union Excise Duties 
for the sake of the deficit State. And yet the Centre 
did not have to part with a single paisa more than 
v.hat it would have in any case to shell out under the 
gap filling approach, nor were the deficit States this 
V<ay given a paisa more than what they would have in 
any case been entitled to receive. Indeed, this recom
mendation of the Eighth Finance Commission was a 
magic show at its professional best ! 
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9.68 The "very progressive" criteria adopted by the 
Eighth Finance Commission for in ter-se distribution of 
States share of Central taxes implied in the context of 
the gap-filling approach that, of the estimated 
Rs. 35,682 ·58 crores of States share of Central 
taxes recommended by the Commission, as much as 
Rs. 16,971 ·71 crores (i.e. 47.5% of the total) bene
fited the Centre by reducing its liability for revenue gap 
grants from the original Rs. I ,848 ·43 crores to the 
final Rs. I ,513 ·12 crores. Thus the Centre was by 
far the biggest beneficiary of the tax sharing f< rmula. 
The second largest beneficiary was the category B 
States. They benefited on a net basis to the extent 
of revenue surplus of Rs. 9,481 ·23 crores which re
sulted from their share of the Central taxes. This 
was 26 ·6 ~~ of the total amount of the divisible pool 
of Central taxes. The six States in category B included 
the four Hindi-speaking States of U.P., Bihar, Madhya 
Pradesh and Rajasthan, the low-income heartland of 
India which is increasingly the main power base of 
the ruling party at the Centre and, in consequence. 
has a tremendous political clout with the Central 
government. The four States share of Central taxes 
transformed their large pre-devolution non-plan deficit 
of Rs. 7,308 ·49 crores into an equally large revenue 
surplus of Rs. 6,948 ·92 crores. The balance 
Rs. 9,229 ·64 crores that is 25•9% of the total divisible 
pool of Central taxes, accrued to category A statei 
whose non-plan revenue surplus increased from the 
pre-devolution level of Rs. 8,063 ·94 crores to 
Rs. 17,298·58 crpres. The ten States of Category C were 
the only group which received no net benefit from their 
share of Central taxes as their entitlement to revenue 
gap grants was as a result reduced exactly by the same 
amount. 

9.69 The gap-filling approach and the "progressive" 
tax distribution formula adopted in conjunction with 
it have other important fiscal implications. Firstly, 
the Category C States have no incentive to undertake 
tax and non-tax measures for additional revenue. 
Whatever is their pre-devolution non-plan revenue 
deficit, it will be taken care of by the Finance Com
mission, partly by their share of Central taxes and the 
balance by revenue gap grants. A better outcome, 
namely, a post-devolution non-plan revenue surplua 
is generally not within their reach no matter }low 
"progressive" might be the tax sharing formula thai 
the Finance Commission might recommend. All 
that they can hope for as a result of vigorous tax and 
non-tax measures for additional revenue is a reduced 
pre-devolution non-plan revenue deficit. But this 
bas no logic for them. The only result of this will be 
a corresponding reduction in their entitlement to de
volution, leaving them in the same no deficit but also 
no surplus post-devolution position which is in any 
case ensured to them under the gap-filling approach. 
There is then no sense in incurring the odium of un
popular revenue raising measures. On the other 
hand, if lavish expenditure results in their pre-devo
lution non-plan revenue pap goinp up, it is not their 
headache but that of the Finance Commission and the 
Centre. For these advantages, Category C is very 
welcome status for many States. Otherwise, it will 
be difficult to explain why States like West Benpal, 
Himachal Pradesh and J & K who occupy the 5th, 
the 6th and the lith position from the top with res
pect to per capita SDP figure among Category ~ 
States. Others may well be preparing to join their 



943 
ranks in the reference period of the Ninth Finance 
Commission which is expected to be constituted in 
mid-19R7. 

9. 70 The incentive to Category B States to mobilise 
revenues and to economise on non-plan expenditure 
is also very weak. On account of the political clout 
of the heartland States, who form two-thirds of this 
category, they can count that H: as a result of lax 
fiscal discipline, they. land themselves in bigger pre
devolution non-plan revenue deficits, the next Finance 
Commission will make the tax sharing formula even 
more "Progressive" to ensure that they nevertheless 
end up with substantial post-devolution non-plan re
venue surpluses. Besides their political clout, these 
States know that in this matter their and the Centre's 
interests converge. A "More progresllive" tax shar
ing formula will enable the Centre to reduce its addi
tional Devolution liability on account ·of enlarged 
pre-devolution non-plan revenue deficits of Categories 
Band C States, at the expense of the surplus (Category 
A) States. The worst that can happen to a Category 
B States as a result of financial indiscipline is that It 
may slip into Category C, which means that its post
devolution non-plan revenue surplus may be reduced 
to zero. This is by no means a frightful prospect for 
the four heartland States of this category. They can 
be reasonably sure that, in the event, on account. of 
their powerful influence at the Centre, the Planmng 
Commission "formulae" for distribution of market 
borrowings and the Central Assistance will be made 
still more "progressive" to give them a larger share of 
these at the expense of the surplus States, so as t~ en
sure that the former have adequate State Plan size. 

9 71 Category A States are the only ones who d<:
finitely stand to lose by financial indis_cipline. This 
will, by lowering their post-Devolution non-plan 

revenue surplus, almost certainly adversely effect 
their State Plan size. The result has been that the 
present system of Devolution of resources shows a 
strong negative correlation between the States' esti
mated revenue at existing rates from own tax and non
tax resources over the reference period and their res
pective devolution entitlement per Rs. 100 of own 
revenues over the same period. This is shown in 

·Table 9.10. 

9.72 Table 9.10 shows that for every Rs. 100 of 
revenue expected to be raised from State taxes over 
the period 1984-89, Haryana and Punjab would receive 
Rs. 15 ·6 and Rs. 16 ·3 as their share of Central taxes, 
respectively, whereas U.P. and Bihar would receive 
Rs. 84 ·2 and Rs. 142 ·3 and the neighbouring State 
of Himachal Pradesh, as much as Rs. 159 · 5 that is, 

. about 10 times as much as Haryana and Punjab receive. 
The system of Devolution as evolved in India effecti
vely divorces total financial resources available to 
different States from the revenue raised by them from 
their own tax and non-tax resources. Such a sys
tem might not have been so disastro~s for financial 
discipline if it had been concerned With transfer of 
a few hundred crores. But as seen in Table 9.9, 
Devolution recommended by the Eighth Finance Com
mission formed as much as 39 ·3% of the State's total 
estimated own tax and non-tax revenues during 1984-
89. A highly discriminating system of Devolution 
covering such huge transfers to t_he States_ could not 
but be ruinous from the standpomt of bUIIdmg up a 
healthy fiscal system. It has given immense oppor
tunities to the Centre to play off, through the Fmance 
Commission, one group of Sta~es against the other 
and effectively undermine their autonomy. Such 
a brazenly discriminatory system c_an never be the 
basis of stable regime of cooperative Czntral-State 
relations geared to vigorous national development. 

TABLE 9.10 

. · d D l t" ~ t'tlement 0 r States to their Estim:~ted R~v~Jlfl! at Etisting Rates from tlleir Own Tax and Non-Tax RatiO of Estimate evo u IOn Ln I "d . 1984-89 

State 

0 

I. Haryana 

2. Punjab 

3. Maharashtra 

4. Gujarat 

$. Tamil Nadu 

6. Karnataka . 

7. Kerala 

g. Andhra Pradesh 

9. Rajasthan . 

10. We;;t Bengal 

11. Madhya Pradesh . 

Resources urmg · 

Estimated Revenue (Rs. Crore) Estimated Devolution 
Entitlement (Rs. Crore) 

Tax Non-tax Total Share of Grants Total 
taxes 

2 3 4 5 6 

2,743. 74 884.72 3,628.46 427.97 427.97 

3,743. 23 1,039.09 4,782.32 611.15 611. 15 

12,342.19 3,135. 91 15,476. 10 2,617. 30 2,617. 30 

5,915. 88 899.88 6,815. 76 1,417.18 1,417. 18 

7,750.46 1,249. 85 9,000.31 2,443.07 2,443.07 

4,961.65 1,414. 29 6,375. 94 1,712. 97 1,712.97 

3,402. 51 869.52 4,272.09 1,258. 94 1,258. 94 

6,554. 41 1,374.19 7,928.60 2,754. 78 2,754. 78 

2,811. 93 907.25 3,719.18 1,538.18 9.70 1,547. 88 

4,860.41 1,383. 90 6,444.31 2,820,62 213.71 3,034.33 

3,980. 35 2,661. 58 6,641.93 2,788.11 2.788.11 

Devolution Ratios 

Col. 4 Col. 6 
as of as of 
Col. I Col. 3 

7 8 

15.6% II. 8 

16.3 12.8 

21.2 16•9 

24.0 20.8 

31.5 27.1 

34.5 26.9 

37.0 29.5 

42.0 34.7 

54.7 41.6 

58.0 47.1 

70,0 42.0 
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TABLE 9.10-contd. 

0 2 3 4 5 6 7 8 

12. Uttar Pradesh 7,029.06 2,554.58 9,383.64 5,915.60 5,915.60 84.2 63.0 

13. Orissa. 1,381.52 750.54 2,132.16 1,561.60 102.20 1,663.80 113.0 78.0 

14. Bihar. 2,814.47 1,627.49 4,441.96 4,005.82 4,005. 82 142.3 90.2 

15. Jammu & Kashmir 505.69 697.65 1,203. 34 738.21 257.18 995.39 146.0 82.7 

16. Himachal Pradesh 332.63 266.33 598.96 530.69 183.08 713.77 159.5 119.2 

11. Assam 779.67 604.09 1,383. 76 1,251.67 192.79 1,444.46 160.5 104.4 

)8. Sikkim 27. 76 43. 75 71.51 63.52 29.13 92.65 228.8 129.6 

19. Meghalaya • 53. 76 48.14 101.90 242.88 98.42 341.30 415,8 334.9 

20. Nagaland 44. 79 95.00 !39. 79 325.47 158.57 4S4.04 726.7 346.3 

21. Manipur 32. 19 76.11 108.30 299.18 123.55 422. 73 929.4 390.3 

22. Tripura 41.39 60.67 102.06 357.67 144.79 502.46 864. I 4n.J 

Total • 72,109.75 22,642.63 94,752.38 35,682.58 1,513.12 37,195.70 49.5 30. 3 

SoUil.CI! :-Report of the Eighth Finance Commission 1984 : 
(i) For columns 1-3, Annexure ffi-27(i) to 27 (xxii). 
(ii) For columns 4 and 5 Chapter (xiii) tables I and 2. 

9.73 The Finance Commission's completely one
sided approach of severely penalising growth per
formance and financial discipline and handsomely 
rewarding economic inefficiency and financial laxity 
has predictably led to a continued increase in States 
dependence on Devolution from the Centre. The 
Devolution has increased from a mere Rs. 447 crores 
in the First Five Year Plan period to Rs. 39452 crores 
for 1984-89, the five year period covered by the Eighth 
Finance Commission that is, 88 times. The Eighth 
Finance Commission had estimated the Centre's 
non-plan revenue surplus for the period 1984-89 at 
Rs. 39123 crores*. In other words, the Commission 
had to denude the Centre of its entire estimated non
plan revenue surplus and a sizeable sum in addition 
to provide for the required Devolution. This amount 
of Devolution has indeed been an important factor, 
through by no means the only one, for the severed 
deterioration in the revenue position of the Centre 
in recent years. The Centre is now incurring large 
and growing deficits on revenue account, in spite of 
the fact that provides for too large items of expenditure 
which are unmistakably of the nature of revenue ex
penditure, on the capital account. These are (i) 
Defence capital outlay (Rs. I 098 crores in the 1986-87 
Budget) and (ii) the subsidy on imported fertilizers 
(Rs. 250 crores in the 1986-87 Budget). The revenue 
deficit implies that the Centre is financing also a part 
of its revenue expenditure by borrowing. In conse
quence, its liability is shooting up. Beyond doubt, 
interest will be the largest item of revenue expenditure 
in the 1987-88 Budget, exceeding even the Defence 
expenditure. Contrary to the general impression 
prevailing among the States, the Centre's financtal 
power is based not on its superior revenue position 
but on its grab of the bulk of the public sector capital 
receipts. 

9. 74 In recent years the net saving (that is, the true 
revenue surplus) by the Central Government (includ
ing retained profits of Departmental • commercial 

• V..eoort of the Eighth Finance Commission 1984, Annexure 
IV-I, PP 231-232. 

undertaking) has been negative and shows a progressive 
deterioration : 1983-84, Rs. (-) 674 ·2 crores; 1984-85 
(R.E.), Rs. (-) 1702 ·9 crores; and 1985-86 (B. E.), 
Rs. (-) 3404 ·2 crores@. This h_as b7en an importa~t 
factor in the steady detenoratton m the country ' 
rate of net saving in recent years from 20 ·0% in 1978-
79 to 16 ·I% in 1984-85@@. 

(ii) Central Assistance for State Plans 

9.75 Central Assistance for State Plans involve& 
two basic issues : (i) its total amount and (ii) iti 
distribution among the States. The financial depend
ence of the States and their conflicting interests in thii 
matter have inhibited the States from firmly demand
ing that a rational approach must be evolved to both 
these issues. 

Total Amount of Central Assistance 

9.76 Ideally, the total amount of Central Assistance 
ought to be the excess of the rationally determined 
total outlay under the State Plans and the State's 
own resources for these Plans. There are at present 
several difficulties in adopting this approach. The 
rational procedure to estimate the reasonable total 
outlay under the State Plans would be to first distri
bute the envisaged total outlay on the Public Sector 
Plan among the various Heads and Sub-Heads of 
Development. The outlay allocated to each Head/ 
Sub-Head could then be divided between the Centre 
and the States in accordance with their respective 
Constitutional responsibility for different matters, 
with due regard to the relative suitability of the two 
levels of government for handling the different pro
jects and programmes of development. There are, 
however, major difficulties in applying the above ap
proach. Firstly, the existence of the Concurrent 
List blurs the division of responsibility. between the 

@ Government of India, Ministry of Finance, An Economic 
and Functional classification of the Central Government 
Budget 1985-86, Annexure 3 (item 5.1 plus 5.2) P 8. 

@@ CSO, National Accounts Statistics 1970-71 to 1983-84 
January, 1986, Appendix A-1, pp. 156-157. 



Centre and the States. The Forty-second Amendment 
(1976) bas made further important additions to this 
list. Secondly, the Centre's superior command of 
resources enables it to pull to itself even programmes 
which have to be implemented through the agency 
of the States. The Centre gives grants and loans 
to the States for implementing these so called Central 
and C!ntrally Sponosred Plan Scheme •. The Central 
outlay on these schemes forms a sizeable proportion 
of the Budgetary outlay ion the Central Sector Plan. 
This is shown in Table 9.11. 

TABLE 9.11 

Celllre's Budgetary Outlay on Central a11d Centrally 
Sponsored Schemes as a Percentage of its Total Budgetary 

Outlay on the Central Plan 

Unit 1985-SS 1986-87 
(R.E.) (B.E.) 

J. Centre's Budgetary 
Outlay on Central and 
Centrally Sponsored 
Schemes. R•· crore 2,818.62 3,167.12 

1. Gran1s 2,645 0 51 2,997 .« 

2. Loans 173.11 169.68 

2. Centre's Budgetary 
Outlay on the Central 
Plan 13,231.38 13,617.33 

1. Central Sector Plan Rs. crore 20,093.97 22,300.00 

2. Less : Amount Fi
nanced by the Extra
Budgetary Resources 
of the Central Enter
prises 

3. (I) as a Ratio of (2) 

(-)6,862. 59(-)8,682. 67 

21.3 23.3 
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9. 77 Table 9.11 shows that the Central Budgetary 
outlays on Centro I and Centrally Sponsored Plan 
Schemes as a ratio of the total Budgetary Outlay on 
the Centtral Plan was; !985-86 (R.E.), 21 ·3 %; and 
1986-87, 23 ·3%. This order of outlay by the Centre 
on schemes; implemented by the. States c<?nfuses the 
line of demarcation between their respective spheres 
of dev,lopment responsibility. Thirdly, the Centre 
has abused its large financial resources to brazenly 
encroach even on areas of development sue~ as 
agriculture which under the Constitution, unquestw?a
bly fall within the State's sphere of responsibihtr. 
Fourthly, the Constitution authorised the Centre m 
certain cases to unilaterally add to 1ts developm~nt 
responsibility at the expense of the States by makmg 
the prescribed declaratiOn by ?r und~r a law enacted 
by Parliament. It can do this, for mstaiC~ce, ~y de
claring (i) a road as a national highw~Y.· (n) an mland 
waterway as a national waterway, (m) a port a~ a 
major port (iv) an industry as one the contr~l of wh1ch 
is expedie~t in the public interest, (v) an. mter-State 
river and river valley as one the regulatw_n !lnd de
velopment of which is expedient in t~e pu~hc mterest, 
and (vi) an institution as one of national I_mportane;e. 
The residuary subjects, that is, those not mclude~ .m 
the State or the Concurrent Lists are the respons_Ibihty 
of the Centre. As a result the line of demarcation of 
responsibility between the Centre and the States is 
further undermined. 

9. 78 There are also difficulties in defining unambi
guously the concept of State's own resources for the 
Plan. For example, the State's market borrowings 
are counted as their own resource but, as mentioned 
above, the State's share in the total market borrowings 
and its inter-se distribution among the States is very 
much a matter of arbitrary allocation by the Centre. 
Similarly the State's share in net collections from 
Small Savings is determined by the Centre. The 
State Electricity Board's borrowings from the Rural 
Electrification Corporation (R.E.C.), financed very 
substantially by investments of the Centre in this 
Corporation, are counted as the S.E.B.'s contribution 
and hence are a component of the State's own 
resources. Discretionary non-plan grants from the 
Centre go to reduce the State's non-plan expenditure 
that has to be met from their own resources. They 
thus add to the amount available to the States for 
financing their Plans. The Additional Resources 
Mobilisation (A.R.M.) by the States and their enter
prises, to the extent of the net revenue accrual from 
it, adds to the State's own resources for the 
Plan. No rational approach has yet been evolved to
wards determining the A.R.M. target for a State. In 
practice, the projected A.R.M.is usually more the result 
of a battle of wits and nerves between the Planning 
Commission and the individual State than of any 
objective criteria on the subjects. 

Distribution of Central Assistance among tire Staus 

9. 79 The above difficulties have made any exercise 
aimed at deriving the quantum of the required Central 
Assistance as the excess of the rationally determined 
State Phin outlays over the State's own resources a 
rather arbitrary affair. Upto the Third Plan, the 
Central Assistance of all States was in fact determined 
by the above procedure. But on account of the se
veral arbitrary aspects of this procedure, there was 
increasing dissatisfaction among the States against it. 
This led to the adoption of the Gadgil Formula in 
September, 1968. This formula did not go into the 
question of how to deternune the total quantum of 
Central Assistance. It assumed that the total quan
tum had somehow been determined and limited it
self to laying down objective criteria for the distri
bution of the total amount of Central Assistance 
among the States inter-se. The following objective 
criteria were adopted. A lump-sum amount was to 
be set apart for special category states (which then 
included Assam, J & K and Nagaland): . The balance 
was to be distributed among the remammg States (1) 
60% on the basis of population, (ii) 10% on the basis 
of t"he per capita income (State Demestic Product) 
among the States having per capita. income below 
the national level, (iii) 10% on the basis of tax ef!ort, 
(iv) 10% for continuing irrigation and power proJects, 
and (v) 

0

10% for special problems of States. 

9.80 The Fourth Five-Year Plan (1969-74) allocated 
the Central Assistance entirely on the basis of tbe 
Gadgil Formula. In the Fifth Plan (1974-79) as fina
lised in 1976, 90 ·8% of the total Central Assistance 
was allocated under the Gadg1l Formula, the balance 
9 ·2% was to be . distributed under two addJtl?nal 
criteria, namely, (1) ass1stan~ for ~xternally aided 
projects (1·7%), and (ii) spec1al assistance for ~rea 
programmes (7 ·2 %). The stillborn ~raft S1xth 
Plan (1978-83) of the J~na~a Government mtroduced 
another additional cntenon, namely, the Income 



Adjusted TNal Population (IATP). A State's IATP 
was measured by the State's population weighted 
by the inverse of a 3-year average of the per capita 
State Domestic Product (SOP). The share of a State 
in the portion of Central Assistance distributable in 
accordance with this criterion was to be determined 
by its lA TP as a percentage of the aggregate of all 
State's lA TP. 

9.81 In August, 1980 the National Development 
Council modified the original Gadgil formula to the 
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extent of abolishing the 10% of the total Central 
Assistance allocable on the basis of continuing irri
gation and power projects and instead raised the per
centage allocable to States having per capita SOP 
below the national level from 10 to 20. The Seventh 
Plan has given up IATP as an allocation criterion. 
Other criteria remain unchanged. The criteria for 
distribution of Central Assistance among the States 
adopted under different Five-Year Plan together 
with the relative weight given to them has been sum
marized in Table 9.12. 

T.ULE 9.12 

Criteria for Distributions of Central Assistance among t!te States 

I. Gadgil Modified Gadgil Formula • 

1. Lumpsum provision for Special Cate
gory Sttes 

2. Objective criteria 

(i) Po;mlation . 

(ii) Per Capita SDP 

(iii) Tax effort 

(iv) Continuing Irrigation and Power 
Projects 

(v) Special problems 

2. Other Criteria 

I. Externally Aided Projects . 

2. Selected Area Programmes. 

3. Income Adjusted Total Population 
(IATP) 

3. Total Central Assistance. 

Fourth Plan 

·Rs. crore 

3,500,00 

525.00 

2,975.00 
(100%) 

1,785.00 
(60%) 

297.50 
(10%) 

297.50 
(10%) 

297.50 
(10%) 

297.50 
(10%) 

o, 
0 

100.0 

15.0 

85.0 

51.0 

8.5 

8.5 

8.5 

8.5 

3,500.00 10).00 

Fifth Plan 

Rs. Crore 

5.450.0 

550.00 

100.00 

450.00 

; 

0' 
/o 

90,8 

9.2 

1.7 

7.5 

6,000. 00 100,00 

Sixth Plan 
I 9:!0-85 

R•, Crore 

10.945.00 

0/ 
,o 

11.3 

3,245.00 21.1 

7,70J.0) 50.2 
(100%1 

4,620.00 30.2 
(60%) 

1540.00 10.0 
(20%) 

770.00 5.0 
(10%) 

770.00 5.0 
(10%) 

4,405.00 28.7 

1,450.00 9.5 

I ,355. 00 8.8 

1,600.00 10.4 

Seventh Plan 

Rs. Crore % 

23,627.00 79,6 

7,102. 00 23.9 

16,525.00 55.7 
(100 %) 

9,915.00 33.4 
(60%) 

3,305.00 I I. I 
(20%) 

1,652.50 5.6 
(10%) 

1,652.5 5.0 
(10%) 

6,259.00 20.4 

3,800.00 12.8 

2,459.00 7.6 

15,350.00 100.00 29,886.00° 100.00 

NarE :-Figures in parenthesis give the relative weightage to different objec jve criteria in the Formula. 
• After adjustment of Rs. 149 crores of advance Plan Assistance given for relief works, the net Central A"istance has been determined 

as Rs. 29,737 crores. 

Evaluation of the Seventh Plan Criteria for Distribu!ion 
of Central Assistance: 

9.82 An evaluation of the criteria for distribution 
of Central Assistance among the States is greatly 
handicapped by the fact that the Five-Year and Annual 
Plan documents have stopped giving the Statewise 
allocation of Central Assistance resulting from the 
application of these criteria. This is not just an in
advertent omission. It is a deliberate attempt to 
withhold vital information lest public knowledge of 
inequitous distribution of Central Assistance might 
provoke widespread criticism and protests. Some 
of the related facts that have been made public to 
suggest that several of the criteria are fairly ill-<:an
ceived and unreasonable in several respects. The 
shortcomings of the various criteria are brought out 
below. 

Special Category Status: 

9.83 Under the Gadgil Formula characterisation 
as a Special Category State is very rewarding indeed. 
Out of the total Central Assistance of Rs. 23,627 
crores distributed in the Seventh Plan under the Gadgil 
Formula, Rs. 7,102 crorcs, i.e. 30%, have been allo
cated to the Special Categories States (Assam, H.P., 
J. & K. Manipur, Meghalaya, Nagaland, Sikkim and 
Tripura). This works out to 23.9% of the total Central 
Assistance allocated under the Gadgil Formula and 
other criteria. It may be mentioned that the 8 States 
accounted for a mere 5% of the total 1970 population 
of all the 22 States. Except or the tiny Sikkim, they 
are not very poor States either. In 1979-80 the la~t 
year of which the estimates of net State DomestiC 
Product are available for all the States, the 8 States 
ace ounted for 4.8% of the total net State Domestic 



Product of all the States. Thus, as a group, their 
l?er capita net SOP closely approached the average 
lor all the States. The Total Plan outlay of the Special 
Category States has been set at Rs. 6,490 crores, i.e. 
less than their total Central Assistance by Rs. 612 
crores. Since H.P. usually has substantial own re
sources for the State Plan and Assam and Meghalaya 
are also likely to make some positive contribution, 
even if small, to financing their Plans the excess of 
Central Assistance over the State Plan outlays is very 
probably accounted for by the other l1ve States. In 
other words, Central Assistance to these five State~ 
would finance not only their entire State Plan outlay 
of Rs. 2,900 crores but also around Rs. 600 crores 
of gap in Non-Plan resources. In the case of other 3 
States also the bulk and in some cases possibly almost 
the entire State Plan, would be financed by Central 
Assistance. To be classified as a Special Category 
State is indeed a very profitable proposition. 

9.84 It would be logical to expect that such a finan
cially rewarding status would be conferred on the 
basis of well defined stringent criteria. But no such 
criteria have been laid in the Plan Document. Nor can 
these be inferred from the actual classification of 
States as Special Category States. Location on active 
or a potentially active border does not seem to be the 
criterion. If this were so, this category should have 
also included Gujarat, Punjab and Rajasthan. Low 
per capita income is obviously not the criterion for 
several States in this category have higher per capita. 
SOP Plan than several other States which have been 
excluded. The Planning Commission presumably 
took the 3-year (1976-79) average per capita net 
State Domestic Product at current Prices of different 
States as worked out by the Finance Commission* 
as the basis of its exercises for the distribution of Cen
tral Assistance for State Plans. These estimates show 
that H.P. has a higher per capita SOP (Rs. 1,230) 
than the all-States' average (Rs. 1,139) and that J. &K. 
(Rs. 1,100) quite approaches the all-States' average. 
Both the States have been included in the Special 
Category while Bihar (Rs. 755), U.P.(Rs. 870), Madhya 
Pradesh (Rs. 895), Orissa (Rs. 918), Andhra Pradesh 
(Rs. 1,006) and Rajasthan (Rs. 1,127) whose per capita 
SDP is well below the all-States' average have been 
excluded. If the criterion is hilly terrain the States 
now classified as Special Category States could instead 
have been allowed due extra Central Assistance under 
the Hill Areas Programme (which is included under 
the Special Areas Programmes) and, to the extent 
necessary, a much larger than the present amo~:~nt 
could have been earmarked for this purpose outside 
the Gad gil Formula. This would have obviated the:; 
need to set some States having hill areas apart from · 
the rest of such States. If actual or threatened political' 
trou' le is the criterion, how is H.P. included while 
Puniab is excluded ? Moreover, it will be shof!
sighted and inexpedient or even imn:'or~l to submit 
to unjustified political pressure and IS ,hkely to en
courage similar. developments elsewhere. 

9.85 The liberal treatment meted ou~ t<;>-Speci~l 
Catel1'orv States sharpens. instead of sat1sfymg, thelf 
appetite. for Central Assistance. As a result ofthe total 
Central Assistance for State Plans allocated under all 

*Report of the Eighth Finance Commission 1984, App. VI, 

Page, 158. 
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criteria, the share of Special Category States works 
out as follows : the Fourth Plan, 15.0"•i, the Sixth 
Plan, 21.1% and the Seventh Plan, 23.9';~. In the 
Seventh Plan of J. & K., with a population only one
eleventh of the combined population of Karnataka. 
Punjab and Haryana (1981 census) is reported to have 
been allocated over 20% larger Central Assistance 
than the latter 3 States taken together. Again, Hima
chal Pradesh, with a population only about one
seventh of the combined population of Punjab and 
Haryana is reported to have secured over 10% more 
Central Assistance than the latter two States taken 
together. In view of these and other such facts irra
tionality of the existing criteria should be obvious. 
There is clearly a need for a different approach to 
ensuring a preferential treatment in the matter of 
distribution of Central Assistance for particularly 
deserving States. 

Per Capita SDP Criterion : 

9.86 The per capita SDP (State Domestic Product) 
criterion as implemented at present is quite arbitrary. 
Under this criterion 20% of the Gadgil Formula 
Central Assistance is allocated to States which have 
per Capita SDP below the national average. The 
allocation among the State is made on the basis of 
population weighted by the deviation of the average 
per capita SOP of the particular State from twice the 
average per capita SDP of all the eligible States.~ 

9.87 A major objection to the criterion as now 
applied is that the deviation is measured, not from 
the national or the all-States' average per capita SDP, 
but from a very arbitrary amount, namely, twice the 
eligible States' average. Why not measure it from 
3 times, or 4 times the eligible States' average ? There 
is no rational way to decide why one and not the other 
multiple might be adopted ? Each multiple will give 
a different allocation. If instead of 2 times the eligible 
States' average, the deviation is measured from 3 
times this average, the inter-se allocation will be 
different as shown in Table 9.13. 

J9.88 A comparison of Variant A and Variant B 
of Table 9.13 shows that when the deviation is mea
sured from 3 times the eligible States' average per 
capita SDP instead of twice this average. Andhra 
Pradesh, Kerala and Rajasthan will get much more, 
while Bihar and U.P. will secure much less, Central 
Assistance under the per capita SOP criterion. There 
will be a marginal decline in the case of Madhya 
Pradesh and practically no change in the case of Orissa. 
Indeed any multiple from 1.3 upwards can be chosen 
for measuring the devi~ tion, as it will give a positive 
deviation for all the States. The nearer is the chosen 
multiple to 1.3, the larger will be the share of the re
latively lower income States. Thus und.er the llresent 
computation procedure, the inter-s~-distnbuti.on. of 
Central Assistance under the per capita SOP cntenon 
is largely a matter of arbitrary choice of the mult!ple 
for measuring the deviation from the all ehgi ble 
States' average. 

9.89 The choice of the eligible States' average per 
capita SDP as the reference point for measu~ing the 
deviation indeed gives absurr' results. Tamil Nadu 
is reported to have claimed that, on the basis 
of CSO's figures adopted by the Finance and the Plan
ning Commissions, its average per capita SOP for the 



3-year period 1976-71 to 1978-79 works out to Rs. 
I, I 64.67 which is below the national average of Rs. 
1.165. Clearly, the State asserts, Tamil Nadu is 
eligible for a share in Central Assistance under the 
per capita SDP criterion but it has been deprived of 
this share by rounding of its per capita SDP to Rs. 
1,165. If Tamil Nadu's prima facie reasonable plea 
bad been accepted and unrounded figures of indivi
dual State's per capita SDP for 1976-79 has been used, 
as shown in Table 9.14 its share under the per capita 
SDP criterion would have been Rs. 315.82 crores, 
that is, 92.3% larger than Kerala's share which has 
lose lower per capita SDP by Rs. 3 only. 

9.90 The rounding up of Tamil Nadu's per capita 
SDP by a mere one-third of a rupee had deprived 
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TABLE 9.13 

the State of Rs. 315.82 crores of Central Assistance. 
What could be more arbitrary and absurd ? 

9.91 Another facet of the extreme arbitrariness of 
the present interpretation of the per capita SDP 
criterion is that if, instead of taking the 3-year average 
for 1976-77 to 1978-79, the average for the period 
1978-79 to 1980-81 had been taken (as the State's per 
capita SDP data for 1979-80 and 1980-81 had become 
available before the Seventh Plan had been finalised). 
Kerala would have been excluded from the category 
of eligible States while Tamil Nadu would have 
figured in it. Thus a mere change of the reference 
period would have made a difference of a few hundred 
crores of rupees to both these States' entitlement to 
Central Assistance. 

Computation of Central AssislaiJC'e for State Plans under the Per Capita S D P Criteriou (or the Seve111h Plm1 Pe,.;NI 

Population Per Capita Deviation Col. 1 x Col. 3 Central 
Eligible State 1971 (million) SOP (1976-79 (Rs.) ---------- Assistance 

AV.Rs.) (million) Per Cent 

0 2 3 4 

Variant A 
I. Andhra Pradesh 43.503 1,006 9,88 39,935.75 
2. Bihar . 56.353 755 1,169 65,876.66 
3. Kerala. 21.347 1,162 762 76,266.41 
4· Madhya Pradesh 41.654 895 1,029 42,861.97 
5. Orissa • 21.945 918 1,006 22,076.67 
6. Rajasthan 25.766 1,127 797 20,535.50 
7. Uttar Pradesh 88.341 810 1,054 93,111.41 

Total 3,00,66~. 37 

Variant B 
!. Andhra Pradesh 43.503 1,006 1,880 81,785.64 
2. Bihar . 56.353 755 2,131 1,20,088. 24 
3. Kerala. 21.347 1,162 1,724 36,802.23 
4. Madhya Pradesh 41.654 895 1,991 82,933. II 
5. Orissa . 21.945 918 1,968 43,187.16 
6. Rajasthan 25.776 1,127 1,759 45,322.39 
7. Uttar Pradesh 88.341 870 2,016 1,78,095.46 

Total 5,88,214. 83 

Variant A : Deviation of per capita SOP is measured from 2 times the eligible States' average per capita SOP. 
Variant B : Deviation of per capita SOP is measured from 3 times the eligilbe States' average per capita SOP. 

TABLE 9.14 

5 

13.282 
21.910 
5.410 

14.256 
7,343 
6,830 

30.969 

1,00,000 

13.904 
20.416 

6,257 
14.099 
7.342 
7.705 

30.277 

1,100.000 

(Rs. Crore) 

6 

438.97 
724.13 
178.10 
471. 16 
242.69 
225.73 

1,023.52 

3,305 .0) 

459.53 
674.75 
206.79 
465.97 
242.65 
254.65 

1,000.66 

3,305.00 

Computation of Central Assistance for Star. Plans un:ler the per Capita SDP Criterion fort~ Seventh Plan Peri>:f Using U•JTou11d 
Figures of per Capita SDP 

(Variant A) 

Eligible State Po:mlation Per Capita SOP Deviation Col. I "Col. 3 Central 
1971 (million) (1976-79 (IU.) ------------ A1Sistancc 

AV. Rs.) (million) Per Cent (Rs. c•ore) 

0 2 3 4 s 6 

1. Andbra Pradesh 43.503 1,005.67 968.75 42,143.53 12.072 398.98 
2. Bihar . 56.353 755.33 1,219.09 68,699.38 19.678 650.~ 

3. Kerala. 21.347 1,161.67 812.75 17,349.77 4.970 164.26 
4. Madhya Pradesh 41.654 896.00 1,079.42 44,692.16 12.879 425.65 
S. Orissa. 21.945 918.33 1,056.09 23,175.90 6.638 219.39 
6. Rajasthan 25.766 1,127. 33 841.09 21,826.12 6.252 206.63 
7. Uttar Pradesh 88.341 869.66 104.76 97,595.60 27.955 923.91 
8. Tamil Nadu 41. 199 1,164. 67 809.75 33,360.89 9.556 315.82 

Total 3,49,113. 35 1,100.000 3,305.00 



.9.92 It. w~s .probably decided to measure the devi
ation .of mdtvtdual States' per capita SDP, not from 
th~ ehgtble States' average per capita SDP, but from 
twtce the latter amount because the adoption of the 
fo~e~ amount as the reference point for measuring 
devtatw~ would h~ve resul~ed in some States showing 
a negattve devtatwn. Thts would imply that such 
States would have a negative allocation, that is, would 
h~~;ve ~o contnbute to the amount divisible under this 
cntenon rather that receiving a share from it Clearly 
on the basis of all eligibl~ States' average per capit~ 
SDP as the ~eference pomt for measuring deviation, 
the computation procedure would have given absurd 
res~lts.' It looks that in order to secure a positive 
devtatlon for all the states, it was decided to use twice 
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the eligible state's average per capita SDP as the 
reference point. 

9.93 The most rational course would be to adopt 
all. States' avera~e .per capita SDP as the reference 
pomt .for determmmg the eligibility of States for a 
share m Centr~l Asststance under this criterion as well 
as .for measurm!l the deviation. The Union Terri
tones have nothmg to do with Central Assistance for 
~tate Plan~. Th.e relevant reference point for exercises 
m connectiOn wtth Central Assistance is the per capita 
SDP of all States, a.nd ~ot of the entire country. If 
such a r~f~rence. pomt ts adopted, all eligible States, 
by defimtwn, wtll show a positive deviation and the 
c<;>mpu~tion of. t~eir respective shares will present no 
difficulties. Thts ts shown in Table 9.15. 

TABLE 9.15 

Computation o/C~IItral Assistaucefor State Plans under the Per Capita SDP Criterion/or the Seventh Pla11 Period 

Population Per Capita Deviation Col. I x Col. 3 Central 
Eligible State 1971 (million) SDP (1976-79 (Rs.) Assistance 

Rs.) (million) Per Cent (Rs. crore) 

0 2 3 4 5 6 

Variant Cl 

I. Andhra Pradesh 43.503 1,006 133 5,785. 90 8,699 287.50 
2. Bihar . 56.353 755 384 21,639. 55 32.535 1,075.28 
3. Madhya Pradesh 41.654 895 244 10,163. 58 15.281 505.04 

4. Orissa . 21.945 918 221 4,849.84 7.292 241.00 

5. Rajasthan 25.766 1,127 12 309. 19 0.465 15.37 

6. Uttar Pradesh 88.341 870 269 23,763.73 35.728 1,180. 81 

Total 66,51 i. 79 11,00.000 3,305.00 

Varient C! 

I. Andhra Pradesh 43.503 1,005.67 133.33 5,800. 25 8.718 288.13 

2. Bihar . 56.353 755.33 383.67 21,620.96 32.496 1,073.99 

3. Madhya Pradesh 41.654 895.00 244.00 10,163.58 15.276 504,8 7 

4. Orissa. 21.945 918.33 220.67 4,842.60 7.278 240.54 

5. Rajasthan 25.766 1,127.33 11.67 300.69 0.452 14.94 

6. Uttar Pradesh 88.341 869.67 269.33 23,792.88 35.760 I ,181,87 

7. Tamil Nadu;. 41.199 1,138.67° 0.33 13.60 0.020 0.66 

Total 66,534. 56 1,100.000 3,305. 00 

•Assumed for the purpose of this variants~ as to make Tamil Nadu eligible for a share under this criteria. 

9.94 It may be seen from Table 9.15 by comparing 
variant Cl with the variant C2 that when deviation is 
measured from the all State's average per capita SDP, 
the use of unrounded data instead of rounded data 
makes a very marginal difference to inter-State distri
bution of Central Assistance. The irrationality in 
the presently used reference point is thus removed. 
Further more, the absurdities of the sort noticed above 
in the case of Tamil Nadu will not'arise. 

9.95 Table 9.15 also shows that under a rational 
version of the per capita SDP criterion like the one 
adopted in that Table, only 6 non-special category 
States will share the Central Assistance allocable 
under this criterion. Of this as much as 83.5% will 
go to the heart-land States ofU.P., Bihar and Madhya 
Pradesh. This criterion thus primarily serves the 
interest of these States. Under this criterion alone the 
three States receive 16.7 (20X 835)% of the total Cen
tral Assistance allocated under the Gadgil Formula 
123-288/87 

criteria. These three States are also the highest bene
ficiary under the population criteria as they account 
for 36.3% of the total population of the non-special 
Category States. Under the population criteria the 
three States receive another 21.7 (60x ·362)% of the 
Central Assistance distributed under the Gadgil 
formula. Thus under these two criteria alone the share 
of the three States adds up to 38.4% of the Gadgil 
Formula total. 

Tax Effort Criterion 
9.96 Of the Central Assistance allocated under 

the modified Gadgil Formula, 10% is distributed on 
the basis of the tax effort of the States. The tax effort 
of the State is measured by the ratio of its Per capita 
tax receipts to its per capita SDP, expressed as a per
centage. The tax effort percentages of different 
States are then added up. The share of a state in the 
allocable amount is the ratio of its tax effort percen
tage to the total of tax effort percentages of all States. 



9.97 There is a persistent demand on the part of 
the States with a low level of tax effort, who corres
pondingly get a relatively smaller share of the amount 
allocable under this criterion that this criterion be 
altogether abolished and the amount now allocated 
under this criterion should also be added to that allo
cated under the Per Capita SDP criterion. The tax 
effort criterion is the only one in the modified Gadgil 
Formula that rewards the States for their effort at 
resource mobilisation. The amount allocated under 
this criterion is not more than 10% of the total dis
tributed under this Formula. The interests of relatively 
lower income States have been safeguarded, not only 
by other criteria, but even under this criterion by 
measuring the tax effort of a State, not by the absolute 
amount of its per capita tax revenue, but by the 
ratio of its per capita tax revenue to its per 
capita SDP. The lower is the per capita SDP of a 
State, the correspondingly lower is the absolute 
amount of per capita tax revenue which gives it the 
same tax ratio that a relatively higher income State 
can secure only with a correspondingly higher per 
capita tax revenue. 

9.98 It is sometimes said that is much easier for a 
relatively higher income State to achieve a given tax 
ratio than it is for a relatively lower income that State 
to do this. The same postulate was at one time put 
forth with respect to the rate of saving of countries. 
But this postulate. has been conclusively invalidated 
by the experience of the group of Asian countries 
cll!ssified by the World Bank as "low income Asia." 
Since 1980, the low income Asia has been showing 
a higher rate of saving than that observed in the case 
of "industrial market economics" which are the most 
developed and the highest income group in the world. 
The rate of saving of the two groups of countries, as 
percent of GDP, has been as follows : 1981, 23.7% as 
against 21.6%; 1982, 22.1% as against 19.9%; 1983 
(estimated), 24.0% as against 20%. *The Indian ex
perience shows that the direct relationship between 
the tax ratio and the per capita SDP is very weak. 
TJ\e latest available data are presented in Table 9.16. 

9.99 Table 9.16 shows that in 1983-84 among the 
the non-special category States, the first three positions 
in terms of tax ratio were occupied by States who 
held the 9th, the 6th and the lOth position in terms 
of per capita SDP, respectively. Among the special 
category State Himachal Pradesh which ranks number 
I in terms of per capita SDP, is only number 3 with 
regard to the tax ratio. If all States are taken together 
Himachal Pradesh will be number 6 from the top in 
terms of per capita SDP but only number 15 in the tax 
ratio ranking. West Bengal which is number 5 in 
per capita SDP is only number 12 in tax ratio ranking. 
If all States were taken together, West Bengal will 
still rank number 5 in per capita SDP but will be 
•s low as number 14 with regard to tax ratio. Haryana 
and Punjab which occupy the first two positions 
with respect to per capita SDP rank only number 7 
and 8, respectively, in terms of tax ratio. Sikkim which 
has the highest tax ratio among the special category 
States has the lowest per capita SDP. The correlation 
coefficient between the per capita SDP of States and 
their tax ratio is no doubt positive, but it is very week, 
a mere 296. It is not significant even at 20% level.· 

•world Bank, World Development Report 1985, Table A-7, 
P. 1951. 

9~0 

This shows that relatively low per capita SDP is no 
insuperable barrier to a State achieving a fairly high 
tax ratio. As shown in Table 9.14, several States 
with a fairly modest per capita SDP do rank among 
those with the highest tax ratio. 

TABLE 9. 16 

Tax Ratio of Statts, 1983-84 

State 

Non-Special Cate-
gory States 
I. Tamil Nadu . 
2. Kamataka 
3. Kerala 
4. Maharashtra 
5. Gujarat 

Popula- Per 
lation@ capita 

(million) revenue 
from 
State 
taxes 
(Rs.) 

2 3 

50.09 229 
39.58 225 
26.57 183 
65.88 2n 
36.20 252 

6. Andhra Pradesh 56. 58 171 

7. Haryan~ 13.73 266 
8. Punjab. 17.74 307 
9. Madhya Pradesh 54.77 117 

10. Rajasthaa 36. 78 120 
u. u.P. 118.91 101 
12. West Bengal 57.50 134 
13. Bihar 75.17 59 

Special Category 
States 
I. Sikkim 0.34 Ill 
2. J. & K. 6.36 112 
3. Himachal Pra-

desh 4. 51 120 
4. Meghalaya 1.43 66 
S. Assam 21.64 63 
6. Manipur I. 53 32 

Per Tax ra1io 
Capita -:------

SOP Rank (%) 
(Rs.) 

4 5 6 

1.827 9 12.5 
I ,957 6 II. 5 
1,761 10 10·4 
3,032 3 9.1 
2.795 4 9.0 
1,955 7 8.7 
3,147 2 8.5 
3,691 8.3 
1,636 II 7.2 
1,881 8 6.4 
1,567 12 6.4 
2,231 5 6.0 
I ,174 13 5.0 

1,300 6 8.5 
1,820 2 6.2 

2,230 I 5.4 
1,483 5 4,5 
1,762 3 3.6 
1,673 4 1.9 

SoURCE :-I. For per capita SDP-Govt. of India, Ministry of 
Finanoe. Indian Economic Statistics-Public Finance Dec., 
1985, Table 11.3, P. 102. 

2. For revenue from State-taxes RBI, Bulletin Nov. 1985, P-P. 
835-836@ Implied in CSO's estimates of per capita SOP for 
that year. 

9.100 It looks that the availability of soft options 
for financing public expenditure is the most important 
factor, though by no means the only one, determining 
the State's propensity to impose and collect taxes. 
The heartland States and the special category States, 
who because of their political clout or the special 
status have plenty of soft options in this matter, gene
rally tend to have low tax ratios, while the Southern 
States who enjoy no comparable advantages have to 
have high tax ratios. It looks that no alibi of low 
tax ratio States, such as relatively low per capita 
SDP in the case of some of these States, is valid enough 
to justify abandonment of this criterion. 

Special Problems Criterion 

9.101 The 10% of Central Assistance allocable 
under the Gadgil formula on the basis of special 
problem& is, in fact, at the discretion of the Planning 



Commission. Thi~ is too big an amount to be placed 
a~ the unfet~ered discretiOn of the Planning Commis
s!on. This IS not even in the interest of the Commis· 
SH?n·. No matter how ju~iciously the Planning Com
IlliSSJOn exercise their discretion, it will always ex
pose them to the charge ~f discrimination on political 
or other grounds. For mstance it .will be hard to 
convince Punjab and Haryana 'of the rationale of 
inter-State distribution of Central Assistance under 
this criterion when they reportedly do not get a paisa 
under it while some other States have been reportedly 
allocated huge amounts. Do not these two States 
have no special problems ? Punjab is, in fact, beset 
with _eno~mous financial problems. The present 
financial situatiOn may well continue over the greater 
part of t~e Ei_ght!l Plan period. And yet it gets nothing 
under this cntenon m the Seventh Plan period. It is 
very necessary that the special problems must be 
identified and their respective allocation determined 
in the Plan document itself. The Plan must also lay 
down the criteria for the inter-State distribution of the 
amount allocated. to each special problem. Prefera
bly, if time permits, the Plan should even determine 
the actual amount allocated to each State for each 
special problem. A reasonable proportion, say 10% 
of the amount allocated to special problems may, 
however, be left to be distributed among the sepcial 
problems and the States by the national planning 
organisation, at its discretion, over the period of the 
Plan in the light of the emerging situatiof' ;n various 
States. 

Central Assistance outside the Gadgil Formula 

}.102 Central Assistance is made available, outside 
the Gadgil formula, for (i) externally aided project& 
and (ii) the special area programme. Under item (i) 
the States receive extra Central Assistance equivalent 
to 70% of the aid disbursements. The balance 30% 
of the aid amount is retained by the Centre. There 
need be no change in the percentage of aid made 
available to the States as extra Central Assistance. 
The percentage is already high enough. Nor is 
there any justification for making available this part 
of the Central Assistance to States at the concessional 
rates at which it might have been secured by the Cen
tral Government. This would introduce an invidious 
distinction between aid amounts made available 
under different criteria. The fact that the States get 
a substantial amount of extra Central Assistance on 
this account for securing and expeditiously implemen
ing the externally-aided project should be an adequate 
incentive for them. 

9.103 The amount availablei.for special) area pro
grammes is largely for four programmes, namely, the 
North East Council Schemes, the Hill Areas Program· 
mes, the Tribal Areas Programmes and the Border 
Areas Development Programmes. These programmes 
are in fact very much of the nature of Centrally 
Sponsored Schemes and should be treated as such. 
The Central Assistance for these programmes really 
does not form part of the Central Assistance for State 
Plans. The Annual Plan 1985-86 document in fact 
correctly shows Central Assistance for Area Program
mes separately from and outside of the "Total Central 
Assistance for State Plans". 

9.104 The above discussion shows that the <;entral 
Assistance for State Plans is at present subject to 
serious irrationalities with respect to its concepts and 
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criteria. It is very necessary to rationalise this form 
of Centre-State resources transfer. 

( 6) Growing Political Subordination of the States to 
the Centre. 

9.105 In a genuine federal state structure the 
constituent units are autonomous within their c~nsti
tutional jurisdiction. This is, however, not true 
of the I '1dian States. Their heavy financial dependen
ce on .1e Centre, together with the serious constitu
tional limitations on their legislative and executive 
authority, even with regard to matters which are within 
their jurisdiction under the Constitution, has sub
ordinated them to the Centre to a degree which is 
obviously inconsistent with the federal concept. This 
~ubordination is getting worse day by day. A good 
proportion of the time of the State Chief Ministers 
and other important Ministers, as well as of key 
State officials, is spent on making trips to Delhi at 
heavy cost to the State exchequer. A further sub
stantial proportion of their time and attention is 
taken up attending to the visiting Union Ministers 
·and officials, answering their queries, or offering ex
planations to the Centre on one matter or the other. 
All this stands in the way of their giving due attention 
to State Affairs and the State Government work 
suffers. 

9.106 The havoc that political subordination of the 
States to the Centre has played with the autonomy, 
prestige and self-respect of State Governments is 
brought out by a recent very painful but highly ins
tructive episode. A major State in its replies to the 
Sarkaria Commission is reported to have vehemently 
objected to Article 249 of the Constitution and de
manded that it be omitted. Even before the Sarkaria 
Commission had given its reaction to this demand, 
the State staged a volte-face on this matter. During 
the 1986 monsoon session of Parliament when the 
ruling party at the Centre moved a resolution in the 
Council of States to authorise the Parliament, with 
reference to Article 249, to enact legislation on, 
inter-alia, two major subjects in the State List, namely, 
Public Order and Police, the M.Ps. belonging to the 
ruling party in the State not only did not protest 
a"ainst the resolution but actually supported it. 
The fault for this volte-face lies not so much with 
the ruling party in that State as with the present state 
of Centre-State relations. State's financial depen
dence on the Centre is a major factor for this degree 
of their subordination to the latter. 

Towards balanced Centre-State Financial relations 
10.1 Cooperative federalism and a congenial en

vironment for efficient resource use requtre an even 
financial balance between the Centre and the States. 
Such a balance may be said to exist when the following 
conditions are met : 

( 1) The distribution of financial resources between 
the Centre and the States may broadly corres
pond to the expen.di_t~:~re implications of the 
division of responst bthty between them under 
the Constitution. 

(2) The need for purely discretionary resource 
transfers from the Centre to the States may be 
reduced to the Minimum so that the Central 
ministries may have few opportunities to 



influence States development policies and pro
grammes in the tatters sphere of Constitutional 
r~s;xmsibility by ex~rting financial pressure. 

(3) The scale and terms of Centre-State resources 
transfer, whether discretionary or non-dis
cretionary, may be such as do not inevitably 
push the States into a debt-trap. 

( 4) The Centre and the States may have adequate 
incentives for mobilisation of resources in 
their respective spheres and using them effi
ciently. 

(5) Reasonable opportunities may be available to 
the relatively lower income States and regions 
to financially reinforce their own resources 
and efforts towards overcoming their back
wardness. 

(6) States affiicted by natural calamities or bur
dened by exceptional impediments to deve
lopment may receive such extra financial 
support as is necessary for making their own 
remedial efforts effective enough. 

10.2 The measures suggested below are aimed at 
creating a system of Centre-State financial relations 
which does reasonably come up to the notiOn of a 
balanced system put forth above. 

(1) Widening the States' Tax Base 

10.3 It has been shown in Chapter 8 that the fact 
that at present the tax revenue from State taxes is 
only 35.4% of total tax revenue of the Centre and the 
States is attributable to the States' narrow tax base 
and not so much to the alleged relative inelasticity 
of taxes in their jurisdiction. Since the Constitutional 
responsibilities of the States require them to incur 
expenditure comparable to that implicit in the Centres' 
responsibilities, their much smaller tax revenue creates 
a s.::rious financial imbalance between the Centre and 
the States. This imbalance must be tackled to the 
extent possible at its roots, that is, by widening the 
States' tax base by transferring some taxes from the 
Centre to the States. 

Additional Sales Tax in lieu of Unio11 Excise Duties 
on selected Products : 

10.4 Among the taxes which the Centre is em
powered to levy and collect, the most important 
are : The Customs Duties, the Income Tax (on per
sonal incomes), the Corporation Tax (that is, the 
income tax on corporate incomes) and the Union 
Excise Duties. Accordinely to the Central Budget 
Estimates for 1986-87, the four taxes between them 
will yield 97 ·8% of the estimated gross tax revenue 
of the Centre. By the very nature of the Custom 
Duties, the Income Tax and the Corporation Tax, 
these must continue to be levied and collected by 
the Centre. The only tax which it may be feasible to 
transfer to the States wholly or partially is the Union 
Excise Duties. But it will be extremely unjust and 
ill-advised to transfer the power to levy this tax is 
as such to the States. The Union Excise Duties are 
levied, as a rule, on industrial products. In their 
case, the demand is generally less elastic than supply, 
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particularly in the long run. The burden of Union 
Excise Duties therefore falls wholly or largely on the 
final consumer by way of higher prices payable for 
the taxed commodities, and not on the producer. 
If a State were to levy this tax, it will be taxing its 
own people only to the extent of their share in the 
total consumption. To the extent that the people 
of other States are the Consumer, this state will be 
taxing the population of other States. It is mani
festly unjust to empower a State to tax, for the most 
part, the people of other States. Furthermore, 
since industrial development has been very uneven 
among the different States, the transfer of Union 
Excise Duties as such would imply that the indus
trially advanced States, which generally also have 
a higher per capita S. D. P., will be taxing the people 
of other States for the benefit of their own people. 
This is doubly unjust as it will further accentuate 
inter-State inequalities. 

10.5 What can be done, and ought to be done, 
is that the income to be derived from Union Excise 
Duties on selected products may be transferred to 
the States in such a way as to make it possible for 
them to tax, in each case, their own people. This 
can be done if the Centre abolishes the excise duty 
on these products so that the States may levy an 
equivalent additional sales tax on these (in lieu of 
the excise duty). In this· case there ought to be no 
increase in price. Each State will then be taking its 
own consuming population and there will be no 
additional burden even on them as the additional 
tax will be in lieu of the withdrawn Union Excise 
Duties. In order to ward off any pressure on the 
individual States to reduce the basic additional 
sales tax in lieu of Excise Duties, all States may 
agree that they will follow a common all-India policy 
in the matter under the aegis of the Inter-State Council 
or the National Development Council. 

10.6 This arrangement may preferably cover such 
industrial products the sales tax on which cannot 
be easily evaded. The cost suitable from this point 
of view are the products the retail sales of which 
are easy to control and record so that it should be 
possible to collect the additional sales tax efficiently 
without much risk of evasion. This condition is 
largely met in the case of the following products : 
petroleum products (Tariff items no. 6 to llAA), 
tyres (T. item 16), processed vegetable oils (included 
in T. item 12), vanspati (item 13), cement (item 23), 
iron and steel and products thereof (item 26A), sheet 
glass (part of item 23A), TV sets (item 23A), and 
motor vehicles and tractors (item 34). According 
to the Revised Estimates for 1985-86, the expected 
revenue yield from Basic and Special Excise Duties 
on these items was Rs. 4387.56 crores. The Budget 
Estimates for 1986-87, put the corresponding yield 
as Rs. 4,890.24 crores. Details are given in table 
10 . ...; 



TABLE 10.1 

Eslimaled ReveJJue Yield from Basic and Spuial Excise Duties 
on Selected Protlucts 

(Rs. crores) 
,----~------------~--~ 

@ 

l. Petroleum Products 
2. Processed vegetable oils 
3. Vaoaspati 
-4. Tyres 
5. Cement . 

6. Glass and glassw•res* 
7. Iron and steel and Products 

thereof 
8. TV sets 
9. Motor Vehicles and tractors 

J. Total revenue from selected 
items 

II. Total revenue from all excisa
ble items (gross of refunds 
and drawbacks) 

III. (I) as % of (II) 

1985-86 
(R.E.) 

2 

1,894. 84 
5.00 

134.00 
480.00 
745.90 
107.40 

480.60 
100.00** 
439.62 

4,387. 56 

1986-87 
(B. E.) 

3 

2,044.47 
85.00 
93.00 

525.00 
820.00 
123.70 

512.56 
168.00** 
518.51 

4,890.24 

10,761.69 ll,868. 52 

40.8 41.2 

• Glassware is not considered a suitable item to be covered 
under this arrangement. 

With regard to glass the arrangement may cover only sheet 
glass. 

@ Includes the estimated revenue from additional tax pro
posals in the Budget. 

• • Estimated. 

10.7 The above 9 items (even when allowance is 
made for the fact that glassware is to be excluded 
from the proposed arrangement) account for over 
40% of the total revenue yield from Basic and 

\ Special Excise Duties. Substitution on additional 
\Sales tax for the existing basic excise duties would 
mean a very substantial widening of the State's 
tax bases. The revenue from State taxes in 1985-86 
(B. E.) was estimated at Rs. 14,405 crores. An arrange
ment which in that year would have substituted over 
Rs. 4,300 crores of Union revenue from Excise 
Duties by an equivalent amount of State's 
revenue from the additional sales tax levied in lieu 
of the excise duties on selected items would have 
widened the State's tax base by abount one-third. 
This arrangement will be a major step towards balanced 
Centre-State Financial relations. And it is workable 
arrangement. In the case of all the selected item 
it should be possible to have a limited number of 
retail outlets licenced and controlled by the respective 
State Governments. Even today the number of retail 
points in their case is generally fairly limited. Ad
ministration of the additional sales tax in lieu of the 
excise duties should not therefore pose ·tricky 
problems. 

Reimposition of Sales Tax on Sugar, Textiles and 
Tobacco : 

'- 10.8 If it is considered necessary to introduce 
"n additional sales tax in lieu of Union excise duties 
o.: selected items, there will be little justification 
for 11::taining the additional duties of excise in lieu 
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of the sales tax on sugar, textiles and tobacco imposed 
With effect from 1957-58. These Duties have been 
e_sumated to yield Rs. I ,047 · 36 crores in 1986-87 
(mcludmg additional taxation proposed in the Budget). 
Th~ old arrangement may be restored. Many States 
cla1~ that under the existing arrangement they have 
rece1ved ~uch less revenue than what they would 
have. got 1f the old arrangement had been continued. 
For mstance, the Punjab Department of Finance has 
calculated that if the additional duties of excise in 
heu of Sales tax had not been introduced on the 
very plausible assumption that the rate ~f growth 
of revenue from sales tax on sugar, textiles and tobacco 
would have been at least not lower than that actually 
shown by the total sales tax on other items over the 
period 1957-58 to 1983-84, the State would, have got 
!fiore tha~ double the amount that it actually got as 
1ts share m the revenue from the additional duties 
of excise, that is, Rs. 320 crores as ag inst th~ t:ctuul 
receipts of Rs. 157 crores. The abolition of this 
arrangement and reimposition of sales tax on sugar, 
te_xtlles and to bacco wtl_l remove any felt grievance 
w1th regard to the operatiOn of the existing arrange
ment. 

Fuller Exploitation of the Revenue Potential of the 
Taxes Listed under Article 269 : 

10.9 There should be a fuller exploitation of the 
revenue potential of taxes listed under Article 269. 
Specific suggestions in this respect are given below. 

10.10 Tax on railway fares should be reimposed, 
initially at the rate of 15%. This tax rate will still 
be much lower than the prevalent tax rates on bus 
fares. Moreover, the tax on bus fares is on top of 
other heavy taxes on road transport which include 
the excise duty and sales tax on diesel, vehicles, tyres 
and spare parts, and the tax burden under Motor 
Vehicles Taxes. There are no comparable tax burdens 
on railway transport. 

10.11 Pending the reimposition of a tax on railway 
fares, the Grant to States in lieu of tax on railway 
passenger fares may be maintained at 10 ·7% of the 
non-suburban passenger earnings. But the amount 
of the Grant may be determined each year on the 
basis of these earnings in that year and not fixed 
for a 5 year period as done by the Eighth Finance 
Commission. The amount of grant may be determined 
initially on the basis of the projection of non-suburban 
passenger earnings as adopted in the Railway Budget 
estimates for the year. Necessary adjustments in the 
grant amount may be made subsequently when the 
data on actual earnings during that year are avail
able. 

10.12 An adequate terminal tax on passenger 
arrivals by air may be imposed. 

10.13 A tax on advertisements should be imposed 
and the scope of Article 269(1 )(f) may be widened 
to include, besides newspaper advertisements, 
advertisements broadcast by radio or telecast by 
television. 

10.14 Article 276(2) may be amended to raise the 
ceiling on tax on professions, trades, callings and 
employments to Rs. 1,000 per annum from the 
present level of Rs. 250. Several States may be included 
to brave the odium of imposing this tax if it could 



yield a substantial amount. The general price level 
has risen several times since this ceiling was fixed. 
Raising the ceiling to Rs. 1,000 will mean only its 
partial adjustment to prevent general price level. 

10.15 The power of Parliament by law to impose 
restrictions under Article 286(3) on taxes on sale or 
purchase of goods declared by Parliament by law 
to be of special importance in inter-State trade or 
commerce of or delivery of goods on hire purchase 
or any other system of payment by instalments or 
the transfer of the right to use any goods for any 
purpose and for any period for a valuable considera
tion must be used sparingly and judiciously. The 
State which export a large proportion of their output 
to other States must not be penalised for this by 
an indiscriminate use of power to impose restrictions 
on sales tax levied by exporting States. The burden 
of such restrictions will be particularly heavy on 
small States which necessarily have to export a large 
part of their output to other States just as the small 
countries have to do this in international trade. 
Again, now that leasing, particularly of machinery 
and sale on instalment credit, particularly in the case 
of consumer durables, is rapidly growing, restriction 
on sales tax under Article 286(3) must not be allowed 
to develop into a means of large scale avoidance of 
sales tax. 

(2) Enlarging the State's Share in Central Taxes. 

10.16 There must be no indiscriminate enlargement 
of the Divisible Pool of Central taxes. It is as neces
sary for the Centre to have adequate tax resources 
for proper discharge of its Constitutional responsibi
lities as it is for the States to have access to financial 
resources commensurate with their constitutional 
responsibilities. It would therefore be inadvisable 
to support the extreme ideas sometimes put forth 
for enlargement of the State's share in Central taxes. 
In this section an attempt has been made to outline 
a responsible approach to this subject which keeps 
in view the overall national interest. 

10.17 Customs Duties may remain cutside the 
Divisible Pool. These alone should provide the Centre 
with substantially larger revenue than the amount 
normally needed to finance a reasonable level of 
Defence expenditure. The Central Budget for 1986-87 
has estimated the net customs revenue at Rs. 10,407 
crores (including additional tax measures proposed 
in the Bt:dget) whereas Defence expenditure (including 
defence capital outlay) has been budgeted at Rs. 
8, 728 crores. This leaves a margin of Rs. I ,679 crores 
for financing the Centre's non-defence require
ments. 

10.18 Having taken care of the;Centre's foremost 
Constitutional responsibility, it should be in order 
to suggest that 50% of the revenue from Centre's 
principal taxes, namely, the Income Tax, the Cor
poration Tax and the Union Excise Duties may go 
to the State's as their share in Central Taxes. The 
Corporation Tax being but a tax on corporate incomes 
it is conceptually very much a part of the income 
tax. It should be once again treated as one, if need 
be, a Constitutional amendment and included in the 
Divisible Pool of Central taxes. At present, the State's 
share in Income Tax has been set at 85%. A 50% 
share in the combined Income and Corporation 

954 

Tax should not be too onerous on the Centre. The 
Union Excise Duties are already divisible. The increase 
in the State's share from 45% under the Eighth 
finance Commission recommendations to the proposed 
50% is but a rather small adjustment. No tax which 
is essentially of the nature of an excise duty may be 
kept out of the Divisible Pool merely by classifying 
it as an earmarked cess. The present cesses on indi
genously produced crude oil, sugar, coal and coke 
and TV sets, which are expected to yield in 1986-87 
Rs. 910 ·80 crores, Rs. 95 ·20 crores, Rs. 67 ·30 crores 
and Rs. 280.00 crores are clearly excise duties the 
revenue yield of which ought to form a part of the 
Divisible Pool. To prevent misuse of the earmarked 
cesses on commodities to the detriment of the States, 
it may be provided that the yield of a cess in excess 
of Rs. 10 crores shall be included in the Divisible 
Pool. 

10.19 On the above basis, the Divisible Pool ia 
1986-87 may be estimated at Rs. 13,832 crores 
comprising: Income Tax, Rs. 2,588 crores; Corpora
tion Tax. Rs. 3,133 crores and Divisible Union Excise 
Duties, Rs. 8, Ill crores. * At 50% the State's share 
in Divisible Pool will work out to Rs. 6,916 crores. 

* The Estimate of Divisible Excise Duties had been worked out 
as under :-

I. Total estimated Union Excise Duties 

2. Less : 

(i) Union Excise Duties proposed. to be 
transferred to State as additional sales 

(Rs. crore) 

14,142 

tax in lieu of Union E.cise Duty (-)4,890 

(ii) Effect of reimrosition of sales tax in 
place of the Additional Duties of Exise (-)1,047 

(iii) Eam1arked cesses outside the Divisible 
Pool (-)94 

3. Contribution to Divisible Pool &,Ill 

(3) :>Jet effect of proposal in Sections (1) and (2) 

10.20 The various proposals made in Sections 
(I) and (2) above for transfer of tax revenues from 
the Centre to the State will add upto a total transfer 
in I 986-87 of Rs. 12,853 crores made up of the 
following : 

I. Effect of imposition cf additic nal sales tax 
in lieu of Union Excise duties 

~- Effect of reimposition of sales tax and aboli
tion of the Additional Excise Duties 

3. State's share in Central Taxes 

Total estimated transfer 

(Rs. crores 

4,890 

1,047 

6,916 

12,853 

10.21 Under the existing arrangement, the State's 
ihare in Central Taxes in 1986-87 has been estimated 
at Rs. 8,260 crores. ** The net effect of the proposals 
made in Sections (1) and (2) above would be an 
additional tax revenue transfer of Rs. 4,593 crores 
to the States. The Centre would then be left with 
a total tax revenue of Rs. 18,103 crores as against 
Rs. 22,696 under the recommendations of the Eighth 
Finance Commission. 

**Central Budget Documents 1986-87. 



( 4) Inter-State Distribution of the Divisible Pool 

10.22 Various criteria for distribution of the 
constituent units: share in federal tax revenues among 
these umts are, m the final analysis, variants of two 
basic crit~ri~, namely,_ the criterion of compensation 
and the cntenon of redistribution. Under the criterion 
of compensation, each constituent unit receives a 
sh~re in proportion to the contribution of its popu
lation to the gross federal tax revenue from divisible 
taxes. Under the criteria of redistribution, the 
units with lower per capita SDP than the national 
average receive more than proportionately and the 
units with higher per capita SDP than the national 
average receive less than proportionately to the 
contribution of their respective population to the gross 
federal revenue from divisible taxes so that there is 
in the process a net resources transfer from the 
higher income units to the lower income units of the 
Federation. 

10.23 The extra tax revenue accruing to the States 
from the proposed imposition of additional sales 
tax in lieu of the Union Excise Duty, and the reimpo
sition of sales tax on sugar, textiles and tobacco 
together with abolition of the Additional Duties 
of Excise on these items will obviously get distributed 
among the States on the compensation criterion. 
In fact, each State will be realising additional revenue 
from sales tax equivalent to the extra sales tax paid 
by the State's population. This will be a case of full 
compensation. 

10.24 In order to have a balanced inter-State distri
bution of the total amount of tax revenue proposed 
to be transferred from the Centre to the States, the 
redistribution criterion may be applied to the distri
bution of States' share in the Divisible Pool of 
Central taxes. At the same time, it is necessary to 
encourage the States to greater fiscal efforts, parti
cularly towards increasing their revenue from S~ate 
Taxes by imposing new taxes and more effictent 
enforcement of the existing taxes. Finally, the States 
may be spurred on, and given financi~l incentive, 
for more vigorous efforts towards tackbng some of 
the major national problems. Keeping i~ vi~w the 
above considerations, the suggested cntena for 
distribution and their relative weights are given in 
Table 10 ·2. 

TABLE 10.2 

S~gt.rted Criteria for Distribution of th~ States' Short in the 
Divisible Pool of Central Taxes 

Relative 
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Criterion 
weights in 

the Inter· 
State Dis· 
tribution( %) 

t. Population . 
2. Per Capita SDP below the all-States' average 

3. Tax effort . 

4. Selected special Problems 
· t. Development of Scheduled Castes • 
2. Development of Scheduled Tribes . 
3. Development of Hill/Remote Areas 
4. Development of Border Areas 

2 

50.0 

20.0 

10.0 

20.0 
4.0 
2.~ 

3.0 
2.~ 

TABLE 10.2-contd. 

5. Coordinated Development of the North-
East 2.5 

6. Housing for Landless Workers 3. 0 
7. Improvement of Urban Slums ~. 5 

Population : 
10.25 Distribution according to population sub

stantially incorporates the redistribution criterion. 
For instance, the burden of excise duties falls on the 
consumer of commodities the consumer price of which 
includes an element of these duties. The population 
of higher income States, because of their relatively 
larger consumption of such commodities, contribute 
to the tax revenue from their duties more than pro
portionately to their number. On the other hand, 
the population of lower income States, because of 
their relatively smaller per capita consumption of 
these commodities, contribute to excise revenue 
less than proportionately to their number. Distri
bution of the divisible portion of the Union excise 
revenue according to population of the States deter
mines the shares of higher income States at less 
than proportionately, and that of lower income 
States at more proportionately, to their respective 
contribution to this revenue. This criterion is 
obviously redistributive in character. 

10.26 The distribution of the divisible portion of 
the revenue from income tax on personal and cor
porate incomes according to the population of different 
States has an even more pronounced redistributive 
i!llpact. The low income States get much more and 
higher income States get much less than their res
pective contribution to the revenue from this tax. 
If the gross revenue from this tax is developed to its 
full potential so that its contribution to the Divisible 
Pool significantly improves relatively to the con tri
bution of Union Excise Duties, the redistributive 
effect of distribution according to population will 
become even stronger. 

Per Capita SDP Below the oil-States' A1'erage 

10.27 Under this criterion, an eligible State's 
share in the total amount divisible in accordance 
with this criterion will depend upon (i) how far 
its per capita SDP lags behind the all-States' average 
and (ii) the size of its population. The entire benefit 
of distribution under this criterion will go to the 
lower income States. The lower is the per capita SDP 
of a State the greater will be the weightage it will 
get on acc'ount of l?w income. The relatively high~r 
income States whtch contnbute to the Centre s 
revenue from divisible taxes more than proportiona
tely to the size o.ftheir populatio_n wi_ll g~tjust nothing 
under this critenon. Clearly, thts cntenon has a very 
strong redistributive impact. 

Tax Effort: 
10.28 Under this criterion the share of a State i •t 

the amount divisible under this criterion depends 
upon its tax ratio, that i~, the ratio of its _total or 
per capita tax revenue to tts total or per captta SDP. 
If there were a strong and unalterable correlation 
between a State's per capita SDP and its tax ratio, 
this criterion would be essentially compensatory in 



character, that is each State will be receiving its share 
more or less in proportion to the contribution of 
1ts _people to the Centre's gross revenue from the 
di\:1s1ble taxes. But, as seen in Chapter 9, the corre
~atiOn between States' per capita SDP and their ratio 
1s very weak and insignificant. This means that it 
is very much possible for a low income State to have 
a relatively high tax ratio, and for a high income 
State to have relatively low tax ratio. Several instances 
of this were gil·en in Chapter 9. It follows that it 
is surely possible, within a very wide range, for a 
low income State to raise its tax ratio to a high enough 
level if it exercises the necessary fiscal discipline and -
undertakes adequate resources mobilisation. Tamil 
Nadu ranks number nine from the top in terms of 
per capita SDP but ranks number one in terms of tax 
ratio. On the other hand, Himachal Pradesh which 
ranks number 6 in terms of per capita SOP is as low 
as number 16 in terms of tax ratio. If the relatively 
low income States emulate T.N. and achieve a high 
enough tax ratio, even the tax effort criterion may 
have a substantial redistributive effect in that low 
income States, which contribute to revenue from 
divisible taxes generally less than proportionately 
to their population, might also be claiming a share 
comparable to that of the higher income States, which 
contribute to Central tax revenue generally more 
than proportionately to their population. It is 
necessary to retain this criterion to provide due incentive 
to States to improve their tax ratio.· The real possibility 
that even under this criterion the low income States 
may claim a high enough share in the amount divisible 
under it makes the case of its retention all the 
stronger. 

Special Problems : 

I 0.29 It is suggested that the amount allocated 
under this criterion may be distributed among the 
concerned States with reference to the extent and 
gravity of the problem in each State. Thus need and 
not contribution to the divisible tax revenue is the 
determining factor of a State's share. The various 
problems listed under this criterion are all major 
national problems which demand serious attention 
of the affected States. In order to ensure that the 
States in receipt of allocation under this criterion 
actually spend the amount received with reference 
to a particular special problem on remedying it, 
this amount may be earmarked for the particular pur
pose. Any portion of this amount which remains 
unutilised for the purpose at the end of a year may 
be reallocated by the NDC (or its relevant Com
mittee) to such other States as have made good 
progress in overcoming this problem. 

10.30 The amount allocated for development of 
Scheduled Castes may be distributed among the States 
in proportion to their respective Scheduled Castes 
Population. The allocation for development of 
Scheduled Tribes may be distributed to the extent 
of 50% in accordance with the tribal population of 
each State and 50% with respect to the predominantly 
tribal areas in the different states. The justification 
for the second sub-criterion is that if the tribal popu
lation is dispersed over a much larger areas, its deve
lopment becomes all the more difficult. Unlike the 
Scheduled Castes who are generally not predominant 
in any large area, the Scheduled Tribes do have 
areas where they constitute the predominant element 
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of the population. The amount allocated to the hill 
and remote areas, and the border areas, may also 
be distributed 50% according to the extent of these 
areas and 50% according to their population in diffe
rent States. The amount allocated for the coordinated 
development of the North East may be put at disposal 
of the North East Council for implementation of 
its development programmes. The allocation for 
improvement of urban slums and for housing for the 
landless may be distributed among the States in 
accordance with the population of these categories 
in different States. 

10.31 Taking all the criteria together, the suggested 
distribution scheme will have a strong redistributive 
impact. It could be confidently expected to contri
buted to gradual evening out of inter-State disparities 
in the level of development. 

Ensuring the States a Due Share in Capita~ Receipts : 

10.32 The very unequal distribution of capital 
receipts between the Centre and the States has been 
brought out in Chapter 7. This puts the States at 
a serious handicap with regard to resources for 
financing their investment requirements for balanced 
development of the sectors of the economy which 
are within their Constitutional jurisdiction. For 
this purpose the States are obliged to depend heavily 
on the Centre. In this section measures for ensuring 
the States their due share in capital receipts have been 
put forth. 

Equal Share in Market Borrowings : 

10.33 Apart form the Reserve Bank, the principal 
subscribers to Market Borrowings are (i) the 
commercial banks, (ii) the non-Government Provident 
Funds and (iii) the Life Insurance Corporation. At 
the end of Marcil 1984, tile Central and State 
Government Securities (representing the outstanding 
Government market borrowings, on that date) 
were held by the various subscribers as follows : 
RBI, 25·3%; commercial banks, 41·1%; non
Government Provident Funds, 13%; LIC, II%; 
and other 9. 6%. * The RBI's holdings of (Central) 
Government securities are a component of tile 
deficit financing undertaken by the Centre. Assess
ment of the Scope for market borrowings in a given 
year of five year period excludes RBI investment 
in Central Government securities and instead counts 
it under the projected deficit financing. Likely 
investment by the commercial banks is related to the 
estimated increase in their deposits and the pres
cribed statutory liquidity ratio. The investment 
by the non-Government Provident Funds and the 
LIC is related to the estimated increment in their 
investible resources and the likely investment pattern 
of this increment taking into account also any 
statutory obligations of these institutions. Out of the 
total estimated scope for market borrowing, a portion 
is first set aside for market borrowings by the financial 
institutions. In the Seventh Plan out of the estimated 
net market borrowings of Rs. 36108 crores over 
the 5-year period 1985-90, Rs. 5546 crores (15 ·4% 
of the total (have been set aside for the financial 
institutions. If the Central and State public enter
prises are to be encouraged to tap the financial 

*RBI, Report on Currency and Finance 1984-85, Vol. II, State-
. men! 90, PP 120-121. The discrepancy between t~e total and 
the components has been adjusted under "others . 



institutions rather than excessively depending on 
Government for funds (which policy reorientation 
is necessary to impose adequate financial discipline 
on these enterprises as well on Governments which 
own them), and if the requirements of the private 
&ector for long term finance are to be met adequately, 
the share of financial institutions in market borrowing& 
must be greatly raised, say, to 30%. The balance 
70% of the anticipated borrowings may be shared 
equally by the Centre and the States, each getting 
35% of the total. On this basis the States share 
in the Seventh Plan market borrowings would 
have work out to Rs. 12638 (35% of 36108) crores 
as against Rs. 9942 crores actually allocated to them, 
that is, Rs. 2696 crores more over a 5-year period. 
The share of the States will include any market 
borrowings allocated by the State Governments 
to S.E.Bs. and other State enterprises and bodies. 
The same should apply to the Centre, if it begins 
to · llocate some market borrowings to the Central 
enterprises. 

Allocation of market Borrowings Among the Stales: 

10.34 There must be a principled allocation of 
market borrowings among the States on the basis 
of a combination of the compensation and the redis
tribution criteria. As at present the States' share 
may be divided into parts : the normal and the special. 
The distribution among the two parts may be in the · 
ratio of 75:25 as against the Seventh Plan Ratio 
of 70 ·5 :29. 5 so that the States like Punjab which 
were treated very unfairly in the Seventh Plan in 
the allocation of market borrowing could be given 
a more reasonable allocation. 

10.35 The normal portion of market borrowing 
may be distributed among all the States on the 
compensation criterion by!relating each States' a~lo· 
cation to the estimated contribution of its populat•on 
to market borrowing. This contribution may 
be measured as the sum of : 

(i) accertain to commercial bank deposits in the 
State multiplied by the prescribed statutory 
liquidity ratio of banks; 

(ii) accretion in the LIC's Life Fund attributable 
to the State multiplied by the ratio of LIC's 
incremental investment in market borrowing 
to its total incremental investment; and 

(iii) increment in the investible reasources .of non
Government Provident Funds attnbutable 
to the State multiplied by the ratio of Pfs' 
incremental investment in market borrowmg 
to their total incremental investment. 

If not better way of estimating the indiyidual. State's 
contribution to the increase in LIC's mvestlble re· 
aources is possible, the premium . in~ome of t~e L~C 
in the State may be taken as the md1cator. L•.kew1se 
the net increase in the subscriber's balances w1th the 
non-Government Provident Funds in ~he .State may 
be taken as the indicator of its contnbut10n to the 
accretion to P.F.~s investible resources. ~ny shortfall 
in a State's entitlement to bank cred1t com~ared 
to its entitlement on the basis of the accepted nat1onal 
norm for credit deposit ratio may be a.dded to the 
State's contribution to market borrowmg to c~m· 
pensate it for the shortfall in this ratio. By allocatl~g 
normal market borrowings among the States m 
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proportion to their estimate respective contribution 
to total market borrowings, a reasonably principled 

· distribution may be secured. 

10.36 The special portion of market borrowing 
may be allocated on the redistribution criterion only 
to States with a per capita SOP below the all 
State's average. The distribution among the eligible 
States may be in accordanCe: with the shortfall in per 
capita SOP comparable to the all States, average 
multiplied by the State's population. The share 
of a State will depend upon the ratio which this 
product bears to the total corresponding product · 
of all the eligible States. This allocation will be 
strongly on the redistribution criterion. The higher 
income States which generally contribute to market 
borrowings more than proportionately to their 
population will be simply denied any allocation 
from this portion of market borrowings. 

Small Savings :, 

10.37 It was explained in Chapter 8 that since only 
the net collections of Small Savings are shareable 
with the States and that withdrawals are met out of 
gross collections, the States' repayments of 
Small Savings loans to the Centre are fully availabltt 
to the latter for financing its capital outlays. In 
other words, these repayments represent a perverse 
resources transfer from the States to the Centre 
which further accentuates the imbalance between 
the two. To minimise this resources transfer and 
to increase the States' share in net collections, tho 
following suggestions are made : 

(I) A State with a per capita SDP higher than the all 
States' average may be given small Saving1 
loans equal to four-fifth of the net collection& 
of these. States with a per capita SDP not 
higher than the all States' average may be 
allowed Small Savings equal to 95 %of net 
collections. 

(2) The maturity period for small savings loans 
may be increased from the present 25 years to 
50 years and the grace period on these loans 
from 5 years to I 0 years. 

Disincentives to diviersion of Institutional Funds ta 
special deposits with the Government of India : 

10.38 As explained in Chapter 8, the investment 
by the non-Government Provident Funds of their 
funds in Special Deposits with the Central Govern
ment is almost entirely a diversion from Market 
Borrowings and small Savings. The investm~nt i!l 
these Deposits by the Insurance .corporation IS 
partially so. Since Market Borrowmgs and small 
Savings are shared by the ~tates while .Spe~ial Deposits 
are not the Special Deposits Scheme mstttuted by the 
Centre divert funds to it at the expense of the Sta~es. 
In order to compensate the States for reduced cap1tal 
receipts by way of share in Market Borrowings and 
Small Savings, it is suggested that the Centre may 
give additional Small ~avings loa~s to States equal 
to one-half of the net mcrem~nts m the outstandmg 
special deposits. The allocat.10ns amo_ng the States 
may be in proportion to the1r respecllv~ total share 
in Market Borrowings and Small Savmgs. 



Share in Net Collections under the Public Provitknt 
Fund and the National Deposits Scheme :. 

10.39 Each State may be given a IS-Year loan, 
with a grace period of 5 years, at the usual rate 
of interest (that is. at the average cost of borrowm~ 
incurred by the Centre) equivalent to one-half of the 
net Public Provident Fund collections in the State 
in the particular year. Like wise each State may be 
given a 10-year loan equivalent to net collections of 
National Deposits in that State in the year. 

Encouragement to Bond Issues by the State Und,r
takings : 

10.40 The State autonomous enterprises may be 
permitted and encouraged to tap the domestic capital 
market by issue of Bonds secured against the fixed 
assets of these borrowings enterprises in the manner 
it is now being increasingly done by the Central 
enterprises. 

Incentive to States for Externally Aided Projects : 
10.41 An incentive is presently being given to the 

States for undertaking externally aided projects in 
the form of extra Central Assistance to States equi
valent to 70'}\ of aid disbursements. This amount 
may be treated as a normal incentive to the States, 
and not a extra Central Assistance, to undertake 

.these projects so that the utilisation of available 
external aid is expedited and the country secures 
more free foreign exchange in the process in ~e 
form of aid disbursements as well as augments Jts 
total investible resources. This amount may even 
be treated as States' share in the external assistance 
initially secured by the Centre. The extra funds 
given to the States on this account must not cut 
into the Central Assistance available for distribution 
under the accepted Formula. The Centre may 
encourage individual States, or groups of States to 
undertake major irrigation and power projects with 
external aid so that more effective use may be made 
of the available aid. Such States or state groups as 
lack the competence to undertake large irrigation and 
power projects may be helped by the relevant Central 
organisation and undertakings to plan and unde~ke 
these projects, if need be, by themselves planrung 
and undertaking these projects on turn key basis 
on behalf of the States on agreed terms. In this 
manner external aid may be effectively utilised to 
promote irrigation and power development in the 
States as well as to make extra resources available to 
the States under the incentive scheme for externally 
aided projects. 

Treatment of State Enterprises at Par with the Central 
Enterprises in the Matter of fxternal Commercial 
Borrowings : 

10.42 As mentioned in Chapter 9, the Central 
Enterprises are now going in for a substantial commer
cial borrowing from abroad. This source of funds 
has remained more or less closed to the State enter
prises so far. The Centre may now begin to provide 
equal access and encouragement to State enterprises 
to undertake beneficial commercial borrowing from 
abroad on reasonable terms. 

Share in Deficit Financing : 
10.43 In an economy, like the Indian economy, 

which is growing and getting increasingly monopo
lised, a certain amount of deficit financing may be 

possible without disturbing the general price stabilit~·. 
Indeed some amount of deficit financing may be eve11 
necess~ry for ensuring the general price stability. 
This is because in such an economy there is a growing 
demand for money or monetary resources denoted 
as M3 to perform the various functions of money. 
To brlng about a commensurate increase in M3 it 
is necessary to extend the so called reserve money 
for the monetary liabilities of the Reserve Bank of 
India which constitutes the base for monetary expan
sion. How much increase in reserve money is re
quired to bring about a given increase in the eco
nomy's monetary resources is related to the incre
mental money multiplier defined as the increase in 
monetary resources per unit of increase in reserve 
money. For instance. if the money multiplier is 3, 
in order to expand M3 by Rs. 300 crores, reserve 
money will need to be increased by Rs. 100 crores. 
Government deficit financing has been traditionally 
by far the most important ~actor in India for !ncrease 
in revenue money. A certam amount of deficit finaa- · 
~ng thus is necessary for: and co~patible with, pre
tervation of general pnce stab1hty. 

10.44 Under the arrangements in force sinoe 
1985-86, the scope for permissible deficit financin~ 
will be appropriated entirely by ~he Centre.. It _;, 
only fair that the _States may be g1ven _share m thu;. 
This may be done m the two ways mentwned below : 

(i) Ceiling for authorised overdrafts by State~; 
may be progressively raised. 

(ii) The States may each be given a IS-year lo!IR 
equal to 50% of the deficit financing unde.-
taken by the Centre in that year. The rate 
of interest on these loans may be current rate 
of discount of Treasury Bill as deficit financin~ 
by the Centre primarily means its borrowing 
from the R.B.I. against ad hoc Treasury Bill~. 
The inter-se distribution of these loans among 
the States may be in proportion to the increase 
in their respective to :tl S.D.P. at constant 
prices. The justification for this is that 
the growth of the economy, that is, the increase 
in GOP in real terms is the primary factor 
which creates the scope for permissible deficit 
financing. Since there is generally a delay 
in the availability of the SOP estimates of 
States, initially a tentative allocation of 
loans to States may be made. The necessary 
adjustments may be made in the loan entitle
ment of different States in subsequent years on 
receipt of the SOP data from the C.S.O. 

Share in Deposits of the Surpl11s F11nds of the Oil am( 
other Central Undertakings : 

10.45 If the Centre undertakes price adjustment 
with respect to commodities(servict: sold by the Cen
tral enterprises in excess of what JS needed to meet 
the accepted norm for a sector reasonable return on 
the net worth of these enterprises solely to g7nerate 
surpluses which could then be deposited w1th. the 
Central Government to augment its capital receipts, 
the Centre may give adiditional grants ~o. the States 
equal to the same percentage of the additiOnal depo- · 
sits thus secured by the centre a~ the St~te_s' percen
tage share in Union Excise Duties. Th1s IS because 
an equivalent inceresase in prices could also have 
been effected by appropriate adjustment in the 



Union Excise Duties which would have yielded extra 
revenue to the States as their share of Union Excise 
Duties. The inter-State allocation of these grant' 
may be in proportion to the States' respective sharo 
in the divi~ible amount of Central taxes. 

Expending Utilisation of Institutional Credit for 
Financing the State Sector Investments : 

10.46 At present, apart from the limited amount of 
institutional credit availed of primarily by the S.E. 
Bs, there is little utilisation of institutional credit for 
financing the State sector investments. One very · 
important way to improve the States' financial position 
will be to make much larger use of institutional credit 
to finance development activities in the State sector. 
The financial institutions will insist on proper projecL 
preparation and are expected also to undertake ade
quate appraisal of these projects themselves before 
agreeing to finance these. This should result in a 
marked improvement on project preparation and ap
praisal. The financial institutions will also insist oa 
proper financial performance of the borrowing ins
titutions. This will oblige the State Governmenu 
and enterprises to adopt professional management 
and commercial operating criteria. j 

10.47 For use of institutional credit on a massive 
scale for financing State sector investments it will be 
necessary to take the following steps :-

(i) State's commercial activities may be increasingly 
entrusted to non-Departmental undertakings. 
The activities suitable for such transfer are : 
commercial irrigation power, forestry, fishing, 
road transport urban development, urban water 
supply and se~erage, h<?using, . dairy de~el_op
ment, large and medium 10dustnes and_m10mg. 

(ii) State Government may limit themselves largely 
to providing the equity investment in the non
Departmental undertakings. These enter
prises may draw their long-term _loan capital 
to the maximum extent by borrow10g from the 
financial institutions and by bond issues. 

(iii) Bureaucratic (mis) management and ~xcessive 
political interference are at pr~sent the 
biggest factors for the poor phys1ca. _and 
financial performance of Stat~ en~erpnses. 
For a basic improvement 10 the1r c~e~lt
worthiness there will need to be a VISible 
improvement in their financial perfon;na~ce. 
This will call for effective de-bureaucratisation 
and depoliticisation of these enterprises. A 
clear distinction must be made bet~een the 
public accountability of thes~ ente;pnses ~nd 
undue political interference 10 the1r workmg. 
The former does not justify the .latter.. These 
enterprises will need to be prov1ded w!th pro
fessional management and· OJ?portl_uut_y and 
ability to operate on commercial ~ntena and 
must no longer be treated as ventable fiefs 
of bureaucrats and politicians. 

(iv) There must be a full. compliment of financial 
institutions to prov1de develop~ent finance 
to the Central and State enterpn~es as well 
as the private business undertaku;1g for all 
types of activities. The Centre .J.s alre~dy 
well on the way towards creating or promot10g 
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such a term-financing institutional structure. 
It includes the Industrial Development Bank 
of India, the Industrial Finance Corporation, 
the Industrial Credit and Investment Corpo
ration of India, and the Industrial Recons
truction Bank of India, the National Bank for 
Agricultural and Rural Development, tho 
Rural Electrification Corporation, the Shipp
ing Development Fund Committee, and tho 
Housing and Urban Development Corpora
tion. The Power Finance Corporation th1t 
National Housing Bank and the Urban Deve
lopment and Urban Water Supply Financing 
Corporation are being set up in the current 
year (1986-87). Several gaps in the term
financing institutional structure still remain 
un-filled. There is need for independent 
term-financing institutions for the following 
activities : transport, communication, forestry, 
fishing, major and medium irrigation, dairynig 
and warehouses and commercial buildings. 
The communications have been included in 
this list because with the setting up in 1986-
87 of the Mahanagar Telephone Nigam to 
run and develop the telephone services in 
Bombay and Delhi, and the conversion in the 
same year of the Indian Overseas Commu
nication Service into the Indian Overseai\ 
Communication Corporation the communi
cations have also begun to be organised as 
non-Departmenal enterprises. 

(v) The biggest remaining lacuna in the term
financing institutional structure, however, is 
the lack of an apex term-financing institution 
to pool the country's investible funds and chan
nel these into public (Centre, State and 
local), cooperative and private enterprises 
in accordance with national development 
priorities. To fill this lacuna it is suggested 
that an Investment Bank of India (IBl) may 
be set up at the earliest to serve as the apex 
institution for the term-financing institutional 
structure. Apart from its paid-up capital, 
reserves, unutilised provisions and unallocated 
surplus, it will draw its investible funds from 
the following : 

(a) bond and debenture issues in the domestic 
market (which will be by far the most 
important source of funds); 

(b) borrowings from the Government of In_dia 
against external assistance or other-w1se; 

(c) borrowings from the RBI against National 
Industrial Credit (Long-term OperatiOns) 
Fund; 

(d) term deposits from the public; 

(e) repayments by term-financing institutions 
and deposits of their surplus funds; and 

(f) commercial borrowings from abroad. 

The IBI may deal directly only ~ith the tenn
financing institutions and not w1th the public. 
The maximum possible of funds may be chan
nelled into the IBI. The Central Governm~nt 
must leave the IBI and other term-~~ncmg 
institutions to operate without political or 



bureaucratic interference, on the basis of the 
guidelines approved by the National Develop· 
ment Council (NDC). It may be an impor
tant responsibility of the NDC to review the 
working of the term-financing structure annu
ally or as often as may be necessary. Pre
ferably the equity capital of these institution~ 
may be held in due course jointly by the Centre• 
and the States so that increasingly these may 
become truly national and not exclusively 
Central institutions. 

(vi) In order to enable the public enterprises to 
claim their due share in the vast and rapidly 
expanding investible funds of the term-finan
cing institutional structure, it will be necessary, 
apart from bringing about a radical improve
ment in the financial performance of these 
enterprises to extend the sphere of indicative 
planning in the public sector so that the deve
lopment initiative of public enterprises in 
unshackled. 

10.48 Implementation of the suggestions (i) to (vi) 
should put the State sector in a position to undertake 
much greater development activity in the sphere of 
its responsibility with less financial strain on the 
State Budgets. Adequately enlarged access to insti· 
tutional credit will be a very effective instrument to 
free the States from their existing very heavy depen
dence on the Centre for investible funds. 

Debt Relief : 
I 0.49 Since the Sixth Finance Commission, the 

successive Finance Commissions have been providing 
the States a rather limited measure of debt-relief by 
eancellation (that is, write off of repayment) and 
rescheduling of some outstanding debts to the Centre. 
Since the States' debt to the Centre has grown to a 
huge amount (expected at Rs. 42739 crores at the 
end of 1986-87) and many States find the burden of 
debt service payments to the Centre extremely oner
ous and a major factor for their poor resources posi
tion for development, it is necessary for creating 
balanced Centre-State relations to pr(, vide the States 
a rather large dose of Debt relief mainly on the form 
of debt cancellation. The objective should be to 
enable the States to write off the greater part of such 
of their investments and loan and advances as are 
unlikely to yield them any significant return, and where 
there is also little chance of undertaking disinvestment 
of capital or securing repayment of loans. An 
adequate once-for-all dose of debt relief will improve 
the financial position of States by reducing their 
interest and repayments liabilities to the Centre to 
more manageable proportions. 

Modification of the Loan-Grant Ratio to Central 
.Assistance : 

10.50 The current loan-grant ratio of 70:30 in 
Central Assistance inevitably leads to mounting States 
debts to the Centre. A large proportion of the State 
Plan outlay consists of current development outlay 
which creates no assets for the State Government. 
Another substantial proportion of Plan outlay does 
create assets but such as yield no direct return which 
might be available for servicing the debts to the 
Centre. Such assets include school and hospital 
buildings, roads, Government administrative buil
ding and the like. It is true that by promoting 
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aeneral economic development this outlay resulu 
in larger tax and non-tax revenues. But this indirect 
impact on States' revenues is seldom large enough to 
finance the additional debt service burden arising 
from the loan component of Central Assistance. 
Besides, there are other growing demands on the 
additional State revenue. In order to bring tho 
loan-grant ratio in Centra I Assistance to nearer the 
directly remunerative-unremunerated ratio in State 
Plan Outlay, the loan-grant composition of Central 
Assistance may be revised to 50:50. 

(6) Implications of the Resources Transfer Packages : 

10.51 The various elements of the resources transfer 
package have been put forth above in rather general 
terms. Their quantitative implications need to be 
worked out as precisely as possible. It may then be 
necessary to make some adjustments in the suggested 
measures to work out an internally consistent, balanc
ed and effective overall package that may be reasona
bly expected to lead to the desired balance in Centre
State financial relations. This package may be tried 
for a few years and some further adjustments may 
be made in the light of experience. When a satis
factory package has been thus evolved, legislative 
action may be taken to put it on a firm legal or even 
constitutional basis. Whatever Constitutional amend
ments are considered necessary for the purpose, 
these may be carried out. 

10.52 The implementation of the above package 
will greatly reduce the role of the Dev( lution and the 
Central Assistance for State Plans in determining the 
quantum of the Centre-State resources transfer 
and its distribution among the States. Purely dis
cretionary transfers, that is, those outside of Devolu
tion and Central Assistance and also not bound by 
any formula with respect to their quantum and 
inter-State distribution, will be limited largely to 
Central assistance to States afflicted by natural 
calamities. No longer will five members of the 
Finance Commission and half a dozen members of 
the Planning Commission, who are usually there 
only for a while, supposedly determine and distribute 
a Centre-State resources transfer of over Rs. 70 
thousand crores among the States over a 5-year 
period and thus shape their financial destiny. 
Instead the main bases of this transfer and of its dis
tribution among the States would have been rational
ly determined and formed in a long-term compre
hensive system of resources transfer. The usual 
terms of reference of the Finance Commission will 
then needed to be amended to reflect the new marginal 
role of this institution. This role will now better 
accord with what seems to have been Constitution 
makers' concept of it. Likewise, the National Deve
lopment Council will need to modify the Central 
Assistance formula so as to adjust it to the marginal 
role envisaged for such assistance in financing the 
States' development activities. In general, the criteria 
for inter se distribution of any additional resources 
transfer that the Finance Commission or the NDC 
may recommend/approve may be as close as possible 
to the criteria recommended above with respect , 
to the inter-State distribution of States' share in 
Central taxes except that a possible different package 
of special problems may be identified in each case. It 
is hoped that after the envisaged system of Centre· 
State resources transfer is implemented, the Centre 



will be in no mood to undertake Central and Central 
ly-Sponsored Plan Schemes other than those related 
to crucial national objectives. 

10.53 A view strongly supported by the Centre, 
possibly even floated by it, is that the Centre needs to 
be in command of . vast resources which it could 
distributed among the States partly under a suitably 
designed formula, but also substantially at its dis
cretion, to give heavy weightage to the relatively 
lower income States in the Centre-State resources 
transfer. This way, it is argued, it could provide a 
greater stimulus to the development of these States 
to enable them to catch up with relatively more 
developed States. The experience of the last 35 years 
does not substantiate this view. All through this 
period, the Centre had much larger own resources at 
its disposal than the States had, primarily because 
of its much wider tax base under the Constitution 
and its increasingly tightened grip on capital receipts. 
The Devolution and the Central Assistance formula 
for inter-State distribution of the resources transfers 
from the Centre were on the whole strongly and in
creasingly weighted in favour of the lower income 
States. Discretionary transfers were a substantial 
proportion of the total resources transfer. But the 
predicted consequences of these features of the 
Centre-State resources transfer generally did not 
follow. This is brought out in Table 10.3. 

TABLE 10.3 

Ranking of States• According to Per Capita Stale Domestic 
Product at Current Prices 

Maharashtra 
West Bengal 
Punjab 
Gujarat 
Himachal pradesh 
Tamil Nadu 
Haryana 
Assam 
Kama taka 
Rajasthan • 
Andhra Pradesh • 
J. &K. 
Madhya Pradesh. 
Kerala 
U.P. 
Tripura 
Orissa 
Bihar 

1960-61 

Per Rank 
Capita 

SDP(Rs.) 

409 
390 
366 
362 
359 
334 
327 
315 
296 
284 
275 
269 

260 
257 
252 
249 
216 
215 

2 
3 
4 

' 6 
1 
8 
9 

10 

11 
12 
13 
14 
IS 
16 
17 
18 

1980-81 

Per Rank 
Capita 

SDP(Rs.) 

2,232 
1,573 
2,760 
1,944 
1,515 
1,336 
2,331 
1,201 
1,453 
1,222 

1,358 
1,455 
1,149 
1,421 
1,272 
1,206 
1,101 

929 

3 
5 

4 
6 

11 
2 

15 
8 

13 
10 

7 
16 
9 

12 

14 
16 
18 

Improve
ment in 
Rank 

1960-61 
to 

1980-81 

-2 
-3 

2 

-I 
-5 

5 
-1 

I 
-3 

1 
5 

-3 
5 
3 

-2 

•Excludes the four mini States of Manipur, Meghalaya, Nagalan.d 
and Sikkim formed after I 960-61. An ad~ed ~on for the!r 
exclusion is that in their "!'se the st~ti.sllca! mforma1on IS 
likely to be even more unreliable than It 1s w1th respect to tt.e 
generality of States. 

Statistic-Public SoURCB : Comp:led from Indian Economic 
Finance, op. cit. Table 11.3 P. 102. 
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· .. 10.54 Table 10.3 brings out the following position 
w1th regard to changes in the relative ranking of 
States according to per capita SDP over the period 
1960-61 to 1980-81 : 

(I) There is no change in ti1e ranking of Bihar 
and Orissa. They remain the poorest States 
in India inspite of the heavy resources transfer 
from the Centre to these States under both 
Finance Commission and Planning Commis
sion formula for inter-State distribution of 
Devolution and Central Assistance from the 
Centre. 

(2) The maximum improvement in rank (by 5 
positions) has been in the case of Haryana, 
Kerala and J. & K. In the case of neither, 
Haryana nor Kerala, this improvement is 
attributable to heavy resources transL r from 
the Centre. Haryana owes this improvement 
principally to the spread of the Green Revo
lution. Indeed, Haryana and Punjab are the 
two States which have been treated most harshly 
by the Finance Commission and the Planning 
Commission with regard to their entitlement 
to Devolution and Central Assistance. A major 
factor for the improvement in Karala's ranking 
has been the large inflow of remittances, 
mainly from the Gulf countries. Other con
tributory factors have been that plantation, 
agriculture has made a relatively good showing 
and several large Central and other industrial 
units have come up lin the State. Only in case 
of J & K, very heavy flow of Central Assistance 
and Devolution has been the major factor 
for improvement in the ranking. 

(3) There has bee~ ~n improyeme!'t i~ U.P.'s .rank
ing by 3 pos1t10ns. It IS pnmanly attnbuta
ble to the spread of the Green Revolution to 
western U. P. The heavy transfers from the 
Centre have played, if at all, only a secondary 
role in this improvement. 

(4) Punjab has improved its ranking by two posi
tions. This is primarily attributable to the 
Green Revolution which was, indeed, pioneered 
by Punjab. 

(~) There has been only a lll:argina~ improvement 
in ranking (by one pos1t1on) m the case of 
Andhra Pradesh and Karnataka. In the case 
of Kamataka, the sitting of several large Cen
tral industrial units and institutions at Banga
lore has been a contributory factor. This 
State has not been among the favoured ones 
in the matter of Devolution and Central As
sistance transfers. 

( 6) There has be~n a dramatic ~eterio~ation (by 
7 positions) m Assam's rankmg. Th1s has nc·t 
.been due to any disadvantage in the matt, r of 
share of Devvlution and Central Assistance. 
Indeed, as a special category _State, it enjoys 
a very favourable treatment m the m~tter of 
inter-State distribution of Central AsSIStance. 
The Devolution criteria have also be_en fav?u
rable to it. The principal causes of 1ts dechne 
have been political instability, the uncon
trolled annual floods in the Brahmaputra 
and its tributaries and the severe disadvantages 
inherent in the States' remoteness. 



( 71 There has been a large decline in T.N. 's rankin& 
(by. five positions). This is only partially 
attnbutable to unfavourable treatment in the 
inter-State distribution of Devolution and the 
Central Assistance. The State's poor water 
and energy resources are a major constraint 
on its development. 

(8) West Bengal has suffered a decline of 3 posi
tions in ranking. This is attributable to a con
siderable extent to political factors which arc 
responsible for the State's low key efforts 
at resource mobilisation, its rather low effici
ency in resource use and inadequate private 
investment and enterprise. The inadequate 
flow of resources from the Centre is only 
one factor, perhaps not the most important 
factor, for the deterioration in its ranking. 

(9) Rajasthan and Madhya Pradesh have also suf
fered a decline of 3 positions in their ranking. 
This has happened in spite of the fact that botb 
are favoured States in the matter of resources 
transfer from the Centre. 

(I 0) Tripura has suffered a decline of 2 positions. 
As a special category State it received a favoura
ble treatment with regard to distribution of 
Central Assistance. The Devolution criteria 
are also favourable to it. Neverthelses, it 
has suffered a deterioration in ranking prima
rily because of (i) the disadvantages of re
moteness and (ii) the conflict between its 
tribal and non-tribal population. 

(II) Himachal has suffered a deterioration of one 
position in its ranking. This is surely not due 
to unfavourable treatment with respect to 
resources transfer. As a special category 
State it receives a very favourable treatment 
in the distribution of Central Assistance. 
The Devolution criteria also worked to the 
States' advantage. 

(12) There has been a deterioration of one position 
in Maharashtra's rank. The decline relatively 
to Punjab and Haryana is due primarily to 
its failure to stage a Green Revolution com
parable to that which swept the latter two 
States. This failure is primarily attributable 
to its poor water resources and a very low 
ratio of irrigated to cultivated area. Mahara
shtra's relative lack of progress in agricultural 
development (in areas other than sugar 
cane cultivation) has substantially neutralised 
the impact of its good industrial progress. 

10.55 Among the top nine States in 1960-61, 
seven have remained in this group. Only two went 
out of this Group, namely, Assam and Tamil Nadu. 
In neither case the primary factor for the deteriora
tion in ranking has been the low resources transfer 
from the Centre. Among the bottom nine States 
in 1960-61, only two rose above the Group, namely, 
Kerala and J. & K. The heavy resources flow from 
the Centre was a major factor for improvement only 
in the case of the latter. All the above evidence 
provides little support for the argument that the 
command of large financial resources by the Centre 
and its exercise of discretion with respect to a sub
stantial proportion of the transfers to the States have 
been major factor for evening out inter-State develop
ment disparities. 
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10.56. Even if it is granted, for the sake of this 
analysis, that the Centre did intend to contribute 
to moderation of Inter-State inequalities, it failed 
to make any significant progress in that direction 
because of a number of reasons that have been mention
ed below. 

10.57 Firstly, the Centre utilised a substantial 
proportion of its very large resources for purposes 
largely unrelated to moderation of inter-State inequa
lities. It will not do to cite, as is often done the loca
tion of the Rourke! a Steel Plant in Orissa, the Bhialai 
Steel Plant in M.P. and the Bokaro Steel Plant in 
Bihar in refutation of this observation. The location 
of all these steel plants was determined primarily 
because of the economy in costs of raw material 
assembly and despatch of products which the three 
sites provided. In case of any doubt on this point, 
reference may be made to the project reports of these 
plants. This is. indeed always the first consideration 
in the choice of location of a weight-losing industry 
which involves assembly of 5-6 million tonnes of 
raw materials for every million tonne of products 
despatched. To site a steel plant primanly as a device 
to help even out regional inequalities would be like 
using an electric hammer to kill a fly. Equal invest
ment on other programmes and project better suited 
to promoting development of backward regions 
would have had an incomparably more powerful 
impact on the development of the concerned regions 
than what the steel plants have had. One does not 
have to go very many miles from these plants to see 
largely as bleak and backward human existence as 
it was before the steel plants were built. 

10.58. A substantial amount of Centre's vast 
resources has been absorbed in providing the country 
a much more expensive administration than what 
the generality of States have in terms of the pro
liferation of staff, employee emoluments and perqui
sites, the facilities enjoyed by the ruling or even the 
opposition politicians and the generally expensive 
work style. With regard to the costliness of adminis
tration, the Centre, because of its much larger 
resources, has often set the pace, in the process 
creating severe unanticipated financial problems for 
the States. Again, as explaine-d in Chapter 9, the 
Centre has used large amounts of its resources to 
encroach on the States' jurisdiction. Still again, the 
Centre has undertaken very large investments in all 
manner of activities ranging from manufacture of 
cycles to that of metallurgical and mining equip
ment. These investments, with some notable excep
tions, have yielded meagre physical and financial 
results. Instead of serving as growth poles for the 
development of the regions of their location, m1ny 
of the Central undetakings have become a problem 
to themselves, the Centre and the country. In all 
these activities the claimed consuming concern for 
uplift of backward States is not much in evidence. 

10.59 As brought out in Chapter 9, irrational 
criteria for transfer of the Centre's surplus resources 
to the States have been adopted. The gap filling 
approach has encouraged the many of the low in
come States, who receive relatively much more liberal 
resources transfer, to undertake wasteful and ex
travagant expenditure. They have had a poor 
motivation to carefully husband their resource~ 



and made efficient use of resource transfer and their 
own resources to catch up with the relatively more 
developed States. 

10.60 ~e ruling strata in the relatively backward 
States, while they have claimed in the name of the 
poor and the backward of these States, a highly 
f~vo~ra~le treatment for their States with respect to 
d1stnbut10n of resources transfer from the Centre 
ha~e actually used. these transfers substantially fo;. 
.their own economic and political benefit. Another 
Important use of t.hese transfers by the ruling strata 
has been to avoid adequate additional taxation 
the burden of which will fall on them more heavily 
because of their larger capacity to pay. In other words, 
the resources transfers from the Centre have often 
a.ubstituted and not reinforced the resource mobilisa
tiOn efforts of the concerned States. 

10.61 The Industrial projects undertaken by the 
Centre in the relatively backward States have generally 
have had a poor linkage with the economy of the 
Stat~s where these projects are located. A large pro
portiOn of the better paid personnel have been im
ported from other States. In general these projects 
hav~ had very weak spread effects. Very often these 
proJects have turned out to be more a device to ex
ploit natural resources of the region than a means of 
uplifting and boosting the State economy. 

10.62 In many of the relatively backward States 
the primary constraint on growth has been not s~ 
much the paucity of funds as other adverse factors 
such as political instability, poor administration, insti
tutional weaknesses or extremely unfavourable na
tural environment. Finance is not a universal panacea 
for. all ills. There are some development problems 
which do not respond to exclusively financial treat
ment. In these circumstances, the intended stimulus 
to growth has to begin with measures to overcome 
these adverse factors till the environment for growth 
is favourable enough and a reasonable response to 
stepped-up outlay is assured. In serveral States the 
persistence of non-financial constraints on growth has 
rendered I argely ineffective the enlarged flow of re
sources from the Centre. The States of Bihar, Orissa 
and Assam readily come to mind in this context. 

I 0.63 Any rational system of Centre-State re
sources transfer must be duly redistributive. The 
package of measures for resources transfer suggested 
above h•s very much kept this consideration in view. 
It is ardently hoped that the required complementary 
measures to create more favourable conditions for 
growth will be undertaken by the concerned states 
and encouraged by the Centre so that these State 
can put the financial flows to good effect. There is, 
however, no rational argument for the extreme, 
one-sided adoption of redistribution as the only 
valid criterion for inter-State distribution of the re
sources transfer. Such a stance will be positively inimi
cal to national unity and co-operative federalism. 
It will also hamper efficient resource use. It will very 
probably level down some of the present relatively 
developed States but it is most unlikely to level up 
the relatively backward States. This process is already 
at work to a certain extent, though perhaps it is not 
yet visible enough. It is time to do basic re thinking 
on the subject. The above is an effort in this direction. 

An lrrational Vi~w : 

_10.64 There is 11 videly held belief in the inherent 
fa1~ness of pe~ capita equality of benefits and other 
de~1red quant~t1es, ~hereas per capita inequality ia 
this respect IS con~1dered unfair and undesirable. ht 
accordance With this behef an allocation of Devolu
~~~n or Cent~al Assistance or Plan outlay is unfair 
,•f 1ts per cap1ta amount is lower in the case of lower 
Income St~te~. As ~ typical double-think. which is 
~ charactenst1c of th1s belief, this criterion of fairness 
~s never applied to allocation of costs or efforts. It 
IS not considered unfair if the lower income States 
show a lower amount of per capita tax revenue or 
own resources f<?r the plan .. If this inequality were 
al~o to. be considered unfair, the irrationality of 
th1s behef would be immediately exposed. 

10.65 An allocation of Devolution, Central Assis
tance or. Plan finance is not inherently unfair simply 
because 1t leads to unequal per capita plan outlay 
among the lower and higher income States. What 
the backward States or countries need in order to 
eventually catch up with the more advanced States 
or countries is not e9ual or higher per capita amount 
of development. or mvestment outlay but, assum;"i 
an equally efficte.nt resource use, a higher ratil of 
development or mvestment outlay to gross domestic 
product (GOP). An example would clarify. Accord
mg to the World Bank Report 1985, the per capita 
GDP of India and Germany (FRG), in terms of US 
dollars, was S I ,229 and $ 10,636, and their per 
oapita gross domestic capital formation (investment 
for short) was S 57 and 2234, respectively. For every 
100 dollers invested by FRG, India invested only 2.6 
dollars, a very unfair situation according to the 
above belief. Acutally it was not at all unfair. Rather 

· was a very satisfactory performance by India. India 
bad a higher investment ratio or rate of capital forma
tion in that year, 25 per cent as against FRG's 21 
per cent. And this is all that is needed, as far as the 
investment outlay is concerned, for India to narrow 
in the end hopefully to close the income and develop
ment gap with Germany. India was in fact actually 
doing this. According to the same World Bank Report, 
over the 10-year period, India's GDP had been grow
ing at the rate of 4 per cent per annum while Ger
many's was growing at only 2.5 per cent. Naturally 
India was narrowing the per capita income gap vis
a-vis Germany, even if yet rather inperceptibly. 
India's per capita GDP had risen from 1.9 per cent of 
Germany's in 1973 to 2.2 per cent in 1983. A very 
slow progress indeed, but progress nonetheless. The 
extreme inequality (of 1 :38) between India and Ger· 
many in the matter of per capita investment outlay 
did not prevent India from growing faster thr n Ger· 
many. This was because India's per capita investment, 
though a much lower per capita amount, represented 
a considerably higher ratio or rate of investement. 
This was surely not too unfair. 

I 0.66 Suppose a votary of per capita equality had 
insisted that Germany's per capita investment outlay 
must be brought down to the Indian level of S57, and 
that he was able to enforce this, this would have 
brought down Germany's rate of capital formation 
to a mere 0.5 percent. A,ny economist worth his 
salt will tell that, in this event, there will be a com
plete collapse of the German economy. This is what 
per capita equality of development and investment 
outlay between economies with very different levels of 
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per capita income will inevitably imply. On the same 
analogy, if per capita equality of development or in
vestment outlay were to be enforced between Punjab, 
Haryana, Maharashtra and Gujarat, on the one 
hand, and Bihar and Orissa, on the other hand the 
economies of the former States may not collapse, 
because the per capita income difference between 
above two categories of States is not as large as 
between Germany and India so that there would not 
be as disastrous a decline in the rate of development 
or investment outlay of the former group of States, 
but undoubtedllv their economies will be forced into 
near stagnation while Bihar and Orissa will not be 
able to make an efficient use of the greatly enlarged 
resources transfer to them. What this belief then 
implies is inter-State equality by levelling down the 
presently more developed States, and not by levellin& 
up the States that are relatively backward to day. 

10.67 For levelling up of the present relatively less 
developed States what is required is to ensure them 
a rate or ratio of development of investment outlay 
comparable or even appropriately higher than the 
corresponding rate or ratio shown by the relatively 
developed States. It is also at least as important to 
encourage and support the former States to overcome 
their present constraints on adequate efficiency of 
resource use. The quantum of resources transfer 
from the Centre to the States, and the criteria for 
determining its inter-State distribution, must bo 
such as conform to this approach to greater equality 
among the States. 

10.68 The forgoing discussion must not be taken 
to lead to the conclusion that the balanced Centre
State financial relations are a matter of only a large 
enough resources transfer from the Centre and ita 
distribution among the States on a fair combination 
of the compensation and redistribution criteria. Tho 
States have to secure this balance primarily by their 
own efforts at resource raising, economy in non
development expenditure and efficient use of develop
ment outlays. In the absence of such efforts, there 
is a real danger that the contemplated additional 

resources transfer will substitute and not supplement 
the States own efforts at resource mobilisation 
there already exist several examples of this. A glanc; 
at the State's financial data will show that in the 
case of several of them there is no reasonable rela
tionship between (i) the Central Assistance received 
by them and their own resources (including Devolu
tion) for the plan, (ii) their revenue from State taxes 
and their State Domestic Product, and (iii) their own 
tax and non-tax revenues and their non-plan expen
diture. If the additional resources transfer merely 
substitutes for the States' own resource raising efforts 
it will be a distressing anti-climax to all the efforts at 
reconstruction of Centre-State financial relations 
towards a fair balance between the two. States, on 
their part, must perform their due role in securing 
such a balance. 

States and The PlanninJ: Process 

11.1 The Planning organisation and procedufes 
must accord with the envisaged role and content of 
planning in the economic and social development of 
the country. In other words, it must be conditioned 
by (i) the particular institutional context of planning; 
(ii) the accepted development goals and strategy; and 
(iii) the chosen pattern of development. These 
crucial elements of the existing contex of Indian 
planning are discussed below towards identifyina 
its proper role and content. 

(I) The Planning Context 

..4. Large Private Sector : 

11.2 At the end of over three decades of planning, 
in 1983-84, the latest year for which relevant data 
are available, the public sector generated 21 per cent 
of the Gross Domestic Product (GOP) and used 48 
per cent of the Gross Domestic Capital Formation 
(GDCF). The respective share of the public admini
stration, the public enterprises and the private sector 
in these is given in Tablt1 11.1. 

TAIILB 11.1 

Origin of GOP and the 111e D/G DCF by lllltituttona/ SectDfl 

Origin of GDP Uso of GDCP 

Sector 1970-71 1983-84 1970-71 1983-84 • 
Rs. Per Rs. Per Rs. Per Rs. Per 

Crore cent Crore cent Crore cent Croro cent 

2 3 4 5 6 7 8 9 

I. Pubic Sector 5,456 13.6 40,678 21.0 27,773 38.6 21,773 48.0 

l.l Public Administration 2,401 6.0 13,511 7.0 581 8.1 4,848 10.7 

2.2 Public Enterprises 3,055 7.6 27,167 14.0 21,92 30.5 16,925 37.3 

(i} Departmental 1,453 3.6 6,701 3.S 843 11.7 5,322 II. 1 

(ii} Non-Departmental. 1.602 4.0 20,466 IO.S 1,349 18.8 11,603 25.6 

2. Private Sector 34,807 86.4 153,163 19.0 4,404 61.4 23,575 52.0 

3. Total (1-< 2) 40,263 100.0 193,841 100.0 7,177 100.0 45,348 100.0 

SoullCI! : CSO National AC£Ounts Stati5tica 1970-71 to 1983-84, Jan, 1986. Statement& 18 and 25.1 and Appendix A1, PP 52, 72 
and 15£>.157. 
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11.3 Table 11.1 shows that as late as 1983-84 
the priyate sector generated 79% of the GDP and 
used 52% of the GDCF. The data on int~r-sectoral 
distribution of GDCF given in the Plan documents 
in the P!!St which usually suggested that the larger 
part of mvestment was bemg allocated to the public 
sector were just phoney. The subsequent CSO 
estimates of this distribution did not support this 
claim. The Seventh Five Year Plan projections 
which allocate 47.8% of the envisaged investment 
to the public sector and 52.2% to the private sector* 
for the first time put forth more realistic antici
pations in this respect. The larger share of the public 
sector in gross capital formation than in the genera
tion of GDP is largely accounted for by the generally 
higher capital intensity and longer gestation period 
of public sector projects compared to the private 
sector investment, and the generally much higher 
capital costs and lower capacity utilisation in that 

sector. As a result, to secure a given increase in 
GDP generated, the public sector has to undertake 
much larger investment. 

11.4 The fact that the private sector still accounts for 
the larger part of the economy both in terms of origin 
~f GDP and use of GDCF as important implica
~tons for the charactar of Indian planning. This fact 
ts . particularly relevant for deciding on an appro
pnate mtx of mandatory and indicative planning. 

An Extensive Unorganised Sector: 

11.5 The second important element of the planning 
context is that within the private sector the unorganised 
or household sector still remains predominant and 
the organised or corporate sector, though growing 
at a higher rate still remains by far the smaller seg
ment of this (the private) sector. The relevent data are 
presented in Table 11.2. 

TABLE 11.2 

Origin of N DPf and use of GDCF in the Private Sector by Organised and Unorganised Sub-Sectors 

Origin of NDP Use of GDCF 

1970-71 1983-84 1970-71 1983-~4 

Rs. Per Rs. Per Rs. Per Rs. Per 
Crore cent Crore cent Crore cent Crore cent 

2 3 4 5 6 7 8 9 

). Organised Sector . 4,476 15.2 20,518 16.8 1,030 23.4 6,510 27.~ 

). Joint Stock Companies 963 21.9 6,037 25.6 

2. Cooperatives . 67 1.5 473 2.0 

2. Unorganised Sector 25,036 84.8 1,01,615 83.2 3,501 79.5 17,904 75.9 

3. Total 29,512 100.0 1,22,133 100.0 4,531 102.9 24,414 103.5 

4. Errors . (-)127 (-)2. 9 (-)839 ( )3 .5 

s. Total 29,512 100.0 I ,22,133 100.0 4,404 100.0 23,575 100.0 

• Seventh Five-Year Plan, 1985-90, Vol. I, Table 4,3, P· 48. 

SoURCE : National Accounts Statistics 1970-71 to 1983·84, op. cit Statements 9 and 56 and Append:x AI, rP· 3:, 146 and 
156-157. 

tThe breakdown of GOP is not available. 

11.6. Table 11.2 shows that the s~are of th~ orga
nised private sector is rising both m generatton ?f 
Net Domestic Product at Factor Cost (NDP) and m 
use of G DCF but at a very slow pace. In 1983-84, 
the unorganised sector accounted for 83:2% of 
NDP and 73 ·3% of GDCF. This charactensttc of 
the Indian economy is of importance for the Pll:rpose 
of deciding on appropriate planning techmques. 
Effective planning requires that undemable develop
ments in the economy must be prevented and _the 
preferred developments m~st ~e pr?moted. P~ystcal 
controls such as industnal hcensmg, _hcensmg of 
imports control of capital issues and foretgn exchange 
control 'as a means of preventing undesir_able de_velop
ment are feasible (though not necessanly advtsab~e) 
only in the organised private sector. In the unorgams
ed sector, it is necessary to use indir~ct methods for 
the ur ose. With regard to promotiOn of pref~r~ed 
dev~opr:nent, in the entire privat~ sector compnsmg 
both its organised and unorgamsed segment, there 
is no choice but to use indirect methods· 
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A quasi-Federal State Structure : 

11.7. The country has a quasi-federal state struc
ture. -The two basic levels of Govennment a~e the 
Union and the States. This necessttates multt-level 
planning. 

(2) The Development Goals 

11.8. Planning must derive its orientation fr<?m 
the country's accepted development go~ls, otherwtse 
it will lack a firm direction. The question "How. to 

0 ?" assumes that a decision has been taken w1th 
~espect of "Where to go?". The country did take 
such a decision 30 years ago. 

11.9. Since the mid-1950s, the pro_fessed basic 
development goals and strategy hav~ mcluded ac
celerated growth, social justice, economt~ self-rehance, 
stability and preservation of a democratic framework. 
The emphasis as between the dtlferent elements. of 
the development philosophy bs no doubt vaned 



frt m t ;me to time but these goals have been affirmed 
again and again by the ruling-party at the Centre and 
neither of these goals has yet been repudiated for
mally. Of course, actual practic-e is another matter. 

Growth with Social Justice : 
11.10. The goal of poverty removal which in the 

early 1970s gripped the imagination of the people 
is a concrete expression of socia I justice. It requires 
accelerated growth together with reduced inequality 
of income and wealth. It is not feasible to rid the 
country of mass poverty in the foreseable future by 
moving only in one of these directions. 

11.11. An aspect of the prevailing economic 
inequality is the existence of unacceptable inter-State 
and intra-State differences in the level of develop
ment. These differences militate against emotional 
integration and fraternal feelings among the people 
of different regions within a State and among the 
people of different States. This creates problems for 
consolidation of national unity which alone can 
provide a solid assurance for the country's integrity. 

Gro"·th and Sectoral Change : 
11.12. A sustained high rate of growth will 

necessarily involve a structural change in the econo
nomy towards the characteristic structural profile of 
an advanced, industrialised, self-reliant and dynamic 
economy. This change, if it is not engineered and 
steered properly, can involve a tremendous cost in 
terms of sacrifice of human welfare and social justice. 
The slum pavement dwellers in Indian cities are but 
one aspect of this cost. In order to harmonize the 
growth objective with other development objectives, 
the inevitable structural change will need to be ac
complished at minimum cost in terms of resources, 
time and avoidable economic and social dislocation. 

Growth and Efficiency of Resource Use : 
II. 13. If the country's human and material re

sources continue to be used as inefficiently as at 
present, the attempt to have an adequate rate of 
growth will either prove abortive or will involve too 
heavy a burden in terms of sacrifice of present 
consumption to release the required order of resources 
for investment. There is also the possibility that in 
an attempt to keep this sacrifice within acceptable 
limits, the country may be tempted to resort to ex
cessive borrowing from abroad and at the end may 
achieve neither adequate rate of growth nor self
reliance. Indeed, the country is now passing through 
such a phase. Reasonable efficiency of use is an essen
tial condition for the country to achieve the accepted 
growth and other development objectives. 

Economic Self-Reliance : 
I 1.14. It has all along been the common view in 

India that without economic self-reliance the country's 
political independence and State sovereignty will 
continue to [be constrained in substance. It has 
generally been held that financial self-reliance is an 
essential pre-requisite for India to secure its due 
place among the nations of the world and an effective 
role in world affairs. Financial self-reliance has been 
defined since the Third Plan as the elemination of 
external assistance outside of the normal flow of 
foreign Capital while maintaining a satisfactory 
pace of development. It is the height of sophistry to 
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interpret this statement of the self-reliance goal to 
mean that it is compatible with large scale inflow 
of foreign funds on normal commercial terms. A 
glance at the long-term balance of payments projec
tions worked out at that time and for many years 
thereafter would show that no large scale inflow of 
foreign funds in any form was contemplated on 
attainment of self-reliance. This goal never meant 
merely "graduating out of external assistance" as 
advocated by the West particularly the Reagon Ad
ministration, for India, Self-reliance understood as 
graduating out of large scale concessional aid into 
equally large, but more expensive foreign direct 
investment and commercial borrowing, would have 
been patently absurd as a development goal. 

11.15. Self-reliance defined as virtual elimination 
of net inflow of foreign funds implies that domestic 
capital formation must be financed almost entirely 
by domestic saving. Again, since a deficit in the 
current account balance of payments implies an 
equivalent net inflow of foreign funds to finance it, 
the virtual elimination of a net inflow of foreign 
funds requires that the current account payments 
deficit must be wiped out. All three are equivalent 
definitions of the accepted self-reliance goal. This 
goal thus mean that while securing and maintaining 
an adequate rate of capital formation, any deficit 
in the current account balance of payments must be 
virtually eliminated so that no inflow of foreign funds 
is necessary to finance it. In this situation domestic 
carital formation will be necessarily financed b) 
domestic saving. This is a major task for Indian Plan
ning which of course, like all its other development 
goals as yet remains ~nfinished. 

Economic Stability : 

11.16. "Growth with Stability" is an oft repeat~d 
precept of Indian development philosophy. It implies 
avoidance of unacceptable inflation as well as of 
a widespread slack in the economy. Actually the 
problem most of the time is actual or apprehended 
inflation. Economic stability also implies maintenance 
of reasonable stable expectations about the future 
policy framework so that save's, investors and entre
preneurs can plan their activities on a long-term 
basis. 

Consolidation of the Democratic Framework : 

I 1.17. Preservation, consolidation and enrich
ment of the democratic framework is an important 
end in itself. It is also an indispensable means to 
orderly and irreversible economic and social progress. 
It is ardently hoped that progress towards accelerated 
growth, social justice, self-reliance and economic 
stability will facilitate consolidation of the democratic 
framework. 

(3) The Pattern of development 

11.18. Notwithstanding all the claims and de
clarations with respect to the adoption of a socialist 
pattern of development, the country has been pursuing 
all along a capitalist pattern of development. In the 
private sector which is the source of 85% of GDP 
(excluding GDP generated in Public Administration). 
Capitalist production relations are spreading though 
the pace varies with activities and regions and is, on 
the whole, rather slow. The private corporate sector 



_which is now the source of 16 ·8% of total factor 
mcomes generated m the private sector represents 
the. highest level_ of cal'italist development. Tnat 
cap1tahst production relations are also spreading in 
the household or unorgamzed segment of the private 
sector 1s shown by the fact that the compensation of 
employees a~counts for about a quarter of the aggre
gate factor mcomes generaged m this segment. 

11.19. The public enterprises are not a socialist 
but. a state-capitalist formation. They represent 
cap1tahst enterpnses by the State. Their essential role 
is to pro~ote overall capitalist development by filling 
the gaps m the development process resulting from the 
fact that certain activities (for example, infrastructural 
development) are unattractive to private enterprise 
or are beyond their competence (because these involve 
very heavy, longestation or risky investment). The 
public sector undertakings are financed by borrowing 
private funds and not by public saving generated by 
tax and non-tax measures. The growth of the public 
sector is therefore, associated with private wealth 
formation in the same manner as is the growth of the 
private capitalist enterprise. ·Any surplus generated 
by them is largely, often wholly, used up in servicing 
the public sector debts incurred in financing these 
enterprises and is not a resource for financing further 
public sector development of other social needs.* 
Their management is very largely drawn from 
upper class bureaucrats and technocrats and not 
from public sector trained and promoted former 
workers. Indeed the workers have as little real say 
in running those enterprises as in the private capi
talist sector. The management structure and ethos 
is very much bureaucratic and capitalistic and not 
socialistic. They are marked-oriented just as 
private undertakings are. The privatisation of 
these enterprises is a shift within the capitalist for
mation and not from one system to another and 
hence can be undertaken rather smoothly. The
relationship between the public sector and the 
private sector is fundamentally complementary and 
not antagonistic. · 

11 20 Out side of infrastructural activities, the 
state· capitalist sector is engaged only in a transitional 
role. It must in course of time largely fade away from 
the activities which come within the competence of 
private enterprise as it gains in resources. and expe
rience. The public sector was never 1_n t~e hght 
industry in a big way. It is no~ reducrng Its r~1e 
even in some segments of h~avy ~~dustrr. Fo~ m
stance its role in heavy machme bUlldmg IS defimtely 
on th~ decline. The private sector has n~w been 
invited to enter the refining phase of the oil sector. 
This might prove t~e thiD: edge of _the w~dge. T~e 
private sector is bemg aSSigned an mcreasmg ~ole m 
the fertilizer ind·~stry. Only one out of ~he Sl~ new 
gas based plants that are being set up. wtll b_e m the 
public sector. @Th: telecoffifil:uncation mdustry 
has been thrown open to the pnvate sector. E~en 
certain areas of infrastructural development are bemg 

• The large surplus generated by some of the oil undertakin~s 
in the Central sector represent not so much p~ofits _of enterpnse 
as glins ofmonopol~ and are to this extent •km to md1rect taxes 
in their economiC s1gmficance. 
@SeN 1 t.h Five Yelr Pial 1935·90, Vol. II, Para 7 .126, PP· 

183-84. 
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thrown open to it. The private sector is now welcome 
m t? . electricity generation, if it chooses to enter this 
actlVlty. The p~blic enterprises which are persistant 
loosers are bemg threatened with withdrawal of 
public s~pport which will mean their liquidation. 
The pubhc sector is losing interest in chemicals and 
pharmaceuticals. All this is no doubt the beginning 
of a new phase. _When pnvate enterprise becomes a 
feastble alternative to State-capitalist enterprise, 
the latter usually starts yielding place to the former. 
As ~etw~en the two.' state-capitalism generally proves 
a!l mfenor alternative from the standpoint of effi
ciency o~ resource use. At this stage the inherent 
shortcommgs of state-capitalism are increasingly 
felt. This lends further support to the trend away 
from state-capitalism. India has now entered this 
phase. 

(4) The Role of Planning 

11.21 With the exception of a small but vocal and 
influential minority, it is commonly believed in India 
that the accepted development goals cannot be 
achieved together in a development process which 
relies on a free play of market forces and that, even 
in an essentially capitalist pattern of development, 
planning of the appropriate kind is very much needed 
to overcome and offset the negative features of a free 
market mechanism, to make up its deficiencies, and 
to use the positive aspect of market forces for realisa
tion of the national goals. The planning must be 
efficient, judicious and one that accords with the 
socioeconomic context in which it is operating. In
efficient, illconceived and out of context planning 
might do more harm than good to the country's deve
lopment activity and might turn out to be worse than 
no planning. 

11.22 In the prevailing situation where the country 
is pursuing a capitalist pattern of development and 
no other perspective is in sight, the planmng process 
has to seek the realisation of the accepted natiOnal 
objectives by promoting the creation of as dynamic, 
self reliant, stable and human economy as may be 
possible under this pattern of development. Any 
view that the role of planning today is to progress to
words the cherished goals by promoting socialist 
transformation of the economy and its development 
on soci ·list bas'c bears ne> relationship to the pre
vailing context or a re~listic perspective· The con
tent, organisation, techmques and. pohcy ~ramework 
of Indian planning must be su1ted to tts present 
task. 

(5) The Content of Planning 
A. Combinationof Mandatory and Indicative Planning: 

11.23 In keeping with the prese~~:t context and 
role of planning, a plan may .. compr~se _tw~ parts : 
(i) the mandatory part and (n) the mdt_cattve !'art. 
The mandatory part may include spec1fic proJects 
and programmes of basic. development proposed to 
be undertaken in the pubhc sector .. _In othe~ words, 
't may cover core development actiVIties of th1s sector 
~hich are of importance for the ~ver~ll devel.opment 

rocess. The term mandatory .m th~s case IS to ~e 
~ndertaken to indicate firm mtentt_on of pubhc 

thorities with respect to the parttcular develop
au ts It does not mean that the failure to undertake 
men · t · nveiit the these projects and progremmes, or o I 



amount provided for these, will attra~t. any_ legal 
penalties. The entire development actlvtty m t~e 
private sector as well as the non-core ~ev~lol'ment m 
the public sector may figure in the mdtcattve part. 
In this part of the economy public policy will seek to 
influence development to the extent . constdered 
ne..--essary, only by indirect methods. Indtcattve here 
implies that tbe projected developments reflect the 
planning agency's informed judgement_ as to what 
is required and ouoht to be feasible. It IS necessary 
to exclude non-cor; development activities of Central 
and State Government Departlnents and pubhc 
enterprises from the mandatory part of the plan to 
leave them with due initiative for undertakmg pre
ferred development. The inclusion of the entire 
public sector development activity i": the mandatory 
part, as is being done at present, . s~nously sttfles _the 
initiative of public sector authonlles and enterpnses 
and puts those at a considearable disadvantage 
compared to the private sector undertakings. ~here
as the mandatory part prescribes targets, the mdtca
tive part gives projections of major directions of de':'e
lopment to provide expert guidance ~o savers,_ m
vestors, entrepreneurs and implementation agenctes. 

An Appropriate Policy Framework : 

11.24 The indicative planning will cove~ ~he grea~er 
part of the economy's develc;>pment acl!vt~y. Wttb 
growing competence of pnvate entef!'nse, . ~ore 
development activities may be left to pnvate mt~ta
tive. Again, as the public authorities and enterp~t~es 
become more adept at exercising development imlla
tive, indicative planning may grow in coverage and 
importance even with respect to the pubhc sec! or, 
This underlines the importance of an appropr!ate 
policy framework for efficient indicative pla~~ng. 
The fact that physical controls have_ a very hmtted 
reach, mainly confined to the pubhc and pnvate 
organised sector, and that these controls are an In

strument for prevention of undesirable development 
and not for promotion of preferred development, 
makes such a policy framework all the more an 
imperative necessity. 

11.25 Decision making with regard to pclicy issues 
is today the weakest aspect of the planning pro~ss 
in this country. Development pohctes are bemg 
determined increasingly by the Prime Minister's 
Secretariat, the Finance Ministry and the economic 
Ministries in the given order of Importance. _The 
Planning Commission often ~as_ to face essentt~lly 
a fait accompli. Its asso_ct_atl(~n wtth deciSion 
making on development pohctes ts often penpheral 
and formal rather than intimate and substantive. In 
this matter, the proper decision-making sequence 
ought to be that t_he Plannin~ . Commission t;akes 
initiative in working out pohctes on the basts of 
adequate study and research, with due regard to 
abe accepted development goals and the internal 
consistency of the total policy framework. The 
Planning Commission proposals are then referred 
to the concerned Ministries and Departments for 
consideration and discussion and finally put up to 
abe Union Cabinet for approval. If the particular 
policy affects also the States, the final step in the 
adoption of the policy may be referen~ _to the States, 
and in the case of very Important pohctes, approval 
by the National Development Council. No s?ch 
eiquencc is being followed those days. The PriiDe 
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Minister's Secretariat and the Ministries enuciate 
policies which are sometimes inconsistent with the 
accepted development goal and the other elem~nts 
of the policy framework. !he Plannmg Commtsston, 
in many cases, after makmg a show of se.nous exa
mination of proposed pohcy and expressmg a few 
minor misoivings about it, is in the end obliged to 
concur with those, lest it be accused of too negative 
and obstructive a role in decision making. It is just 
not the tradition to consult the States even if the new 
policy is of vital concern to them. 

11.26 Apart from the widespread. loss of f~it~ in 
the planning process and the. ~lannmg .commtsstc;>n, 
one reason for the latter's dechnmg role m the makmg 
of development policies, which is indeed its very 
legitimate function, is that the generalist. bosses 
who head many of its Divisions a~e not trat_n~d for 
research on policy issues and are m no postt~on to 
advise the Commission properly on these tssues. 
In the prevailing work culture in the Planning Com
mission even the technical personnel have lost the 
tradition of policy oriented research. Every bady is 
steeped in day to day routine matters whtch 1!1 fact 
ought to be compldely excluded from the purvt~w. of 
the Planning Commission. With regrd to assocmttc;>n 
with development policy making, t~e Deputy Chat~
man, no matter how competent, IS no. real substi
tute for an effective Planning CommissiOn. 

11.27 If the policy frame is to be internally consis
tent, appropriate and relevant to the ~o_untry's ac
cepted development goals and strategy, It ts nec~ssary 
to assigned the national Plannmg organ.tsa!ton . a 
leading role (surely not the sole responstbthty) m 
decision making with regard to laymg down and 
adjustment of development p~licie~. ~his .is necessary, 
among other things, for efficient mdtcattve plannmg 
covering the greater part of the economy. 

( 6) The Time Horizons for Planning 
11.28 The development activity oriented to the 

creation of an advanced, industrialised dynamic and 
self-reliant economy will necessarily involve planning 
and implementation of many long gestation pro
jects. Its frequent changes in the seope and technology 
of projects, with inevitable wastage of resources 
and prolongation of the construction peri.od are to 
be avoided, planning must be undertaken m a long 
enough time horizon. The Third Plan outlined 
a 15-year development perspective. The Fourth Plan 
did his in a 12-year time perspective. The Fifth Plan 
again chose a 15-year period for its long-term perspe
ctive. The Sixth and the Seventh plans have also done 
the same. It looks that at the expected pace of tech
nological and structural change in the future 15 years 
may be too long a period for making out a long
term development perspective. Many of its elements 
may be rendered obsolete by new developmen~s 
long before the completion of this period. There ts 
therefore, a danger of taking wrong medium-t~rm 
planning decisions with reference to such a perspective. 
The long-term perspective may be preferably worked 
out in a 10-year time horizon. The medmm-term 
and short term planning may continue to have as at 
present a five-year and one-year time horizon. 
The Long-Term Perspective 

11.29 The 10-year development perspective may 
have no mandatory part. It may be essentia~ly .on 
informed, expert and fairly comprehensive proJection 



of the economy's profile ten years hence c . 'th t' r OnSISh!nt WI sa IStactory progress towards realisition of th 
country:s a~9epted development goals. It must be ~ 
truly scientilic exercise free from the fads and r · 

fth I d . tenci-es o e. p anners an the power Wielders in general It 
should mvolve a scientific projection of the cou t · • 
demand and production structure taking into ac~o~n~ 
the development objectivities, the technological 
trends,. the economy's resources, capabilities and 
domestic all:d fore1!ln market opportunities, the trends 
m d1stn~ut~on of mcom.e and wealth, and the scope 
and lim1tat10ns of public policy for influencing the 
demand and production structure. There must be a 
financial P.erspecti~e to math the physical perspective. 
Th~ Implied mstitut10nal change and institution 
bu1ldmg must be sp~lt out. Finally, there must 
the adequate elc borat10n of the envisaged policy 
framework. 

11.30 The. long-term perspective presented since 
the Third Five Y~ar Plan as part of the successive 
Five Year Plan~ IS a very patchy and incomplete 
e.xerc1se. It provides little guidance for the prepara
tiOn of the F1ve Year Plan. The preparation of the 
FIVe Year Pl~n and the long-term perspective were 
concurrent, mdependent and unrelated exercises. 
The 10-year development perspective henceforth 
should be an adequate exercise. It may be under
taken concurrently with the mid-term review of the 
Five Year Plan. The perspective would then be avai
lable by the time the work begins on the next Five 
Xear Plan and could provide useful giudance for 
It. The workmg out of the long t~rm perspective 
should be a major undertaking of the planning 
organisations at different levels. 

The Five Year Plan : 

11.31 The five Year Plan may undertake a review 
o~ the development of the economy during the pre
VIOUS Five Year Plan period. This review must be an 
uninhibited and proper evaluation of both the suc
cesses and failures experienced during this period 
in economic development and Plan implementation. 
If any of the failures are attributable to faulty planning 
this must also be brought out unhesitatingly. The 
review must not indulge in uncritical appreciation of 
planning and implementation of the nature of a 
Government publicity material. Conclusions drawn 
from this review may be made use of in working out 
the new Five Year Plan. At present every Five Year 
Plan does incorporate a review of development during 
the previous five years or even a longer period but 
it is much below the requisit! standard. 

11.32 The Five Year Plan may, like the ten years 
development perspective aud in line with it, spell 
out the envisaged demand and production structure 
five years hence. The Plan may work out the financial 
implications cf the envisaged development in terms of 
its requirements of rupees finance and foreign exchange1 

and work out realistic scheme for financing these. 
In order to facilitate financial planning the Five Year 
Plan period may be made coextensive with the re
ference period of the Finance Commission. The fact 
that the 5-year period of the Seventh Plan began one 
year after the commencement of the reference period 
of the Eighth Finance Commission created several 
Conceptual and computational difficulties for the 
two Commissions. 
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Pl~~.33 Unlike the 10-Year perspective, the Five Year 
th . ~ay compme two parts-the mandatory and 

e m Icative. The line of demarcation between 
th~ two parts may be drawn up as suggcs,ed above. 
Bnefly, the basic long-gestatiOn projects and the key 
program~es to be taken up in the public sector 
may be Included in the mandatory part. All other 
dev~lopment activity envisaged to be undertaken 
dunng the 5-Year period may be outlined in the idi
cative part. ~dequate attention may be given to spelling 
out the mam elemonts of both the parts. At present 
the. Pl~n concentrates mainly on the mandatory part 
which IS treated as co·e~tensive with the public sector. 
Development actiVIty m the privat~ sector receives 
scant attention even tl.wugh i.t accounts for the larger 
part of the total antiCipated mcrease in GDP and of 
the gross capital formation expect.d to be 
undertaken. There should be a more even balance ; n 
the treatment of the mandatory and the indicative 
part of tile Plan. 

. 11.34 !~c Plan may indicate the envisaged changes 
~n. tbe.<xistmg policy framework and any new policy 
lllitia~Ive~ that may have been decided upon. It may 
also md1cate the conte.mp~ate~ insti~utional change 
~nd tbe proposed new mstitu~wn-bUI!ding including 
Improvements Ill the plannmg organisation and 
procedures. 

The Annual Plan : 

11.35 The proper role of the Annul Plan is to 
serve as an operational instrument for the Five
Year Plan including any adjustments that the latter 
might require in the light of new developments. It 
must, therefore, have the same scope and content 
as the Five-Year Plan. At present the Annual Plan 
aim?st exclusively concern~ the part of economy 
subJect t~ m~ndatory plannmg though it also gives 
some proJections for the over-all economy. This is 
particularly true of the Annul Plans of the States. 
If the Annual Plan is to serve as an efficient opera
tional device for the Five-Year Plan, it must be cast 
in the same mould except that in this case the time 
span covered is one year. The content of the Annual 
Plan and the· procedure for its preparation call for 
a major everhaul. 

(7) The Levels of Planning 
11.36 Corresponding to the two levels of Govern

ment, there are two basic levels of planning, the Centre 
and the States. The State level includes planning at the 
local level. 

The Central Sector Plan : 

11.37 The Central Sector Plan comprises develop
ment activities of the Union Ministries and the C,n
tral departmental and non-departmental enterprises. 
It also includes Centre's outlay on Central and 
Centrally Sponsered Plan Schemes, mostly Central 
Assistance to States for implementation of these 
Schemes. It has been argued elsewhere that these 
Schemes should be cut down to the minimum. Only 
such shcemes may be retained as are indisponsable 
for the realisation of crucial national objectives. All 
other schemes may be either wound up or transferred 
to the jurisdiction of the State Plans together with 
equivalent transfer of resources t~ ~he States. Stri~tly 
speaking the development activities of the Umon 



Territories are a part of the Central Sector Plan, 
though in this regard the Union Territories with 
Legislature are more akin to States. 

11.38 The public sector out ly under the Central 
Sector Plan includes both the BJdgetary outlay on 
Plan projects Md programmes as well as the outlay 
!he anced by extra-Budgetary resources of the Central 
enterprises. The extra Budgetary resources include : 
(i) the Central enterprises, internal resources, that 
is, the amount available for the Plan from their dep
reciation provision and retained profits and (ii) the 
enterprises outer extra-Budgdary resources such as 
equity investment of parties other than the Central 
Government, borrowings from Indian Financial 
institutions, commercial bo:rowings from abroad, 
deferred payment credits from Indian companies 
and public deposits accepted. 

11.39 The Central Assistance for State Plans is not 
included in the Central Sector Plan outlay as the outlay 
financed by such assistance is included in the State 
Plan outlay. To treat Central Assistance also as a 
component of the Central Government Plan would 
be double counting. Such Assistance is therefore 
treated as a non-Plan expenditure of the Centre. 

The State Plans : 

11.40 A State Plan comprises the development acti
vities of the State Government Departments (including 
the departm~ntal enterprises), the State's non-depart
mental enterprises, principally the State Electricity 
Board (SEB) and the State Road Transport undertak
ings (SRTU) and the local bodies. The State Plan 
includes the budgetary outlay on plan projects and 
programmes as well as the outlay financed by extra
Budgetary resources of State enterprises end local 
bodies. Since the Central Assistance for State Plans 
passes through the State Budget, it becomes a part 
of the State's total resources for the Plan. As in the 
Central Sector Plan, the extra-Budgetary resources 
of enterprises for the Plan include their internal resour
ces and other extra-Budgetary resources. The latter 
include mainly their market borrowings (that is, the 
State enterprises, mostly the SEB's share in the 
States' qucta of market borrowing), borrowings from 
term financing institutions (LIC, REC, IDBI, etc.) 
and, in the case of SEB, consumers' deposits. The 
Seventh Plan and the Annual Plan 1985-86 have taken 
some credit, even if in significant amounts, for 
the extra-Budgetary resources of State enterprises 
other than SEBs and SRTUs, but it is doubtful if 
many State Governments do the same. They take 
into account only the market borrowings passed on 
to these enterprises (if any) and their term loans from 
financial institutions. Development financed by any 
other extra-Budgetary resources very probably does 
not always get included in the State Plan outlay. 

11.41 The State Government Assistance to local 
bodies for development purposes is included in the 
State Plan outlay. Development outlay of local bodies 
financed by any market borrowing allowed to them 
out of the State quota or by borrowing from financial 
institutions such as LIC is also included. Develop
ment activity financed by the local bodies' internal 
resources. or any other extra-Budgetary resources 
generally remains excluded from the States Plan 
outlay. Presumably, it is considered that the local 
bodies are unlikely to have any significant resources 
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for development outiside of the State Government 
assistance, their borrowings from the market and the 
term loans from financial institutions. 

District and Lower Level Planning : 

11.42 There is as yet little genuine district or lower 
kvel planning possib!y in any State. The position in 
Punjab is about the same as elsewhere in the country. 
There are District Planning Boards but no District 
Plans. Like-wise ther~ are Block Planning Committees 
but no Block Plans. The District Planning Board 
(DPB) has the D~puty Commissioner as the Chair
man and the District Statistical Officer as the Member
Secretary. The Block Planning Committee (BPC) is 
headed by the Sub-Divisional Magistrate and has 
the Block Development Officer as its Member
Secretary. The DPBs and BPCs undertake no plan
ning activity. They are non-planning planners, an in
stitution by no means confined to Punjab or even 
the States. Their activity is limited to some sort of 
review and monitoring of the States jPlan's divisible 
schemes to the extent these are located in the particular 
District or Block. For this purpose, district-wise dis
tribution of divisible State Plan schemes is prepared 
by the State Planning Department and made available 
to the districts. 

11.43 In spite of interest shown by the Planning 
Commission in Planning at District and lower levels, 
little progress has been made in this direction because 
the essential prerequisites of ;uch planning do not 
exist. These are : 

(i) There must be a level of Government with 
considerable genuine autonomy with regard 
to its developmnt activities. These develop
ment activities will constitute the jurisdiction 
of that level of planning. 

(ii) This level of Government must have adequate 
financial resources to finance its development 
activities. 

(iii) There must be a gtnuine desire by this level 
of Government to plan its development acti
vities. 

(iv) There must be an appropriate organisation to 
plan and implement these development 
activities. 

11.14 In other words, district and lower level 
planning is linked with democratic decentralisation 
and belief in planning in the States. Neither ot 
these conditions i~ reasonably met at present. No 
wonder then that planning below the State level 
has not yet made a tangible beginning. 

(8) The Planning Organisation 

11.45 The Planning Organisation consists of a 
multi-level_ structure. At the apex of this structure 
is National Development Council. At the Centre, 
there is the Planning Commission. It serves as the 
secretariat of the NDC and has the key role in the 
entire planning structure. At the State level there 
are the State Planning Departments and the State 
Planning Boards/Commissions. At the bottom of 
the structure, at the district and the lower levels, 
there are Planning Boards, Committees and the 
like. 



The National Development Council 

. 11.46 The National Development Council (NDC) 
IS a non-~tatuto~y. body set up by the Centre by 
~n executive d.eciSion: . Its most important members 
mclude the Pnme Mm1ster (who is the Chairman) 
the D.eputy Cha!n~an and the Mem]?ers of th~ 
Plannmg Commi~SJon,. t~e Union Cabinet Ministers 
a~d .the State Ch1ef Mm1sters .. The Planning Com
mission serves as the Secretanat and prepares its 
agenda papers. 

11.47 ~he ND~ has more of a symbolic than 
a substanhve role m the planning process. It meets 
very frequently, not even once in some years. The 
agenda papers usually reach the State Capitals 
only a few days before the meeting when there is 
hardly time enough to glance through much less 
properly examine these papers. Most' of the two 
days, usuall.Y one and a half day, session is taken 

• up by the. maug~r~l speeches and closing remarks 
o~ the Pnme Mm1ster. a~d the Deputy Chairman 
ot the Plannmg CommJsswn and the written and 
printed speeches of the State Chief Ministers what
ever .the it~~s o~ the Agen.das, a good portion of 
a Chief Mmister s speech IS generally concerned 
with articulating the State's grievances and demands 
and has a familiaring. There is usually no discus
sion worth the name. Though the NDC is suppo
sed to be the final authority for approval of the 
Plans, particularly the Five-Year Plans, in practice 
it has no choice but to approve the Document 
prepared by the Planning Commission. A plan is 
by its very nature a highly structured development 
programme. A major change in any part of it 
might disturb the entire structure. The NDC is 
usually convened for approval of the Plan when 
its entire structure has been given a final shape. 
At this stage, it is not possible for the N.D.C. to 
suggest basic changes in the Plan. Furthermore, 
the Plan document is put up to the N.D.C. only 
after the Union Cabinet has approved of it. The 
whole weight of the Central Government is there
fore, thrown in its support. Even among the Chief 
Ministers so far the majority has always been from 
the ruling party at the Centre. The latter support 
the document even if they make a few critical com
ments on it. In the event approval by the N.D.C. 
is a pure formality and is a. foregone conclusion. 
This approval is of great political importance for 
the Centre. It creates the general impression of a 
national consensus in support of a Plan which is 
essentially a handiwork of the Planning Commission 
and Centre in g_eneral. 

11.48 The N.D.C. is in a better position to 
intervene in Plan preparation when the document 
spelling out the Approach to the Five-Year Pla_n 
under preparation is put up for its approv.al. This 
document gives the proposed broad directions and 
major dimensions of development .and the related 
policy framework, and not the fimshe~ full st~uc
ture of the Plan. Changes are certainly possible 
at thijl stage but the composition and procedure 
of the N.D.C. rules out any signifi~ant ones even 
on this occasion. The NDC meetmg convened 
for the purpose proceeds much the same way as 
when called for approval of th~ fully _worked out 
plan. This time too the Chief M1msters read 
printed speeches mostly unrelated to the Approach 
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document. Once again the support of the Central 
Government and the Chief Ministers belonging to 
the ruhng party the Centre ensures the approval 
of t~e document. Even 1f several Chief Ministers 
particularly these belonging to opposition partie~ 
at the Centre, have strong reservations on several 
aspects of th~ Approach to the Plan, the NDC 
meetmg, ~y 1ts apl?r~val of the Document, puts 
t.he Plannm& Com~~nssJon and the Centre in a posi
h.on to claim national consensus in its t'avour. 
Smce the press is. excluded from the NDC, it just 
puts out the ver.swn of th.e .proceedings given to 
It by the Plannmg Commission. In this version 
any criticisl!l of the document at the meetin~ seldom 
finds adequate coverage. " 

11.49 The NDC, though treated as the apex 
organisation of the Plannin~ structure, plays no 
effective role in the Planning process. Its principal 
role is to enable the Planning Commission and the 
Centre to claim national acceptance and support 
for their dominance of the country's development 
activities including those that, under the consti
tution, are within the jurisdiction of the State. 
Dominance of the Planning process has been a 
major instrument in the hands of the Centre to 
make heavy in-roads into the State autonomy. 

The Planning Commission 

11.50 The Planning Commission is a non-statu
tory body created by the Central Government by an 
executive decision. It exists as an institution solely 
at the pleasure of the Union Government which 

. determines its composition, functions and the staffing 
pattern. The States have no say whatsoever in 
the matter. The membership of the Planning 
Commission includes the Prime Minister (who is 
the Chairman of the Commission), full-time 
Deputy Chairman and other Members, and several 
Union Ministers (who invariably include the 
Finance Minister) as part-time members. The 
Union Planning Minister, if he is of Cabinet rank. 
is appointed the Deputy Chairman. If he is a 
State Minister, he has hardly any role other than 
replying to Parliament questions. The normal 
tenure of the full-time Members is 5-years but it 
can be terminated at any time at the pleasure of 
the Union Cabinet. This is in keeping with the 
essentially political status of Members. J"he Dc~uty 
Chairman has the status of a Umon Cabmet 
Minister while the other full-time members have 
the status of a Union Minister of State. The 
Deputy Chairm.an. is the Ex~cutiv~ .head of . the 
Planmng CommisSion. The Pnme ~mister pr~s1~es 
over the meetings of the Plannm~ CommiSSion 
only on a few occasions (usually not more than 2 
or 3 in a. year) when a "fu~l': meeting of the 
Commission is held and the Mm1ster Members are 
also present. Other meetings are presided over by 
the Deputy Chairman. There is no fixed number 
of full-time or part-time Members. Nor are any 
qualifications laid for full-tim.e Mem~ers. In t~e 
past, the full-time members.hlp ~as mclud.~. dis
tinguished experts, not so distmgUJshed pohtJcJans, 
and former bureaucrats and technocrats. The 
senior staff of the Commission is drawn from the 
All-India and Central Services (the Indian Admini
strative Service, the Indian Economic Service, the 



Indian Statistical Service etc.) or consists of non
cadre professional and technical personnel. Occa
sionally an influential free lancer is also l?rovided 
a cosy berth. The Administrators appomted to 
senior planning posts usually look upon the Plan
ning Commission as a waiting parlour for worth
while assignments elsewhere. The turn-over among 
them is fairly high. This further affects the plan
ning efficiency. Jhere is as high an incidence of 
well-paid idleness and uncoordinated wasted effort 
at all levels in the P!anninfl; Commission as in 
other Government Departments. 

11.51 The Union Ministries have become in
creasingly autonomous of the Planning Com
mission. The role of the Planning Commission 
vis-a-vis the Union Ministries has -been reduced 
over time to recording rather than making develop
ment decisions and palming off these as the Central 
Sector Plan presumably to the sheer delight at 
the latter. A Union Ministry usually comes to the 
Planning Commission for consultation and approval 
only when it needs the latter's support against the 
Finance or some other Ministry or seeks to ensure 
approval of its proposal by the Cabinet. Other
wise it resents any interference by the Planning 
Commission. With, respect to the preparation of 
State Plans the Planning Commission remains an 
effective control and supervisory agency of the 
Central Government. It is this role which creates 
a lot of work for the Planning Commission staff 
and makes this institution indispensable for the 
Central Government. 

11.52 Much of the technical work of the Plan
ning Commission is held back from the public . 
gaze under the very convenient label of 
"confidential" or "secret'. 'This label, as the veil 
in real life, is very often intended to hide ugliness 
and shoddiness and not beauty and excellence. 
This results in the improvements in planning con
cepts and techniques becoming all the slower. 
After all, it took the Planning Commission 20 vears 
to change over from net to gross capital forma
tion in its investment planning. 

The State Planning Boards : 

11.53 At the State level whatever planning is 
being undertaken is by the Planning and other 
Departments. The State Planning Boards exist in 
name rather than as an effective operational agency. 
Their "neither among the living nor among the 
dead" existence is often attributed by the State 
Bureaucracies to the fact that the Planning Com
mission completely dominates the Planning process 
in the States and leaves little initiative to the Plan
ning Boards. This, indeed, is one factor for the 
State Planning Boards being more of a fiction than 
a living reality. But surely this is far from being 
the whole truth. Whatever planning initiative still 
remains with the States is equally unavailable to 
the Planning Boards. There are also other weighty 
factors responsible for the Boards' present state of 
insignificance and inactivity with. respect to the 
Planning process at the State level. These are 
mentioned below. 

(1) The Finance Department monopolises all 
financial planning at the State level. It keeps even 
the Planning Department completely out of the 
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picture. All discussions with the Planning Com
mission about the State's resources for the Plan 
are the responsibility of the Finance Department. 
The State's estimates of resources for these discus
sions are prepared exclusively by the Finance· 
Department with no participation by, or associa
tion of, even the Planning Department. At the 
discussions, the Planning Board is represented 
generally by a middly level officer with more or 
less an observer status. He is in no position to 
contribute to the discussion. The Planning Board 
has no knowledge, of what is being discussed and 
what has been the outcome till, and if, the minutes 
of these discussions are shown to them. Any dis
cussions with the financial institutions are· also the 
exclusive responsibility of the Finance Department. 
Nor is the Planninfl; Board, or even the Planning 
Department, kept informed of any other develop
ments with regard to the financial aspect of the 
State Plans. It is not surprising then that, for 
instance in Punjab, the State's Annual Plan just 
makes no reference to the financial resources for 
the Plan. This information is available only in 
a very skeleton form in a Budget Document. A 
very important aspect of State Planning is thus 
altogether excluded from the purview of the Plan
ning Board, or even of the Planning Department. 

(2) The Planning Board is more a Committee 
of Ministers and Secretaries than a specialised plan
ning agency. The Chief Minister is rightly the 
Chairman of the Board, but it also usually includes 
some of the following : the Finance Minister, the 
Planning Minister, some other Ministers, the Chief 
Secretary, the Development Commissioner, the 
Finance Secretary, the Planning Secretary and even 
some other Secretaries. Thus, unlike the Planning 
Commission, the Board membership includes seve
ral serving administrators. Some-times a defeated, 
ousted or potentially inconvenient politician is also 
accommodated as Deputy /Vice-Chairman of the 
Board. There are generally also a few non-official 
part-time-members. There is no accepted tradition 
of having any full-time members with a professional 
background. In Punjab, the Akali Government 
has for the first time provided for a full-time 
Vice-Chairman and three full-time members of 
the Board. It is too early yet to assess the results 
of this innovation. The involvement of the part- · 
time members in the Planning process is minimum 
more or less limited to attending the few meetings 
of the Board held in a year and of course receiving 
the sitting fee for this. 

(3) The Departments, for obvious reasons, like 
to communicate with the Planning Department and 
not with the Planning Board. The so called bilate
ral discussions with the Department on their Plan 
proposals are taken by the Planning Department 
and not by the Board even when it has full-time 
members. It is the Planning Department which is 
invited to inter-Departmental meetings even on 
important development matters and no any 
representative of the Planning Board. It is not 
unusual for the Planning Secretary to attend several 
such meetings every day on a variety of develop
ment issues without any reference to the Members 
of the Board. The role or the Board staff is limi
ted to preparing briefs for the Planning Secretary 
for these meetings; if and when required to do so 
(which is not often). 



. (4) The Planning Commission communicates 
w1th the Plannmg Department and not with the 
Plannmg Board .. It gives financial assistance to the 
States lor estabh.shmg and strengthening the Plan
nm& Board~ but Itself prefers not to deal with them. 
It IS !h.~ P.annmg Department which is invited for 
Workmg Gro~p discussions for the States' Plan 
proposal~ .. It IS t.he Department which organises 
and participates m these discussions without any 
refer7nce to the Board. The Planning Board 
remams all this while isolated from the Planning 
process. 

(5) The Administrators who know the real (as 
distinguished from the formal) status of non
official .members of the Board, whether part-time 
or full-time, just cold shoulder them and resent 
any comments by them as unnecessary inter
ference with their work and attach little weight to 
these. 

(6) During Plan preparation, the Board is 
usually brought into the picture when the work on 
the State Plan has been completed. As a bit of 
a force, the Board is asked to approve a Plan 
which has been printed already and is ready for 
issue, and no changes are possible to take care of 
any views expressed by the Members at the meeting. 
In the event, approval by the Board is a pure ritual. 

(7) An oft adopted st1atagem to exclude the 
Board from any substantive role in plannin~ is 
to entrust it with the task of working out a long
term development perspective for the State. Not 
many non-official members of the Board are taken 
in by this very transparent move. 

( 8) Generally the Ministers do not take kindly 
to the Planning Board. The Planning culture has 
not yet percolated adequately to the Stat~ level. 
Towards building up their own image, the Muuster' 
tend to hold out all sorts of promises to the public, 
sometimes even over-stepping the bound of Plan 
policies and provisions. It is natural for them to 
look upon all planning agencies as an unnecess~ry 
encumbrance. They cannot touch the Plannmg 
Department as it i~ now a .part of the normal 
administrative establishment. The Plannmg Board 
is not so invulnerable. It has to bear the brunt 
of the Ministers' ire. 

11 54 Since 1972-7 3 there has been a Centrally 
Spon~ored Scheme fdr stren~thening the S)ate 
Planning machinery. Under this scheme, two-thirds 
of the expenditu~e incur~ed by the States ~or 
strengthening theu Plannmg Boards and Plannu~g 
Departments is reimbursed by the Centr~ w1thm 
the approved ceiling. At the end. of a Ftve-Year 
Plan the expenditure on the mamtenance of the 
additional staff appointed under the Scheme 
becomes a committed liability of the State. Sup
posedly encouraged by this scheme, the State 
Planning Boan;ls/Commissions have been set up as 
the "apex planning bodies" (sic) in all the. States 

S'kk' Thei·r true status and effechveness except 1 1m. f th · 
has been brought out above. One reason . or IS 
is that the Centre's guidelines on the ~ubJelc~ are 
. d ate I·nappropriate and betray bhssfu I¥no
ma equ • 1 · t the State 
ranee of the constraints on p a~;~~g a 11 advised 
and lower levels. The Centre wt e w.e h' 
to leave the strengthening of the Pla~~mg t:~~e~~ 
ncry to the States themselves accor mg 
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needs and unders<anding. After all its contributior 
over the five years of the Sixth Plan has been on!) 
Rs. 2.68 crores tor all the 22 States• and aftc1 
the en~ of the Plan period, the entire committed 
expend.Iture arising from this assistance has to b< 
~orne In any case by the State Government. Thi~ 
IS not a task beyond the State's means if the) 
attach any importance to it. 

11.55. The fact that the State Planning Boards 
are not m most cases a specialised planning agency 
and are largely ineffective has bad several un
desirable consequences for the State level planning. 
These an;! mentioned below : 

(i) Th~ State Plan tends to be a mere aggre
gahon of public sector projects and pro
grammes and not an organic development 
concept covering the entire State economy, 
a part of it by mandatory planning and 
the rest of it by judicious indicative planning. 

( ii) The financial planning remains but an ad
junct of normal Budget making process. It 
excludes any financial thinking or arrange
ments with respect to that part of the State 
economy which ought to be covered by indi-
cative planning. 

(iii) 

(iv) 

(v) 

(vi) 

(vii) 

The inter-Departmental and inter-project 
allocation of funds often tends to be rela-
ted more to the relative seniortiy and status 
of the Department Secretaries, the political 
weight of the Ministers and the state of rela
tions of various Departments with the 
Planning Department rather than to the 
intrinsic merit of projects and programmes 
put forth by the different Departments in 
relation to the States' development priorities. 

When requests are made by Departments 
for reappropriation of funds or for a addi-
tional funds for their projects and pro
grammes, the Finance Department does not 
always insist on prior clearance of the 
Departmental proposal by the Planning 
agencies. The final inter-Departmental and 
inter-project allocation of these funds may 
thus turn out to be substantially different 
from that originally agreed to, and the 
Planning agency may get to know of these 
changes only ex-post. 

The Plan concentrates on projects and 
programmes that is, the physical aspect of 
public sector development. Little attention 
is paid by the Planning process tow~r~s 
evolving an adequate, appropnate, reallshc 
and internally consistent development policy 
framework. Policy decisions are taken by 
the State Government throughout the Plan 
period more or less on ad-hoc basis. 

The conceptual framework and methodo· 
logy of planning at the State level shows 
little innoyation and improvement over the 
successive plan periods. 

The data base for proper State level plan
nin~ monitoring and evaluation remains 
weak because -the planning agencies make 
no demand for more comprehensive and 

Seventh five Year Plan 1985-90, Vol. II, Para 20.15, p. 405. 



upwdate data. . Both the Planning and ~e 
stat.st•c:il orgamsauons generally move m 
th~ tra..!itional rut from year to year and 
trom plan to plan. 

The t.:chnical and professional personnel 
wotkino in various State Departments, pub
lic and' private enterprises, and the acade
mic institutions are denied any opportu
nities ro contribute to improvements in the 
Pbnnin" and implementation process. In 
cunsequ~nces, Planning at. the Sta_te level 
remains a largely bureaucrauc exerc1se. 

t9) Monitoring and E,·aJuation 

11.56 )l[ouitoring is essentially an aspect of im
pkmenb,ion. Every implelilentatiun agency must 
ha\·e an adequate monitoring organisation and. pro
cedures. The fi\Jw of informatiOns must be trmely 
and in a form as to enable speedy corrective action 
f,1r any lapses in implementation. The fact that ~e 
corrective action is seldom prompt and effecuve 
with the re>ult that ft:w public ~ector programmes 
are impk.uented in time, within the original cost 
estimates and with the expected results suggests 
that the C~ntr:1l and State implementation agen
cies do not generally have efficient and effective 
monitoring arrangements. The fact that the pu_blic 
sector projects and progralll?les are oft~n sancti<?n
ed inadequate funds for umnterrupted rmplement~
tion, or face supply bottlenecks with r7spect to theu 
requir.oaJents ot men and materials, IS attnbut~ble 
to, inter alia, the very many procedll:fal constram_ts 
under which the public sector agencies operate, Ill 

any case rules out prompt reme~ial action.. ~his 
greatly reduc.os the value of effic1en~ momtonng. 
There is an imperative need to avOid dispersal of 
resources over too many projects and programmes 
ar.d to streamline procedures if effective monitoring 
is to make its due contribution to implementation 
efficiency. 

11.57 Monitoring is of importance for planning 
agencies for two reasons. Timely information on 
development of any imbalances in the economy on 
account of delayed implementation of some Plan 
projects and programmes facilities co_rrective or 
countervailing measures to ensure urunterrupted 
growth and operation of the economy. Secondly, 
these agencies would need to have the latest anti
cipation of the base year position in different sec
tors to·.vards preparation of the next plan. They 
usually receive the information on progress of the 
plan projects and programmes form the implemen
tation a"cncies but sometim~s see things for them
selves w'ith the cooperation of these agencies. 

11.58 Ex-ante evaluation, commonly termed 
appraisal of projects and programmes for inclusion 
in the plan is an asp~ct of the planning process, 
since peculiar ap_praisal problems arise in each sec
tor, this function should be undertaken by the Divi
sion dealing with the particular sector. It is im
poc5ible for any so called project Appraisal Divi
sr.:>n to do this work for the totality of projects. 
The varicus subject Divisions may be provided 
with training in basic appraisal criteria and tech
niques by the Economic Division. 
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11.59 The utility of ex-ante evaluation depends 
on how far projects and progran1mcs are approved 
on objective criteria. If political and other extra
economic considerations or some rules of the thumb 
play the dominant part in the selec!ion, the utility 
of objective appraisal is correspon~mgly r~duced. 
This is one major reason why proJect appraisal re
mains at a fairly under-developed state in the Plan
nino agencies. Another major reasons for this is 
that the pure Administrators who often head several 
sectoral Divisions are not conversant with scientific 
apprabal criteria and techniques. 

11.60 Ex-post evaluation is important for draw
ing proper lessons for the future. The subject Divi
sion usually have no inclinati·on for this. There is 
a specialised evaluation organisation (the Pro
gramme Evaluation Organisation or PEO) at the 
Centre. There are also evaluation organisations in 
the State (usually a part of the Planning Depart
ment or the Statistical Organisation). Their effec
tiveness is very limited. Firstly, the organisations 
generally evaluate only programmes in the agricul
tural, rural development and social services sectors 
but no industrial and other non-agricultural pro
jects. Secondly, these organisations arc usually/ 
wary of trading on the toes of the implementation 
Departments. Their evaluation reports are mostly 
prosaic, vague and a superficial affairs, Jacking in 
any depth or incisiveness. The reports are normal
ly available after a long delay and by then might 
have lost whatever utility the} -ould have posses
sed. There is inadequate co-ordination and co
operation between the State evaluation organisa
tions and the P.E.O. staff operating in the State. 

11.61 There is some chance of securing more 
adequate, uninhibited and timely evaluation reports 
on selected Plan projects and programm~s if this 
task is framed out to one of the reputable research 
institutions that have come up. Effective evalua
tion by an organisation which is an adjunct of the 
Planning organisation does not seem to be feasible. 
This is particularly so when efficient implementa
tion has been hampered by faulty planning of the 
particular project or programme. Proper evalua
tion must bring out whether it is the un-implemen
tability or poor implementation that has been the 
main factor for obliging the country to go without 
the results which it could legitimately except from 
the expenditure incurred. 

(I 0) Reorganisation of the Planning Process 

11.62 The planning process needs to be reorga
nised to ensure that the States have due autonomy 
within their jurisdiction to determine their deve
lopment activities and policy and that they have 
the opportunity to contribute to determination of 
national priorities and basic directions of develop
ment on an equal footing with the Centre. An 
essential pre-condition for this is that the States' 
present serious financial dependence on the Centre 
is brought to an end and they arc put in a position 
to raise sufficient resources of their own to finance 
their development activities. The Central Assis
tance for State Plans may then have only marginal 
significance except for some financially very weak 
States. The suggestion' made in chapter 10 were 



aimed _at fulfilling this pre-condition. The imple
mentation of these suggestions will make th . . f h . e re-
orgamsatlon o t e planmng process towards a 
grea.ter balance. ~etween the Centre and States a 
feasible prop03Ihon. This section makes sugges
tions for such a reorganisation. 

Reorganisation of the National Development 
Council 

11.63 The reorganisation of the National Deve
lopm~nt <;ouncil (NDC) may aim at making it an 
eti:ctiVe, mstead of a mere symbolic, apex organi
sauo~ of the planning process. It may be entrust
ed with the following functions ; 

(il To approve the guidelines for preparation 
of the Ten Y car Development Perspective 
the Five Year Plan and the Annual Plan. ' 

(ii) To approve the Approach to the Five Year 
Plan. 

(iii) To approve the Draft/Final Doclflnents of 
th_e Ten Year Development Perspective, the 
Five Year Plan and the Annual Plan. 

(iv) To approve the quantum and distribution of 
Central Assistance for State Plans. 

11.6~ A new organisation, which may be called 
the National Development Organisation (NDO) may 
be set up_ to s:rvice the NDC The NDO may be 
staffed ~1th . high level J?lannmg and development 
experts m d1~e~ent . subjects with supporting re
sear~h. and mnustenal staff. It may be under the 
admimstrahve control of a committee appointed 
by the NDC. The cost of maintaining the NDC 
may be apportioned among the Centre and the 
States in an agreed manner. The NDO may be 
made responsible for preparing the overall docu
ments with respect to the national economy of the 
Ten Year Development Perspective, the Five Year 
Plan and the Annual Plan for approval by the 
NDC. In doing this, it will take into account the 
Plan prepared by the Planning Commission for 
the Central sector and by the State Planning Boards 
tor their respective State sectors as well as any 
other material relevant to the subject in hand pre
pared and forwarded by these organisations. Any 
departures from the approved guidelines noticed by 
the NDO in the Sectoral Plans will be referred back 
to these organisations with its comments. While 
the Planning Organisation concerned will give due 
consideration to these comments, its action on these 
will be entirely its own. The NDC may set up a 
Standing Committee to thrash out, to the extent 
possible, an agreed view on all over-all Plan docu
ments before the NDC meets to consider and ap
prove these. The Standing Committee or the NDO 
may report any remaining disagreements about the 
Document to the NDC so that the full weight of 
the assembled political leadership of the country 
is brought to bear on resolution of these differences. 

11.65 The composition and functioning of the 
NDC may be reorganised to suit its new, greatly 
enhanced, role in the Planning process. The mem
bership of the Council may consist of the Prime 
Minister (Chairman) and Finance Minister, not 
more than 8 other Union Cabinet Ministers in 
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charge of economic ministries and all the Chief 
Mm1sters. The Chairman of the NDO may be the 
Member-Secretary of the NDC. If new States are 
created, for every 2 new States the NDC may in
clude one additional Union Mi~ister. 

11.66 The NDC may meet more often, general
ly once every quarter. The meeting may normally 
cover two full days. Special meetings may be held 
as and when _the n~ed arises. The Chairman may 
regulate the discussion so as to focus it on the issuei 
under disc~ssion. The Council may preferably 
seek to arnve at a genuine consensus on the mat
ters on th~ agenda. Whenever this is not possible 
the. C_ouncil may take a decision by a two-third~> 
maJonty. 

Reorganisation of the Planning Commission 

_I ~.67 The res~onsibility of the Planning Com
nnssion may be limited to the Central Sector of 
the economy. For efficient discharge of its new 

. role as an essentially specialised planning agency 
for the Central sector, the Planning Commission 
may need to be re-organised on the following lines : 

1. Apart from the Prime Minister (the Chair
man of the Commission) and the Finance 
Minister, there must be no other ex-officio 
member of. the Commission. The present 
position with regard to the role and statu~> 
of the Planning Minister may remain 
unchanged. 

2. ~he Commission may have fixed five full
time Members. Their respective portfolio~> 
may be (i) economic and financial aspectli 
of planning; (ii) agriculture and rural deve
lopment (iii) industry; (iv) infrastructural 
sectors; and social services. 

Som~ adjustment in portfolios may be in order de
pendmg on the respective specialisation of the 
Members.. The Deputy Chairman, in his capacity 
as execu~1ve head of the Commission, may have 
an esse~u~lly ~oordi~ating role. The members may 
be specmhsts m theu respective areas but not nar
r_ow specialists. They_ ~ay have an adequate pub
he stature, a broad vision and a finn commitment 
to the accepted development objectives. They may 
not normally be disturbed before the expiry of their 
five-year term. The senior positions in the tech
nical Divisions may be normally manned by specia
lists, both cadre and non-cad.re persons. The Com
mission will no longer perform a coordinating role 
with regard to State Sector Plans. There may no 
longer be any Resources or Working Group dis
cussions with the States. The Planning Commis
sion Divisions will now have more time for impro
ve_n~;e?ts in their technical work. Each subject 
DtvlSlon may undertake all aspects of the Planning 
work relating to that sector including project and 
programme appraisal, monitoring, ex-post evalua
tion and policy formulation. There may be need 
to be no special Divisions on these aspects cover
ing the whole economy. 

State Planning Boards : 
11.68 All aspects of planning with respect to 

the State sector may be the responsibility of the 
State Planning Boards. Towards upgrading the 



Boards to a worthy agency for State level plan
ning, these may be broadly patterned after the 
Planning Commission Specially (i) The Boards 
may comprise the Chief Minister (as Chairman), 
Planning Boards full-time Deputy Chairman and 
three full-time Members. These members (includ
ing the Deputy Chairman) may each deal with 
one of the following subjects depending on their 
specialisation, experience and interest; (I) econo
mic and financial aspects of the State Plan; (2) 
agriculture and rural development; (3) industry, 
power and transport; and ( 4) social services. The 
Finance Minister and the Planning Minister may 
be ex-officio Members of the Board. No serving 
official of the State Government may be a Mem
bers of the Board. The Planning Secretary may 
be the Secretary (but not Member-Secretary) of 
the Board. The full-time Members may be spe
cialists in their respective areas but with a broad 
vision and a firm commitment to the development 
objectives. They may normally have a five year 
term which may not be cut short except under 
exceptional circumstances. The Deputy Chairman 
may have the status of a Cabinet Minister and the 
other full-time members that of Minister of State. 

( ii) The technical staff of the Planning Board 
may be organised into four wings corresponding 
to the subjects assigned to the four full-time Mem
bers. Each wing may comprise several indepen
dent Divisions/sections. There may be an inde-
pendent Plan Coordination Division. _ 

(iii) The Planning Boards may be adequately 
involved in the financial aspects of planning at 
the State level. 

(iv) At the meetings of the State Cabinet on 
development matters the Deputy Chairman of the 
member concerned may be present as a special 
invitee. At inter-Departmental meetings on deve
lopment matters, the Planning Board may be re
presented at the appropriate level. 

(v) The Planning Board may communicate 
with the National Development Organisation, the 
Planning Commissio11 and the other State Plan
ning Boards. 

11.69 The scope of the State Plan may be en
larged to cover the entire State economy com
prising a mandatory and an indicative part. 

11.70 The State Planning Board may deter
mine the size of the State Plans. Its estimate of 
own resources may be taken as final. The entitle
ment to C:Cntral Assistance for the State Plan may 
be deternnned by the NDO by applying the crite
ria approved by the NDC. The sum of the two 
will give the size of the State Plan. Any over
statement by the State of its own resources will 
be penalised by underfulfilment of the State Plan 
as it is no longer open to it to resort to deficit 
financing to make up the deficiency in resources. 

11.71 The State Planning Board will itself 
dl!dde on the allocation of State Plan outlay for 
different sectors, subsectors and individual projects 
and programmes. The Board will, however, pay 
due regard to any departures from the Guidelines 
app_roved by the NDC which may be pointed out 
to rt by the NDO, but the final decision in this 
matter will be with the Board. 
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11.72 The State Plan prepared by the Plan
ning Board must be put to the State Cabinet for 
approval. It will become an authentic document 
only on receipt of such approval. 

District Lel'el Planning Organisation 

11.73 District Plans may cover, to begin with 
the development activities of the Panchayati Raj 
institutions. In other words, planning at the Dis
trict level may cover the development activities 
pertaining to the subjects 'within the purview of 
the Zila Parishad. Likewise, planning at the Block 
or village level may cover the development acti
vities pertaining to the subjects within the purview 
of the Block Samiti and the Panchayat, respec
tively. 

11.74 The Panchayati Raj institutions at all 
levels may be enabled to have adequate own re
sources for their respective Plans. Financial de
centralisation is an essential counterpart of de
centralisation of Planning. There shall also need 
to be a substantial State Government assistance to 
the Zila Parishads for their District Plans. This 
assistance will be a legitimate non-Plan revenue 
expenditure of the State Government. Likewise 
there may be a substantial Zila Parishad assistance 
for the Block Plans, and Block assistance for 
Panchayat Plans. Such assistance will be a non
Plan expenditure of the Zila Parishad and the 
Block Samiti. 

11.7 5 The District Plan will be at this stage an 
aggregate of the Zila Parishad, Block Samiti and 
Panchayat Plans. At an appropriate stage, the 
scope of the District Plan may be expanded to in
clude the development • Plans of the Municipal 
Corporation and Committees in the District and 
the divisible schemes of the State Departments 
located in the District. At a still later stage, the 
~cope of the District Plan may be expanded still 
further to include the development activities of the 
private sector. Thus the District Plan may grow 
in scope, step by step, into a comprehensive pro
gramme covering the development activities in the 
District. There will have to be a corresponding 
adjustment of the Planning organisation at the 
District level. 

11.7 6 At the first stage, the District Planning 
Board may comprise the following : (i) Chairman 
Zila Parishad, who may be the Chairman of the 
Board; (ii) three full-time members, one of whom 
may be designated as the Vice-Chairman, of the 
status of the District Statistical Ollicer (the Vice
Chairman may be given a higher status); and (iii) 
the District Statistical Officer. The Block Plan
ning Committee may comprise : (i) the Chairman 
Block Samiti as the Chairman of the Committee; 
(ii) Block Development Officer; and (iii) One 
full-time member with specialisation in agriculture 
but with wider interests. The Panchayat Planning 
Committee may comprise the Chairman of the 
Panchayat and two part-time members elected by 
the Panchayat. 

11.77 The changes in the Planning organisation 
at different levels suggested above are meant ~o 
promote cooperative federalism and democrallc 



decentralisation with a view to anchoring national 
unity and integrity on the firm and unshakeable 
commitment of all the Indian peoples to it, and 
to create more favourable conditions for the rea
lisation of the country's development goals which 
have so far eluded it. Their appeal and success 
will naturally depend upon how genuine, firm and 
widespread is the acceptance of the democratic, 
as opposed to the authoritarian, approach to 
national unity, integrity and development. 

Summary 

· In order to facilitate quick reference to the 
various issues discussed in this draft Memorandum, 
the contents of the various Chapters have been 
very briefly mentioned below together with refer
ence to the relevant paragraph ( s). 

States as the Homelands of Distinct Peoples 
(Ch. 1). 

In the second half of the 19th Century, along
side expanding patriotic unity of the country's 
diverse peoples, there was, on account of several 
factors, a growing sense of distinct identity and an 
urge for territorial consolidation among people 
sharing the common language. 

(Paragraph 1.1 to 1.2). 

The sense of distinct identity however showed 
uneven progress among different linguistic groups 
because of diverse factors. 

(Para 1.3). 

The growth of the se~se of distinct iden~ty was 
accelerated in the post-mdependence penod by 
several new or more favourable factors. This has 
led to the emergence of a multi-national society in 
India. 

(Para 1.5). 

At the same time powerful social forces have 
emerged which are working for a ~ighly centr~
lised de facto unitary State under therr own domi
nation. They are increasingly tending to base 
themselves on the hegemonistic forces of Hindu
Hindi-Hind Chauvinism. 

(Para 1.6). 

Under the pressure of the linguistic and ethnic 
groups who are increasingly conscious of th~ir 
distinct identity, many States have been reorgaD!s
ed on a linguistic basis. In several cases, the grudg
ing, half-hearted and unprincipled . application of 
the linguistic criterion created sen'?us J;>roblem 
areas in the country, several of which still pose 
serious problems. 

(Para 1.7). 

With the linguistic reorganisation of States, 
these have become the homelands of various lin
guistic or ethnic groups. These groups are in fact 
growing into distinct nationalities. 

(Para 1.8). 

The emergence of India as a multi-national 
society does not by itself pose any threat to the 
country's unity and integrity. 
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A multi-national State is a very feasible propo
sition. There are several multi-national States in 
the World. A genuinely federal state structure 
provides an effective devi~e to base the unity and 
integrity of a multi-national State on the solid 
foundation of the peoples' will for it. 

(Para 1.9). 

The Constitution in Retrospect and Prospect. 
(Ch. 2). 

The concept of a federal state structure came 
to be discussed in the early years of this century 
in the context of reconciling the increasingly asser
tive Muslim minority to the goal of a united free 
India: 

(Para 2.1). 

(1) Evolution of the Federal Concept 

Muslim apprehensions about the concept of a 
united and highly centralised free India. 

(Para 2.2). 

The Lucknow Pact 1916 and the subsequent 
negotiations between the Congress and the Mus
lim League were based on the federal concept. 

(Para 2.3). 

The federal concept appeared an obvious ap
proach to bring the Princely States into association 
with the rest of India. The federal concept was 
endorsed at the Round Table Conference (1930-
32) and adopted by the Government of India Act, 
1935. 

(Para 2.4). 

The Federation envisaged in the Act of 1935 
could not be implemented due to Second World 
War (1939-45). 

(Para 2.5). 

The Cabinet Mission Plan on the basis of which 
the Constituent Assembly was set up in 1946, ac
cepted the federal concept with residuary powers 
to the constituent units. 

(Para 2.6). 

Mr. Nehru Introduced the objective Resolution 
in the Constituent Assembly in December, 1945 
envisaging a union of India with residuary powers 
to the autonomous constituent units. 

(Para 2.7). 

A Basic change in situation after the acceptance 
of Partition. A swing in the Constituent Assem
bly in favour of a powerful union and a strong 
Centre. The Constitution as framed provided for 
a basic federal structure but with important uni
tary features. 

(Paras 2.8 to 2.10). 

The antagonistic developments in the period 
since Independence : on the one hand several 
States were reorganised on linguistic basis and be
came homelands of distinct peoples; on the other 
hand, the original unitary features are being ac
centuated bv a Centralisation drive by the Centre. 
Hence the . Centre-State problems. 

(Para 2.11 ). 



( 2) Character of the Constitution 
Is the Constitution at all federal? 

(Para 2.12). 
Essential Characteristics of a federal Constitu-

tion. 
(Para 2.13). 

It is a Federation with a strong Centre. It hai 
a basic federal structure but with several unitary 
features including : 

(i) Parliament's power to alter the name, ter
ritory and boundary of States; 

(ii) legislative and administrative constraints 
on the States' autonomy; and 

(iii) an inherent Centre-State financial im
balance. 

(Paras 2.14 to 2.19). 

Comments of Dr. Ambedkar and some Honou
rable Judges of the Supreme Court on the charac
ter of the Constitution. 

(Para 2.20). 

Conclusion : It is essentially a federal Consti- · 
tution but has several features more appropriate 
to a unitary Constitution. 

(Paras 2.21 to 2.22). 

At present the main threat to India:s ~ty ~d 
integrity is that the re~entl~s~ Centralisa~on drive 
may alienate many natwnaliues and ethnic group~> 
and sap their will for a United India. To set at 
rest all doubts about the character of the Consti
tution, the expression 'FEDERAL' may ,be .added 
after, the expression "DEMOCRATIC m the 
Preamble. 

(Para 2.23). 
(3) Case for Greater State Autonomy 

This case is based not on any "traditional" 
notion of federalism but on the fact that only a 
genuinely federal state structur; ca~ provid~ aa 
enduring basis for the country s uruty and mte
grity in a society which has increasingly acquired 
a multi-national profile. 

(Para 2.24). 

The linguistic reorganisation of States has been 
an act of great foresight. This process must be 
taken to a principled and logical conclusion. 

(Paras 2.25 to 2.26). 

The only realistic way to contain a multi
national society within a sirl.gle state is to have a 
~enuinely federal form of Government. Other 
consideration also call for this approach. 

(Paras 2.27 to 2.28). 

The claim that the Centre's domination of the 
Indian polity gives it a more progressive, patriotic 
and enlightened orientation is not supported by 
facts. 

(Para 2.29). 
Towards ensuring greater autonomy to Statell 

comprehensive proposals have been made in the 
Memorandum. Several of these proposals shall 
require Constitutional amendments. 

(Paras 2.30 to 2.31). 
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( 4) Safeguards for the Country's Unity and Inte
grity. 
No two opinions about safeguarding the coun

try's unity and integrity. The Constitution con
tains many provisions for the purpose. Some of 
these are not necessary or appropriate. 

(Paras 2.32 to 2.33). 

Need for economic and political measures to 
reinforce the Constitutional provisions for safe
guarding the country's unity and integrity. 

(Paras 2.34 to 2.35). 
The federal concept is being viewed in a differ

ent role than what the British envisaged for it. 
Federalism is now being viewed as a conceptual 
frame to accommodate the legitimate claims of 
new forms of diversity that have emerged and thus 
to consolidate the unity and integrity of the coun
try by basing it on the solid foundation of the 
united peoples' will for it. 

(Paras 2.36 to 2.38). 

Legislative Lists 
(Ch. 3). 

Changes in the Legislative Lists have been sug
gested with the following motivation : 

(i) To restore to the States the subjects that 
have been unreasonably shifted out of List 
II (State List) to other Lists; 

(ii) To minimise the scope for expanding the 
Centre's jurisdiction at the expense of the 
States by declaring a matter to be of na
tional importance, or on grounds of public 
interest; and 

(iii) To transfer such matters to the States as 
may best be handled by the States. 

Changes in List I, II and III are suggested in 
Annexures I, II and III to Chapter 3. The ra· 
tionale of each change is given in the write-up 
on the particular List. 

(I) Changes in List l 

Changes in List I have been suggested for the 
purpose mentioned below against the concerned 
Entry. A reference to the relevant write-up which 
gives the rationale for the change is also given : 

(i) To provide that the Centre's armed, para
military and police forces shall be deployed 
in a State only at request of, or with the 
concurrence of, this State. 

(Entry 2-A, Para 3.2). 

(ii) To limit Centre's control on shipping and 
navigation in States' internal waterways to 
only inter-State rivers. 

(Entry 24, Para 3.3). 

(iii) To substitute "inland waterways" by "inter
State river" in Entry 30. 

(Para 3.4) · 

(iv) To shift telephones, broadcastin~ and tele
vision to List III (Concurrent L1st). 

(Entry 31, Para 3.5). 

(v) To shift lotteries organised by the States to 
List II (State List). 

(Entry 40, Para 3.6) · 



(vi) To shift banking to List ill. 
(Entry 45, Para 3.9). 

(vii) To shift futures markets to List II. 
(Entry 48, Para 3.10). 

(viii) To limit Centre's jurisdiction with respect 
to industries to those specified in the sug
gested Appendix A to List I. 

(Entry 52, Para 3.11). 

(ix) To shift wholesale marketing of petroleum 
products and LPG to List III and retail 
marketing of these to List II. 

(Entry 53, Para 3.12). 

(x) To limit Centre's jurisdiction with respect to 
minerals to those specified in the suggested 
Appendix B to List I. 

(Entry 53, Para 3.13). 

(xi) To limit Centre's jurisdiction with respect 
to labour and safety in mines and minerals 
specified in Appendix B of List I. 

(Entry 55, Para 3.14). 

(xii) "To prevent the Union Parliament to take 
over the regulation and development of 
inter-State Rivers and river-valleys ". 

(Entry 56, Para 3.15). 

(xiii) To shift certification or cinematographic 
films for exhibition to List II. 

(xiv) 

(Entry 60, Para 3.16). 

To limit the scope of Entry 62 to only 
such new institution as are financed by the 
Centre to the extent of at least 7 5 per cent. 

(Entry 62, Para 3.17). 

(xv) To prevent the Centre from setting up new 
Central Universities. 

(xvi) 

(Entry 63, Para 3.18). 

To shift to List II the Coordination and 
determination of standards in States' higher 
educational institutions. 

(Entry 66, Para 3.20). 

(xvii) To shift audit of State accounts to List n. 
(Entry 76, Para 3.21). 

(xviii) To shift excise duty on small industrial 
units to List II. 

(xix) 

(Entry 84, Para 3.22). 

To shift taxes on transactions in futures 
markets to List II. 

(Entry 90, Para 3.24). 

(xx) To shift residuary powers to List III. 
(Entry 97, Para 3.25). 

(2) Changes in List III 

The suggested changes in List III seek to : 

(i) shift appropriat subjects to List II; 

(ii) delete unnecessary provisions; and 

(iii) accommodate subjects shifted from List I. 
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Suggestions for shirting various matters to List II 
include the following : 

(i) Preventive detention connected with security 
of a State or the maintenance of public 
order. 

(Entry 3). 
(ii) Family law. 

(Entry 4). 
(iii) Vagrancy, nomadic and migratory tribes. 

(Entry 15). 
(iv) Lunacy and mental deficiency; places for 

reception and treatment of lunatics and 
mental deficients. -

(Entry 16). 
(v) Prevention of cruelty to animals. 

(Entry 17). 
(vi) Forests. 

(Entry 17-A). 
(vii) Protection of Wild animals and birds. 

(Entry 17-B). 
(viii) Adulteration of foodstuffs and other goods. 

(Entry 18). 
(ix) Drugs and poisons. 

(Entry 19). 

(x) Population Control and family planning. 
(Entry 20-A). 

(xi) Trade unions, industrial and labour dis
putes. 

(Entry 22). 

(xii) Social security and social insurance; employ
ment and unemployment. 

(Entry 23). 
( xiii) Welfare of labour. 

(Entry 24). 

(xiv) Education. 
(Entry 25). 

( xv) Charities and charitable institutions, chari
table and religious endowments and religi
ous institutions. 

(xvi) Vital statistics. 
(Entry 28). 

(Entry 30). 

( xvii) Minor ports. 
(Entry 31). 

( xviii) Shipping and navigation in internal water
ways other than inter-state rivers. 

(xix) 

(Entry 32). 

Trade in and productions, supply and distri
bution of specified products. 

(Entry 33). 

(xx) Weights and measures except establishment 
of standards. 

(xxi) 

(Entry 33-A). 

Mechanised propelled vehicles including 
principles or taxes on these vehicles. 

(Entry 35). 

lxxii)Factories and boilers. 
(Entry 36 & 37). 



(xxiii) Low voltage transmission, distribution and 
captive power plants. 

(Entry 39). 
(xxiv) Archaeological sites and services. 

(Entry 40). 
( xxv) Acquisition and requisitioning of property 

for State purposes. 
(Entry 42). 

(xxvi) Enquiries and statistics for purposes of 
matters specified in List li. 

(Entry 45). 

A suggestion has been made for deletion of 
Entry 54 relating to removal of prisoners, accused 
persons and detainees from one State to another. 

(Para 3.71). 

The proposed additions to List III cover the 
following matters : 

(i) Broadcasting and television. 
(Entry 25-A, Para 3.72). 

(ii) Displaced persons from other countries 
(besides Pakistan) and from other Indian 
States. 

(Entry 27, Para 3.73). 
(iii) Banlcin~:. 

(Entry 32-A, Para 3.74). 
( iv) Wholesale marketing of petroleum products 

and LPG. 
(Entry 32-B, Para 3.75). 

(v) Residuary powers. 
(Entry 48, Para 3. 76). 

( 3 ) Changes in List 1/. 

Changes in List II are those consequential to the 
changes in List I and III suggested above. The 
rationale of these changes is also given in the write
up relating to this List. 

Constraints on States' Legislative Autonomy. 

(Chapter 4) . 

The following constraints on the legislative 
autonomy of States within their spheres of legisla
tive competence have been discussed and remedies 
for these have been suggested :-

(i) Inability of the State Legislative Assembly 
by itself to create or abolish the Legisla
tive Council. 

(Paras 4.2 & 4.18). 

(ii) Governor's power to summon and prorogue 
the House(s) of State Legislature and to 
dissolve the Legislative Assembly. 

(Paras ~.3 & 4.19). 

(iii) Over-riding jurisdiction of the Union with 
regards to matters in the Concurrent List. 

(Paras 4.4 & 4.19-A, 4.20 & 4.21). 
(iv) Parliament's power to ' enlarge the legisla

tive competence of the Union at the expense 
of the States' competence by making pres
cribed declarations. 

(Paras 4.5 & 4.22) . 
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(v) Enlargement of Legislative competence of 
the Union by Constitutional Amendments 
y.rhich Parliament is competent to enact by 
ttself. 

(Paras 4.6 & 4.7; 4.23 & 4.36). 

(vi) Parliament.:S power to legislate with respect 
to matters in the State List. 

(Paras 4.8 to 4.11; 4.24 & 4.25). 

(vii) Governor's powers in relation to the Bills~ 
passed by the House(s) of State Legisla
ture. 

(Paras 4.12 to 4.14; 4.28 & 4.29). 

(viii) President's powers in relation to the State 
bills reserved for his assent. 

(Paras 4.15; 4.30 to 4.33). 

( ix) The requirement in some cases of previous 
sanction of President for introduction of a 
Bill in the State Legislature. 

(Paras 4.16; 4.34). 

( x) ~ower of Parliament to provide for addi
tional courts for better administration of 
laws made by Parliament. 

(Paras 4.16-A; 4.35). 
Role of the Governor 

(Ch. 5) . 

The primary role of the Governor ought to be 
to function as the Constitutional head of the 
State. 

As the Constitutional 
should play a completely 
this has often not been 

(Paras 5.1 to 5.3). 

head, the Governor 
non-partisan role but 
the case in practice. 

(Paras 5.4 & 5.5) . 

. The allegat!ons of partisan conduct usually per
tam to; appomtment of Chief Minister when no 
single party has a majority in the Legislative 
Assembly, verification of majority support, dismis
sal of Council of Ministers, dissolution of the 
Legislative Assembly, reservation of bills for 
President's assent, imposition of President's rule, 
conduct of State Administration under President's 
rule and appointment of Vice-Chancellors. Need 
for ensuring a non-partisan role by the Governor. 

(Paras 5.6 & 5.7). 

Suggestions towards securing a non-partisan 
role by the Governor : 

(i) appropriate provisions for appOintment and 
tenure of the Governor; 

(Paras 5.8 to 5.14). 

( ii) safeguards for State's autonomy and respon· 
sible Governments against misuse of discre
tionary powers by the Governor; 

(Paras 5.14 to 5.19). 

(ill) the procedure that may be laid down UI;lcf;er 
Article 164 for appointment of Chief Millts
ter; 

(Paras 5.20 to 5.21). 



(iv) no dismissal of Council of Ministers under 
Article 164 except when loss of majority 
support is actually established on the floor 
of the Legislative Assembly; 

(Paras 5.22 to 5.23) . 

(v) application of the principles of natural; jus
tice to the dismissal of O>uncil of Ministers 
under Article 356(1): 

(Paras 5.24 to 5.27). 

(vi) need to provide that the Governor's fort
nightly report to the President shall be 
made available to the Chief Minister; 

(Para 5.28). 

(vii) importance of, and measures for, non
partisan conduct of State Administration 
under President's rule; and 

(Para 5.29). 

(viii) the need to carry along the State Govern
ment in the matter of appointment of Vice
Chancellors. 

(Para 5.30). 

fbe Administrative Issues 
(Ch. 6). 

The major administrative issues in Centre-State 
·elations. 

(Para 6.1). 

Towards safeguarding States' autonomy within 
their specific sphere of responsibility, suggestions 
are made with respect to : 

(i) imposition of President's rule in a State; 
(Paras 6.2 to 6.22). 

(ii) the All-India Setvices; deployment of the 
Union's armed, para military and police 
forces in the States; and 

(Paras 6.23 to 6.27). 
(Paras 6.28 to 6.32). 

(iii) the activities of Central Government Agen
cies, namely :- · 

(Paras 6.33 to 6.35). 

the Food Corporation of India, 
(Paras 6.36 to 6.45). 

the Bureau of Industrial Costs and Prices, 
(Paras 6.46 to 6.47). 

the Monopolies and Restrictive Trade Prac
tices Commission, 

(Paras 6.48 to 6.49). 

the Director General of Technical Develop-
ment, 

(Para 6.50). 

the Employees Provident Fund Organisa
tion, 

(Paras 6.51 to 6.52). 

the Employees State Insurance Corpora
tion, 

(Para 6.53). 

the National Savings Organisation, 
(Paras 6.54 to 6.56). 
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the Central Water Commission and · the 
Central Electricity Authority. 

(Paras 6.57 to 6.58). 
the Bhakra Beas Management Board, and 

(Para 6.59). 
the University Grants Commission. 

(Paras 6.60 to 6.62). 

Towards adequate institutional arrangements for 
Inter-State Coordination, the suggestions for esta
blishment of the Inter-State Council and activation 
of the Zonal Councils. 

(Paras 6.63 to 6.67). 

Power of the Union to issue Directions to the 
States under Articles 256, 257, 339 and 350(A) 
is an avoidable irritant and needs to be omitted 
from the Constitution. 

(Paras 6.68 to 6.70). 

Financial Dependence of the State$ on the Centre 
(Ch. 7). 

States' heavy financial dependence on the Centre 
bll$ increasingly undermined their role and status 
under the Constitution. 

(Para 7.1). 

States now finance about 45 per cent of their 
total revenue and capital expenditure by resource 
transfers from the Centre. 

(Paras 7.2 to 7.4). 

The States' dependence on resource transfers 
from the Centre is about 40 per cent with .respect 
to their revenue expenditure. 

(Paras 7 .5 to 7.6). 

Devolution under the recommendations of the 
Finance Commission accounts for about 60 per 
cent of the total resources transfer. The balance 
is accounted for by discretionary transfers includ
ing Central Assistance. 

(Para 7.8). 

In the case of Punjab, Devolution finances only 
about 11.7 per cent of its revenue expenditure as 
against 24 per cent for all the States. 

(Paras 7.9 to 7.10). 

States depend on the Centre for financing around 
70 per cent of their capital expenditure. 

(Paras 7.11 to 7.12). 

All loans and advances from the Centre to the 
States are discretionary, including the loan por
tion of the Central Assistance for State Plan, 
States' dependence on the Centre for financing 
their capital outlay is near total. 

(Paras 7.13 to 7.15). 

Factors for Financial Dependence of States 
(Ch. 8). 

Factors for States financial dependence on the 
Centre include : 

(i) growth of States' non-development and 
development expenditure inherent in their 
responsibilities under the Constitution; 

(Paras 8.2 to 8.8). 



(ii) States' narrow tax base and constraints on 
additional taxation (but not so much the 
cClmmonly alleged relative inelasticity of 
their revenue from State Taxes); 

(Paras 8.9 to 8.29). 

(iii) low returns on State investments and 
enterprise; and 

(Paras 8.30 to 8.40). 

(iv) the Central Government's relentless drive to 
maximise its own capital receipts, inter alia, 
at the expense of the States. 

(Par~s 8.41 to 8.77). 

Insufficient appreciation, even by the States, of 
the gravity and significance of their very low capi
tal receipt in relation to the requirements inherent 
in the States' Constitutional responsibilities. 

(Para 8. 78). 

Impact of States' Financial Dependence on tbe 
Centre 

(Ch. 9). 

The impact of States' financial dependence on 
the Centre includes the following major conse
quences: 

(i) The diminishing share of States in total 
plan outlay and its undesirable consequences 
for the economy; 

(Paras ?.3 to 9.6). 

(ii) Centre's encroachment on the States' juris
diction in the form of growing Central 
outlay on State subjects and proliferation 
of Central and Centrally sponsored Plan 
Schemes; 

(Paras 9.7 to 9.30). 

(iii) Centre's tight control over the Planning 
pror.ess in the States; 

(Paras 9.31 to 9 .38). 

(iv) Imposition of an irrational structure and 
ill-conceived criteria of Central-State 
resour<:e5 transfer including $ose for :

(Paras 9.39 to 9.56). 
(a) Devolution; and 

(Paras 9.57 to 9.74). 

(b) Central Assistance for State Plans. 
(Paras 9.75 to 9.104). 

(v) Growing political subordination of the 
States to the Centre. 

(Paras 9.105 to 9.106). 

Towards Balanced Centre-State Financial Relations 
(Ch. 10). 

Characteristics of an appropriate Centre-State 
Financial Balance. 

(Para 10.1). 
Measures for widening the States' tax basis :-
(i) additional sales ta~ in lieu of Union Excise 

Duties on petroleum products, processed 
vegetable oil, vanaspati, tyres, cement, glass 
sheets, iron and steel, motor vehicles and 
tractors; 

(Paras 10.4 to 10.7) 
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(ii) reimposition of sales tax on sugar, textiles 
and tobacco; 

(Para 10.8). 

(iii) reimposition of tax on railway fares; 
(Para 10.10). 

(iv) imposition of a terminal tax on passenger 
arrivals by air; 

(Para 10.12). 
(v) imposition of a tax on advertisemento; pub

lished in newspapers, broadcast on radio, 
and telecast on television; 

(Para 10.13). 

(vi) increase in the ceiling on tax on professions, 
trades, callings and employments; and 

(vii) 

(Para 10.14). 

restricted use of the power of Parliament to 
impose restrictions under Article :!86(3) on 
sale or purchase taxes on goods. 

(Para 10.15). 

No indiscriminate enlargement of the Divisible 
Pool of Central taxes. 

(Para 10.16). 
Custom Duties may remain outside the Divisible 

Pool to fully take care of the Defence expi.!nditure 
with a considerable margin to spare. 

(Para 10.17). 

Towards enlargement of the States' share of 
Central taxes, they may be allowed 50 per cent 
share in Income tax, Corporation Tax and Union 
Excise Duties. To prevent misuse of earmarked 
c:esses, the yield of cess in excess of Rs. 10 crores 
may be treated as Union Excise Duty and form 
part of the Divisible Pool. 

(Paras 10.18 to 10.21). 
Two basic criteria for inter-State distribution of 

the Divisible Pool : 
the compensation criterion and the redistribution 

criterion. 
(Para 1 0.2:!). 

The criteria suggested, as a balanced package of 
compensation and redistribution criteria : 

(i) Population, 50 per cent; 

(ii) per capita SDP below the all States' 
average 20 per cent; 

(iii) 

(iv) 
the tax effort, 10 per cent; 

Selected special problems, namely : 
development of Scheduled Castes, 4 per 
cent; 

development of Scheduled Tribes, 2.5 per 
cent; 
development of hill and remote areas, 3 per 
cent; 
development of border areas, 2 .5 per cent; 
co-ordinated development of the North· 
East, 2.5 per cent; 
housing for landless workers, 3 per cent; · 
and improvement of urban slums, 2.5 per 
cent. 

(Paras 10.22 to 10.31). 



¥easures. for ensuring the States a due share in 
cap1tal rece1pts : 

(i) equal share in market bonowin"s· alloca
tion of. States' share of market bo'rrowings 
on the compensation criteria; 

(Para 10.36). 

(ii) increase in States' share in Small Savings 
to 80 per cent for the higher income and 
95 per cent for the lower income States, and 
increase in the maturity period of Small 
Savings loans from the Centre to 50 years 
with a grace period of 10 years; 

(Para 10.37). 

(iii) additional small savings loans to States 
equal to 50 per cent of the increase in non
Government Provident Funds' and others' 
special deposits with the Central Govern
ment; 

(Para 10.38). 

(iv) States' share in net collections under Public 
Provident Fund and National Deposits 
Scheme; 

(Para 1 0.39). 

(v) encouragement to State enterprises to go in 
for bond issues; 

(Para 10.40). 

(vi) finance of State irrigation and power pro
jects under external aid; 

(Para 10.41). 

(vii) treatment of State enterprises at par with 
Central enterprises in the matt~r of exter
nal commercial borrowing; . 

(Para 10.42). 

(viii) States' share in the amount raised by deficit 
financing; 

(Paras 10.43 to 10.44). 

(ix) States' share in special deposits of the 
surplus funds of oil and oth~r Central 
undertakings; 

(Para 10.45). 

(x) Expanding utilisation of institutional credit 
for financing State enterprises; and 

(Paras 10.46 to 10.48). 

(xi) adequate debt relief. 
(Para 10.49). 

Modification of the loan-grant ratio of Central 
Assistance to SO: 50. 

(Para 10.50). 

Implications of the resources transfer package : 

(i) need to evolve a balanced package out of 
the above measures after examining their 
quantitative implications and actual experi
ence of operation of these measures; 

need eventually for a legal or Constitutional basis 
for this package; and 

(Para 10.51). 

(ii) reduced role of Devolution and Central 
Assistance in resources transfer; 

these transfers may also be distributed among 
the States more or less on the same criteria as 
suggested for inter-State distribution of the States' 
share in the Divisible Pool. 

(Para 1 0.52). 

Lack of substance in the view that for oreater 
inter-State equality, the Centre needs to "'be in 
<:ommand .of vast resources, a substantial propor
tion of which may be used by it at its discretion. 

(Paras 10.53 to 10.63). 

The irrationality of the widely held belief in the 
inherent f!lirness of per capita equality of devdop
m~nt or t~vestm.ent outlays. To narrow the gap 
with the h1gher mcome States, what the lower in
come States need to have is an equal or even a 
higher ratio of their development outlay to SOP. 

(Paras 10.64 to 10.68). 

States and the Planning Process 
(Ch. 11). 

The Planning Organisation and procedures must 
accord with the envisaged role and content of 
planning in economic and social development of 
the country. These must be conditioned by: 

(i) the particular institutional context of plan
ning; 

(ii) the accepted development goals; and 

(iii) the chosen pattern of development. 
(Para 11.1). 

( 1) The planning Context : 
The main elements of the institutional context 

are: 
(i) a large private sector; 

(ii) an extensive unorganized sector; and 
(iii) a quasi-federal state structure. 

(Paras 11.2 to 11.7). 

(2) The Development Goals: 

Planning must derive its orientation from the 
country's accepted development goals. These 
are: 

(i) growth with social justice; 
(ii) economic self-reliance; 

(iii) economic stability; and 
(iv) consolidation of the democratic framework. 

Growth with social justice implies; 
(a) putting through the inevitable stmctural 

change at a minimum cost, and 
(Paras 11.8 to 11.17). 

(b) efficiency of resource use. 
(3) The Pattern of Development: 

The country bas been pursuing all along a 
capitalist pattern of development. 

(Paras 11.18 to 11.20). 

( 4) The Role of Planning : 
The accepted ~evelopment goals cannot .be 

achieved together m a development process which 



rc:lics on free play of market forces. Even in an 
essentially capitalist pattern of development, plan
ning of the appropriate kind is very much needed. 

(Para 11.21). 

( 5) The Coment of Plmmi,•g: 
In the prevailing context, the planning process 

has to seek the realisation of the accepted national 
objectives by promoting the creation of as dyna
mic, self-reliant, stable and human an economy 
as may be possible under the capitalist pattern of 
development. The context, organisation, techni
ques and policy framework of Indian Planning 
must be suited to this ta<k. 

(Para 11.22). 

The Planning in India must be an appropriah: 
combination of mandatory and indicative planning. 

(Para 11.23). 

The perspective of a growing coverage of the 
economy by indicative (rather than mandatory) 
planning underlines the importance of an appro
priate policy-framework for efficient conduct of 
such planning. 

(Para 11.24). 

Decision making with respect to the policy 
issues is today the weakest aspect of the planning 
process in the country. 

(Paras 11.25 to 11.27). 

(6) The time Horizons of Planning: 
The long-term perspective may be preferably 

worked out in a 10-Year time horizon. The 
medium-term and short-term planning may con
tinue to have as at present a five-year and one-year 
time horizon. 

(Para 11.28). 

The 10-Year perspective may have no mandatory 
part. It may give a scientific projection of the 
country's demand and production structur:.:, a 
financial perspective to match the physical perspec
tive, the implied institutional change and innova
tion, and the envisaged policy framework. 

(Para 11.29). 

The planning of the 1 0-year perspective may be 
undertaken concurrently with the mid-term review 
of the Five Year Plan. 

· (Para 11 .30). 

The Five Year Plan may include a proper review 
of development during the previous 5-year period, 
a projection of the demand and production struc
ture 5 years hence, a realistic scheme for financing 
the rupee finance and foreign exchange require
ments of the Plan, the envisaged changes in the 
policy framework of new policy initiatives, and the 
contemplated changes in the policy framework. The 
Five Year Plan period and the reference period of 
the Finance Commission must be made co-exten
sive. The Plan may have a mandatory and an 
indicative part and both must be adequately spell 
out. 

(Paras 11.31 to 11.34). 

The Annual Plan is the operational instrument of 
the Five Year Plan and must have the same scope 
and content. 

(Para 11.35). 
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( 7) The Le1•els of Planning : 
Corresponding to the two levels of Government, 

there must b~ two basic planning levels, the Centre 
and the States. The State level includes the 
District and lower levels. 

(Para 11.36). 
The Central Sector Plan may comprise the 

development activities of the Union Ministries and 
the Central Departmental and non-Departmental 
enterprises. Centres outlay on Central and Cen
trally Sponsored Plan Schemes must be cut down 
to the minimum with equivalent transfer of re
sources to the States. 

(Para 11.37). 

The Public Sector Outlay at a given planning 
level must include the Plan Outlay financed by 
Budgetary resources and by extra-budgetary re
sources of the public enterprises but must exclude 
the ass1stance to a lower planning level for financ
ing the latter's Plan. The State Plans do not 
strictly observe these rules. 

(Paras 11.38 to 11.41). 

There is as yet little genuine district or lower 
level planning in any State. Essential pre-requisites 
for this do not exist yet. 

(Paras 11.42 and 11.43). 
District and lower level planning in the States. 

(Para 11.44). 

( 8) The Planning Organisation : 

The Planning Organisation consists of multi
level structure; National Development Council at 
the apex; the Planning Commission at the Centre; 
the Planning Department and the Planning Boards/ 
Commissions in the States; and the Planning 
Boards/Commissions at the District and lower 
levels. 

(Para 11.45). 

The National Development Council is a non
statutory body set up by the Centre. It has a 
symbolic rather than a substantive role in planning. 

(Paras 11.46 to 11.49). 

The Planning Commission is a non-statutory 
body created by the Central Government. The 
States have no say in determining its composition, 
functions and the staffing pattern. 

(Para 11.50). 

The Union Ministries have become increasingly 
autonomous of the Planning Commission. With 
respect to the preparation of State Plans the Com
mission remains an effective control and super
visory agency of the Central Government. 

(Para 11.51). 

Excessive secrecy shrouding the Planning 
Commission's technical work results in slowing 
down improvements in planning concepts and 
techniques. 

(Para 11.52). 

At the State level whatever planning is being 
undertaken is by the Planning and other ~e~art
ments. The State Planning Boards/ComDliSSLOns 



exist in name rather than as an effective planning 
agency. One reason for this is that the Planning 
Commission dominates the planning process in the 
States and leaves little initiative to them. There 
are also other weighty factors for this. 

(Para 11.53). 

The Centrally Sponsored Scheme for strengthen
ing the State Planning machinery has not been 
much of a success. The Centre may well leave 
this task to the States themselves. 

(Para 11.54). 

The ineffectiveness of Planning Boards as a 
planning agency has had several undesirable con
sequences for State level planning. 

(Para 11.55). 

( 9) Monitoring and Evaluation : 

Monitoring· is essentially an aspect, of imple
mentation and is necessary for speedy and effec
tive con·ective action for any lapses in implemen
tation. Inefficient implementation of public sector 
projects and programmes suggests . unsatisfactory 
monitoring. 

(Para 11.56). 

Monitorin~ is of Importance to Planning agencies 
for ( i) avoiding development of serious im
balances in the economy and (ii) securing realistic 
anticipations of the base year position in various 
sectors towards preparation of the next Plan. They 
are normally provided with the needed informa
tion by the implementation agencies. 

(Para 11.57). 

Ex-ante appraisal of projects is an aspect of the 
Planning Process and may be entrusted to t~e 
Divisions dealing with different sectors. Econmruc 
Division may provide training in basic appraisal 
criteria and techniques to these Divisions. 

(Para 11.58). 

The utility of ex-ante evaluation depends on 
how far projects and programmes are approved 
on objective criteria. 

(Para 11.59). 
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There are specialised agencies for ex-post evalua
tion both at the Centre and in the States, but 
these are ineffective. 

(Para 11.60). 

There is some chance of securing more adequate, 
uninhibited and timely evaluation reports on Plan 
projects and programmes if the task is framed 
out to a reputable research institution. 

(Para 11.61). 

( 10) Reorganisation of the Planning Process: 

The planning process needs to be reorganised 
to ensure that the State level planning is duly 
autonomous and the States have equal opportunity 
with the Centre for determining national priorities 
and basic directions of development. 

(Para 11.62). 

Reorganisation of the National Development 
Council (NDC) as the effective apex planning 
organisation. 

(Para 11.63). 

Creation of National Development Organisation" 
( NDO) as a common Centre-State specialised 
planning institution to serve as the permanent secre
tariat to the NDO and to coordinate the Central 
Sector and State Sector Plans. 

(Para 11.64). 

Reorganisation of the Planning Commission as 
the specialised planning agency exclusively for the 
Central sector. 

(Paras 11.65 to 11.67). 

Reorganisation of the State Planning Boards as 
a specialised planning agency for the State 
sector. 

(Paras 11.68 to 11.72). 

Reorganisation of District and lower level plan
ning agencies. 

(Paras 11.73 to 11.76). 

The above changes in the Planning organisation 
at different levels are meant to promote coopera
tive federalism and democratic decentralisation. 

(Para 11.77). 



4. Other PartiesjGroups-Contd. 

ALL INDIA TRIBES AND MINORITIES 
FEDERATION 

Memorandum seeking autonomous status within tbe 
Constitutional frame-work for the areas/States 
predominantly inhabited by Tribal and minority 

communities 

In any Democratic set-up of Government, ordi
narily, the rule dominance of majority prevails 
upon almost in every walk of life rangin.,. from 
individual to social, economic, religious, "cultural 
freedom and ethenic identity. The racial, religious 
and linguistic diversification have no doubt, enri
ched our culture and added to its beauty multiple 
colours, but at the same time have posed threat 
to its distinctive identity and even existence, parti-
cularly of minorities and tribals. · 

The framers of Constitution, in this back-drops, 
have provided some special provisions for the pro
tection of minorities and tribals so that they may 
develop and progress without destroyin.,. their 
social fabric and identity but inspite of ;onstitu
tional safeguards, the under current discontentment 
and dissatisfaction are browing amongst them sur
facing insurgency and insurrection. 

The excessive centralization and unitary charac
ter have almost destroyed the Federal feature of 
our Constitution, the process has given rise to the 
feeling of insecurity amongst tile minorities and 
tribals. . 

The Constitutional provisions for their protec
tion provided forty years back, with the process 
of time and advancement in their way of life, are 
being felt insufficient and inadequate. With a view 
to meet their aspirations and in the interest of 
national solidarity All India Tribes & Minorities 
Federation submit their demand as under :-

1. The areas which are backward and com
pact and predominantly inhabited by Tri
bals be declared Autonomous Region/ 
Districts within the cosntitutional provision 
Article 244(2) throughout the country so 
that uniform policy towards tribals be 
adopted any may not be only for some 
Districts/areas in Northern Eastern States, 
Assam, Tripura and Mizoram. Some of 
these areas are Jharkhand in Bihar, Madhu 
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Ben in Orissa, Basler Areas in Madh 
P~ade~h an~ Kinnaur and Lahaul Spiti Dfs~ 
tricts m Htmac~al Pradesh etc. This will 
r~mov~ the feelin!;S .and apprehensions of 
dispanty and paruality amongst the tribals 
throughout the country. 

2. Like_wise th:re ru:e some areas/States pre
d?!mne.ntly tn~abtted by minority eommu
nt!Jes .hke PunJab? an~ J & K and by one 
mmonty commumty t.e. Gorkhas in Hill 
Districts of Darjeeling of West Bengal which 
are rcverbrating and echoing with the 
slogans of autonomy with a view to main
~ining their identity including their reli
giOn, culture and social life. These areas/ 
states may be granted autonomous status 
within the four cornors of Constitution and 
for this purpose suitable amendment of the 
relevant articles of the Constitution may be 
made without further loss of time so that 

· the matter may not get complicated and out 
of hand also foreign hands be kept off. 

· 3 .. Article 370 of the Constitution under 
"Instrument of Accession" give sufficient 
autonomy to J & K State. This Article 
may be amended in such a way that its 
amended form be applicable to Punjab, 
and other such states areas predominantly 
inhabited by minority communities that it 
may not signify J & K only and the J & K 
should not enjoy this exclusive privilege. 

4. All subjects under concurrent list be divided 
between the states and the centre. Thera 
should not be any concurrent list under 
fifth Schedule of the Constitution. 

5. The States should be given sufficient powers 
to deal with administrative measure con
cerning All India Services, and Financial 
powers too. Article 245 to Article 251 for 
this purpose may be amended accordingly. 
The residuary power may also be specified 
for the state and the centre. 

The above demand may kindly be considered 
in the larger interest of the nation so that the un
abated communal conflicts, agitations, and dis
contentment among the minorities, tribals and 
states may be eliminated for ever. 

GMGIPN-Sec:.-Secret-288 M. of H.A. (N.D.)/87-28-12·87-3,000. 


