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FEDERAL FINANCIAL ARRANGEMENTS IN INDIA WITH 
SPECIAL REFERENCE TO PUNJAS1 

Abstract 
The Gentre-state relations in India are crucially shaped by the Indian constitutional 
provisions regarding the Gentre-state financial relations and by the pattern of these 
latter relations as has developed since Indian national independence. This paper, 
therefore, is divided into three patts. In Patt I, I shal! describe briefly the Indian 
constituUonaJ provisions regarding the division of financial powers and responsi· 
bi/ities between the Gentre and the states; in Patt /I, I shal! discuss the structure of 
these financial relations as have developed since the present Indian Gonstitution 
came into force after the Indian national independence and in Patt 1/1, I shal! attempt 
to draw out the implications of the conclusions from Patt I and Patt /I for Gentre-Pun­
jab financial relations, 

1. 

The present geographical identity called India is the resu lt of a long historical process 
of its boundaries being drawn and redrawn as a consequence of the emergence of a 
number of independent nation-states (Bumna, Ceylon, Pakistan-Bangladesh) out ofwhat, 
as a bigger geographical identity, mayaiso be called India. The states as geographical­
political-cultural identities in post-coloniallndia have been emerging at an uneven pace 
as the homelands of various nations and potential nations. 

Two of the most developed nations - Punjab and Bengal- suffered more than 
any other nation as a result of the partition of Punjab into Indian Punjab and Pakistan 
Punjab and of Bengal into Indian Bengal (calIed West Bengal) and Pakistan i Bengal 
(nowa sovereign nation-state called Bangladesh from 1971). Because of the history 
of the relationship between nationalism and the emergence of sovereign nation-sta­
tes on the one hand and states in the Indian subcontinent on the other, the 
Centre-state relations in post 19471ndia have bearings on two vital issues: the nature 
of state-power in India and the nature of the relationship between Indian nationalism 
and the nationalism of the nations/potential nations based in the states. 

There are 25 states and 7 Union Territories in lndia. The Constitution of India mentions 
97 entries in List I - Union List - Le. under the jurisdiction of the Centre; 66 entries in 
List 11 - state List - and 47 entries in List 111 - Concurrent List, i.e. under the joint 
jurisdiction of the Centre and the states. The items in the Union List include defence, 
atom ic energy, foreign affairs, railways, national highways, shipping, airways, post and 

1 Paper presented to the 12th European Conference on Modern South Asian Studies, Berlin , 
September 23 - 26, 1992. 
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telegraph, telephone, wireless, broadcasting, currencies, public debt 01 the Union, 
Reserve Bank 01 India (RBI), lotteries, loreign trade, inter-statetrade within In dia, banking, 
insurance and linancial corporations (except cooperative societies), stock exchanges 
and lutures markets, patents, quality control, industries (declared by Parliament to be in 
the national interest), oil, petroleum, mineral resources, inter-state rivers (declared by 
Parliament to be in the national interest), lishing and lisheries beyond territorial waters, 
satt, audit 01 accounts 01 the Union and 01 the states, income tax (except on agriculturat 
income), corporation tax, custom duty, export duty, excise duty on tobacco and other 
goods (except alcoholic liquors, opium, Indian hemp and other narcotics), taxes on capital 
value 01 assets (except on agriculturalland), estate duty on property (except agricultural 
land), taxes on sale and purehase 01 newspapers and advertisements published therein.2 

The items in the state List include public order (but not the use 01 the military), 
police, prisons, tocal government, public health, alcoholic liquors, road and water 
transport (except those parts that are under the Gentre's jurisdiction), agriculture 
(including income tax, estate and succession duty), irrigation, water management 
(except inter-state rivers), industries and mines (except those 01 national interest) , 
gas and gas works, trade within the state, cooperative societies, rural debt, public 
debt 01 the state, land revenue, tax on sale and consumption 01 electricity, tax on 
advertisements (except those in newspapers and radiofTV), tax on road transport 
and inland waterways, and entertainment tax' 

The items in the Goncurrent List include criminal law (except regarding use 01 
armed lorces), preventive detention, personallaw, property transler (except agricul­
turalland), lorests, economicand secial planning, population control and lamily planning, 
commercial and industrial monopolies, trade unions, social security, education, proles­
sions, charities, ports (except 01 national importance), trade in load stuffs, cattle lodder, 
cotton, raw jute and in praducts 01 any industry (except those 01 national interest), price 
control, lactones, boilers, electricity, newspapers, bocks and printing presses' 

The Gonstitution also provides lor exclusive powers to the Parliament called the 
residuary powers 01 legislation to make laws and im pose taxation with respect to any 
matter not enumerated in the state List or the Goncurrent List' The Gonstitution lurther 
provides lor a legislation by the Parliament even lor matters in the state List il the "national 
interest" so demands' and lor over-riding powers to the national Parliament in a situation 
01 inconsistency between laws made by Parliament and the laws made bythe legislature 
01 the states7 and lor giving effeet to international agreements· 

From the items mentioned in the three Lists above, it is very clear that the most 
signilicant spheres 01 the economy come under the control 01 the Gentre. The 
constitutional provisions giving over-riding powers to the Gentre lurther highlight the 
lact 01 the inequitable distribution 01 powers against the states. I shall try to examine 
below the ways in which this centralisrn inherent in the Gonstitution has manilested 
itsell in the actual operation 01 Gentre-state linancial relations. 

2 The Constitution of fndia. Seventh Edition, Eastern Book Company, Delhi. 1989, pp. 206-
211. 

3 Ibid., pp. 211 - 214. 
4 Ibid., pp. 214 - 217. 
5 Artieie 248, ibid .. p. 102. 
6 Article 249, ibid., pp. 102, 103 and Artiele 250. 
7 Artieies 251 and 254, ibid., p. 103. 
B Article 253, ibid., p. 103. 
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2. 
The eonstitutionally defined finaneial powers and responsibilities have played a 

major role in the eoneentration of finaneial resourees in the hands of the Centre' 
Right from the beginning of the Indian national independenee, it was elear that the 
eonstitution had so defined the funetional responsibilities of the states that due to their 
inadequate financial powers, the states would have to depend upon transfer of funds 
from the Centre to the states to discharge those responsibilities. 'O Furthermore, it 
was stipulated in the Constitution that a Finanee Commission, to be appointed by the 
President of India every five years or earlier, would make reeommendations for 
intra·federal transfer of budgetary funds." These reeommendations, onee aeeepted 
by the Parliament, were to have a statutory sanetion. 12 Transfers effeeted in th is way 
are ca lied SIafutrxy tmns>3rs. 

There are two other kinds of transfers whieh areealled non-slalulorylransfersbecause 
they are made outside the framework of the Finanee Commission. These are: 

1. Plan transfers, i.e. transfers in the form of Plan assistanee by the Centre to the states 
effeeted through the Planning Commission to help the states to finanee their state plans." 

2. Diseretionary transfers, i.e. transfers effeeted through the ministries and depart­
ments of the Central government. 

Two different sets of views use two different sets of reasons to eall these transfers 
as discretionary. According 10 one set of views these transfers are 'discretionary' 
beeause there is no known eriteria for effeeting these transfers. 'Diseretionary' in this 
set of views implies arbitrariness. 14 This set of views considers thai the statutory 
transfers affected through Finanee Commission, (FC), are based on a eriterion, but 
leaves Plan transfers in an ambiguous category without either calling them discre­
tionary er based on a criterion. 15 The secend set of views caUs these transfers 'discre­
tionary' because according to this view, there is no constitutional provision for making 
these transfers on a regular basis." This latter view, therefore, eonsiders both Plan and 
discretionary transfers, as defined in point 2 above, as 'diseretionary transfers'." 

9 See Ashok Mitra, 'Will growth and centralised fiscal arrangements do?' in J. S. Gulati (ed) 
Cenlre-Slale Budgelary Transfers, Oxford University Press (OUP), 80mbay, 1987, pp. 23-
40. Also Ashok Mitra, 'The Centre' . Seminar. No. 281, Jan. 1983, pp. 40 - 43. 

10 I. S. Gulati, ibid., p. 2. 
11 Article 280. The Conslitulion .... loc.eiL p. 112 - 113. 
12 Article 281, ibid., p. 113. 
13 ThaI the Planning Commission is an unconstHutional body is wideJy recognised in the 

Iilerature on Centre-state relations. E. g. see The Report 0/ the Commission on Centre-State 
Relations. (RCCSR) Government of lndia (GOI) Press. Nasik, 1987; Justice A. S. Qureshi, 
Second Report of Ihe Ninlh Finance Commission, (SR9FCj, (for 1990 - 1995), GOI, Delhi, 
1989, p. 49; L S. Gulati, op.ci\.; Ashok Mitra, op.cit. 

14 Oiscretionary transfers are ''transfers that are largely in the discretion of the Centre ... they are very 
much like gifts of the Centre and, therefOfe, the considerations which govern their dispensation can 
be much more polilical than economic Of objective." K. K. George, 'Oiscretionary Budgetary 
Transfers: A Review', Economic and Pofificaf Weekly(EPWj, Nov. 15, 1986. Also reprinled in I. S. 
Gulati, opä, p. 247. See also Gulati, op.c~., p. 17; Lakdawala, op.c~., p. 191 (see nole 20). 

15 "80th statutory and at least a major part of Plan transfers ... are supposed to be governed 
by clearly stated crileria , whatever they be, as spelt out from time 10 time, departures from 
which are not easily defensible". K. K. George, ibid., p. 248. 

16 Justice Qureshi's interpretation of Article 282 (see note 19) is that "the power to give grants under 
Article 282 is an "emergency power" to be used in exceptional circumstanc:es on1i.1bid., p. 50. 

17 Ibid., p. 50. 
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The aelual paltern 01 finaneial relalions between the Cenlre and the slales that 
has evolved sinee national independenee reveals that the statulory transfers have 
eonslituted only between 31.2% to 43.0% of the tOlallranslers from Ihe Cenlre 10 Ihe 
states for different Plan periods du ring 1951 - 1984. Taken as a whole, for the period 
1951 - 1984, more than 60% of the transfers are non-statutory or diseretionary.18 

The implieations of the relative weightage of the three types of transfers in the total 
transfers to the states from the viewpoint of Centre-state finaneial relations are very 
signifieant. The diseretionary transfers by their very nature put the states in a lar more 
vulnerable position vis-a-vis the Centre than the statutory transfers. It is important to 
note that the question ofthe legitimaey of 'diseretionary transfers' is far fram settled. 19 

The Plan transfers are supposed to be based on eriteria but these eriteria are never 
made public'" and, eonsequently, the Plan translers are also used by the Centre to 
enforee the dependenee of the states upon Central resourees and planning priorities.2' 
The officials of the state govemment feel so overwhelmed by the authority and power 
wielded at the Centre that they, in putting forward their state's case, try to please the 
Central authorities and eonsequently do not put forward their case powerfully, if the 
Central authorities are seen to be unsympathetie to the state's demands.22 

1 B K. K. George. op.cit., p. 248. Gulati's estimates of these transfers reported in the introduction 
10 his book (p. 17) are the same as George's though Gulati daes not give the amount cf 
different transfers. West 8engal government estimates differ from the estimates cf George 
and Gulati for the period 1979 - 64 and therefore for the whole period 1951 - 84. W. 
8engal eslimates for 1951 - 84 are: statutory = 40.4%. plan = 30.2%, and discrelionary = 
29.4%. See W. 8engal government representation to the Commission ror Centre-State 
Relations (CCSR) in RCCSR, Part 11 , op.cit., p. 603. 

19 Article 282 on .. Expenditure defrayable by the Union or astate out of its revenue" states that 
"The Union or astate may make any grants for any public purpose, notwithstanding that the 
purpose is one with respect 10 which Parliamenl or the Legislalure of the state, as Ihe case 
maybe, may make laws." There are two diametrically opposite ways in which this Article has 
been interpreted. One way of interpreting, sees it as containing a justification for the free 
hand that the Centre or astate may use in the transfer of funds. The other way of interpreting, 
sees it as merely providing an exception 10 the general rule whereby transfer of funds must 
have a direct conslitutionallegitimacyprovided by Parliamentary sanction of the recomrnen­
dations of the Finance Cornmission (Article 275). In other words, on the second interpreta­
tion, Article 282 must not be used to justify Ihe abrogation of law in the matters of transfer 
of funds. The fact that defenders of discretionary transfers can and do make successful use 
of Article 282, iIIustrates how interpretation becomes necessarily subject 10 polilical will. 

20 D. T. Lakdawala 'Federal financial transfers: how much progression?' EPW, Val. XXIV, 
No. 4, Jan. 28,1989, p. 191 -194. 

21 Punjab Government Memorandum 10 the CCSR. See the RCCSR, Part 11, op.cil .. p. 936-
937. Also see D. R. Khatkhate and V. V. Bhat 'Accommodating the Planning Dimension' in I. 
S. Gulati, op.cit. They observe thaI "no definite criteria are laid down bythe Planning Commission 
with regard 10 Cenlral assistance to the Slales", p. 48. A. H. Harrison notes in The Process of 
Planning -A 8tudyof India's Five Year Plans: 1950 - 64, Oxford, 1968, thaI ..... the principles 
on which Genlral assistance 10 stale plans is allocated has never been made clear ... At presenl 
no one knows, even if the Gommission has all this worked out. no one is likely to be told, al 
leastjustyet." - quoled by Khatkhale and Bhat, ibid. Khalkhate and Bhatobserve, '1he stales 
have adhered 10 the pattern of expenditure as proposed by the Planning Gommission even 
when it is not suiled 10 their needs ... The Central Government has got an instrument in the Plan 
and Plan assistance to introduce a national bias in state policies." ibid., p. 48. 

22 View expressed by Prof. K. S. GiII, who was Chairman, Perspeclive Planning Division, 
Planning Commission. GOI, for many years during Nehru's and Indira Gandhi's Prime 
Ministership: Vice-Chairman, Punjab Planning Board in late 1970s; and Chairman , of the 
Punjab Govt. Committee wh ich prepared the Punjab Govt. memorandum 10 Ihe CCSR in a 
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Finally, even the Finanee Gommission has been suspeeted of being biased in 
favour of the Gentre. Most signifieant and recent indietment of the way Finance 
Commissions have functioned, comes from within the Finance Commission itself. 
Justiee A. S. Qureshi a member of the 9th Finanee Gommission has wrilten in his 
note of dissent to the final report of the commission: 

..... it is a pity that such an important institution (Finance Gommission) is devalued, 
downgraded and rendered ineffective due to Gentre's growing hunger for amas­
sing more and more power and authority in its own hands .. 23 

He has further wrilten: 
"Finance Gommission has been treated as an adjunct of the Finance Ministry and 
subservient to it. The Finance Gommission has no independence in the matter of 
even the appointments of its staff or managing its own finances. The Finance 
Gommission has to go to the Finance Ministry for every trivial thing ... 24 

And that: 
"Even the functions already assigned under the Gonstitution were gradually taken out 
and exercised by the Gentre in clear violation of the constitutional provisions,',25 
There are several others who have a somewhat similar assessment of the Finance 

Commission.26 

Justice Qureshi's view that the Finance Commission is being marginalised is 
validated by the data adduced by him in support of his view. Justice Qureshi by 
employing the Slrict constitutional criteria of considering only those grants that are 
made under Article 275 as statutory and all olher grants as discretionary grants, 
shows that the discretionary grants work out to be as high as 84% of total grants for 
the period 1951 - 199027 

Two points worth emphasising even at the cost of same repetition are: one, the very 
high component of discretionary transfers in the total transfers from the Gentre to the 
states forces the latter into a position of weakness and dependence upon the former. 
Second, the erosion in the independence of the Finance Commission robs even the 
statutory transfers of the importance they otherwise would have had. As a result, the 
instilutional arrangement of transfers from the Gentre to the states by increasing the 
financial dependence of the states upon the Gentre provides a perpetual souree of: 
a) conflict between the urge among nations/potential nations in the states for state 

autonomy and the ongoing tendency towards centralised control representing the 
interests of unified and integrated Indian nationalism; 

recorded interview with me in New Delhi on December 29, 1989. 
23 Note of dissent by Justice A. S. Qureshi in SR9FC, op.cit. p. 47. 
24 Ibid., p. 48. 
25 Ibid .. p. 47. 
26 See I. S. Gulati, 'Approach of the Finance Commissions' in Gulali, op.cil., pp. 63 - 85. W. 

Sengal Govt. Memorandum (p. 603), Punjab Govt. Memorandum (p. 939), Karnataka Gavt. 
Memorandum (p. 234), Tamil Nadu Govt. Memorandum (p. 498 - 499) to the CCSR is a 
sampie of strong criticisms of the functioning of the Finance Commissions. Most slale 
governments neither criticised nor appreciated the Finance Commissions though almost all 
the stale governments were critica[ of the Planning Commission transfers and that of 
discretionary transfers through Central government minisiries. Harayana is perhaps the only 
slate government which considered thaI "the agency of the Finance Commission and 
Planning Commission are adequate." Harayana Govt. Memorandum (p. 183). 

27 Justice Qureshi's Note of Dissent to the Second Aeport of the Ninth Finance Commission 
(For 1990 - 95) p. 50. 
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b) competition and contlict between the states. 
It is significant to note that not only the Centre (through its control over the 

institutions of rasouree transfer) exercises a relationship of dominance over the 
states, it increases its own relative financial power by cornering the major share of 
the resources raised by it. The states' share, therefore, in the resources raised by 
the Centre witnesses a declining trend from 42% in 1951 - 1956 to 33% in 1979 -
19842 • The states' dependence on the Cent re is highlighted by the fact that though 
the Centre transfers up to as low as 31 % of its aggregate resources to the states (for 
1974 - 1979), these resources constitute a significant part of the state's total 
expenditure (increasing from 38% in 1951 - 1956 to 46% in 1985 - 1986).29 

State's Dependence tor Financing Revenue Expenditure 

Fer financing thair revenue expenditure, the dependance of the states on rasouree 
transfer from the Cenlre is close to 40% of which about 24% is through devolutionary 
(statutory) transfers and aheut 16% through discretionary (Plan and non-Plan) 
transfers.30 

Dependence tor Financing Capital Expenditure 

The states' dependence upon the Centre for financing their capital expenditure is 
much greater than for financing revenue expenditure. In recent years, states' own 
net capital receipts, after meeting repayment obligations on past loans from the 
Centre, could finance no more than a very modest proportion of Iheir capital 
expenditure as shown below:31 

1983 - 84 28.7% 
1984 - 85 (R.E.) 18.6% 
1985 - 86 (B.E.) 21.5% 

A very high and rising proportion of the total capital expenditure had to be financed 
by new loans from the Centre as folIows:" 

1983 - 84 68.8% 
1984 - 85 (R.E.) 68.8% 
1985 - 86 (B.E.) 70.4% 

All loans and advances from the Centre to the slale are discretionary i.e. if the 
Centre stops altogether or decreases the volume of loans, the states cannot take any 
recourse to constitutional provisions to force the Centre to advance the loans. The 
dependence of the states upon the Centre for financing their capilal expenditure is 
highlighted by the fact that a substantial proportion of the slates' capilal receipts 

28 Gulali (ed) Centre-State BUdgetary Transfers, op.cil. p. 1 B. 
29 RCCSR op.cit. p. 603 and p. 907. 
30 Ibid .. p. 90B - 909. 
31 Ibid. 
32 Ibid. 
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classilied as the states' own receipts is, in lact, subject to the consent 01 the GOI in 
accordance with Art icle 293 01 the Constitution.33 Under Clause 3 01 the Article 293, 
astate may not without the consent 01 the GOI raise any loan il any previous loan to 
it gran ted or guaranteed by the Central Govt. was sti ll outstanding. Since all states 
are now heavily indebted to the Centre, the approval 01 the Central Govt. is now 
necessary lor all borrowing by the state governments.34 

Factors (or Financial Dependence o( the States 

States' heavy linancial dependence on the Centre has been the result 01 lactors 
that have, since Indian Nationallndependence, either required them to incur expan­
ded revenue and capital expenditure, er prevented a commensurate increase in their 
own revenue and capital receipts. What lollows below is a discussion 01 such lactors. 

Factors (or Growth o( States' Expenditure 

Constitutional responsibilities entrusted to the states as mentioned in the entries 
in List II above, have meant that states have had to discharge development respon­
sibilities which even il these have been limited and inadequate so lar, have entailed 
rapid grewth 01 revenue and capital expenditure. A contributory lactor for this trend 
has been the generally low efficiency 01 public expenditure in tndia on development 
prejects like irrigation, road transport, housing and urban development and public 
health to name a few. 35 This has necessitated a more than reasonable outlay to obtain 
the desired physical results. 

Two views have been generally put lorward to explain this enormous increase in 
the states' development expenditure. According to one, the provisions 01 the Consti­
tution relating to state linanees strengly suggest that the Constitution makers severely 
underestimated the publie expenditure requirements implied in the development 
responsibilities entrusted to the states. In partieular, this view holds, that they seem 
to have had liltle perception 01 the large quantity 01 the capital outlays required 01 the 
states. Aeeording to th is view, it looks that the large majority 01 the members 01 the 
Constituent Assembly either did not seriously believe in planned development or had 
liltle awareness 01 its implieations in the Indian eontext, with regard to growth 01 publie 
expenditure. They prebably lailed to fore see that the states would need to undertake 
and assist investment in a big way along with incurring growing maintenanee and 
development expenditure on revenue account on stale and state~aided services. 

33 RCCSR, Part I, p. 278. 
34 The total oulstanding Cenlralloan 10 all the 25 states as on 31 . 03. 1989was As . 56051 .92 

crores, i.e. Rs. 560 .5192 billions (1 E = Rs. 35 approx). SR9FC (for 1990 - 95), op.cit .. 
Annexure IX.l and Annexure IX.2. pp. 89 - 90. This amount constitutes about 63% 01 the 
total debt of all the state governments. estimated to be As. 89. 461 crOTes. Ibid .. p. 35. 

35 Slates inves! not only in "government seelor investments (school, roads , bridges eIe .) bul 
also in ... departmenlal and non~departmental enlerprises (irrigation works. Slate Eleclricity 
Boards, Slale Road Transport Corporations and a large number of other enlerprises) ... in 
most cases, (there) is Ihe exlremely paar performance of Ihe enterprises." SR9FC, (for 
1990 - 95) op.ci\., p. 35 - 36. 
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Rapid growth of states' revenue and capital expenditure is considered a direct 
consequence of this state·interventionist path of development which was not fully 
anticipated by the Constitution makers.36 

The second view is that given the fact that Nehru and several others, who actively 
participated in the Constitution making exercise, were ardent advocates of economic 
planning, it is unlikely that they did not envisage the active role of the state in the 
development process. This view holds, therefore, that Nehru and others, perhaps. 
thought that the Constitution was flexible enough to accommodate planning and that 
the Centre·state financial relations could be re'adjusted to ensure adequate re· 
sources at the disposal of the states to enable them to participate adequately in the 
process of planned economic development. According to this view, due to sub· 
sequent developments in Indian political economy, this expected readjustment has 
not taken place resulting in a huge gap between states' high development expendi· 
ture and insufficient resources.37 

Whatever explanation one may find more convincing, the point worth emphasising 
is that the Indian nationalist strategy of state capitalist path of development has 
necessitated a massive increase in states' revenue expenditure. 

Factors Accounting tor the Growth ot States' Non·development Expenditure 

There has also been a rapid growth of states' non·development expenditure. 
Interest payments, police, collection of taxes and duties, pensions and other retire· 
ment benefits, secretariat general services, and district adrn inl5tration, compensation 
and assignment to local bodies and Panchayati Raj Institutions and maintenance of Govt. 
buildings (public 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 loan advances to Govt. servants. 

Interest payments and debt repayments are now by far the largest items of states' 
non·development expenditure. These accounted for 41 .1%,45.6% and 43.3% of 
such expenditure during 1983 - 1984, 1984-1985 (R.E.) and 1985 -1986 (B.E.) 
respectively. This item reflects the states' growing indebtedness particularly to the 
Centre - a point which I have already referred to earlier3 ' A major factor for rapid 
growth of states' indebtedness has been that as much as 70% of the Central 
assistance to the states is being given as 10ans.39 Since a large proportion of these 
loans has been invested in social and economic infra·structural facilities - school, 
hospitals, roads, social housing, Government administrative and residential bui!· 
dings, irrigation, social conservation, area development, river multi·purpose projects 
etc. - it never directly yields the surplus needed to meet the repayment obligations 
on these loans. Consequently, the states' indebtedness to the Centre mounts. The 
states interest liabilities have increased even faster than growth in their indebtedness 

36 This view is articulated in the Punjab Govt. Memorandum. See RCCSR, Part 11 , op.cit., 
p.910. 

37 Gurati, op.cit.. p. 3. 
38 RCCSR, op.cit., p. 907. 
39 Punjab Govt. Memorandum, op.eit., p. 913. 
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with widespread though conflicting views about the Centre-Punjab relations. One 
view shared by a large number of Punjabi and Sikh nationalists is that Punjab and 
Sikhs are 'discriminated against' by the Centre." The opponent view, widespread 
among Indian and Hindu nationalists, is that Punjab and Sikhs have been excessively 
pampered by the Centre'· 

Amritsar, 1983; 4. S. P. Mehra Punjab Today. (An Economic Overview), New Academic 
Publishing Co .• Jalandhar, 1983 and 5. Pritam Singh (Not mel) Emerging Pattern in Punjab 
Economy, Sterling Publishers, Delhi, 1983; 6. Om Parkash The Finances of Punjab State, 
Guru Nanak Oev University, Amritsar, 1983. Only one book, Johar and Khanna (ed) Sludies 
... , carries an article, the only one, on 'Centre-state Financial Relations in India with special 
reference 10 Punjab'. Raikhy and Gill (ed) Resource " ., has one article by GiU (published 
earlier in Gopal Singh, see below) which deals directly with some issues of Centre-state 
financial relations. Surprisingly. even Om Parkash The Finances ... , devotes onlyone chapter 
to the issue. Seven latest books with focus on Punjab politics are: 1. Paul Wallace, Surinder 
Chopra (ed) Politica/ Dynamics and Crisis in Punjab, Guru Nanak Dev University, Amritsar. 
1988.2. Amrik Singh (ed) Punjab in Indian Po/ities, Ajanla Publications, Delhi, 1985; 3. Gopal 
Singh (ed) Punjab Today, Inlelleclual Publishers, Delhi, 1987; 4. Abida Samiuddin (ed) 
Punjab Crisis, 1985; 5. Parmod Kumar et al Punjab Cn"ses: Context and Trend, Centre for 
Research in Rural and lndustrial Development, Chandigarh, 1984; 6. Dalip Singh, Dynamics 
of Punjab PoJitics, Macmillan, Delhi, 1981; 7. J. S. Deol, State Po/itics in India. (with special 
reference to Punjab), New Academic Publishing Co., Jalandhar, 1986; Noneofthem (excepl 
Gill's article in Gopal Singh' book menlioned earlier) carry even a single article on Cenlre­
Punjab financial relations. None of Ihe lalest books on Punjab published outside India carry 
even a sub-chapter on Cenlre-Punjab financial relations. See Iqbal Singh (University of 
Chicago) Punjab Under Siege: A CriticafAnalys;s, Allen-Macmillan, New YorkfLondon. 1986; 
S. Mirza. S. Hasnat and S. Mahmood, The Sikh Question, Panjab University, Lahore, 1985; 
M. A. Masood and Peter Stockdale. The Khalistan Riddle, Modern Book Depot, Jslamabad, 
1988; Ajil Singh Bains, Seige 01 the Sikhs, (in Punjabi), Toronto, 1988; HardiaJ Bains, The 
Gaff of the Martyrs: On the Crises in India and the Punjab Situation in the Punjab, Workers 
Publishing House, London, 1985; Jarnail Singh, Sikh Symposium, the Sikh Social and 
EducationaJ Society, Toronto, 1985; Holly Sims, Political Regimes, Pubfic Poliey and 
Economic Devefopment: Agricultural Performance and Rural Change in Two Punjabs, Sage 
Publications, DelhVLondon/California, 1988. The most influential academic journal in lndia, 
Eeonomic and Politicaf Weekly has not had a single paper on Centre·Punjab financiaJ 
relations Ihough it has otherwise carried a number of excellent papers on other aspects of 
Punjab's political economy. The academic journals in the West Asia Survey, Pacilie Affairs, 
Journal of Commonwealth and Comparative Studies who otherwise have published excel­
lent papers on Punjab, have nol carried a single paper on Cenlre-Punjab financial relations. 
The only serious work which initiated the analysis on this sUbject is Punjab Govt. Memoran­
dum 10 Ihe Commission on Cenlre-State Relations which published its report in 1987. Bul 
even this document focused more on Centre-state financial relations in general than on 
Punjab. Of the 39 tables of statistical data, only 2 tables pertained to Punjab specifically. 

45 Some articles articulating this view are included in an anthology of essays brought out by a 
Maoist Punjabi nationalisl group. See Malwinder Singh Mali (ed) Punjab da Quami Masla: 
Khabe Pakhi Chintakan di Nazar Vieh, (in Punjabi) (Le. The National Question in Punjab: 
Views of Left Wing Intellectuals). Lok Geet Prakashan, Sirhind, 1989. 

46 This view has been articulated more than by anyone else, by Ihree journalists, Giri Lai Jain, 
Arun Shourie and M. V. Menon (who represent a complex amalgam of Indian and Hindu 
nationalism) in the editorials of The Times oflndia, The Indian Express, The Hindustan Times 
respectively in the last decade or so. Though there is not even a single scholarly paper 
endorsing this view about Centre-Punjab financial relations, there are a few papers which 
by their argument that inter-state inequalities have increased since Indian national inde­
pendence. tend to give the impression that Punjab has had a favourable treatment from the 
Centre. See M. M. Ansari. 'Financing of the States' Plans: A Perspective for Regional 
Development'. EPW, Vol. XVIII, No. 49, Dec. 3, 1989, p. 2077 - 2082; also included in I. S. 
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It will , perhaps, stretch the seope 01 my paper beyond the present eoneern to 
examine the reasons lor the gap between the weakness 01 seholarly work and the 
strength 01 beliels about the Centre-Punjab relations. The eonllieting opinions, 
however, are reflective 01 the Iragmented and selective reading 01 the eomplexity of 
the Centre-Punjab linaneial relations. This paper is a preliminary attempt to eonstruet 
an integrated pieture 01 these relations to overeome as lar as possible the Iragmen­
tariness 01 the views offered so lar. 

The first important point worth observing is that Punjab has had sinee Indian 
nalional independenee, Ihe highest (or near the highest) per eapila ineome among 
Ihe Indian stales. (See Table 1) From eolumn 2, it ean be observed thai Punjab 
(ineluding Haryana) had Ihe next to highesl per eapila ineome in 1949 - 1950 (W. 
Bengal had the highest). In 1960 -1961, Punjab had the third highest per eapita 
ineome (Maharashlra had the highest and W. Bengal Ihe seeond highest). Sinee 
1970 -1971, Punjab has had the highest per eapita ineome. Arearrangement of 
data ineluding all the stales shows Punjab's posilion as seeond highest (Goa as 
highest; Table 2) though for the states eonsidered in the earlier period, Punjab's 
ranking is still the highest. This is one sei of date whieh is often quoted to argue that 
sinee Punjab has improved its relative posilion in the post-1947 periad, the Centre's 
eonlribulion, if any, musl be a positive and favourable one 10 Punjab's eeonomie 
development. This argument, however, hides a number of weak spots in Punjab's 
eeonomie developmenl apart from the eenlral poinl thai a relatively higher level of 
per eapila ineome, in ilself, is no proof of Centre's favourable Irealment of Punjab. 

First, Punjab's relalively better performance in lerms of per eapila ineome is the 
resull of a eertain pallern of developmenl during Ihe eolonial period.47 Seeond, bolh 
during Ihe eolonial and Ihe Indian nationalisl slale rule, Punjab's eeonomie perfor­
mance is primarily based upon agrieullure. Belween 1980 - 1981 and 1987 -
1988, the share of the primary seelor in Ihe nel slale domeslie praduet (SDP) has 
remained around 44% and Ihe share of Ihe seeondary seelor shows a slighlly 
deelining Irend from 21,88% in 1982 - 19831020,74% in 1987 - 198848 

This trend, howsoever weak, towards 'deinduslrializalion' of Punjab refleels a 
serious struetural imbalanee in Punjab economy. An agrarian-based eeonomy ae­
eompanied bya Irend towards deinduslrialization is alilhe more vulnerable when the 
lenms of trade may be turning againsl agrieullure, Table 3 shows thai from 1970-
1971 to 1980 - 1981, only during two years [(1978 - 1979) and (1980 - 1981)] 
did the farmers receive favourable priee of Iheir produets and Ihe Central Govt. has 
a erueial rolethrough Agrieulture Cosis and Priees Commission to delermine Ihe level 
of priees obtained by farmers, The related areas of Ihe nature of agrieultural and 
induslrial developmenl in Punjab and Ihe role of Ihe eentralisl Indian 51 ale in shaping 
agrarian and induslrial eapilalism in Punjab are also Ihe subjeet of examinalion in a 
longer research projeel. 

It is suffieienl here to say Ihal due to hislorieally shaped pallern of developmenl, 
Punjab has experieneed an inerease in agrieullural prosperily refleeled in a relalively 
higher level of per eapila ineome, A tendeney lowards deindustrializalion diseerned 

Gulali (ed) Gentre-Slale Budgelary Transfers, op.eit .. 1. S. Gulali and K, K. George 'Inler-Slale 
Redislribution Ihrough Ihe Budgef in I. S. Gulati (ed) Genlre-Slale Budgelary Transfers, loe.eil. 

47 For details see Imran Ali Punjab Under Imperia/ism. Princeton University Press, 1986. 
48 Statistical Abstract of Punjab. 1988, p. 88. 
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in the last ane decade. however, suggests thai a serious struclural weakness 01 this 
kind in Punjab eeonomy may eventuatly lead to Punjab being an agrarian eolony -
even if prosperous for sometime - for industrially dominant power interests at the 
Centre. That Punjab may be on the road to its deeline in its relative position among 
the states is suggested by the annual average pereentage growth of SDP at eonstant 
priees between 1969 - 1970 and 1984 - 1985 as shown in the following table: 

ANNUAL AVERAGE GROWTH 
STATE OF SDP AT CONSTANT PRICES 

(%) (1969 -70 TO 1984 - 85) 
1. Andhra Pradesh 4.12 
2. Assam 3.55 
3. Bihar 3.97 
4. Gujarat 4.81 
5. Haryana 4.47 
6. Kamataka 3.85 
7. Kerala 2.10 
8. Madhya Pradesh 3.98 
9. Maharashtra 4.08 

10. Orissa 3.30 
11 . Punjab 4.34 
12. Rajasthan 2.59 
13. Tamil Nadu 3.75 
14. Uttar Pradesh 3.94 
15. West Bengal 2.89 

Souree: Pradhan Prasad. LopsidedGrowlh, OUP. Bombay, 1989, p. 114. LEAVE GAP Gujarat 
and Haryana have surpassed Punjab in the last 15 years and Andhra Pradesh may soon catch 
up. 

Inter-state Comparison Of Centre's Transfers 

The eharaeter 01 Centre·Punjab financial relations beeomes more elear when a 
eomparison of Centre's transfers to different states is made (See Table 4). Transfers 
(through Finanee Commission) mentioned in Col (3) are statutory transfers and the 
other transfers are diseretionary transfers. Looking at Col (3), it is elear that Punjab 
had the lowest pereentage (1.68) of devolution by Finanee Commissions to a state's 
SDP. The figure for Central Plan assistanee (Col (4)) shows Punjab's pereentage to 
be the next to the lowest (the lowest was for Maharashtra). Col (6) shows that the 
pereentage of expenditure on eentrally sponsored projeets to SDP for Punjab is one 
of the three lowest figures (Punjab 0.99, Maharashtra 0.88 and W. Bengal 0.86) 
Similarly Col (7) shows that the pereentage of investment in Central Govt. non-de­
partmental undertakings to SDP is the lowest for Punjab. The pieture is slightly 
different for pereentage of plan outlays to SDP (Col (5)). Plan outlay is, however, not 
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a transfer from the Centre. It is the sum of a state's own plan resourees and Centre's 
assistanee. But even here, Punjab's pereentage is lower than that of Gujarat, 
Haryana, Madhya Pradesh, Orissa and Uttar Pradesh. 

A eomposite pieture whieh emerges, is that Punjab is lowest on Ihe seale. A 
juxtaposilion of Punjab's highest per eapila ineome with Ihe lewest resouree Iransfer 
from the Centre may appear 10 be eonlradielory. Bul il the interventionist role of the 
Indian Centralist Stale as the artieulalor and builder of Indian nationalism is kept in 
mind, Ihis apparentiy contradictory position beeomes very logieal in eharaeter. 

The Indian eentralisl state in order to fosler Indian nationalism and to slrengthen 
and legitimise its role as eentral to building Indian nationalism, has to follow a poliey 
of redueing regional inequalities. A study based on assessing the role of Central 
transfers to states in redueing regional inequality eoneludes '~he share 01 the paar 
states in such transfers has been, on the wh oie, higher than that of the rieh states".49 

Another pressing faelor lrom the viewpoint 01 politieal geography of the Indian 
eentralist state is that the paarest states, Le. the states with Ihe lowest per capita SDP 
like Bihar, Uttar Pradesh, Rajasthan and Madhya Pradesh eonstitute Ihe Hindi speaking 
eentral heartland of India. These states which are also the most papulous states in India, 
are also in the forefront of defending Indian and Hindu-Hindi nationalism. 

It is a palitieal neeessity 01 the Indian state and ils ideology Indian nationalism 10 
pursue palieies whieh reduee the eeonomie baekwardness of these states. The Indian 
eentralist state is thus loreed to pursue polieies wh ich beeome an institutional 
eonstraint on the further development of eeonomieally advaneed states. It iS, there­
fore, a logieal extension of the palitieal eeonomy of the eentralist state in India that 
while on an average (Le. national average), the Centre finanees 40% of the revenue 
expenditure of the states, in Punjab it only finanees 23% 01 Punjab's revenue 
expenditure (data for 1984 - 1985, 1985 - 1986, 1986 - 1987)·50 The eonlliel 
between Punjabi nationalism and Indian nationalism is, therefore, rooted in the 
ideology and Ihe palitieal eeonomy of the role of Ihe Indian eentralist stale in building 
Indian nationalism. 

49 Pradhan Prasad ''Roots of Uneven Regional Growth in India", EPW, August 13,1988 also 
included in his Lopsided Growth. op.cit. . p. 108. 

50 Punjab Govt. Memorandum 10 Ihe CCSR, ep.cit. , p. 909. 
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Table 1: 
Per Gapita Income at Gurrent Prices (Rs.) 

Stlile 1949-50 1%0-61 1970-71 198ü-Bl 1984-85 1985-86 1986-B7 
(1) (2) (3) (4) (5) (6) (7) 

1. Aß(!hra Pradesh 229 275 585 1.35B 2.039 2.205 
2. Assam 535 1,221 2,037 2,068 
3. Bihar 200 215 402 943 1,513 1,643 
4. Gujarat x 362 829 1,967 2,952 2.775 
5. Haryana xx 327 877 2,361 3.230 3,748 
6. Himachal Pradcsh 651 1,530 2,216 2,636 

7. ] amrnu and Kashmir 548 1,455 2,111 2,270 
8. KarnatkA 186 296 641 1,454 2,189 2,264 
9. Kcrala 234 259 594 1,385 2,104 2,140 
10. Madhy. Pradcsh 255 252 484 1,1 8 1 1,699 1.960 
11. M aharas h tra 273' 409 783 2,244 3.177 3.549 
12. Manipur 390 1.382 2,218 2,383 
13. Orissa 188 217 478 1,173 1,671 1,954 
14. Punjab 334" 366 1.070 2,620 4.103 4.536 
15. Rajaslhan 173 284 651 1,220 2,050 2.106 

16. Tamilnadu 229 334 581 1,324 2,173 2.514 
I IB. Una!' Pradcsh 262 252 486 1,272 1,284 2,003 

19. West Dengal 353 390 722 1,643 2,576 2,767 

AlIIndia 246 306 633 1.627 2.477 2,721 
([ar 1950-51) 

Source: Column (2) and (3) Pradhan Prasad Lopsidcd Growlh: Political Economy of Im.lian 
Devcloprncn4 OUP, Bombay, 1989, pllO. 

CoIUln" (4) 10 (B) Stabstic.1 Abstracl of Pun;ab 198B, Govcrnmcnl of Punjab. 

• Gujarat and Maharashtra 
•• Haryana and Punjab (Punjab acquircd its new territorial stalus in 1966). 

(B) 
(Prov.) 

2.333 
2.204 
1.802 
3,223 
3,925 
2.908 

2.344 
2,486 
2,371 
2.020 
3,793 
2.533 
1,997 
4.954 
2,150 

2,732 
2,146 
2,988 

2,974 
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Table 2: 
States Arranged in Descending Order of Per Capita State Dometic Pro­
duct: New Series (Average of three years 1982 - 85 at current prices) 

(Rupccs) 

Sial .. 
Per Capila Incomc 

1. Go. 4,437 
2. Punjab 4,013 
3. Maharashtra 3,384 
4. Haryana 3,043 
5. Gujarat 2,919 
6. Arunachal Pradcsh 2,746 
7. Sillim 2,570 
8. Karnalka 2,461 
9. lammu and Kashmir 2,380 
10. Nagaland 2,265 
11. West Bengal 2,230 
12. Manipur 2,205 
13. Kerala 2,144 
14. Tamilnadu 2,142 
15. Himachal Pradesh 2,103 
16. Andhra Pradesh 2,053 
17. Meghalay. 1,960 
18. A,sam 1,863 
19. Madhya Pradesh 1,860 
20, Rajasthan 1,820 
21. Tripura 1,784 
22. Mizoram 1,778 
23. Orissa 1,728 
24, Uttar Pradesh 1,713 
25. Bihar 1,323 

ALLSTATESAVERAGE 2,165 
UNION TERRlTORlES 5,002 
ALL INDlA AVERAGE 2,199 

Source:The Second Rcport of the Ninlh Finance Commission (for 1990~95) 
Dccember 1989, p79. 
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Table 4: 
Transfer of Resources from Gentre to States (1969 - 70 to 1984 - 85) 

Percentage of 
% of 

Invcsuncnt 
No. Statc Per Capita Devolution by Cenlr.ll Plan Expcnd- (1970-71 to 

Net Stare Financc Plan Oul1ay to hure on 1983·89) 
Domc.stic Commission Assistancc SDP CcntraUy- in Ccntra! 
Product to SDP al Lo SDP at at sponsorcd Govcmmcnt 

at Current Current C\l1TCnt Projccts non-dcpart-
ClllTCnl Prices Priccs Priccs to SDP at mental 
Prices Currcnt undCr1aldngs 

Prices <0 SDP at 
Current 
Pricc5 

(1) (2) (3) (4) (5) (6) (7) 

I. Andhra Pradcsh 17976 3.97 1.93 5.72 1.56 3.38 
2. Assam 16()24 5.55 4,64 6.05 1.49 6.58 
3. Bihar 12454 5.87 2.80 6.01 1.62 5.48 
4. Gujaret 25125 2.72 1.34 7.20 1.18 1.82 
5. Haryana 28984 2.03 1.33 8.30 1.22 1.05 
6. Karnalaka 18988 3.41 1.64 5.86 1.17 2.98 
~. Kcrula 17939 4.44 2.17 6.18 1.05 1.41 
8. Madhya Pradcsh 15198 4.58 2.38 7.94 1.82 5.45 
9. Maharashtra 27542 2.44 1.00 5.91 0.88 3.66 
10. Orissa 14333 6.75 3.34 6.93 2.49 4.88 
11. Punjab 35542 1.68 1.04 6.21 0.99 0.92 
12. Rajaslhan 17567 4.38 2.30 5.94 1.85 1.13 
13. Tamilnadu 17793 3.81 1.56 6.15 1.23 2.25 
14. Utttr Pradcm 14536 4.87 2.43 6.92 1.51 1.32 
15. West Bengal 22004 3.39 1.16 4.62 0.86 2.22 

~: Pradhan Prasad I QPsjdcd Gmwlh ap. ct. p. 111. 
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