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Editorial
Publication of this 5th edition of “Aarthika Charche” is a matter of immense pleasure for Fiscal Policy Institute. This
bi-annual Journal of Economics & Governance successfully completed two years of its publication.
At the outset, I would like to express my gratitude to all the members of the newly constituted Editorial Advisory Board.
Reconstitution of the Editorial Advisory Board was a conscious decision to enhance the academic quality of this journal
with required professionalism and rigour in editorial set up and processes. The board comprises of seven eminent scholars
and experts from top national level institutions as members namely Professors M.H. Bala Subrahmanya (Indian Institute
of Science), Pinaki Chakraborthy (National Institute of Public Finance and Policy), Rupa Chanda (Indian Institute of
Management, Bengaluru), K. Gayithri, (Institute for Social and Economic Change), Jyotsna Jha (Centre for Budget and
Policy Studies), S.S. Meenakshisundaram (National Institute of Advanced Studies) and D. Narayana (Gulati Institute of
Finance and Taxation). I am personally thankful to each of them for kindly accepting our invitation to be the member of the
Editorial Advisory Board of our Journal. We look forward to their contribution to further growth and wider reach of our
Journal as well as to associate with the academic and research activities of FPI.
This edition of the Journal features articles which are insightful in analyses and draw evidence-based policy implications
and suggestions on public finances and fiscal issues, governance and current topics of the Indian economy. We have tried to
deal with specific issues like India’s Constitutional Economics and poverty within larger economic contexts of Globalisation
and Post-Neoliberalism. Some articles provide critical insights into the institutional fiscal framework of Finance Commission
while other articles deal with specific sector like higher education and tribal sub-plan. I am quite hopeful that these articles
would raise further academic interest and debates.
I do appreciate the hard work of Prof. M R Narayana (Editor-in-Chief) and Dr. M R Anantha Ramu for taking painstaking
effort in inviting articles, selection and subsequent rigorous editorial processes.
On behalf of FPI and on my personal behalf, I am grateful to Sri I.S.N. Prasad, IAS, Additional Chief Secretary, Finance
Department, Government of Karnataka, and Chairperson, Governing Council of FPI, for his guidance, support and
encouragement for this Journal and in all other activities of FPI.
In order to reach the largest readers through wide dissemination, a copy of all earlier editions and the current edition is
available on FPI’s website and freely downloadable by all.
Sujit Kumar Chowdhury
Director, FPI
This edition includes six research papers on Indian economy and governance at national and sub-national levels. Papers
on national level analyses focus on four contemporary public policy-relevant issues: (a) debatable and considerable issues
for the States and Union Government before the Fifteenth Finance Commission, (b) role of Union Finance Commissions and
State Finance Commissions to strengthen the finances of rural local bodies (Panchayats), (c) nature and extent of financing
university education by grants and non-grants sources and (d) causal relationship between income inequality and economic
globalization. Governance issues are focused by a critical analysis of relevance of Constitutional framework and provisions
for design of economic policies, such as, the neoliberal economic policies since July 1991. In addition, a sector-specific study
on patterns of public expenditure on nutritional programmes under Tribal Sub-plan brings out few interesting inter-state
comparisons on utilization of funds between Madhya Pradesh and Odisha.Thus, the research articles in this edition offer
useful policy implications for design and implementation of public policies and programmes within the framework of fiscal
policies.
We are grateful to all the authors for submitting their research articles for consideration for publication in our Journal and
for their kind cooperation and quick response at the stages of revisions and copyediting. In addition, we are thankful to all the
reviewers of these articles for their excellent comments and suggestions, and copy-editor for the meticulous work.
M.R. Narayana
Editor-in-Chief
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Relevance of Constitutional Economics in India’s
Post-Neoliberal Era
Sony Pellissery and Babu Mathew1
Abstract
Traditionally, constitutional economics prefers a constitutional constraint legitimized by rule of law over economic constraint
when public policy decisions are made. However, pragmatic politics considers both these types of restraints as too feeble in
the electoral games. Very often, ideologies drive the passions for political decision making. In this paper, we examine why
electoral logic and economic logic may not be sufficient for the transformative vision of constitution in contexts where huge
social inequalities prevail. We show this through demonstration of the interplay of Indian economic policies and constitutional
values. We argue that in the build up towards neo-liberal era, constitutional values were systematically sidelined. However,
the crisis of neo-liberalism forces us to look for alternative policy making approaches, and the Constitutional economics can
provide some viable options.

1. Introduction
We begin with an enigmatic counterfactual.
If India did not have its Constitution adopted
on 26 January, 1950, what would have been the
trajectory of Indian development? Would regional
states in India have achieved more convergence
without a Constitution for the Union of India? If
each of the regional states was allowed to write its
own Constitution, how close would it have been
to the Constitution of the Union of India? This
counterfactual is extremely important, since the
very idea of India was carved out of a post-colonial
context (Khilnani 1997). Prior to the colonization,
the region had multiple kingdoms, and the various
rules and regulations which the kings and feudal
lords in those kingdoms exercised, continue to
shape administrative laws, property rights and
social norms. The Constitution was a historical
break from this traditionalism (though interposed
with colonialism for a brief period). In this
paper, we make an argument that Constitutional
governance can provide answers when the state
has almost given up neoliberal paradigm, and
searching for alternate viable frameworks.

We develop these arguments through four
sections in the paper. In the first section, we
examine the theoretical basis for the constitutional
governance, by reviewing the concepts of
constitutional economics and rule of law. Then,
we distinguish the unique characteristics of
development agenda that is at the heart of Indian
Constitution, distinguishing the same from
Western nations’ constitutions. This will enable
us to appreciate why liberal constitutions may
not be able to address the question of inequality
as compared to Indian Constitution. In the third
section, we review the institutions required to
strengthen decision making from the perspective
of Constitutional economics. In the final section,
we review India’s major economic decisions and
point out how economic reasoning dominated
over constitutional economic reasoning.
2. Roots of Constitutional Governance
Theoretical grounding on constitutional
governance is founded on two types of literature.
First, the works of James Buchanan culminating
in the Nobel Prize lecture (1986) titled The

Professors at the Institute of Public Policy, National Law School of India University, Bengaluru.
Address for Correspondence: National Law School of India University, Nagarbhavi, Bengaluru 560072. e-Mail: sonyp@nls.ac.in
All opinions in this article are of the authors and usual disclaimer applies.
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Constitution of Economic Policy. Second, the
principle of rule of law enables us to understand
the need for Constitutional governance. We
will examine these two strands of literature and
relevance for Indian context, before proceeding to
the main arguments of this paper.
In order to understand the concept of
Constitutional governance, we need to first
comprehend the idea of Constitutional Economics,
as argued by James Buchanan and other theorists.
Two levels of Public Choice are distinguished to
demonstrate the central tenets of Constitutional
Economics. The first level sets the rules of the
game through the constitution while the second/
post constitutional or operational level deals with
playing the game within the rules defined (Tullock
& Buchanan, 1962). In other words, while
orthodox economics or public choice dealt with
choices and decisions of economic or political
actors within the constraints of defined rules
in the market and government, Constitutional
Economics would deal with the process of setting
up those very rules which restrict and control the
actors. Constitutional Economics offers potential
for normative constitutional study, unlike the
more practical study of ordinary economics and
Public Choice.
Tullock (1959) formally demonstrated that
under any voting system which required less than
unanimous consent, majority coalitions will seek
to ensure public provisions of special interest
projects. The way a constitutional constraint
differed from economic constraint while making
a policy decision was through the universal
consensus test, which the former had obtained

(Wicksell 1896). This gives the constitutional
choice its justification in consent whereas public
or economic choice would find its meaning in
mutually beneficial exchanges and self-interested
behaviour. At the same time, unavoidability of
coercion in the process to implement what was
constitutionally consented comes in conflict with
the ideas of liberalism2. Buchanan (1993) argued
that to advance ‘public interest’ by the politicians,
the best way is to have a constitutional framework
that restricts differential treatment, which often
led to rent seeking behavior. However, as we will
see in the next section, when we distinguish liberal
Constitutions (typically in the Western countries)
from the Constitutions of Global South, we will
see how the notion of ‘public interest’ acquires a
different dimension.
The second strand of literature to understand
the nature of Constitutional governance pertains to
Rule of Law. This principle functions as a counterveiling force when legislative power of the political
class tends to be anti-people. The way aggregative
democratic order provides an incentive structure
for the political class (through re-elections), there
is a tendency for making legislations against
the long term ‘will of the nation’ for short-term
gains (Fukuyama, 2011). Sometimes, excessive
governmental power may erode the principle of
rule of law, and legislature may need to restrict
the government. At other times, the governmental
power may need to be checked by judiciary.
It is here that rule of law is invoked through
a process of judicial review of the actions of the
executive. Indian Constitutional history has a
salient example of this judicial review process.

Buchanan and Tullock (1962) were convinced that unanimous consent, which was required as a prerequisite for the constitutional contract,
was nearly impossible to be achieved. The problem was dealt by a version of the Rawlsian veil of ignorance. They argued that because
people were unlikely to foresee their future interest, they would prefer rules that did not favour any particular interest (Rawls, 1971). Others
have recognized that this is not practical and have suggested other means of ensuring a constitutional contract, including Hirschman’s exit,
where the probable or threatened exit limits the power of one party over the other (Hirschman, 1970).

2
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When there were attempts by the legislators
to drastically amend the Constitution, Indian
judiciary, in a landmark judgement, defined
the Basic Structure of the constitution. Seven
principles of ‘rule of law’, ‘equality’, ‘fundamental
rights’, ‘secularism’, ‘federalism’, ‘democracy’,
and ‘judicial review’ were defined as constituting
the basic structure of Indian constitution and on
these, the parliament would not have legislative
power3. This is not a settled position, and there
are debates whether judiciary has power to curtail
the powers of the parliament. In other words,
Parliamentary Sovereignty is a legal paradigm
that is in direct conflict with the Rule of Law
paradigm through judicial review. However, in
the case of India, what judicial review process
has done is to enable citizens to approach court to
get justiciability, when parliamentary lawlessness
occurs (Baxi 2004). This aspect of judicial review
is central to rule of law, since the principle aims
to protect citizens when legislative power goes
against the spirit of law.
So far we have seen the foundational principles
of Constitutional governance4. However, these
general principles are challenged when we
examine the empirical cases of constitutions
across the world. In the next section, we examine
these different patterns of constitutions.
3. Transformative and Liberal Constitutionalism
The constitution of India evolved in a very
different historical context from the liberal
constitutions of the West, which were written
before it. The Western constitutions were framed
on a conception of rule of law which ferociously
guarded individual liberties and protected
property rights. Framed in the backdrop of

7

revolutions against tyrannical rule, they were
designed to put restraints on governments.
Separation of powers was institutionalised
through independent judiciary, legislature and
executive, along with negative rights to citizens
which protected freedoms of speech, property
and trade. This created strong institutions which
would protect democracy better than it had ever
been in the past. Simultaneously, the rule of law
framework of the Western traditions, led to a great
expansion of enterprise and commerce which
would create more wealth. They did not however,
entail any affirmative obligation upon society or
governments to address inequality, destitution,
discrimination and exclusion faced by sections of
citizens or whole regions.
However, constitutions framed in the
developing world, in countries like India, South
Africa and Brazil became more than just a means
to restrict governments. They were inspirational
texts and vision documents, with a mandate
to transform society and correct historical
wrongs. The expression of ‘Transformative
Constitutionalism’ refers to this broader mandate
given to the Constitution. At the heart of the
transformative Constitutional vision, is an aim
to break away with “old forms of state, society,
and culture (social formations) and inaugurating
a new order of things” (Baxi, 2013: 22). This was
the dream of the founding fathers of the nationstate of India. The first Prime Minister of the
country, Jawaharlal Nehru, viewed the objective
of the Constitution as “the removal of all invidious
social and customary barriers which come in the
way of the full development of the individual
as well as of any group”. On the other hand, the
architect of Indian Constitution, B. R. Ambedkar

Keshavananda Bharati Case (AIR 1973 SC 1461)
It is also good to note that when the Constitutional review commission was constituted in 2000, a non-negotiable was to protect the basic
features of the Constitution.
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(1948) viewed the Constitution of India as a tryst
with destiny, to live with contradictions of political
(formal) equality and social inequality.
In the light of these concerns raised about
Constitutional framework that governs societies,
which are diverse and unequal, politics becomes
the source for balancing the value systems of
the society and the Constitution. It is here, the
principles of Constitutional Economics and Rule
of Law are challenged. When government fails in
positive action to achieve the Constitutional values,
‘the principle of least action’ will allow societal
values to dominate the political and economic
decision making. Nussbaum (2003) provided
a framework to understand this. Interpreting
different constitutions with respect to rights, using
Amartya Sen’s (1999) capability framework, she
argued that any right, be it freedom of speech or
political participation, is only secured to people,
when the relevant capabilities to function are
also present. Governments, therefore, must
consider the obstacles that exist for exercising
these rights, due to existing social structures. This
would require institutional support and positive
action from the side of government, rather than
merely abstaining from intervention. On Rule of
Law, Baxi (2004: 29) extended this perspective
more succinctly: “Conceived not just as a sword
against State domination and violation and
historic civil society norms and practices but also
as a shield empowering an encyclopedic regime
of “progressive” state intervention in the life of
civil society”. In the context of inequality created
through historical injustice, negative rights against

discrimination alone do not change the skewed
degree of access to resources and opportunities.
Yet, the Indian Constitution largely left economic
and social rights essential for redistribution to
the non-justiciable Directive Principles of State
Policy.
The challenge was regarding the mechanisms
and administrative arrangement5 to translate
these ideal constitutional values and visions into
development programmes.
4. Institutions to translate constitutional vision
The principles of constitutional economics
of India could be summarized through “three
trinities”. Expression of trinity is to indicate
the interdependence of these values, and their
meaninglessness,when each of these values stands
as silo. These trinities are identified through
examination of constitutional provisions that has
provided guiding light for policy decision making.
The first trinity is unambiguously referred
in the preamble of the constitution, namely
Equality, Liberty and Fraternity6. These ideals
have been elaborated as fundamental rights, and
court has reinterpreted them in changing times.
In more recent times, Supreme Court of india has
reiterated these three values are essential to realise
‘right to life’7. Practice of these ideals nurture
‘deep citizenship’ among Indians. Courts and
justice delivery systems constitute the institutional
arrangement to strengthen this segment of
constitutional value.

Ambedkar, during his speech on November 4, 1948, delivered in the Constituent Assembly in the process of drafting the constitution for
modern India said: “The form of the administration must be appropriate to and in the same sense as the form of the Constitution... [It] is
perfectly possible to pervert the Constitution, without changing its form by merely changing the form of the administration and to make it
inconsistent and opposed to the spirit of the Constitution … Constitutional morality is not a natural sentiment. It has to be cultivated. We
must realise that our people have yet to learn it. ”
6
Bhatia (2018) identifies this trinity at the heart of the transformative constitutionalism.
7
In the judgement on privacy, rights for transgenders and that of equal treatment between men and women in marriage, these arguments
have come forcefully.
5
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Second trinity originates from the ideals as
enunciated in the Directive Principles. These
comprise the values of progress (often referred
as development), security and transparency. In
this trinity, we have deliberately emphasized the
term ‘progress’ to transcend ourselves from the
debate on growth vs development (see Sen vs
Bhagwati debates for this)8. The idea of scientific
temper listed as a fundamental duty in the
Indian Constitution (51A of Part IVA), gives a
constitutional mandate that the country needs to
move away from traditional feudal values and
move towards those of reason. To achieve this
aim, along with progress and economic growth,
the livelihood opportunities need to be created to
fulfill the objectives of security. This balancing is
possible when economic growth is subjected to the
Article 39 (c) “that the operation of the economic
system does not result in the concentration of
wealth and means of production to the common
detriment”. Present crisis of crony capitalism,
that undermines the economic growth in India,
is primarily by neglecting the transparency
principle. There are three institutions that require
to be strengthened to realise this trinity. These are
Finance Commission, Central Bank (Reserve Bank
of India) and the office of Comptroller and Auditor
General. Each of their roles as delineated in the
Constitution provides ample space for translating
the constitutional values to the economy.
Third trinity is how the first and second
trinity could be achieved through a participatory
process – nature of democracy. Here, the first

9

component refers to the spirit of federalism and
how Centre-State relations are to be organized to
allow sufficient autonomy9 for the states as well
as to reduce inter-state inequality (Articles 245255 in Part XI). Second component is the principle
of devolution in Indian polity (73rd and 74th
amendments to the Constitution). It is important
to note that the journey to realize the same began
only in 199210. The third component is how social
diversity in India could be incorporated in the
decision making process. This is the least realized
component. Currently, this is limited to a set of
political reservations in the electoral process.
However, several law commissions have made
recommendations for proportional representation
– an ideal yet to be realized. We present these
three trinities in Figure1.
Figure 1: Trinity of Trinities of Constitutional
Economics in India
Dimension of
Commitments to Citizens

Dimension of Public
Interest

* Equality

* Progress
* Security
* Transparency

* Liberty
* Fraternity

Structure of Constitutional
Economics in India

Process Dimension
* Spirit of Federalism
* Devolution of power
* Proportional Representation to respect
diversity

Source: Authors

These ideas are delineated respectively in Sen (1999) and Bhagwati and Panagariya (2012). A summary of the debate can be found in
Bhattacharya (2013).

8

Scholars who may enlighten debates on the question of federalism are Ghosal (1969) , Rudolph and Rudolph (2010) among others.
This literature shows how federal system that was originally envisioned in the Indian constitution has been changed into confederation, and
subsequently to competitive federalism rather than the space for autonomy.

9

DeSouza (2002) articulates these two amendments as the process of deepening democracy.
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5. How neoliberalism dumped constitutional
economics
So far, we have shown conceptually how
the idea of constitutional economics could be
translated towards policy decision-making through
a web of institutional arrangements. In the rest of
the paper, we will show how constitutional values
were systematically subordinated to economic
orthodoxy.
In Table 1, we present possible policy options
which were considered by Indian republic. The
option that was pursued shows whether economic
reasoning or constitutional values prevailed.
Immediately after independence, characteristics
of constitutional economics could be observed in
the policy choices that were made by the polity.
However, by 1970s, the planned approach to
growth and distribution was given up11. Planning
as an ideal required the state to be in command of
the social forces. However, in Riggsian prismatic
society (1964), this was nearly impossible. In
many ways, social forces reversed the planning
ideals for strengthening same forces12. These
social forces affected the planning process,
Constitutionality and Rule of Law very differently
in different states.
Since the abandonment of planning ideals and
process, a downward spiral effect is seen. This is

culminated in the adoption of neo-liberal policies.
A set of economic policies were introduced
without sufficient constitutional consideration. In
other words, through budgetary speeches, policy
options are announced without deliberations
through constitutionally mandated institutions
(see the discussion in the previous section). This
leads to an imbalance in the trinities discussed
above.
As we see through the progressive stages in
Table 1, neo-liberal policies are no longer seen
as the panacea for growth and development.
Each nation aiming to ascend as ‘global power’
is against the logic of integration into global
economy. Further, economic crisis since 2009 has
brought planning back to the economic thinking.
Particularly in India, how pursuing neo-liberal
policies led to the crisis of non-performing assets
in banking sector and Infrastructure Leasing and
Financial Services are excellent instances to search
for alternative paradigms. It is here, Constitutional
economics could play a creative role. It is unlikely
that planning approach which was moderately
pursued in 1950s and 1960s could be replicated
in today’s complex world. Yet, values as informed
by the Constitutional economics could provide
guiding light to the decision making process rather
than purely considering economic logic.

Some of the debates on why planning exercise in India did not survive could be gained from the literature (e. g. Lokanatha 1945; Kudaisya
2014).
11

See Myrdal (1968) and Migdal et al (1994) for theoretical conceptualisations on how state-society relations take place in planning
context. See Pellissery (2014) and Pellissery et al (2016) on applications of these conceptualisations in Indian context. Classic case in
Indian context is that of attempt for land reforms. Constitution of India accorded the status of fundamental right to property. However, in a
context where more than 30% of population was landless, such a right was against the poor people (Pellissery 2016). When the government
aimed to take land from large landlords to give to the landless, the ‘fundamental right’ came on the way, and typically judiciary favoured
the landlords. Thus, very first constitutional amendment was to facilitate land reforms. However, the way land reform is operationalized in
different states of India was hugely different. Primarily this difference was explained through the feudalist nature of society and their ability
to collude with administrative functionaries (refer Pellissery et al, 2017).
12
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Table 1: Stylized presentation on how economic reasoning overshadowed constitutional economy
approach by Policy Questions, Economic reasonings and Constitutional economy reasoning13
Constitutional
economy reasoning
How to transform Policy option 1: Growth as primary route through public Planned approach (true
country as
sector investment (1950s)
to Constitutional values)
‘modern nation’? Policy option 2: Developmental approach particularly to growth undertaken
(Typically through focusing rural economy (1960s)
initially which was
1950s-70s)
given up during 1970s.
Policy Question

Economic reasoning

How to deal
with raising
inequality?
(Typically 1970s
and 1980s)

Policy option 1: Distribution of factors of production (land Constitutional values
require the first option
reform feebly attempted)
to be pursued to realise
Policy option 2: Basic needs approach (welfare state
Article 39 (c).
approach becomes handmade to higher production in some
sectors e. g. green revolution leading to food self-sufficiency
stabilizes the Public Distribution System for food)

How to achieve
growth?
(late 1980s and
1990s)

Policy option 1: To avert the balance of payment crisis, Growth without the
agenda of distribution
integrate with global economy
is against constitutional
Policy option 2: Preference of competition as a method of
values (agenda of
organizing economy rather than planning as a method
redistribution foregone)

How to achieve
the status of
global power?
(since 2000)

Policy option 1: One nation, one market

Constitutional value
Policy option 2: Gain the power through valorization. commitments to the
nation subordinated to
Here, the culture is valorized as superior and marketed to
international interests
rest of the world.
(principle of federalism
sacrificed)

Source - Authors
Note: This is stylized presentation rather than aiming to be comprehensive about policy options available in each period. The stylized
presentation enables one to compare between different periods and what option was adopted and what was rejected.

6. Conclusion
Reddy (2017) makes a distinction of economic
ideas and economists’ ideas to critically reflect on
the role of economists in policy making. “One
role of a trained economist in public policy is to
clarify and dispel notions that intuitively appear to
be right but actually cause adverse consequences
(i.e., counterintuitive but rational); they also

evaluate the consequences of lobbies for various
causes (neutral analysis or counting the cost). To
describe the role of economists in policy-making,
Reddy uses the term ‘technopols’.” A successful
technopol needs to combine two very different
types of skill. One is that of a successful applied
economist, able to judge what institutions and
policies are needed in specific circumstances in
order to further economic objectives. The other is

Empirical evidence for this comes from the review of papers on India’s development trajectory. Key papers are, though not exhaustive:
Nagaraj, 2012; Balakrishnan and Parameswaran, 2007; Patnaik and Chandrasekhar, 1995.
13
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that of a successful politician, able to persuade
others to adopt the policies that he or she has judged
to be appropriate” (Mathur & Bjorkman, 2009: p.
128). In this paper, we have shown how both these
are not sufficient to be true to the Constitutional
mandate. We have argued why Constitutional
values should guide an economic technopol.
Further, in this paper, we have explicated
a dilemma in welfare governance. On the one
hand, within a liberal framework, what rule of law
could achieve is only limited in a country with
diverse cultural orientations as well as inequality.
It is here, values as infused by the Constitutional
economics play a central role to take the country
to transformative functions. While Constitutional
Economics prefers constitutional constraint over
economic constraint as an over arching framework
for governance, in contexts where positive
rights (transformative constitutionalism)
are
emphasized, a policy framework that facilitates
the constitutional framework needs to be pursued.
When nation-states are engaged in the firefighting
to deal with the aftermath of neo-liberalism,
constitutional values could be the hidden treasures
that could help solve several problems.
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Issues before the Government of India’s Fifteenth
Finance Commission
M C Singhi1
Abstract
The Finance Commission, constituted once in every 5 years, provides a constitutionally mandated institutional mechanism
for financial relations between the Union and the States. The Commission not only reviews the finances of the Union and
the States, it assesses on normative basis, the likely fiscal scenario at the level of these two tiers of Government in next five
years. This assessment forms the basis of their recommendations of transfers of resources from the Union to the States and
the mechanism of correcting the asymmetry in their assigned functions and sources of revenue. The process has always been
dynamic and fully considers the politico economic environment. The recommendations of the Fifteenth Finance Commission,
which has been constituted in 2017, would be effective from April 2020 and will govern transfers of resources to States for a
period of 5 years until March 2025. This paper highlights some of the concerns of the States and the issues which the Fifteenth
Finance Commission should consider in making its recommendations.

The core mandate of the Finance Commission,
as laid out in Article 280 of the Constitution rests on
four pillars. (a) the distribution between the Union
and the States of the net proceeds of the Union
taxes; (b) the allocation between the States of the
respective shares of such proceeds; (c) the principles
which should govern the grants-in-aid to States to
meet their expenditure commitments; and (d) the
measures to supplement the resources of rural and
urban local bodies. Every Finance Commission,
however, is given an extended mandate, such
as the roadmap for fiscal adjustment and to
make appropriate recommendations (Thirteenth
Finance Commission), to review policies relating
to disinvestment, subsidies, regulatory policies,
environmental concerns (Fourteenth Finance
Commission) and consider proposing measurable
performance based incentives for the States, at the
appropriate level of government, in areas such as,
expansion and deepening of tax net; efforts and
progress made in moving towards replacement
rate of population growth; achievements in
implementation of flagship schemes; progress
made in quality of expenditure and reducing
leakages; and regulatory changes for promoting

growth taking cognizance of the new realities of
macro-economic management (Fifteenth Finance
Commission).
The basic premise of Indian fiscal federalism,
which operates in constitutionally mandated
institutional framework, is that the governments
at their respective levels in hierarchy can
better deliver public and merit goods through
cooperation, competition and collaboration
in policy formulation, their execution and
resource management. The institution of Finance
Commission as an expert body is a manifestation
of the upfront recognition of an asymmetry
in allocation of resources and expenditure
responsibilities at different tiers of Government
and for ensuring a matching of these two. The
asymmetry envisaged in the Constitution, however,
has not remained stable and static and the awards
of the Commission including the references made
to it have, therefore, generally been consistent
with these dynamic needs.
The asymmetry in terms of availability of
resources may have, to an extent, accentuated
beyond the level envisaged in the Constitution
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and tilted the balance in favour of the Central
Government. Every Finance Commission has,
therefore, evolved its own method of assessment
of fiscal capacity, fiscal need and fiscal space
while suggesting the quantum of transfer and the
principles governing the same. In resource transfer,
as the Fourteenth Finance Commission has rightly
observed, (a) it is necessary to consider Union
finances as a whole, of which the divisible pool
of taxes is one component; (b) the total transfers
from the Union Government to the States should
be considered, of which transfers on account of
the Finance Commission are one component and
(c) while the expenditures of the Union and the
States should be considered as a whole and both
the Union and the States have to create fiscal space,
the Union finances and its fiscal policies have a
more critical role to play2. Its fiscal management
has significant implications for external sector
stability and fiscal, monetary and macroeconomic
management. There are, however, ten important
issues which the Fifteenth Finance Commission
needs to consider.
1. Transfers have been significant to States
revenue and grants have remained
important
There has been a recognition that the resources
available to the States have been relatively

lower than their expenditure commitments.
Transfers from the Union to the States have,
therefore, been a significant component of
overall revenue receipts of the States and
averaged 40 per cent of their revenue receipts
during 1990-2019. Until 2013-14, these have
moved in a narrow range and there has a sharp
upsurge of nearly 11 percentage points in five
years thereafter (Fig 1). In many of the states,
particularly the States with Special Category
Status and the States with relatively lower
per capita GSDP, the transfers’ constituted
nearly 90 per cent of their revenue receipts.
For the high-income States, the dependence
on Central transfers varies from 23 to 30
percent of their revenue receipts. In respect
of the middle-income States, the dependence
on Central transfers is between 40 to 60 per
cent. The dependence of low income States is
even higher and in the case of special category
States, the dependence increases to over 90
per cent. Grants have remained significant,
averaging 43 per cent of total transfers during
1990-2019, though there has been some
moderation in recent years.

Figure 1: Share of Transfer of Central Taxes and Grants in Revenue Receipt of the States

Source: Reserve Bank of India- Data Base on Indian Economy, 2018
Report of the Fourteenth Finance Commission, para 5.26

2
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2. As a share of gross revenue receipt of
Centre, transfers have actually moderated
For the first time, the Eleventh Finance
Commission recommended that overall
transfers to States be fixed at 37.5 per cent of
the Centre’s gross revenue receipts. This was
raised to 38 per cent by the Twelfth Finance
Commission and further to 39.5 per cent by the
Thirteenth Finance Commission. Inclusive of
the transfers made by the Union directly to the
implementing agencies, the indicative ceiling
of 39.5 per cent never became a binding
constraint, as actual transfers were above the
ceiling proposed. The Fourteenth Finance
Commission, therefore, did not suggest
any indicative ceiling and mentioned that
the transfers recommended by them would
increase the share of the States from 47.5 per
cent in 2014-15 (the base year) to 49.4 per cent

in 2019-20. Though actual transfers in 201819 are expected to reach the level indicated by
the Commission, one needs to look at a decline
in share of 4 percentage points compared to
the level reached in 2009-10 (Table 1). While
the Fourteenth Finance Commission raised
the share of States’ in the divisible pool of
Union taxes to 42 per cent, it was actually a
balancing between resource transfers by way
of share in taxes and grants. Notwithstanding
an increase in the share of the States’ in the
divisible pool of taxes, overall transfers as
a proportion to gross revenue receipt of the
Union actually declined. Reversal of this trend
would be awaited anxiously by the States,
particularly as the new development paradigm
of sustainable development visualises an
enlarged commitment of expenditure.

Table 1: Total Transfers as per cent to Gross Revenue Receipt of the Union Government
Total Transfers as per cent of

Gross Revenue Receipt
(GRR) (Rs. Billion)

Taxes

Grants

GRR

GDP

2008-09

7,022.4

1,601.8

2,143.1

53.3

6.7

2009-10

7,408.0

1,648.3

2,309.6

53.4

6.1

2010-11

10,116.7

2,193.0

2,775.9

49.1

6.4

2011-12

10,108.5

2,505.2

2,874.8

53.2

6.2

2012-13

11,735.9

2,915.5

2,832.8

49.0

5.8

2013-14

13,380.7

3,182.3

3,127.5

47.2

5.6

2014-15

14,392.9

3,378.1

3,290.8

46.3

5.3

2015-16

17,069.1

5,061.9

3,055.1

47.6

5.9

2016-17

19,886.5

6,080.0

3,548.0

48.4

6.3

2017-18

21,820.9

6,730.1

4,201.0

50.1

6.5

2018-19

25,163.3

7,880.9

4,548.4

49.4

6.6

Source: Union Government Budgets- Various Issues

Report of Fourteenth Finance Commission, para 6.49
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3. Fiscal Transfers- What should be the basisentitlement or endowment?
Prior to the recommendation of the Tenth Finance
Commission, only the proceeds of income tax and
excise duties were shareable. The Tenth Finance
Commission recommended an alternative scheme
of global sharing of tax receipts and suggested
that 26 per cent of the tax receipts of the Centre
should be transferred to the States. This share was
gradually increased to 29.5 per cent (Eleventh
Finance Commission), 30.5 per cent (Twelfth
Finance Commission), 32 per cent (Thirteenth
Finance Commission) and 42 per cent (Fourteenth
Finance Commission). It conceived of a larger
entitlement based flow of resources to the States
based on their assessment of revenue budgets of
the Union and the States. The Fourteenth Finance
Commission minimised the use of incentives and
conditionalities which it said “reflects their trust
in all tiers of governments”. Fourteenth Finance
Commission reduced the quantum of grants. The
Commission mentioned that not only did the

grants constitute a small fraction of the proposals
submitted by the States, these were also not driven
by any formula or any uniform principle; these
were difficult to be prioritized by any external
agency; and there were a lot of inflexibility in these
grants and as such did not merit to be specifically
included in the scheme of devolution4. Further,
the very concept was in a way questioning the
priorities of a State. Though the Commission was
not averse to the idea of augmenting expenditure in
specific sectors with high degree of externalities,
it suggested that these be addressed through a
different institutional mechanism of a broader
interstate cooperation.
While there is indeed a merit in this shift towards
entitlement, there is need to look at the distortions
which restrict the size of divisible pool. Actual
transfer of resources has, usually been short of
the recommended shares, largely because of an
increasing use of cesses and surcharge by the
Union Government, which reduce the kitty for
distribution itself (Table 2).

Table 2: Share of the States’ in Gross Tax receipts of the Centre
Gross Tax Receipt
Finance
Years covered
(GTR) of Centre
Commission by the Report
(Rs. Billion)
Tenth

Tax Receipts
transferred to the
States
(Rs. Billion)

Share of the
Share
States in GTR Recommended
(per cent)
(per cent)

1995-2000

6957.6

1905.2

27.4

26.0

Eleventh

2000-05

11508.8

3074.3

26.7

29.5

Twelfth

2005-10

26626.4

6902.0

25.9

30.5

Thirteenth

2010-15

50987.5

14174.1

27.8

32.0

Fourteenth

2015-19

73888.3

25752.9

34.9

42.0

Source- Report of the Fourteenth Finance Commission & Budget at a Glance- various issues

4. Revenue Deficit Grant- How should that be
differentiated with pure gap filling flows?
The grants-in-aid to cover revenue deficit
has been provided to the States, which are
Report of the Fourteenth Finance Commission, para 11.31
Twelfth Finance Commission report, para 10.8

4
5

assessed to have post-devolution revenue
deficits on a normative basis5. Fourteenth
Finance Commission clearly defined the
eligibility of the States for revenue deficit
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grants. The Commission mentioned that in
the first instance, revenue and expenditure
of the States should be assessed normatively,
the revenue assessment to cover additional
resource mobilisation possibilities for a State
and the expenditure to build in the additional
requirements for a State keeping in view
their current per capita expenditures relative
to other States. In the second instance, the
formula based devolution should, as far as
possible, offset revenue and cost disabilities.
In the third instance, only if the assessed
expenditure exceeds the revenue mobilisation
and the devolution, general purpose grants
to meet this deficit should be considered and
recommended6. In this scheme of assessment
of revenue and expenditure, though each State
is supposed to be treated uniformly, often
the State specific constraints get ignored. In
case of Karnataka, rate of growth of revenue
from its taxes assumed at 13.4 per cent were
significantly higher (observed growth during
2012-19 was only 10.4 per cent), while the rate
of growth of revenue expenditure assumed at
12.5 per cent (observed growth during 201219 was 14 per cent) were lower than what
could possibly be considered realistic. Further,
the fiscal rules which mandated the State to
maintain revenue surplus, in fact set a limit
on revenue expenditure and the increase in
revenue from internal sources, of which own
taxes were the dominant component, became
the key consideration. In such cases, the post
devolution surplus may be unrealistic.
A significant part of these grants have accrued
to the special category States. The Thirteenth
Finance Commission allocated non-plan
revenue deficit grants only to eight special
category States. These grants constituted 3
per cent of the total transfers recommended
by the Commission. The Fourteenth Finance
Commission recommended non-plan revenue
deficit grants to 11 States, eight of these
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were Special Category States. Seven of these
States were common in both the lists. Deficit
grants act as correctives between resource
availability and resource needs. However, to
ensure that these grants do not become purely
“gap filling” and reduce the incentives for tax
efforts at the level of the States, revenue and
expenditure should be assessed realistically.
In the design of fiscal transfers, the higher
historical expenditure relative to own revenue
should not become an in-built multiplier7.
While not opposing the need for deficit grants,
it is necessary that the eligibility or otherwise
of these grants should be established in an
unbiased manner.
5. Population- How to mitigate the perceived
disadvantages to certain States?
It is not the terms of reference per se, but
some states did not appreciate the mandate
that Fifteenth Finance Commission may
consider population of 2011 while making
its recommendation. Their apprehensions
are based on two considerations. First,
since population has been a major factor in
deciding fiscal needs and has accordingly
been allocated significant weight in interstate
devolution, this adversely affects the share of
States which better managed their population
management programmes. Second, population
has been used as a scaling factor in the criteria
of per capita income distance used by the
Commissions for fiscal capacity. In deriving
the per capita GSDP (Gross State Domestic
Product), it is always calculated using current
rather than dated population, as is done in
the ‘income distance’ criterion. Scaling per
capita transfer up only to an imaginary size
of population such as the 1971 population for
years beyond 1971 was always an artificial
exercise. No other major federation uses such
a practice. Major federations like Canada and
Australia with well-established fiscal transfer

Fourteenth Finance Commission report , para 11. 33
Srivatsava, D K & Sen, Tapas (2000). Fiscal federalism in India: Issues Before the Eleventh Finance Commission in D. K. Srivastava. (Ed)
Fiscal Federalism in India: Contemporary Challenges, NIPFP & Har-Anand Publications, New Delhi.
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principles use all relevant information that is
up-to-date as much as possible.

devolution criteria of population and distance
from per capita income (with population being
used as a scaling factor) decline considerably
It is alleged that use of 2011 population, in
(Fig 2), varying from (-) 30 per cent to (+)
a way, puts a premium on inefficiency. It is
70 per cent, though for most of the States, the
indeed true that use of population 2011 in
changes may be in a narrow range of 10 per
place of population 1971, which was used
cent on either side. Though, the other Terms
by earlier Commissions, adversely affects
of Reference (ToR) relating to the progress
the resources that may otherwise accrue to
made in having a replacement rate of growth
some of the States perceived to be better off in
of population is, in a way, a sweetener, the
socio economic parameters. In a business-asissue is how much weightage would that get
usual scenario, share of the States for the two
and if there would be other off set mechanism.
Figure 2: Percentage Change in the Share of the States by two criteria and using 2011 population

Source: Author’s calculation based on population and GSDP figures

6. Fiscal Contribution- How should that be
factored in?
There has always been competing claims for
resources, as there has always been a scarcity
relative to needs. The criteria used by earlier
Finance Commissions for inter-se distribution
of tax shares across States could be broadly
grouped under the following heads: a) factors
reflecting needs, such as population and its
composition or infrastructure distance, b)
revenue disability measures such as fiscal
capacity distance and per-capita income
distance from the highest per-capita income
or inverse of it, c) cost disability indicators,
such as area and d) fiscal efficiency indicators,
8

such as tax effort and fiscal discipline. But
true devolution may also be considered as
“what gets returned to the states as their share
of the tax base” which could possibly be
approximated by nominal GSDP8.
Fiscal contribution has so far not been
considered for interstate allocation of
resources from divisible pool. Many States
have suggested tax collections as an indicator
to capture the contribution of a State to the
national kitty of resources. However, since tax
collections, particularly on corporate taxes,
occur at head offices of the corporate houses
located in large metropolises, it has been found
to be a weak indicator. Further, the customs

Excerpts from Arvind Subramanian’s Business Standard Lecture on 20th July 2018 as reported in Business Standard, 21st July, 2018
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duties largely get collected at ports and have a
weak relation with the actual distribution or use
of the imported material. Other central taxes
also have the bias of bigger cities. But, GSDP
could be considered as a better proxy indicator.
GDP is the most appropriate base and scaler of
taxes. Being value added, there is no danger
of double counting and any metropolises
bias. Like other indicators used for interstate
distribution, such as population, area, forest
cover, per capita GSDP or consumption, all of
these are only proxy indicators of fiscal need,
fiscal cost and fiscal capacity. In view of this,
it is important that contribution to national
kitty is both recognised and rewarded. But
that would mean a radical departure from past
practices and how much the Commission
would be willing for this track change would
be interesting.
7. Fiscal Capacity- What is the ideal measure?
Fiscal capacity has been the single most
important criterion for inter state allocation
of resources. The per capita Gross State
Domestic Product (GSDP) was used as a
proxy for tax base and the relative distance
was used in determining the fiscal capacity
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of the State. But as was rightly observed by
the Twelfth Finance Commission “GSDP
is an indicator of the domestic product and
not of income or consumption” and it is also
not a “perfect correlate of fiscal capacity”9.
Moreover, per capita GSDP is an average,
which is influenced by the income of the
outlier net-worth individuals. Further, GSDP,
as is being assessed currently, is based on
the concept of “income originating” and not
“income accruing”, while the taxable capacity
in commodity taxes is better captured by the
latter. The Fourteenth Finance Commission
also admitted per capita GSDP as a poor proxy
and stated that the relationship between income
and tax is nonlinear as the consumption differs
between high, middle and low income states.
Since bulk of the revenue from State taxes
accrues from destination based GST, it better
represents fiscal capacity. Consumption is
also better distributed across the States, with
the ratio of a State’s per capita consumption
(NSS-68th Round)10 to average of all States
varying between 0.6 to 1.7 as against per
capita GSDP (average of 2014-2017) which
varies between 0.3 to 3.5 (Fig 3).

Figure 3: Ratio of Per capita GSDP and Consumption of a State relative to average of all States

Source: Author’s calculation based on GSDP and per capita consumption
The Twelfth Finance Commission Report, para 2. 11
Household Consumption of Various Goods & Services in India 2011-12, NSS 68th Round, Report No-558, MOSPI, Government of India,
New Delhi
9

10
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8. Fiscal Equalisation- How far should that be
stretched?
The devolution formulae adopted by the
Finance Commissions had a mix of fiscal
needs (proxied by population), fiscal capacity
(proxied by distance of per capita income from
the best State), fiscal efficiency (proxied by an
increase in tax/GSDP ratio) and cost mark
up factors (proxied by the area of a State).
However, population and income distance
(or its inverse) together has been assigned
three fourths of the total weights for interstate
devolution of resources indicating that equity
considerations have relatively been more
dominant. The intent of the equity component
in the devolution formula is to ensure that
all states have the fiscal potential to provide
comparable levels of public services to their
residents, at reasonably comparable levels of
taxation. The equity component has usually
been justified, not merely to ensure equal
treatment of citizens by governments, but for
economic efficiency reasons, so as to minimise
fiscally-induced migration. However, it does
not, by itself, ensure achievement of common
standards in quality or outcomes in public
services. For that to happen, it is necessary that
the comparable level of tax effort is assumed
to hold across states and that efficiency in
delivery is reasonably uniform.
But, as earlier Commissions have mentioned,
their task is not cut out perfectly. There has
been a historically high degree of vertical
imbalance between the Centre and the states,
there is spatial inequality in the fiscal capacity
and fiscal needs of different states, there is
a considerable increase in fiscal obligations,
particularly for providing basic services,
including civic facilities and in areas of
human resource development. Many a times,

therefore, equity considerations may need
to take precedence over other parameters.
But the question is, are these two objectives
of efficiency and equity mutually exclusive
or can these be embedded into a system of
transfer of financial resources?
Further, the equity considerations which
have predominantly governed the inter-state
allocation of resources have neither resulted
in any convergence of income or catching
up or in any decline in fiscal deficiency of
the States benefitting from this method of
allocation. There has actually been a widening
of disparities in income across the States over
the years. Though “catching up” is a broad
term and could mean that lower income states
are growing faster so that the gap between their
growth rates and those of the richer states is
getting reduced. “Convergence” on the other
hand would mean that the lower income states
have caught up and the per capita incomes of
the states are converging towards the national
mean11. Independent of whether convergence
has actually been achieved, catching up
does indicate a journey to this end. A paper
by Dr. Rangarajan and others indicates that,
strictly speaking, the three periods 1980–81 to
1993–94, 1993–94 to 2004–05 and 2004–05
to 2012–13 do not show convergence. The
ratio of maximum to minimum per capita
income has continued to increase belying any
convergence or catching up outcome (Fig
4). However, in the recent period, there is
evidence of some “catching up” by the lower
income states. Though median growth rate
has more than doubled in the recent period,
convergence did not happen, mainly because
some states which had high initial per capita
incomes, also posted high growth rates12.

C. Rangarajan, Padma Iyer Kaul and EM Vibeesh (Feb 2014). Convergence-Have the Lower Income States Caught Up? Money &
Finance- ICRA Bulletin.
12
ibid.
11
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Ratio

Figure 4: Ratio of Maximum to Minimum per capita GSDP

Years
Source: Authors calculation based on the GSDP figures as reported in Reserve Bank of India’s Handbook of Statistics on
States, 2018

9. Fiscal Prudence- How should that be
incentivized

The Eleventh Finance Commission in its
attempt to incentivize better fiscal management
constructed an index of fiscal discipline and
assigned a weight of 7.5 per cent to it for interstate resource sharing. The Commission took
the relative improvement in the ratio of own
revenue to the State’s revenue expenditure
during the base period of 1990-1993 and
the reference period of 1996-99 as the basis
for determining fiscal self-reliance. The
Twelfth Finance Commission retained both
the weights and the method of computation
of improvement for fiscal discipline. The
Thirteenth Finance Commission raised its
weight to 15 per cent adopting the same
methodology.The
Fourteenth
Finance
Commission, however, did not assign any
weight to efficiency parameters.
While recognizing the asymmetry in resources,
it is desirable to incentivize the efforts put in by
the States in fiscal management. There could
be a variety of indicators- own tax/GSDP

ratio, improvement in self reliance, adherence
to FRBM targets, and fiscal prudence. One
such indicator could be the ratio of assets to
liabilities, which is the final outcome of the
cumulative fiscal operations of a State and a
balance sheet of its operations. A lower ratio
of assets to liabilities is indicative of the
extent of erosion of resources of these entities
and inadequacy of their assets backup. The
negative gap is also the cumulative revenue
deficit of a State as on the last date of a
financial year. The Commission may consider
an appropriate criterion of incentivizing the
States, particularly in light of new Debt and
Fiscal Framework for 21st Century India13.

10. Flagship Programmes- Performance levels
or performance improvement
The notification constituting Fifteenth
Finance Commission14 has indicated that
the Commission may consider proposing
measurable, performance based incentives
for States in areas covering, among others,
expansion and deepening of tax net; progress
made in moving towards replacement rate

A Committee headed by Shri N K Singh has suggested bringing Debt/GDP ratio of combined government to 60 per cent by 2023 and fiscal
deficit as its key operating instrument. The Committee has suggested an annual programme, to be followed by the Union and the States and
has also indicated the escape clauses which only would permit deviation from the suggested path
14
Notification for the Fifteenth Finance Commission
13
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of population growth; achievements in
implementation of flagship schemes; progress
made in increasing capital expenditure;
promoting savings by adoption of Direct
Benefit Transfers and removing layers
between the government and the beneficiaries;
progress made in promoting ease of doing
business; and progress made in sanitation
and solid waste management. Most of these
initiatives were started only recently and have
a short span of operation. The issue, therefore,
would be whether we are considering the
levels of achievement or improvement relative
to the States’ own implementation record and
relative to the improvement by other States.
Many of these issues are dependent on
usage and availability of data such as GSDP,
population and area, respectively to assess
fiscal capacity, fiscal need and cost disability
approximations. Differences in income

originating and income accruing to a state and
its distribution, differences in topography as
reflected in biophysical structure and elevation
of the States, and density of population
generating economies of scale in service
delivery, respectively distort the assessment
of fiscal contribution, fiscal capacity, fiscal
needs and fiscal costs. Even the reference to
consider proposing measurable performance
based incentives for States in many identified
or indicated areas, would require the
Commission to identify and use reliable and
widely acceptable data which are regularly
available, easily understood and do not require
interpretation or normative assessment by
any agency during the Commissions’ award
period. Apart from constraints of a political
economy in working out inter governmental
transfers, data limitations may act as a reality
check.
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Union Finance Commissions and Panchayat
Finances: The Mandate and Experience in India
M. Devendra Babu1
Abstract
India through 73rd and 74th Constitutional Acts, 1992 brought in the third tier governance system below the State. Despite
the Constitutional and State level legislative provisions, the Panchayat Raj Institutions (rural local governments) remain
less than self-governing institutions. Even after 25 years of experience, the fiscal assignments to these institutions remain
abysmally low; their share of own revenue and total expenditure in the country’s total revenues and expenditures being at
0. 3 and 4 per cent respectively. Though the Constitution has a provision to provide fiscal cushion to the local governments,
the Union Finance Commissions (UFCs) , so far, have failed to do justice in the matter. It appears that the Thirteenth and
Fourteenth UFCs have moved away from the previous UFCs’ approaches and ad hoc methods and recommended larger
grants to local governments. In the absence of any valid base of fiscal needs, whatever the quantum of grants recommended
will be on ad hoc basis only. The future UFCs should view the issue in perspective rather than viewing it in a narrow sense
of `supplementing the resources’ of local governments. They should recommend a percentage share in the centre’s divisible
tax revenues instead of fixed grants as done by earlier UFCs (except Thirteenth UFC). The criteria for inter se distribution
should have a criterion which appreciates the States which have been progressive in fiscal decentralization and at the same
time making the laggard States to fall in line.

1. Introduction
In federal countries, functions are distributed
between different levels of government - national,
provincial and local. The economic rationale for
decentralisation of power is based upon the limited
geographic extent of the benefits of public goods
and the relatively high costs of decision making
if every function is centralized. The TieboutMusgrave layer cake model relating to public
sector argues that stabilisation and distribution
functions should be discharged by the Central
Government and that state and local governments
engage in allocation activities (Tiebout, 1956;
Musgrave, 1959). Among others, matters relating
to fiscal decentralisation are very crucial for
the success of sub-state (local) governments.
Fiscal decentralisation has two components the expenditure and revenue assignments. A
fair degree of financial autonomy is a sine qua
non for local (decentralized) governments to

function more effectively as self-governing
institutions. The local governments should have
enough powers not only to raise revenues from
their own sources, but also that the revenues
they raise should constitute a very significant
share in the total revenues raised (Bahl, 1999).
Further, there is a view that the extent to which
the local governments can self finance indicates
the degree of fiscal autonomy they have because
outside financing may come with strings attached
that limit the local governments’ discretion in the
use of funds (World Bank, 1988: 155). The grants
should not be too large a share of local expenditure
because, when revenues get tight, higher level
governments tend to cut off transfers for local
governments. This discourages local governments
from raising their own revenues. The local grants
should be designed in such way that they are
flexible, transparent and predictable. In this regard,
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Bird and Michael Smart (2002: 899-912) observe
that “if services are to be efficiently provided,
transfers must be designed so that those receiving
them have a clear mandate, adequate resources,
sufficient flexibility to make decisions and are
accountable for results”. The revenues available
from own sources and, those devolved should
match the functions and responsibilities entrusted.
In the absence of these, the local governments
would become mere spending agencies, always
dependent upon the higher level government for
the transfer of grants. Thus, the responsibility of
making local governments fiscally autonomous
as well as stronger, lies with the higher level
governments.
In the above background, this paper makes
an attempt to review broadly the impact of
Union Finance Commissions on the finances of
Panchayat Raj Institutions (PRIs) in India. The
specific objectives are to:
1) Review the fiscal powers of PRIs as enshrined
in the Constitution and Panchayat Raj Acts of
States;
2) Analyse the overall fiscal status of PRIs;
3) Critically review the approaches and impact
of recommendations of Union Finance
Commissions on the finances of PRIs; and
4) Offer
policy
suggestions
strengthening the finances of PRIs.

towards

The scope of this paper pertains to PRIs
in India. The analysis is based on quantitative
and secondary sources of information. The data
published in the public reports such as budget
documents of Centre and States, Reports of Union
Finance Commissions, Reports of Devolution
Index, Reserve Bank of India documents are
sourced for the study. The methodology is positive
and descriptive.

Rest of the paper is organized as follows.
Section 2 brings out the Constitutional provisions
relating to panchayat finances. Section 3 deals
with the fiscal position of PRIs in India. Section
4 critically evaluates the role so far, played by
UFCs in fiscal empowerment of PRIs. Section 5
provides the critical issues and suggestions for
genuine fiscal decentralisation to PRIs in India.
2. Constitution and Panchayat Finances
Keeping in view the historical drawbacks in
the earlier decentralization experiments in India,
and also the need for decentralised governance
system in the background of globalization and
failure of centralized service delivery, the Central
Government, in 1992, effected the 73rd and
74th Amendments to the Constitution, making
Panchayats and Urban Local Bodies a third tier
government below the States. While the 73rd
Amendment relates to rural local governments
i. e. PRIs, the 74th Amendment pertains to Urban
Local Bodies (ULBs). Many provisions have
been incorporated in the 73rd Amendment Act to
make panchayats as autonomous/self-governing
institutions.
In India, the Central and the State Governments
have provided fiscal powers and transfers to PRIs
for their effective governance and carrying out the
assigned functions. The Constitution has certain
provisions,which specify the role of states as
well as the Centre in financial empowerment of
PRIs. The major provisions incorporated in the
Constitution with regard to fiscal issues of PRIs
are as follows:
Article 243H of Constitution states that the
legislature of a State may, by law:
•

Authorise a panchayat to levy, collect and
appropriate such taxes, duties, tolls and fees in
accordance with such procedure and subject
to such limits;
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•

Assign to a panchayat such taxes, duties, tolls
and fees levied and collected by the State
Government for such purposes and subject to
such conditions and limits;

•

Provide for making such grants-in-aid to the
Panchayats from the Consolidated Fund of the
State;

•

Provide for the constitution of such funds for
crediting all moneys received respectively, by
or on behalf of the Panchayats, and also, for
the withdrawal of such moneys therefrom, as
may be specified in the law.

Again, Article 243I provides for the
constitution of a ‘Finance Commission’ by
each of the States once in five years. The broad
responsibilities of the State Finance Commission
(SFC) are :
1. Review the financial position of the PRIs and
make recommendations on:
a) Distribution of the State’s net proceeds
of taxes, duties, tolls and fees levied
by the State between the state and the
Panchayats,
b) Assigning any of the State’s taxes, duties
and fees to these bodies, and
c) Grants-in-aid from the Consolidated Fund
of the State to Panchayats for the purpose
of providing services.
2. The State to prepare an Action Taken Report
(ATR) on the recommendations of the Finance
Commission and to place the same before the
Legislature of the State.
Articles 280(bb)
and 280(c)
of the
Constitution, place additional responsibility on
the Union Finance Commission (UFC) to look
into the resources of PRIs and ULBs respectively.
As per Article 280(bb), the UFC recommends
measures needed for augmenting the Consolidated
Fund of a State to supplement the resources of
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the Panchayats, based on the recommendations
made by the Finance Commission of the State
concerned.
Keeping the spirit of the 73rd Amendment
Act to Constitution, almost all the States, in turn,
brought out their own legislative framework for
the Panchayat governance below the State level.
Almost all the States have incorporated the
important provisions of the 73rd Amendment Act
in their Panchayat Raj Acts. Specific to finances,
the Panchayat Raj Acts of the States specified
the revenue raising powers and transfers besides
setting up of their own Finance Commission once
in five years. A majority of the States in India
have accorded tax powers to the lowest tier of
Panchayats i. e. Grama/Village Panchayat. In a
few States, insignificant tax/cess sources have
been assigned to intermediate and district level
Panchayats. The common taxes that are assigned
to Grama/Village Panchayats by the States are:
property/building tax, cess/rate on drinking water
supply, street lighting, fee on markets, fairs,
bus/taxi/auto stands etc. In a few States, the tax
sources such as profession tax, tax on factory/
industry, cess on minor minerals are also entrusted
to Grama/Village Panchayats.
3. Fiscal Status of PRIs in India
As per the division of subjects between
the Centre and the States in the Constitution,
the subject of local governments/Panchayats
is placed under the State List. As such, it is the
responsibility of the concerned State to transfer/
assign the subjects and fiscal powers to the PRIs.
Considering the fact that the PRIs have been
functioning for a fairly long time (since 25 years),
the relevant questions that arise are: How far have
the PRIs been empowered fiscally by the States in
India? What has been the role played by Centre in
financial matters of PRIs?
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As mentioned earlier, the role of States in
strengthening the finances of panchayats is very
crucial. However, this does not mean that the
Centre has no role in this regard. In fact, the
Constitution lays a mandate on Centre to look into
the needs of PRIs.
A cursory look at the fiscal status of PRIs
in India reveals that they are in a pathetic state.
The following paragraphs will shed light on this
situation.
As mentioned earlier, the PRIs have some
tax and non-tax powers i. e. own revenue raising
powers besides transfers from the concerned
State and Centre. The fiscal independence of the

government is measured through the share of own
source revenue in the combined revenues of all
level governments. Table 1 presents information on
the share of own source revenue and expenditure
of PRIs in the combined (Centre, States and local
governments) revenues and expenditures in India.
It can be seen that the share of own source revenue
of PRIs is less than half a per cent from 2002-03
to 2007-08. In the same period, the expenditures
of PRIs range between 2 and 4 per cent. This
additional expenditure is met through transfers
from higher level governments. There is no change
in this situation even now. Thus, the revenues and
expenditures of PRIs are very negligible compared
to states and Centre.

Table 1: PRIs’ Share of Own Revenue and Expenditure in the combined Revenues and Expenditures
of Union, State and Local Governments in India.
Revenue and Expenditure

2002-03 2003-04 2004-05 2005-06 2006-07 2007-08

1. Share of own source revenue (%)

0. 4

0. 4

0. 4

0. 4

0. 3

0. 3

2. Share of expenditure (%)

2. 5

2. 9

3. 1

3. 7

3. 9

3. 7

Source : Oommen, 2013.

Again, the empowerment and availability of
fiscal resources varies from State to State. Large
variations are observed with regard to bestowing of
tax sources to Panchayats. The extent of transfers
made by States (from own revenue) to PRIs
varies widely. The State-wise position of revenue
transfers made to PRIs by the States is given in
Table 2. It can be seen from Table-2 that, among
the States only a few States such as Karnataka,
Gujarat, Kerala, Tamil Nadu have effected large
transfers to PRIs. In terms of per capita transfers
also, these States tops among all the States.
Again, the Constitution mandates the States
to constitute State Finance Commission (SFC)
and to take action on the recommendations made.

However, the States’ (barring a few) attitude to
wards SFCs right from its constitution, presenting
ATR, and implementation of recommendations
has been lackadaisical. The quality of many
SFCs in regard to the members or experts
appointed, approaching the issues, gathering
data, presentation of report and recommendations
are far from satisfactory. Wide variations are
observed in the analysis of needs and availability
of resources and presentation of the whole reports
across the States. This has made UFC’s tasks of
recommending Central transfers more difficult.
Because of this, the Thirteenth UFC in its report
provided a template for SFCs to adopt for
bringing uniformity and standard to their reports
(Government of India, 2010).
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Table 2: State-wise Position of Transfers to PRIs in India – 2009-10 and 2012-13
States*

State Transfers (Rs. crore)

Per Capita Transfers (Rs. )

2009-10

2012-13

2009-10

2012-13

Andhra Pradesh (undivided State)

50

100

9

18

Assam

68

104

26

38

Bihar

20

2153**

2

229

Chattisgarh

448

1101

236

553

Gujarat

7934

14488

2327

4141

Haryana

0

77

-

46

Himachal Pradesh

63

80

105

128

Karnataka

12281

17849

3323

4731

Kerala

2258

3943

1208

2339

Madhya Pradesh

988

2434

194

456

Maharashtra

527

1132

87

182

Odisha

474

1448

138

410

Punjab

319

644

186

369

Rajasthan

491

1836

98

351

Sikkim***

93

144

2008

3163

Tamil Nadu

2368

4855

644

1296

Tripura

24

18

87

67

Uttarakhand

168

187

244

263

Uttar Pradesh

1262

2455

84

156

West Bengal

391

455

64

73

30225

55503

371

660

Total of all States

Note: * States which have furnished the data. ** Bihar Government did not assign any reason for the high jump compared to
2009-10 position. *** Figures of Sikkim include Central transfers through Centrally Sponsored Schemes.
Source: Government of India, 2010

The most crucial question that needs to
be looked at is whether the SFCs have done
justice to local governments? Table-3 presents
the information on the extent of share of State
revenues recommended for PRIs by SFCs in
important States. The Table indicates that, except

in a few States, the share recommended for PRIs
by most states is negligible. The SFCs of many of
the States have performed their jobs in a ritualistic
manner and not gone beyond to make these
institutions as self governing institutions.
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Table 3: Share of State Revenues Recommended to PRIs by State Finance Commissions

1. Andhra Pradesh (undivided State) 2nd SFC

Component of
State revenue
Total state revenue

2. Karnataka

3rd SFC

Own state revenue

23. 0*

Yes

3. Sikkim

4th SFC

Own state revenue

2. 0

Yes

4. Uttar Pradesh

4th SFC

Own state revenue

15. 0

Modified

5. Assam

4th SFC

Own tax revenue

15. 0

Yes

6. Bihar

4th SFC

Own tax revenue

7. 5

Yes

7. Haryana

4th SFC

Own tax revenue

2. 5

Modified

8. Kerala

4th SFC

Own tax revenue

19. 7

Yes

9. Odisha

4th SFC

Own tax revenue

3. 0

Yes

10. Rajasthan

4th SFC

Own tax revenue

7. 2

Yes

11. Tamil Nadu

4th SFC

Own tax revenue

10. 0

Yes

12. West Bengal

3rd SFC

Own tax revenue

5. 0

Yes

Major States

SFC

Per cent
State response to
recommended recommendation
10. 4
No

Note: * Refers to State’s Non-Loan Net Own Revenue Receipts (NLNORRs)

Source: Alok, 2016

4. Union Finance Commissions and Panchayat
Finances
In strengthening the finances of PRIs, the
responsibility of UFC is equally important.
As highlighted in the beginning, Articles
280(bb) and 280(C) of the Constitution places
additional responsibility on the Union Finance
Commission to augment the Consolidated
Fund of a State to supplement the resources
of the Panchayats and Municipalities on the
basis of the recommendations made by the
Finance Commission of the State. Till date,
five UFCs have gone into the issue of fiscal
needs of local governments (Panchayats
and Urban Local Bodies) and recommended
grants-in-aid. In this regard, a look at the
recommendations of UFCs shows that they
have generally dealt with three issues: first, the
quantum of grants-in-aid to be recommended
for local governments; second, the criteria for
horizontal distribution – rural and urban, Statewise and tier-wise shares; and third, other
recommendations. The following paragraphs
bring out the approaches followed by UFCs

and their important recommendations and
implications on PRIs finances.
4. 1.

Approach/Methodology of UFCs

When the Tenth UFC was constituted, the
issue of Panchayat finances was not mentioned
in the Terms of Reference (ToR). In the course
of Commission’s work, the 73rd and 74th
Amendment Acts were made in the Constitution.
The Commission, on its own, took cognizance of
requirement under Article 280(bb) of Constitution
i. e. supplementing the needs of panchayats. The
Commission was deprived of the First SFC reports
to base its recommendations as they were under
process (Government of India, 1995). As a result,
it recommended only adhoc grants.
Unlike the Tenth UFC, the Eleventh UFC had a
ToR to look into the resource needs of local bodies
and further, was also given leeway to recommend
grants on its own assessment, if SFC reports
were not available. The Commission had to face
a number of obstacles like the late constitution
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of SFCs, non-submission of ATRs, etc. Hence,
without any base to estimate the needs of PRIs,
the Commission adopted an adhoc approach to
recommend the grants to PRIs.
The Twelfth UFC had a clear mandate from
the Central Government through ToR to suggest
measures in order to augment the Consolidated
Fund of the States to supplement the needs of
local bodies. To its dismay, it had to face several
problems relating to SFC reports. The Commission
sought various clarifications from the States but
even this could not help in the assessment of fiscal
needs. As a result, the Commission recommended
grants on adhoc basis.
In the same way, the Thirteenth UFC had a
clear mandate from the Central Government
through ToR to suggest measures in order to
augment the Consolidated Fund of the States to
supplement the needs of local bodies. However, it
could not depend on the SFC reports of the States
to decide on the extent to supplement the resources
of local governments for the same problems as
encountered by previous UFCs. Hence, the grantsin-aid recommended by the Thirteenth UFC were
also on ad hoc basis.
In its report, the Fourteenth UFC states
that ``the previous UFCs could not base their
recommendations entirely on the SFC reports……
instead, they recommended ad hoc grants to local
bodies’’ (Government of India, 2015). This adhocism method applies to Fourteenth UFC also,
even though it recommended larger grants to local
governments.
For Fourteenth UFC, the Fourth SFC reports
should have been available. But leave alone the
fourth SFCs, a large number of States had not
constituted the third and second SFCs at that time.
Thus, the Fourteenth UFC ``…… could not use
the financial data in the SFC reports fully due to
the fact that reports available were for different
periods with some containing data nearly a decade
old. It would not be reasonable to provide for the
current requirements of the local bodies based on
this data” (Government of India, 2015).
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Hence,
the
Fourteenth
UFC’s
recommendations on local bodies relied on the
points raised in many of the SFC reports such as lack
of data on local government finance, maintenance
of accounts, absence of incentives in mobilizing
own revenues, and more importantly, deficiencies
in the provision of basic services. On these
considerations, the Commission recommended
grants for provision of basic services exclusively
for Grama/Village Panchayats and along with
an in-built incentivization scheme, wherein the
local governments maintain accounts and data
on finances properly and initiate sincere efforts
in own source revenue mobilization. Thus, in the
absence of any sound base in the assessment of
needs of PRIs, whatever the UFC recommended is
incremental in nature.
The extent of grants-in-aid recommended
by various UFCs for PRIs is presented in
Table 4. Except the Tenth UFC, all subsequent
Commissions had a mandate in the ToR to
recommend grants to local governments. However,
the recommendations were made on adhoc
methods instead of basing on SFC reports and gap
assessment of needs and availability of resources.
Every succeeding UFC enhanced the grants-in-aid
to PRIs. The grants recommended up to Twelfth
UFC were conservative and a quantum jump was
observed in the Thirteenth UFC recommendations.
It increased from Rs.20,000 crore to Rs.63,050
crore, a growth of 250% over the previous UFC
share. What is noteworthy in the Thirteenth UFC
is that it recommended a percentage share in the
divisible pool of the Central revenues every year
for its five year period 2010-15. The Fourteenth
UFC had further enhanced the grants to PRIs to
Rs.2,00,292 crore, a growth by 218% over the
previous UFC share. This growth rate is less than
the growth rate observed in the Thirteenth UFC.
However, in terms of percentage share to divisible
pool of the Central revenues no increase is
observed till Twelfth UFC. It is under Fourteenth
UFC that a marked increase is observed i.e.
3.06% over 2.28% of Thirteenth UFC share.
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Therefore, the question here is: Have these
UFCs done justice in strengthening the finances of
PRIs? Clearly, it is the responsibility of respective
States to devolve fiscal powers and transfers to
PRIs to carry out the responsibilities entrusted.
However, as observed earlier, the fiscal position
of PRIs in both revenues and expenditures in the
country’s combined revenues and expenditures
are insignificant. Shylendra (2015) points out that
`neither are they able to raise needed resources
nor able to receive adequate fiscal transfers from
the State governments to increase their level of
expenditure which has remained around 5 percent
of the total public expenditure’. Notwithstanding
this, a few States such as Karnataka, Maharashtra,
Gujarat, A P, Kerala tried to provide some fiscal
space to PRIs.
When states are reluctant to share their fiscal
domain with PRIs, is it not the responsibility
of UFC to rectify this imbalance? Some UFCs
put forward the argument that the Constitution
puts limitation on them by inserting the word
`supplement’ the resources of local governments
on the basis of recommendations of SFCs.

However, data shows that both the States and the
SFCs have not broadened their horizon of what
73rd and 74th amendments aspires to. As Oommen
(2010) opines that `the history of the performance
of SFCs in general goes to show that they have
missed a great opportunity to contribute to the
process of building a more inclusive, participatory
and environment-friendly fiscal federalism’.
In the above situation, the UFCs should have
taken a proactive role in recommending larger
share from Central revenues to local governments.
As brought out above, the transfers recommended
up to Twelfth UFC were not significant. Oommen
(2010) is also of the same opinion that it is
doubtful whether the Eleventh and Twelfth UFCs
have played their part admirably well. Shylendra
(2015) opines that the report of Fourteenth UFC,
though, holds few positives for local governments
but has let them down in vigorously pushing
further the agenda of decentralization. The
increase in grant being only incremental and no
other measure capable of a major breakthrough
being made, a more autonomous fiscal domain for
local governments remains elusive.

Table 4: Nature and Quantum of Resources Recommended by Union Finance Commissions to
Local Governments (Rural and Urban) in India
Union Finance
Commission and Period
Covered
Tenth UFC
(1995-2000)
Eleventh UFC
(2000-05)
Twelfth UFC
(2005-10)
Thirteenth UFC
(2010-15)
Fourteenth UFC
(2015-20)

Local
Growth Governments
Type of
Total amount
over
Share in the
Mandate Recommendation for 5 years previous
Centre’s
(Rs. in crores) UFC
Divisible
Pool
(%)
Revenues (%) *
No ToR
Ad hoc
5380. 93
1. 38
(4,380. 93)
With ToR
Ad hoc
10,000. 00
86
0. 78
(8,000. 00)
With ToR
Ad hoc
25,000. 00
150
1. 24
(20,000. 00)
With ToR
Ad hoc
87,519. 00
250
2. 28
(63,050. 50)
With ToR
Ad hoc
2,87,436. 00
228
3. 06
(2,00,292. 20)

Source : 1) Basic data - various Union Finance Commission Reports; 2) *Oommen, 2010; Shylendra, 2015
Notes: Figures in brackets are share of Panchayat Raj Institutions.
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Inter se Distribution

The second most important requirement of
UFC is distribution of the recommended grants
from Centre to PRIs horizontally i. e. between the
States and between the tiers of panchayats within
the States. In this regard, the UFCs from Eleventh
to Fourteenth, have suggested a set of criteria and
these vary widely in terms of number of indicators
used, weights assigned and impact on PRIs
empowerment (Table 5). The number of indicators
adopted ranges from one by Tenth UFC to six by
Thirteenth UFC. The Eleventh and Twelfth UFCs
adopted five and two indicators respectively.
The criteria adopted should be broad based,
in the sense that it takes care of intended purposes
of transfer of grants-in-aid. The two important
purposes of grant in aid transfers would be first, to
provide grants for development and provision of
basic services by PRIs and second, to make States
to devolve all the requisites (functions, finances
and functionaries) to these governments required
to function as self governing institutions. Hence,
the criteria followed by UFCs are important from
the point of the latter purpose.

The criteria adopted by Tenth and Fourteenth
UFCs with one and two indicators respectively
are definitely inconsequential in influencing
the States to devolve more powers to local
governments. In fact, the Eleventh UFC adopted
an innovative indicator out of five namely, `Index
of Decentralisation’ which has played some role
in strengthening decentralization and it benefited
the States which have fairly decentralized. The
Twelfth UFC ignored this indicator and fell back
on the usual indicators of backwardness etc.
Again, it was the Thirteenth UFC which made use
of this type of indicator namely Devolution Index.
The variables used within this indicator and the
weightage assigned to it varies from Eleventh
UFC and Thirteenth UFC. Oommen (2010)
acknowledged the relevance of this indicator as
it rewards the States in accelerating the process
of democratic decentralisation. However, he was
not convinced on the variables chosen for this
indicator. While it is acknowledged that it is an
innovative indicator and benefits the states like
Karnataka, the weight assigned to it, however, is
low and may not influence the laggard States to
empower PRIs (Babu, 2002).

Table 5: Criteria Adopted by Union Finance Commissions for Distribution of
Grants-in-aid to States for Panchayats
Criteria
Population
Area
Distance from highest
Per Capita Income
Decentralisation/
Devolution Index
Revenue Efforts
Deprivation Index
SCs/STs Population
UFC Grant
Utilisation Index
Total

Weights Assigned (%)
Tenth UFC Eleventh UFC Twelfth UFC Thirteenth UFC Fourteenth UFC
100
40
40
50
90
10
10
10
10
20
20
10
-

20

-

15

-

-

10
-

20
10
-

10
5

-

100

100

100

100

100

Source: Government of India, Reports of the Tenth and Fourteenth Union Finance Commissions.
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Table 6: State-wise Share of Grants-in-aid for PRIs as per UFCs Recommendations
(in Per cent)
Eleventh
UFC

Twelfth
UFC

8. 01

9. 50

7. 94

8. 29

4. 28

-

0. 34

0. 34

0. 43

0. 37

3. Assam

3. 04

2. 92

2. 63

2. 50

2. 22

4. Bihar

11. 58

9. 81

8. 12

7. 86

8. 24

5. Chhattisgarh

-

-

3. 07

2. 65

2. 38

6. Goa

-

0. 12

0. 09

0. 14

0. 12

7. Gujarat

4. 38

4. 35

4. 65

3. 70

5. 23

8. Haryana

1. 89

1. 84

1. 94

1. 72

2. 07

9. Himachal Pradesh

-

0. 82

0. 73

0. 88

0. 70

10. Jammu & Kashmir

-

0. 93

1. 40

1. 46

1. 66

11. Jharkhand

-

-

2. 41

2. 41

2. 77

12. Karnataka

5. 06

4. 93

4. 44

7. 14

5. 27

13. Kerala

4. 08

4. 12

4. 92

3. 09

2. 67

14. Madhyapradesh

7. 96

8. 94

8. 31

6. 52

6. 52

15. Maharashtra

7. 92

8. 21

9. 91

8. 72

9. 55

16. Manipur

-

0. 23

0. 23

0. 35

0. 13

17. Meghalaya

-

0. 32

0. 25

0. 50

0. 01

18. Mizoram

-

0. 10

0. 10

0. 32

0. 04

19. Nagaland

-

0. 16

0. 20

0. 48

0. 04

20. Orissa

4. 59

4. 32

4. 01

4. 11

3. 70

21. Punjab

2. 36

1. 93

1. 62

1. 78

2. 28

22. Rajasthan

4. 84

6. 14

6. 15

6. 25

6. 31

-

0. 07

0. 06

0. 29

0. 07

6. 56

5. 83

4. 35

4. 89

5. 92

25. Telangana

-

-

-

-

3. 05

26. Tripura

-

0. 35

0. 28

0. 47

0. 19

17. 34

16. 49

14. 64

15. 52

16. 01

28. Uttarakhand

-

-

0. 81

0. 94

0. 94

29. West Bengal

7. 61

7. 22

6. 35

6. 57

7. 25

100. 00

100. 00

100. 00

100. 00

100. 00

States
1. Andhra Pradesh
2. Arunachal Pradesh

23. Sikkim
24. Tamil Nadu

27. Uttar Pradesh

All States

Tenth UFC

Thirteenth Fourteenth
UFC
UFC

Source: Report of Finance Commissions –Tenth to Fourteenth Finance Commissions.
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The UFCs failed to note that the same
Commissions while recommending transfers from
Centre to States (Vertical fiscal gap between the
Centre and the States) largely follow the criteria,
which takes care of backwardness of states, tax
efforts, equity issues, etc. The major question
here is: what is the guarantee that the UFCs
grants are really transferred to local governments
by the States? In a large number of cases, the
UFCs’ local government grants are either spent
through State line departments or through parallel
bodies, thus depriving the local democratic
governments of their rightful share of resources.
For instance, in Karnataka, in late 2000s, the
State Government issued a Circular instructing
the three-tier Panchayats to include the schemes/
projects suggested by local MLAs under Twelfth
UFC grants. Later, however the Court struck
down this Government Circular and restored the
expenditure powers to PRIs. In Tamil Nadu, no
functions are devolved to District Panchayat and
it is only an advisory and coordinating body and
hence whatever the UFC grants allocated to this
tier is spent by the State through line departments
at the district level. Similar is the case with Zilla
Parishads and Mandal Parishads in Telangana
State (Reddy, 2018).
Another concern is that because of UFC and
Central Government grants to local governments,
the States either cut down their share of transfers
or make no transfers at all to them. It may be
observed from Table 6 that the adoption of usual
indicators such as population, area, backwardness
by UFCs affected states like Kerala, Karnataka,
and Gujarat and benefited the states like U P,
Bihar, A P. which are least decentralized.
5. Concluding Observations
In the country’s combined revenues and
expenditures, the share of third tier government
is significantly low. `Local government’ comes
under the State list in the Constitution, and as such,
the States are duty bound to empower them to
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function as autonomous governments. However,
the analysis of fiscal decentralisation to rural local
governments in India reveals that, except in a few
States, in all other States it is very low. Though the
Constitution has many provisions to make local
governments fiscally strong, the States in general
and the Centre in particular have not addressed
this important issue adequately and objectively.
In the absence of States’ proactive role
through SFCs in fiscal empowerment of local
governments, the UFCs should have taken a wider
perspective, rather than confining to narrow, and
piecemeal approaches. So far, the five UFCs
which have gone into the issue of supplementing
the resources of local governments have effected
only an incremental increase in resources.
Keeping in mind, the experience of States not
taking steps to transfer powers including fiscal to
local governments in a substantial way, the UFCs
should have recommended larger share from the
Centre’s resources.
Further, except the Thirteenth UFC, the other
four UFCs recommended a fixed share for their five
years period from the Centre’s revenues to local
governments, which is static in nature. The future
UFCs should adopt a dynamic approach of fixing
a percentage share in the Centre’s divisible pool
revenues as grants-in-aid to local governments
who would benefit from revenue progression.
Another issue that needs serious thought by
future UFCs is how an incentive mechanism could
be built into the transfer scheme, wherein the
States are forced to devolve fiscal powers to local
governments. Already the Eleventh and Thirteenth
UFCs have shown the way through an indicator
called `Index of Decentralisation/Devolution
Index’ adopted for horizontal distribution. Because
of this indicator in the criteria, the progressive
States in decentralization like Karnataka benefited
with higher share. While adopting this indicator
along with others, care should be taken to select
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appropriate variables such as size of State’s own
revenue transferred, the share of free outlay
within the transferred grants, extent of acceptance
and implementation of SFC recommended share
and extent of expenditure assignments to local
governments.
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Financing of Higher Education Institutions: Evidence
from select case studies of universities in India
Jinusha Panigrahi1
Abstract
With growing importance of knowledge economy in an era of internationalisation and globalisation, there is a rapid
expansion of higher education sector. But, due to fiscal constraints and competing demands for public funds, the public sector
in developing countries like India (with second largest higher education system in the world) has not been able to fulfil the
expenditure needs for higher education. Many policy changes have taken place from time to time, more particularly after the
new economic reforms of 1990s,to meet the aspirations of the students. These include expansion of private higher education
institutions, and privatization of public institutions to offset in adequate funding by the government. However, it is found that
higher education institutions at the sub national State level struggle to generate funds through various alternative sources to
meet the recurring expenses of the institution concerned.

Introduction
Role of higher education in a knowledge
economy is of paramount importance.
Internationalisation of higher education enables
to transform knowledge across borders of the
country. This brings in a competitive environment
across nations to improve quality and excellence
in their respective higher education system and
get a favourable position in international ranking.
Therefore, financing of higher education needs
special attention by the government, in order
to meet the requirements of expanding higher
education system. Across the globe, there are
several methods practised to finance higher
education. It could be institutional financing
(input based or output based) or student financing
depending on policy guidelines and policy changes
of respective governments. However, the rapidly
growing higher education sector on the one hand
and competing demand for public funds (e.g.
health, primary education, defence etc.) on the
other, has resulted in many efforts at policy level to

come out with guidelines for exploring alternative
methods to finance the higher education sector.
The present paper focuses on institutional
financing and critically analyses the policy changes
impacting financing of public higher education
institutions (HEIs) in India. The challenges
resulting from changing sources of financing
higher education particularly by State level higher
education institutions as a result of policy changes
are discussed in this paper with evidence from
case studies.
Background
Financing of higher education for any nation
is decided based on the simple principle; whether
higher education is a public good or private good.
As defined by Samuelson (1954), public goods
have two major properties such as; non-rivalry and
non-excludability. While the first characteristic
indicates that a public good is consumed equally
by everyone, the latter characteristic states that the
distribution of a public good cannot be restricted
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to selected few in the society (Musgrave and
Musgrave, 1989). Higher education may manifest
both the characteristics but when a price is set to
higher education, it would exclude some from its
consumption or otherwise it might exclude some
when there is higher demand for or exclude those
who do not fulfil the eligibility criteria. Hence,
higher education may be treated as a quasi-public
good with positive externalities (Tilak, 2005).
The positive externalities are non-market benefits
such as patriotic feelings, maintenance of the
democratic values and compliance with the cultural
norms (Dreze and Sen, 1996; McMahon, 2006).
It may also result inmarket imperfections (Lleras,
2004). Additionally, it is argued that distributional
considerations in financing of higher education
are to be taken care by the government (Musgrave
and Musgrave, 1989).
The neo-liberal market principles and
structural adjustment programmes of 1980s
argued for new public management by developing

countries like India where there would be an effort
to efficiently utilise public resources by cutting
down expenditure on less important activities.
It considered higher education as a private good
(that benefits more an individual than a society)
and suggested for decline in public subsidies,
privatisation of public institutions, adoption of
cost-recovery or cost-sharing or cost-reducing
strategies and income generations by other sources
in public higher education institutions.
The paper is organized in following ways. The
next section briefly discusses public expenditure on
higher education in India and trends in alternative
financing options for higher education. The
analysis of changing sources of financing of higher
education institutions (based on financial data of
selected universities) is presented in section three.
It is followed by a discussion regarding challenges
faced by selected institutions in mobilisation of
additional resources. The final section gives the
conclusion and policy implications based on the
research findings.

Table 1: Public expenditure by levels of Education 2010-11 to 2013-14
Public expenditure as % of GDP
Levels of Education

State/UTs

Centre

Total

2010-11 2012-13 2013-14 2010-11 2012-13 2013-14 2010-11 2012-13 2013-14
(A)
(A)
(RE)
(A)
(A)
(BE)
(A)
(A)
(BE)

Elementary Education

1. 27

1. 22

1. 25

0. 43

0. 39

0. 38

1. 70

1. 6

1. 63

Secondary Education

0. 89

0. 81

0. 86

0. 10

0. 1

0. 10

0. 99

0. 9

0. 95

University & Higher
Education
Adult Education

0. 53

0. 44

0. 49

0. 33

0. 19

0. 20

0. 86

0. 63

0. 69

0

0

0. 01

0. 01

0

0

0. 01

0. 01

0. 01

Technical Education

0. 24

0. 33

0. 36

0. 24

0. 22

0. 22

0. 48

0. 56

0. 57

Total ( Education )

2. 93

2. 8

2. 96

1. 11

0. 9

0. 90

4. 04

3. 7

3. 86

Source: MHRD, 2014 and 2015
Notes: A (Actual) , BE (Budget Estimate)
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Public Expenditure on Higher Education in India
The public expenditure on education (revenue
account) as a percentage of gross domestic
product (GDP) in the last four year period has
declined and remained stagnant in 2013-14
compared to 2010-11 as shown in Table 1. Within
the same time period, the share of university and
higher education has declined in 2013-14 both by

the centre as well as state/UTs even though the
expenditure on technical education has increased.
Such decline in public expenditure on
university and higher education has undergone
a transformation due to policy changes both at
centre as well as states/UTs level. This has brought
changes in financing options for HEIs.

Table 2: National Level Committees and Commissions on Higher Education Financing in India
Focus of
Recommendations
B. G. Kher Committee
1939 To consider further issues arising in Methods of
connection with education and implicit financing education
financial problems
University Education
1948-49 To examine the system of secondary and Educational finance
Commission
university education and suggest measures policy
for reorganization and improvement
Kothari Commission
1964-66 To advise government on general principles Issues specific to
and policies for development of education states in financing
at all stages
education
National Policy on
1968 For radical restructuring and equalising Alternative financing
Education
educational opportunities in order to
achieve national integration and greater
cultural and economic development
Study group for resource
1970 Recommendations for exploring alternative Alternative sources
mobilization in education
sources to mobilize additional resources in of mobilization
education
Committee/Commission

Year

National policy of
Education

1986

Justice Punnaya
Committee Report

Focus of the Commission

Special emphasis on the removal of Allocation of
disparities and to equalise educational resources, financial
opportunities
management

1992-93 To deal with question of resources for UGC funding of HEIs
higher education especially improving and cost sharing by
increasing fees
financial positions of HEIs

Conference for
Education for All

1993

To identify priorities and strategies for Review of resources
national action plans and possible areas of for Education
cooperation among countries

Swaminathan Committee
Report

1994

Recommendations for mobilization of Cost sharing measures
additional resources for technical education in technical education
and universityindustry linkages
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Ambani-Birla Committee
Report

2000

To discuss future reforms in education

Academia industry
linkages and public
private partnerships
to generate
additional resources

CABE Committee
Report

2005

To suggest ways of augmenting resource
flow in higher education and encouraging,
with regulations, the private participation
and investments in higher and technical
education

Allocation and
utilization of resources
and generation through
research collaboration
activities

National Knowledge
Commission

2006

To prepare a blueprint to tap into the Improved
enormous reservoir of our knowledge base management of
to face challenges of the 21st Century
HEIs and promotion
of intellectual
property rights

Yashpal Committee Report

2009

To advise on renovation and rejuvenation Encouraging Fund
of higher education
raising through
philanthropy,
alumni and other
non-government
sources and
foreign university
participation

N. R. Narayana Murthy
Committee Report

2012

To examine and provide recommendations
on the potential and modalities for corporate
sector participation in higher education in
support of development of the Nation

Corporate sector
participation in higher
education to further the
market participation for
improving efficiency
and autonomy

Source: Panigrahi, 2018a
Trends in financing options for HEIs in India
Various committees and commissions have
been constituted to study financing of higher
education in India with the objectives of access,
equity and excellence. Table 2 summarizes the
key focus and recommendations of the public
commission at the national level based on which
various initiatives have been undertaken regarding
financing of HEIs. To address the fiscal constraints

of government due to competing demand for
public funds, the Kher committee recommended
methods of financing of education. To manage
fiscal constraints, recommendations on exploring
alternative sources of financing to mobilise
additional resources came to the forefront after the
recommendations of national policy on education
and study group for resource mobilization in 1970.
With the implementation of structural adjustment
program (SAP) in 1980s and new economic
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reforms in 1990s, both Justice Punnaya Committee
and Swaminathan Committee suggested for
cost-sharing measures by increasing fees and
university-industry linkages. Till date, majority of
HEIs are following the first recommendation of
increasing fees and by introducing self-financing
courses.

data from annual report, annual accounts and
audit reports of respective universities for time
period 2010-11 and 2014-15) and interviews with
university administrators like Vice Chancellor,
Registrar, Finance Officer, Deans, and HoDs of
selected departments. This data is sourced from
Panigrahi (2018b).

Subsequent committees have recommended
new alternatives for resource generation by HEIs,
such as public private partnerships (PPP) , research
collaboration activities, intellectual property
rights, philanthropic and alumni contributions,
foreign universities’ participation through student
and faculty exchanges, and corporate sector
participation in higher education.

A sample of 4 state universities located in
Bihar, Odisha, Punjab and Uttarakhand was
considered for the research study. The university
selected from Odisha was established before
independence and is one of the oldest universities
of the region. Other three selected universities were
established after independence and considered
among the oldest universities of their respective
regions catering to highest demand for enrolment.
The sampled universities in Bihar and Punjab are
located in semi-urban region whereas selected
universities in Odisha and Uttarakhand are located
in urban region.

The Rashtriya Uchhatar Shiksha Abhiyan
(RUSA) launched in 2013 is a flagship programme
of the Ministry of Human Resource Development
(MHRD) that follows the Twelfth Five Year Plan’s
objective of entitlement-based grants or outcomebased funding (routed through State Higher
Education Councils) for developmental purposes
(GoI, 2013). The RUSA document says that
“Given the pitiable resource condition, wide reach
of the state university system, and the limitations
of the University Grants Commission (UGC),
there is a strong need for a strategic intervention
for the improvement of access, equity and quality
in Indian higher education, that focuses on state
universities and state institutions though a special
centrally sponsored scheme in a mission mode”.
However, the pre-requisites for RUSA grants
such as establishment of State Higher Education
Council (SHEC), commitment to specific
academic, administrative and governance reforms
and mandatory accreditation (GoI, 2013) have
resulted in RUSA grants being restricted to select
State HEIs.
Database for the case study
This paper is based on data from the selected
universities in India including secondary data from
published sources (Financial and administrative

Changing sources of Financing of HEIs
Analysis of two time periods (2010-11 and
2014-15) is carried out to understand the changing
sources of financing of the select State universities
in India. Figure 1 shows the funding of selected
universities by sources, such as; grants from
central government, grants from state government,
receipts from fees from regular courses and selffinancing courses, and finally the other internal
sources like income generated from renting out
university infrastructure, outsourcing of university
activities, alumni and philanthropic contributions,
affiliation fees from colleges, short-term courses,
research and consultancy activities, and any other
sources.
It may be seen that the share of central
government grants is relatively small (ranging from
2-10%) and declined across the State universities.
A notable exception is Odisha university which
shows an increase in central government funding
in 2014-15 due to receipt of development grants
under RUSA.
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Funding by state government of the State
universities is observed to be declining with
no exceptions. The share of grants varies from
29 percent in Punjabi university to 95 percent
in Bihar University in 2014-15. The overall

declining trend in some instances is due to the
impact of policy changes at the centre as well as
state level government policies regarding funding
of state universities.

Figure 1: Sources of Funding by Selected Universities

Source: Panigrahi, 2018b
Due to the declining overall public funding of
these State universities, other alternative sources
are explored to compensate the decline in the
grants fromthe public sources. The sources are
discussed in the following sections.
Resource Mobilisation
Student fees and self-financing courses
The commonly used measure to mobilise
additional resources is sharing the cost of
education with students through fees and selffinancing courses. Apart from tuition fee, the
enrolment fee, examination fee and development
fee are major contributors to total fee of the State
universities. However, there are inter-university

differences. For instance, Punjab University does
not offer any self-financing courses, per se, due
to policy guidelines from the state government
but offers many professional courses with higher
fee structure as compared to the other State
universities. Further, it offers a number of courses
by distance education which contributes to its total
income. Consequently, the contribution from fees
to total resources of the Punjab University is more
than 50 percent (Figure 1).
There is an increasing trend in fees (10. 4% in
2014-15) collected from self-financing courses,
distance education and other fees in the Odisha
University to adjust the shortages of resources
received from public funding. While Uttarakhand
University has experienced a decline in receipts

Aarthika Charche - Vol 3 No.1, 2018

from fees in 2014-15 compared to 2010-11 due
to decline in enrolment in self-financing courses,
Bihar University has very less receipts from fees
due to running of very limited self-financing
courses and low fee structure.
Other income generating measures
The universities aim at mobilizing additional
resources through various innovative methods
such as, renting out university infrastructure,
outsourcing some of the day-to-day activities like
security and mess services, charging for usage of
university resources like water, electricity, health
services etc., project and consultancy activities,
contribution from alumni, investments in bank
deposits and some other new innovative methods.
For instance, Punjab University has been successful
in generating funds from these, which shows as an
increase in other sources of revenue (about 17%
in total sources in 2014-15) as seen in Figure 1.
These are income from sale of publications and
royalty, recovery of loans, investments, rent from
shops, auditorium, guest house, bank, post office
etc. Uttarakhand University has been successful in
mobilizing about 12% of its total sources through
contract farming and sale of publications. The
Odisha University faced a decline in revenue
generated from other sources in 2014-15 due to
decline in water and electricity charges and use of
university transport, Bihar University generated
very insignificant amount from other internal
sources due to poor quality of its infrastructure or
non-existence of required infrastructure which can
be rented out.
Challenges of resource mobilisation
Difficulties in raising fees in regular courses
State universities located in rural or semiurban areas cater to the higher education demand
of students from rural areas or poor economic
backgrounds residing in nearby villages. Often,
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determination of fee for a new course or increasing
of fees of existing courses is based on fees
charged by other universities located in the state
and access by majority of students who hail from
poor economic background. Frequent agitations
and protests by students against any minimal fee
hike also restrain university authorities to hike
tuition fee. For more than one or two decades, the
tuition fee has not been hiked in many such State
universities.
In this regard, provision of scholarships and
fellowships for all the students belonging to
economically weaker sections is desirable. Policy
guidelines in this direction would resolve the
access and equity issues from students’ point of
view as well as resolve the resource shortage of
these universities to mobilize additional resources
through fees and other methods. As pointed out in
Mridula (1985) , the universities at the provinces
do not have autonomy to increase the fee structure
or decide new educational programmes. Thus, fee
structure in the universities barely recovers the
cost of library, laboratories, games and other such
extracurricular activities and there is little scope to
change the fees. The highly subsidised water and
electricity charges (for hostels and staff quarters)
has put huge burden on Odisha University due to
lack of monitoring of the users of such facilities
and misuse of the facilities by unfair means. Such
charges collected from users are about 10 percent
or 20 percent of total bill borne by the university.
Hostels are also heavily subsidised. The High
Power Committee (AICTE, 1994) recommended
for a reasonable fee hike by the State universities
and colleges that would be self-sustainable for the
institutions concerned.
Gradual decline in affiliation fee receipts
The receipt from affiliation fees has been
a major contributor to the internal resources of
State universities. With the expansion of HEIs
in the recent decade, the number of affiliating
colleges has grown. Many State universities were
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affiliating bodies to a large number of colleges
which created administrative difficulties for the
university concerned and hindered their efforts for
research and innovation. During 12th Plan period,
well performing autonomous colleges across
several states were upgraded to universities. The
newly established universities got the affiliation
power for many colleges. It impacted some well
established State universities’ flow of resources
in terms of affiliation fees as well as examination
fees.
The colleges getting permanent affiliation do
not contribute further to their parent universities in
terms of any affiliation fee. This has reduced the
internal source of income of State universities like
Odisha University.
Minimal contribution from self-financing courses
Fixation of fee for self-financing courses
depends on the demand for the courses, fees charged
by other HEIs in the vicinity for similar courses
offered and ability to pay of the students. Selffinancing courses bring in a market competition
and drive the HEIs towards marketable courses
and restrict access to such courses by students
from poor economic background. In lieu of quality
and employability, HEIs may hike the fees of
such courses, which have implications on equity.
Unlike private HEIs, one third of the fees collected
through self-financing courses are retained by the
State university and rest of the fees collected are
used by the departments for both recurring and
non-recurring expenses.
In many instances, due to above mentioned
reasons regarding fixation of fees, self-financing
courses offered by State universities fail to become
self-sustainable. Therefore, the State universities
offer limited number of self-financing courses.
These factors limit the contribution from selffinancing courses for the universities.

Issues with renting out University infrastructure
At the outset, many of the State universities
like the sampled universities lack infrastructure
such as guest house, auditorium, play ground,
seminar hall, exam hall, classrooms, sports centre,
health centre etc. , which can be rented out to other
institutions or private parties during holidays or
vacations to generate some additional resources
for the university. Even if State universities (e. g.
Bihar university and Odisha university) have such
facilities available, they are poorly maintained or
at the verge of deterioration to rent out to outsiders.
To avoid the nuisance and chaos created by
outsiders State universities like Punjab university
avoid renting out their guest house, playground,
sports centre and other infrastructures to outsiders.
Further, some of the universities (e.g. Uttarakhand
University) do not have enough space (e.g. guest
house, playground, class rooms, auditorium etc.)
which can be rented out to generate additional
resources.
Limited alumni contributions
Contribution from alumni is yet to be
explored as a significant method of resource
generation. If there is any contribution by any
generous alumni once in a while (e.g. Punjab
University), that would be in terms of contribution
for developmental purposes such as; developing
the sports complex, construction of auditorium,
seminar hall, gymkhana, swimming pool, etc.
Lesser scope for short-term courses, research
and consultancy activities
The State universities are struggling with
vacancies both in teaching and non-teaching
positions. The extent of vacancy is upto 50 percent
(e.g. Odisha University) or more on sanctioned
positions. It has adversely affected teachinglearning process in such universities. Apart from
this, the cost-saving measures adopted by all
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sampled State universities such as multi-tasking of
teaching and non-teaching staff and appointment
of more contractual or part-time teaching and nonteaching staff in the institution fail to plan for any
short-term courses, even if, faculty members can
be hired on contractual basis.
Except for a few science courses, there is not
much research initiative by the faculty members
in these universities (Punjab University and
Odisha University). This is partly due to lack of
research orientation and awareness or initiative
regarding research projects by faculty members.
At policy level, though UGC has recommended
minimum API scores for new faculty recruitments
and promotions, there is no such mechanism
that can encourage teaching faculty to explore
research activities. In fact, as argued by Das &
Chattopadhyay (2014), it encourages engagement
in unfair malpractices to accumulate points to
fulfil the requirements of API score. The workload
of faculty members cannot be ignored as they are
associated with both teaching and administrative
activities, particularly with examination duties
and framing of questions and evaluation of
answer sheets. This is connected with the shortage
of teaching and non-teaching staff as mentioned
earlier. Further, a few faculty members who take
initiatives for undertaking a project, particularly
in humanities or social sciences (e.g. Odisha
university), face administrative difficulties related
to processing of files for research proposal, other
project related files, management of financial
bills, availability of infrastructure, and other
miscellaneous items related to research project.
All these difficulties in taking up a project serve as
obstruction in contributing to university internal
resources as overhead costs.
In addition, consultancy activities are not
contributing to other sources of revenue either
due to incapacity/lack of orientation of the faculty
members to take up such initiatives or due to lack
of awareness or efforts to explore the possibility
of such an alternative.
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Costs - saving measures
Various cost-saving measures are adopted
to manage the shortages of resources. They are;
managing with temporary or part-time academic
and non-academic staff (across all sampled
universities), reducing subscription of print
journals (e.g. Odisha University), sharing of
scholarships of one student with many (Punjab
University), cutting-down various academic,
administrative and repair and maintenance
expenses of the university to adjust the shortages
(across all sampled universities). This has long
term implications for growth and development of
the university.
Conclusion and policy implications
With expanding enrolments there is a need for
special attention to financing higher education. The
gradual decline in public funding, both by central
and State governments, has negative implications
for the growth and development of the HEIs which
are accessed by various socio-economic groups.
The alternative methods explored by such HEIs
are basically dependent on fees from regular and
self-financing courses.
In general, the State universities are not
successful in mobilising adequate resources
through the cost-sharing measure, notwithstanding
challenges in raising fees and equity implications
of such methods. Similarly, there are multiple
challenges faced by these resource-deficient State
universities to generate resources through other
alternative methods like renting out university
infrastructure, outsourcing of university activities,
alumni contributions, research/consultancy/shortterm courses, PPP, university-industry linkages,
etc. There is the lack of efforts and motivations from
many State universities who remain dependent on
the funding by their respective state governments
for meeting their day to day recurring as well as
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nonrecurring expenses. However, they resort to
various cost-saving measures which are unhealthy
for any HEI in an era of rankings and competition
for quality and excellence.

Mridula. (1985). State Funding of
Universities: A study of maintenance grants to
universities. New Delhi: Association of Indian
Universities.

At this juncture, a more targeted developmental
grants may be explored for the State universities
to come out from the current trap of deficits
and struggle for survival, catering to growing
enrolments of the State level HEIs. The existing
RUSA funds may be judiciously extended to
targeted HEIs. Otherwise, they would slip to the
vicious trap with never ending struggle for growth
and development.

Musgrave, R. A. & P. Musgrave. (1989). Public
Finance in Theory & Practice, Fifth edition. New
Delhi: McGraw-Hill Book Company.
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Does Growth Cause Inequality during the
Globalisation Period? Evidence from India
Jagannath Mallick 1
Abstract
There are many works on the relationship of income inequality with economic growth and development, but there are no clear
conclusions. Many of the studies are the panel-data type. However, re-examining such relationship by using the time series
methods for an emerging country may produce revealing results. Hence, we study this relationship in both the short-run and
long-run during the globalisation era in the context of India as the fastest emerging country. To this end, we utilised the time
series data for the Gini coefficients from version 7. 0 of SWIID database over the period 1980–2012. We first investigate
whether there is long-run equilibrium relation of inequality with growth and globalisation by adopting cointegration approach.
Then we proceed to estimate the regressions and determine the causal effects. We find that the growth does not cause inequality
in both the short-run and long–run. Rather, the income inequality is driven by its inertia effect and the degree of globalisation.

1. Introduction
The relationship between growth and
inequality has been extensively debated in
economic literature, but there are no clear
conclusions as observed by works such as Grigoli
(2017), Grigoli and Robels (2017) and Grigoli
et. al. (2016). From the theoretical point of view,
as deduced by the classical growth theories such
as Kaldor (1957), economic growth depends
mainly on the rate of accumulation of productive
resources, which is linked to the aggregate savings
rate of a nation. In such a framework, the nature
of distribution of wealth matters for growth
only if households’ propensity to save changes
proportional with respect to income or wealth. For
example, if the rich save at a higher rate, then they
have more potential to contribute to productive
capacity and hence achieve faster economic
growth. A higher degree of concentration of
income/wealth or inequality supports a higher
rate of capital accumulation and, would stimulate
growth through the establishment of more capitalintensive industries, which is supported by Forbes

(2000) and Arjonaet. al. (2001). In contrast, the
seminal work by Kuznets (1955) supports the
non-linear relations i.e., inverted U-shape relation
of inequality with per capita income, which is
based on the nature and process of structural
change. This occurs as labour shifted from a
poor and less productive traditional sector to a
more productive and differentiated modern one,
which is well debated in Aghion et. al. (1999) and
Mallick (2015).
There are a large number of studies on the issue
of the relationship of inequality with economic
development, but they provide a mixed nature
of findings. Some studies support the positive
relations, such as Frank (2009) and Andrews et al.
(2010). The positive relation between inequality
and economic growth has been found in the United
States by Frank (2009), and in a panel of twelve
developed economies by Andrews et al. (2010).
However, Davis (2007) shows that such relations
can be negative across countries and positive
within countries over time. Shin (2012) views
that the negative or positive sign of such relations
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Address for Correspondence: Room No. 118, Department of Economics, School of Social Sciences, Indira Gandhi National Open University
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depends on the stage of economic development.
Grogoli (2017) emphasised that such sign also
depends on the stage of income inequality. This
means the income inequality may affect the
economic growth positively or negatively, and
exactly at a Gini of about 27 percent, the direction
of the relationship changes or the inequality starts
hurting the economic growth and development.
There are rich databases which help to
conduct panel-data type analysis to examine the
relationship of economic growth with the income
inequality. However, re-examining such relations
in the context of an emerging country like India
by using time series techniques may yield more
revealing results. As argued in Knowles (2005),
this panel-data type analysis encounters a number
of issues pertaining to the data comparability
problems across the countries. The other issue is
that the role of globalisation cannot be ignored
while dealing with such relations as observed
by the World Bank’s Nahuel Berger (2014). The
proponents of globalization argue that global
integration through various channels such as trade
in goods and services, the inflow of FDI etc.,
increases average income within countries, and
also reduces inequality. This argument is mainly
attributed due to the comparative advantage
theory of 19th century British economist David
Ricardo. The specialization of products and
international trade of countries always have
positive effects and make countries better off. The
trade benefits all the participating countries as a
result of industrialization and low transportation
and communication cost on the conditions that
the countries should specialise or focus on
those products in which they have a competitive
advantage over the other countries, and trade with
other countries for all other products. The Nobel
laureate Eric Maskin, in the context of the present
wave and nature of globalization, concludes that

there is no doubt that the average income has been
rising across the countries as a result of more trade
and global production, but inequality has also been
rising within countries (Berger, 2014). This study
is aimed at taking into account all these issues to
analyse such an important issue. This relationship
is very crucial for emerging countries like India,
as emphasised in Mallick (2017) that the income
inequality as a crucial factor for an economy be in
the middle-income trap (MIT).
Hence, we analyse such relations during the
globalisation periods from 1980 to 2012 in India
as the fastest emerging country. The rest of the
paper has five sections. In section 2, the paper
describes the database. The patterns of inequality
are presented in section 3. The empirical strategy is
given in section 4. Section 5 presents our empirical
results. Conclusions are given in section 6.
2. Data
The paper uses secondary data. The
inequality data is sourced from version 7. 0 of the
Standardized World Income Inequality Database
(SWIID). It provides various indicators of income
inequality. We have chosen gini_disp indicator,
which is measured based on the disposable income.
This Gini coefficient is also known as the Gini
index or Gini ratio. The recent version of SWIID
provided annual Gini coefficients for the world
economy (Solt, 2016). Further, the globalization
is a multidimensional concept, which takes into
account economics, social and political aspects of
globalization. This paper uses KOF globalization
index that includes the above three dimensions,
which is published by ETH Zurich. Finally, the real
per capita income is taken from the international
sources of World Development Indicators (WDI)
of the World Bank, which is also used in the above
two data sets.
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3. Patterns of Growth and Inequality
We plotted India’s growth of real per capita
GDP from 1980 to 2012 in Figure 1. The economic
growth starts increasing steadily since the 1990s
to 2009 and since then the growth falls due to
the global financial crisis. The growth rate from
early 1990s to the early 2000s was considerably
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lower than that from early 2000s to 2010. Hence,
the growth scenario of the Indian economy can
be classified into three distinct growth phases/
regimes: (a) a period of low growth from 1980
to 1990 (though there were growth spurts in the
late 1980s, which did not sustain); (b) growth
acceleration from 1991 to 2000; and (c) a period
of high growth from 2001-2012.

Growth rate (%)

Figure 1: Per capita income growth, India, 1980-2012

Source: Author’s calculation using basic data of World Bank
The history of economic growth and
development is substantially discussed in Ghate
and Wright (2012) and Sen et. al. (2014). The
growth of Indian economy started its rhythm from
the mid-1980s, even in the low growth regimes
due to the initiation of economic reform measures
including liberalisation and privatisation, which
has been supportive to pro-business and pro-growth
policies (De Long 2003, Rodrik and Subramanian
2004) 2. Further, Sen et. al. (2014) argue that there
was a “shift in the relationship between political
and economic elites from one of mutual distrust to
a more collaborative and synergistic relationship”.
The other features of growth in the post-reform
years are: the private sector has become more

productive than the public sector (Mallick, 2014);
the service sector drives the economic growth after
economic reform measures; also the initiatives
have been taken to develop the modern sectors,
such as IT and engineering, which ultimately
contributed to Indian economic growth.
The income inequality as measured by the GINI
coefficient in percent (GINI), and globalization
index (GI) are plotted in Figure 2. The GINI was
about 40 in 1980, which is significantly higher than
the turning point of Grigoli (2017) i.e. GINI of
27. The GINI has been increasing and reached to
about 48 in 2012. If we relate the pattern of GINI
with the three growth phases, the GINI in the high

This was reflected in changes in economic policies, such as the slow but steady liberalisation of import controls, especially on capital and
intermediate goods.

2
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growth phase is higher than the phase of growth
acceleration, and the growth in the acceleration
phase is higher than the low growth phase. This

means there is an association between the growth
and income inequality. But, we do not know the
cause and effect relationships between them.

Figure 2: The patterns of income inequality and degree of globalisation, India, 1980-2012

Source: SWIID for GINI and KOF for globalisation index
Note: GINI is for the income inequality and GI indicates the degree of globalisation.

As regards to the degree of globalization, the
globalization index was about 33 in 1980, which
has been continuously increasing to reach 58. 3 in
the year 2012. Similarly, if we relate the increasing
trend of the degree of globalization with the three
growth phases, the degree of globalization directly
varies with the growth phases. This means that
higher growth is achieved during high degree of
globalization or higher growth coincides with
higher degree of globalisation. The degree of
globalization lies below to the GINI coefficient
from 1980 to 1995, and the globalization index
crosses GINI in 1996. The rate of rising of
globalization index was significantly higher than
that of the GINI from 1996 to 2012. This indicates
that though there is a positive association between
the GINI and GI, the rate of change in GI is
significantly higher than that of the GINI. This
means that GINI has not increased at the rate of
GI during this study period. The recent work by

Chancel and Piketty (2017) found that the income
inequality has declined since 1930 to 1980 due to
the regulated and socialist policies of the Indian
government, but again it is reversed due to the
measures of liberalisation and new economic
reforms since 1980. During this period, the rich
have become richer due to such measures.
Hence, we need to explore empirically:
(a) whether growth causes income inequality
in India? and (b) whether globalization causes
income inequality?
4. Model specification and methodology
The main objectives of the study are to
evaluate the relationships of income inequality
with income growth and globalisation. Based on
the focus of the study, the empirical analysis uses
two distinct bivariate models. This paper tackles
the issue of the inequality-growth and inequality-

Aarthika Charche - Vol 3 No.1, 2018

globalisation nexus by using the bivariate
cointegrated vector autoregressive (VAR), which
can avoid the common problems such as parameter
heterogeneity, multicollinearity, endogeneity and
omitted variable bias. The first model considers the
income inequality with per capita income, while
the second takes into account the relationship of
income inequality with the globalisation. The first
aim of the study is to ascertain the existence of
long-run relationships of income inequality with
the economic growth and globalisation during the
study period by using cointegrating techniques.
This technique is designed to find the stationary
linear combinations of vector time series and
determines the number of cointegrating vectors.
From the econometric point of view, we estimate
a simple specification for the relation GINI–GDP
by using Johansen’s maximum likelihood (JML)
and vector error correction models (VECM)3.
In addition, the robustness of the estimated
coefficients has been verified through various
diagnostic statistics.
As is known, cointegration means that a
linear combination of different order 1-integrated
variables I(1) is stationary I(0), and it implies the
existence of an empirical long-run relationship
between those variables. VECM incorporate these
aspects by mapping the I(1) variables into the I(0)
-space. In this way, it is possible to draw the valid
statistical inference, while preserving theoretical
interpretability.
The variables, the real per capita income,
GINI, and GI are converted into their natural
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logarithms in order to reduce the variability. The
empirical strategy of the paper follows the three
steps. In the first step, the data generating process
or the stationary nature of data is determined by
using the conventional unit root tests. If it confirms
the order of integration 1, I(1), the bivariate
cointegration technique is employed in the second
step to establish whether variables share a common
stochastic trend or are cointegrated. In the third
step, the cointegrating relations are estimated by
using Johansen’s system estimator and then an
Error Correction Model (ECM).
5. Empirical Results
The empirical analysis starts with the unit
root test for the stationary of natural logarithm
of per capita income (PCY), Gini Coefficient
(GINI) and Globalisation Index (GI) by applying
Augmented Dickey–Fuller (ADF) test. As this
test has low power for highly persistent series, the
Philips–Perron (PP), and Kwiatkowski–Phillips–
Schmidt–Shin (KPSS) unit root tests are also
supplemented. The null hypothesis of stationary is
verified by the KPSS test, in contrast to the nonstationary in the ADF test and PP test. The results
at the level and first difference of variables for
various specifications are presented in Table 1.
These test results show that PCY, GINI, and GI are
integrated processes of first order I(1), which is the
precondition to proceed with determination and
estimation of cointegrating relations or long-run
relationships. Hence, we estimated and analysed
the two bivariable models.

We used JML for the reason that although the estimated long-run coefficients using the approach of Engle and Granger (1987) are
consistent but inefficient.
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Table 1:Unit root test results
Specification
and
variables

PCY

GINI

GI

PCY

GINI

GI

PCY

GINI

GI

ADF

3. 24a

-0. 15

-0. 48

-1. 57b

-2. 03ct

-1. 6

8. 34

1. 94

4. 8

PP

4. 67

0. 02

0. 33

-1. 55b

-1. 59

-1. 64

7. 23

3. 25

4. 10

KPSS

Only Intercept

Trend and Intercept

None

0. 71**a 0. 67**a 0. 68**a 0. 22*c 0. 16**c 0. 15**c
First Differences

ADF

-4. 91*a -3. 75*a

-5. 11*a -6. 9*b -3. 71**

-5. 33*

PP

-4. 97*a -3. 77*a

-5. 19*a -7. 29*b -3. 73**

-5. 34*

KPSS

0. 71**

0. 22a

0. 15a

0. 09

0. 10

-1. 01

-3. 12* -2. 23**

-2. 12** -3. 16* -3. 844*

0. 14

Source: Author
Note: * and ** indicates statistical significance at 1 % and 5 %, respectively, and ‘a’ indicates intercept is significant, ‘b’
indicates trend is significant and ‘c’ indicates both trend and intercept are significant.

Table 2: Optimal lag selection criteria
Model 1
Lag

LogL

LR

FPE

AIC

SC

HQ

0

80. 15

NA

3. 46e-05

-4. 59

-4. 51

-4. 57

1

207. 86

232. 89*

2. 39e-08

-11. 87

-11. 61*

-11. 78*

2

212. 77

8. 38

2. 27e-08*

-11. 93*

-11. 48

-11. 77

3

216. 67

6. 19

2. 30e-08

-11. 92

-11. 29

-11. 71

Model 2
0

99. 43

NA

9. 34e-06

-5. 90

-5. 81

-5. 87

1

202. 29

187. 02*

2. 34e-08*

-11. 89*

-11. 62*

-11. 80*

2

205. 32

5. 14

2. 49e-08

-11. 83

-11. 38

-11. 68

3

208. 85

5. 57

2. 58e-08

-11. 81

-11. 17

-11. 59

Source: Author
Note: * indicates lag order selected by the criterion. LR: sequential modified LR test statistic (each test at 5% level) ; FPE:
Final prediction error; AIC: Akaike information criterion; SC: Schwarz information criterion; HQ: Hannan-Quinn information
criterion
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The determination of the lag order of a VAR is
very crucial. In order to obtain the optimal model,
the lag is selected based on the majority of all
the selection criteria. The majority of the criteria
suggest the lag length of one as presented in
Table 2 for the two models. Further, the existence
of a cointegrating relationship is determined by
using the JML method, which suggest that there
is one each cointegrating relation in the two
models. The results of both trace and maximum

eigenvalue statistics are presented in Table 3. As
the series are cointegrated, we estimated Vector
Error Correction model (VECM) as discussed by
Johansen (1988, 1995). VECM is a VAR with the
long run relationship showing how variables come
back to the equilibrium after suffering a shock.
Hence, the VECM model is estimated with one
cointegrating vector at the lag length of one. The
estimated results are presented in Table 4.

Table 3: Results of Johansen Cointegration test
Model 1
Hypothesized
No. of CE(s)

Eigen-value

None *
At most 1

Trace Statistic

Critical Value 0. 1

Prob. **

0. 32

13. 58

13. 42

0. 09

0. 021

0. 67

2. 70

0. 41

0. 36

14. 95

15. 49

0. 06

0. 003

0. 11

3. 84

0. 73

Model 2
None *
At most 1
Source: Author
Note: * denotes rejection of the hypothesis at the 0. 10 level. ** is MacKinnon-Haug-Michelis (1999) p-values.

As mentioned earlier, the model 1 explores
the long-run and short-run relations between the
GINI and PCY. The result indicates that there
is the long-run relationship between GINI ratio
and PCY, and the long-run causality runs from

GINI to PCY only. The GINI neither cause PCY
in the long-run and nor in the short-run. This is
important to find that the GINI is driven by itself
in the short-run.

Table 4:Long and short run relationship: Estimates of VECM
Independent Variables
Cointegrating factor
dPCY(t-1)
dGini(t-1)
dGI(t-1)
Constant

Model 1
dPCY
-0. 06*
-0. 13
0. 54

dGINI
0. 01
0. 10
0. 45**

0. 04*

-0. 001

Source: Author
Note: * denotes significant at 1 per cent level and ** denotes significant at 5 per cent level.

Model 2
dGINI
dGI
-0. 26*
-0. 09
0. 34**
0. 05
0. 002

0. 04
0. 14
0. 01**
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Similarly, model 2 explores the relationship
of GINI with the degree of globalisation, which
establishes that the globalisation causes the GINI
in the long-run. This result also confirms that
the GINI is self-driven in the short-run as found
in Model 1. This means the per capita income
growth does not cause the income inequality
either in the short-run and or in the long-run. We
have conducted LM test to check for the serial
correlation, White heteroskedasticity tests and J.
B. test of normality to check for the validity of our
estimated results. These diagnostic tests satisfy
the above estimated models4.
Hence, the conclusion is that the growth
has not caused income inequality in the Indian
economy during the period in 1980-2012. Rather,
such income inequality is driven by past income
inequality, which is called the inertia effect, and
also it is driven by the rising degree of globalisation.
The finding corroborates with the models of
Stiglitz, (2017) and the Ordinary Least Squares
regression results of Dorn et al. (2017). According
to Stiglitz (2017), the inequality is higher at the
phases of higher return on the capital invested in
an economy. During the period of globalisation,
due to several economic reform measures and
liberalisation measures, the return on the capital
investment has increased in India. This has led
to increase in the capital income share from 29
per cent in 1980 to 51 per cent in 2010 according
to Mallick (2017). This means there has been
significant change in the distribution of income
between the capital input and labour inputs.
According to Dorn et al. (2017), the
globalisation may affect income inequality as it
changes the income distribution by affecting the
factor prices, and it also changes the distribution
of disposable income, by affecting political

decisions that make governments change the tax
system like the implementation of Goods and
Services Tax (GST) and public spending including
the government welfare spending. Further,
the technological change and the skill-biased
technological change (SBTC) are the crucial
outcomes of the globalisation. They drive income
inequality by affecting factor prices (Krugman,
1994 a,b; 1995; Krugman and Lawrence, 1994;
Card and DiNardo, 2002; Krugman and Venables,
1995). The technology change rewards the skilled
and highly educated labour, but it reduces the
demand for the products of the unskilled and
uneducated labours, and hence their demand
and wages (Krugman 1994 a,b; 1995; Krugman
and Venables, 1995; Krugman and Lawrence,
1994). Even, the income gap has been widening
across the educational spectrum within the same
sector. The technology change affects the income
distribution by influencing both the demands for
labour as well as the demands for goods. This
results in machines replacing workers leading to
decline in unskilled labour. Further, the consumers
have also been altering their preferences during
the period of globalization (Mallick, 2017). The
consumers are relatively buying more services
and fewer goods (Krugman and Lawrence, 1994),
and preferring modern outputs (Mallick, 2017).
That means globalization has changed lifestyles,
impacting consumption patterns and preferences.
Thus, it has changed production patterns in the
world, particularly in developing countries like
India, which also resulted in change in demand
for factor inputs and their prices (Mallick, 2017).
Hence, the rising income inequality is due to the
unfair distribution of income between capital input
and labour input, and also within the labour inputs
i.e., between skilled and unskilled labour.

The cointegrating relations are estimated by using Fully-modified OLS and Dynamic OLS for both models, which give consistent results.
The results will be provided by the author on request.
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6. Conclusions
This paper has tried to address the most
debatable question which is “Have economic
growth and globalisation caused income inequality
in India?” The analysis shows that there has been
rising income inequality in India from 1980 to
2012. This period coincides with a rising trend of
per capita income growth. The income in equality
and economic growth are higher in the years of
the higher degree of globalisation. This paper
empirically establishes that economic growth does
not cause such a rise in income inequality. In fact,
inequality is caused by its inertia effect and the
rising degree of globalisation. The globalisation
measures adopted by India has led to unfair
distribution of income between capital input and
labour input, and also within the labour inputs i.e.,
between skilled and unskilled labour, which drove
income inequality in 1980-2012. Hence, for the
sustainability of growth, India has to do more for
the economic growth to be inclusive which will
reduce income inequalities.
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Towards a nutrition-sensitive Tribal Sub-Plan for
India
Chandrika Singh1 and Vani Sethi 2
Abstract
About 43.8 % of tribal children suffer from chronic nutrition deprivation. A budgetary strategy to supplement resources - Tribal
Sub Plan (TSP) - can be tapped for improving nutrition services in tribal pockets. However, TSP earmarking by majority of
Central Ministries and State Departments of Madhya Pradesh and Odisha has been below the norms. Maharashtra earmarks
TSP funds at the beginning of planning exercise every year; its earmarking, specifically for nutrition, has increased over
the last three years but continues to fall short of the recommended level. Large proportion of TSP fund remains unspent
by Departments in three Fifth Scheduled Areas’ States. To ensure TSP is earmarked and utilized for the purpose, strict
vigilance by the Central Ministry of Tribal Affairs is necessary. New benchmark for overall TSP earmarking should be set
by the government post-merger of plan and non-plan budgets. Simplified routing of TSP as adopted by Maharashtra may be
replicated.

Introduction
Despite various constitutional provisions,
state and central policies and programmes for
protection, development, and welfare of tribal
peoples for almost six decades, the narrative of
nutrition deprivation - from poverty induced
food insecurity and hunger deaths to poor access
to food and nutrition entitlements- continues to
affect tribal children. As per National Family
Health Survey-4 (NFHS-4) data, 43.8% of India’s
tribal children under-5 years are chronically
undernourished or stunted (IIPS, 2017) owing
to nutrition deprivation either in the womb or
formative years or both. Between June and August
2016, the media reported deaths of nineteen
children of Juanga tribe due to under-nutrition in
one single village (Nagada) of Jajpur district of
Odisha (Mohanty 2016). All the nineteen children
were under the age of three years. Similar reports

have surfaced in Maharashtra (Sinha, 2016) and
Madhya Pradesh (Choudhury, 2016) as well.
High levels of undernutrition in India have
been a cause for concern, globally as well (IFPRI,
2015). India has committed itself to achieving
Sustainable Development Goals (SDGs),
which include ending hunger and all forms of
malnutrition (Goal 2) and reducing child mortality
and improving maternal health (Goal 3) by 2030.
In order to achieve SDG targets for nutrition, it
is important to focus on tribal groups, who are
among the most undernourished groups in India
(refer Table 1).
Union Government of India addresses
nutrition deprivation in tribal children through
various Centrally Sponsored Schemes (CSSs)
that cater to all children, including tribal children.
However, specifically for tribal children, there
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is another budgetary strategy to supplement
resources -Tribal Sub Plan (TSP) - in existence
since the Fifth Five Year Plan (1974-75). TSP is
non-divertible, non-lapsable fund to be spent by
Central Ministries and State Departments on tribal
people and in identified tribal pockets. A total of 28
Central Ministries (out of 60 Central Ministries)
have an obligation to earmark funds for TSP
from their Plan budget at least in proportion to
Scheduled Tribe (ST) population of the total
population of the country (Planning Commission,
2010). TSP fund can also be tapped for gap filling
of food, nutrition, health and other civic services
for the STs. However, relevance of tapping TSP
for additional resources for schemes or initiating
new schemes that directly or indirectly improve
nutrition outcomes needs to be considered keeping
the following caveats in mind – Firstly, not all
Ministries and State Plans earmark recommended
funds for TSP (GoI, 2016a). Secondly, most TSP
items are infrastructure focused with negligible
nutrition service provisioning activities or building
infrastructure for nutrition services (UNICEF
2014). Thirdly, with effect from financial year
2017-18, plan and non-plan budgets have been
merged by the Union Government and many

State Governments. Earlier, TSP earmarking was
done under plan budgets; but with this merger,
the denominator for calculating TSP earmarking
is lost and a suitable formula for earmarking of
TSP funds from the budget is yet to be decided
(GoI, 2016b). Fourth, after the report of subgroup of Chief Ministers on restructuring of
CSSs, the State’s share in majority of CSSs has
been increased by the Union Government, which
has adversely affected TSP earmarking by Central
Ministries as well. For instance, TSP earmarking
of Ministry of Women and Child Development
decreased from 8.7 % of its plan budget in
2014-15 AE to 8.4 % in 2016-17 BE3 (from INR
1597 crore in 2014-15 AE to INR 1418 crore in
2016-17 BE) (GoI, 2016c).
With the above background, this paper aims at
answering the following two questions:
(1) Are mandated Central Ministries and
their State Departments, which run
nutrition related programmes, earmarking
recommended funds for TSP?
(2) What is the extent of fund utilization in
TSP earmarked?

Table 1: Nutritional Indicators for STs and All groups from NFHS-4
(Values in %)
Indicator

STs

All groups

Stunting (height-for-age) among children under age 5 years

43. 8

38. 4

Wasting (Weight-for height) among children under age 5 years

27. 4

21. 0

Underweight (Weight-for-age) among children under age 5 years

45. 3

35. 7

Children 6-59 months who are suffering from any type of anaemia

63. 1

58. 4

Women 15-49 years with height below 145 cm

12. 7

11. 1

Women 15-49 years with low BMI<18.5

31. 7

22. 9

Women 15-49 years with anaemia

59. 8

53. 0

Source: IIPS, 2017
Budget Estimates (BE) indicate the projected expenditure in the approaching/ongoing fiscal year . AE indicates actual expenditure during
a fiscal year.
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Methodology and Data Sources
Three states with Fifth Schedule Areas –
Madhya Pradesh, Maharashtra and Odisha which
have high burden of chronic undernutrition
among tribal children (about 48.2%, 45.4%,
45.5% of total tribal children in respective states)
(IIPS, 2017) formed our study states. Following
the multi-sectoral approach towards nutrition,
seven Ministries/Departments namely Health and
Family Welfare, Women and Child Development,
Public Distribution and Civil Supplies, Rural
Development, Agriculture, Drinking Water and
Sanitation, and School Education and Literacy were
selected based on their relevance for addressing
undernutrition. TSP data for Central Ministries
was collated from Statements 1 (Summary of
Expenditure) and 21A (Schemes under Tribal
Sub Plan) of Expenditure Budget-Volume I.
For state level analysis, the TSP budgets of the
corresponding State Departments were analysed.
The analysis was done for three fiscal years (FY):
2016-17 Budget Estimates (BE), 2015-16 Revised
Estimates (RE) and 2014-15 Actual Expenditure
(AE).
The State of Maharashtra, adopts a slightly
different process for TSP earmarking. Given that
9.4% of state population is tribal population,
9.4% of State plan budget is apportioned as TSP
at the start of the state planning exercise for a
given financial year, and transferred to Tribal
Development Department (TDD) , which, in turn,
divides the received funds between the state and
district in 40:60 ratio. TDD issues guidelines from
time to time regarding what proportion of TSP
goes to which sector (health, nutrition, rural water
supply, agriculture, tribal welfare, to name a few).
TSP guidelines in Maharashtra require that at least
3% of the district-level tribal sub-plan and 5% at
the state-level should be earmarked for nutrition.
This would amount to a minimum allocation of
at least 3.8% for nutrition as a proportion of the
entire TSP budget of the State. Hence, for the
present study, we reviewed the overall TSP budget
2016-17 for Maharashtra. Further, we compared
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the budget estimates (BE) with actual expenditure
(AE) for the FY 2014-15 to assess the extent of
fund utilization under TSP.
Results
TSP earmarking at Union level
Although 8.6% of central plan has to be
earmarked for TSP (Planning Commission, 2010),
in FY 2016-17, 4.4% of central plan funds were
earmarked for TSP. The TSP earmarking for five
of seven Ministries considered for analysis has
increased in absolute terms between FY 2015-16
and FY 2016-17, but has decreased in absolute
terms as well as in percentage terms for two
Ministries (Ministries of Women and Child
Development and Department of School
Education and Literacy) (refer Table 2). Further
more, on TSP earmarking by these Ministries
in the last three financial years, the Rural
Development Ministry which is directly involved
in implementing schemes that usher livelihood
security, earmarked 5% plan funds for TSP. It
shows an improvement since FY 2014-15, but is
still below the 8.6% norm. Department of Food and
Public Distribution, in charge of implementing the
National Food Security Act, 2013, has consistently
been earmarking <1% in TSP since the last three
financial years.
TSP earmarking at State-level
In Madhya Pradesh, line Departments are to
earmark 21.1% of their plan budget for TSP. TSP
earmarking by Women and Child Development
Department and Health and Family Welfare
Department has been below 21.1% and has
decreased during the study period in percentage
terms (Table 2). Similarly, earmarking for school
education decreased from 30% in FY2014-15
to 26% in FY 2016-17. Agriculture and Farmer
Welfare Department has almost doubled the
percentage earmarked in TSP during the period
(12% in 2014-15 and 22% in 2016-17). The TSP
earmarking by Rural Development Department

Department.

#In Odisha: livelihood and housing programmes such as National Rural Livelihood Mission, Mahatma Gandhi National Rural Employment Guarantee Act,
Swarnjayanti Gram Swarozgar Yojana, Backward Regions Grant Fund and Pradhan Mantri Gramin Awaas Yojana are under the domain of Panchayati Raj

*In Odisha drinking water and sanitation programmes fall under the purview of Rural Development Department

Source: Compiled by the author from budget documents of Union Government, Government of Madhya Pradesh and Government of Odisha for FY 2016-17.

Ministry/Department

Central Ministries
Odisha (ST population: 22.
MP (ST population: 21. 1%)
(ST population: 8. 6%)
9%)
2014-15 2015-16 2016-17 2014-15 2015-16 2016-17 2014-15 2015-16 2016-17
AE
RE
BE
AE
RE
BE
AE
RE
BE
Food, Civil Supplies and Consumer
2.4
1.1
2.1
32.5
32.2
53.2
1.4
0.4
1.4
Protection Department
(<1)
(<1)
(<1)
(17.3)
(23.7)
(34.2)
(6.4)
(<1)
(2.1)
Health and Family Welfare
1916.2 2014.6 2566.6
344.7
342.6
568.5
370.1
435.1
626.5
(7.7)
(7.4)
(8.2)
(16.3)
(14.2)
(10.1)
(21.3)
(20.6)
(22.1)
School Education and Literacy
4707.1 4297.2 4276.7 1253.2
916.2
1538.3
492.7
684.7
1033.1
(11.1)
(11.0)
(10.7)
( 29.8)
(19.9 )
(26.0)
(18.2)
(22.0)
(22.6)
Rural Development*
3314.3 2786.2 4269.5 1,311.3 1,432.4
2,983.7
377.6
795.0
657.3
(4.9)
(3.9)
(5.0)
(21.0)
(17.1)
(29.3)
(13.8)
(14.4)
(12.6)
Panchayati Raj#
1285.0 2053.3 1299.1
(37.3)
(33.7)
(24.1)
Women and Child Development
1597.5 1666. 7 1418.6
484.6
789.9
727.9
777.1
759.4
631.8
(8.7)
(9.6)
(8.2)
(21.2)
(18.7)
(18.8)
(24.4)
(24.8)
(22.8)
Agriculture and Farmers
875.7
930.1
1200
244.4
357.7
531.8
442.8
510.0
655.9
Empowerment/Welfare
(4.6)
(6.0)
(5.9)
(11.9)
(10.5)
(21.7)
(20.0)
(19.0)
(22.9)
Drinking Water and Sanitation 672.5
1074.3
1400
269. 9
297.9
534.5
(Central Ministry) / Public Health and (5.5)
(9.9)
(10)
(26.1)
(26.2)
(30.2)
Engineering Department (PHED for
MP)

INR crore (% values in parenthesis)

Table 2: Amount Earmarked for TSP by the Central Ministries, Madhya Pradesh and Odisha (in amount and as percentage
of the plan budget of the Central Ministries / State Departments)
60
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Table 3: Amount Recommended and Actual Allocations for TSP [(amount and percentage for
each sector (values given in parenthesis) ] and Unspent Budget for Maharashtra

Sector#

Recommended
earmarking
for Sector as
percentage of
TSP budget*

Earmarked in TSP INR crore (% of TSP
budget )

Proportion
of unspent
funds (%)
[((BE-AE)
/BE) *100]

2014-15
BE

2014-15
AE

2015-16
RE

2016-17
BE

2014-15

Rural Water supply

1.8

59.1

134.7
(2.9)

457.3
(7.2)

533.0
(8.5)

-128.0

Health

12.2

255.2

290.3
(6.1)

655.6
(10.3)

454.5
(7.3)

-13.7

Agriculture

1.8

82.6

90.2
(1.9)

92.7
(1.5)

81.9
(1.3)

-9.2

Rural Development#

*

709.1

619.5
(13.2)

683.9
(10.7)

900.7
(14.4)

12.6

Education

*

51.7

36.4
(0. 8)

83.2
(1.3)

82.5
(1.3)

29.6

Nutrition

3.8

57.5

24.3
(0.5)

53.3
(0.8)

138.7
(2.2)

57.7

TSP budget

9.4

5766.4

4707.7

6367.4

6235.9

18.4

224056.6

217747.8

State budget

247324.9 270763.9

2.8

Source: Compiled by the authors from budget documents of Government of Maharashtra, 2016-17.
Note: Negative values indicate over expenditure.
*Guidelines do not specify earmarking for this component.
# Sectoral allocations have been computed under the following Major Heads: Rural development: 2501 (Special programme
for rural development) and 2505 (rural employment) ; Rural water supply 2215; Health 2210 and 2211; Agriculture 2401;
Education 2202; Nutrition 2236.

and Public Health and Engineering Department
(which implement schemes related to water and
sanitation) has considerably increased in the last
three financial years.

Odisha has a 22.9% Scheduled Tribe
population and hence, TSP earmarking should
be atleast 22.9% by the line Departments.
However, TSP earmarking by Rural Development
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Department and Civil Supplies Department is
much lower than the norm, being 12.6% and
2.1%, respectively for FY 2016-17. Health and
Family Welfare and Agriculture and Farmer
welfare departments have increased their TSP
earmarking almost upto the desired level in
2016-17. Ministries implementing schemes
affecting basic causes of undernutrition such as
alleviating poverty (Rural development, Panchayati
Raj), food security (Civil Supplies), and nutrition
entitlements (Women and Child Development)
have experienced a decline in TSP earmarking in
last two financial years, showing figures of 12.6%,
24.1%, 2.1% and 22.8% respectively in 2016-17
compared to 2014-15 earmarking (Table 2).
Maharashtra TSP budget is INR 6235.9 crore,
of which INR 138. 7 crore (2.2%) is the nutrition
(earmarking under the budget Major Head 2236)
budget in financial year 2016-17, a significant
jump from INR 53. 3 crore in 2015-16. The Health
and Agriculture earmarking has reduced between
2015-16 and 2016-17 (Table 3).
TSP Utilization at State level
Table 4 gives the utilization of TSP for FY
2014-15 for the three study states. In 2014-15,
on an average across seven Departments, 30%
of TSP earmarked funds were not utilised by
Madhya Pradesh, which is the highest among
the three states. The respective figure for Odisha
was 25.5% (Table 4) and for Maharashtra was
about 18.4% of total TSP budget. There are wide
variations in fund utilisation across sectors in all
three states. For instance, more than 40% TSP
funds were not spent by Departments of Women
and Child Developmentand Agriculture of
Madhya Pradesh, whereas, Department of Health
and Family Welfare utilised more than 87% of the
funds earmarked. There is an over expenditure
of TSP funds by Maharashtra in some sectors
(rural water supply, health and agriculture) and
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underutilisation in others (rural development,
education and nutrition). This indicates that there
has been re-appropriation of funds between sectors
within TSP budget.
Discussion
Below the norm TSP earmarking and
inadequate fund utilisation by some of the Central
Ministries and State Departments need to be
seen in context of the budgeting processes and
accountability mechanisms, which for TSP seem
to be weak.
First, Central Ministries’ TSP earmarking has
been below the recommended level for five of the
seven Ministries and has, in fact, decreased from
9.6% to 8.2% for Ministry of Women and Child
Development. Ministry of Tribal Affairs (MoTA)
mandate to convene inter-ministerial dialogue
to advocate for appropriate earmarking requires
to be urgently exercised and NITI Aayog should
support MoTA in clearing administrative log-jams
which are preventing it from exercising its power
to convene.
Second, studying plan budgets alone masks
the actual TSP earmarking. The plan budget of
the Union Government is only 30% of the total
budget (plan and non-plan). An earmarking of
8.6% for TSP from ‘plan’ budget, in effect implies
only 2-3% of total budget. Also, plan and nonplan proportion varies across Departments. For
instance,a large-proportion of the Ministry of Food
and Civil Supplies budget is classified as non-plan
expenditure (for FY 2016-17, total outlay for this
Ministry was INR 1,40,150 crore, from this the
plan outlay was only INR 150 crore). And even
though plan budget is small for the Department, the
earmarking for TSP has been extremely low (only
<1% was earmarked as TSP by the Department in
FY 2016-17). Therefore, TSP earmarking should
be taken from the total outlay and not plan outlay
alone.
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Table 4: Total TSP funds unspent by Madhya Pradesh and Odisha for the FY 2014-15 and
unspent amount as percentage of BE (figures given in parenthesis)
INR crore
Odisha

Madhya Pradesh

2014-15
BE

2014-15
AE

Difference
(BE-AE)

2014-15
BE

1.3

1.4

-0.1
(-7.2)

47.7

32.5

15.2
(31.8)

Health and Family Welfare

525.8

370.1

155.6
(29.6)

394.7

344.7

50.0
(12.7)

School and Mass Education

757.6

492.7

264.9
(35.0)

1505.0

1253.2

251.9
(16.7)

Rural Development

394.5

377.6

16.9
(4.3)

2057.2

1311.3

745.9
(36.3)

Panchayati Raj

1810.0

1288.0

522.0
(28.8)

-

-

-

-

-

-

361.8

269.9

91.9
(25.4)

Women and Child
Development

1000.4

777.1

223.3
(22.3)

849.6

484.6

365.0
(43.0)

Agriculture and Farmers
Empowerment

545.3

442.8

102.5
(18.8)

409.0

244.4

164.6
(40.2)

Food, Civil Supplies

PHED

2014-15 Difference
AE
(BE-AE)

Source: Compiled by the authors from budget documents of Madhya Pradesh and Odisha.
Note: Negative values indicate over expenditure.

Third, there is a need to improve accountability
and ease fund flow of TSP. At present, TSP funds
are earmarked department-wise in the states
under separate budget heads and while in most
states SC-ST Welfare Department is nodal agency
for monitoring TSP, there is no single Demand
Number for SC-ST Department to receive funds
for TSP (except Maharashtra). Although Madhya
Pradesh reports all earmarking for TSP under the
Demand Number 49, it is not under the control
of SC-ST Welfare Department. In this context,
it may be observed that Andhra Pradesh has
legalised earmarking for TSP. Andhra Pradesh
Scheduled Castes Sub-Plan and Tribal Sub-Plan

(Planning, Allocation and Utilisation of Financial
Resources) Act, 2013 recommends that line
Departments submit annually the TSP plan to the
SC/ST Department for its appraisal and inclusion
in the Annual Plan of the state. Other States too
may consider legalising the TSP earmarking and
follow Maharashtra’s approach for apportioning
TSP funds.
Another aspect of TSP which is rarely
discussed, is the devolution of TSP funds. Section
4(m) vii of Panchayat (Extension to Scheduled
Areas) Act 1996 (PESA) mandates control over
plans for TSP in Scheduled Areas by Panchayats
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at the appropriate level and by Gram Sabhas.
However, there is hardly any example of these
provisions being followed in letter and spirit.
For this, the district-level committees need
strengthening, along with resources and support to
anchor such an initiative. Recently, Maharashtra
took a step forward in this direction by devolving
5% of TSP funds of the respective Annual Plan to
Gram Panchayats in Scheduled Areas.
Fourth, in addition to TSP, line Ministries
within their own state plan/non-plan budgets have
flexible norms for tribal areas and have adopted
certain differential strategies. For example,
population norms for setting up Anganwadi
centres, health centres are much lower in
tribal areas. Under NRHM, there is a separate
component devoted to tribal people called ‘Tribal
Reproductive and Child Health’ or Tribal RCH.
Besides, among 184 High-Priority Districts,
which are entitled to receive additional per capita
resource allocation in NRHM, a fifth of them are
tribal districts (NRHM 2013). There are other
provisions as well, such as mobile outreach health
care and free on-call referral transport services
which can be used to cover underserved tribal
areas, along with monetary and non-monetary
incentives (such as transport, residential facility,
etc. ) to health personnel serving in remote tribal
areas (UNICEF 2014). However, implementation
of such provisions has remained poor in most
cases, as these have either not been funded for or
have been inadequately funded.
Lastly, the budget data is often not supported
with physical achievements; hence, it is difficult to
comment upon the quality of expenditure. Already
we have observed that the fund utilisation is low in
the three states. In the absence of data on physical
achievement, it is not possible to comment on the
progress made under these schemes.
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Concluding Observations
The extent of undernutrition among tribal
people is high and needs both short-term measures
(provision of adequate food and micronutrients,
treatment of severe acute malnutrition, lowering
the burden of infectious diseases) and long-term
interventions (to address underlying and basic
causes of undernutrition such as improvement in
household food security, access to health services,
drinking water and sanitation facilities, livelihood
security, etc. ) for redressing the problem. The
interventions by line Ministries rarely have a tribal
perspective within schemes, which limits its reach
to the tribal people. Additionally, line Ministries
do not have a nutrition perspective in their
schemes, except Women and Child Development
Department and Public Health and Family Welfare
Department, resulting in poor nutrition outcomes
for STs.
TSP is a progressive handle to supplement
resources in tribal areas. However, TSP earmarking
by some nutrition-sensitive Central Ministries and
State Departments has been below norm. The TSP
fund utilisation by the State Departments, too, has
been low. Besides, the recent developments in the
fiscal architecture of the country have threatened
the existence of TSP strategy. There is, thus, now
an urgent need to take corrective actions, some of
which have been suggested in the next paragraph.
After the merger of plan and non-plan
classification of the budget, an appropriate new
benchmark for overall TSP allocation needs to be
set by the government. Also, a simplified routing
of TSP, as adopted by Maharashtra, needs to be
explored and adopted. The TSP earmarking should
be accompanied by the physical achievements by
the States’ Departments and Central Ministries.
NITI Aayog should support MOTA in monitoring
TSP and in convening inter-ministerial dialogues.
Finally, NITI Aayog, as an organisation entrusted
with the role to coordinate and act on SDGs, should
develop a comprehensive strategy for addressing
tribal undernutrition.
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Book Review
M R Anantha Ramu
Fiscal Policy Institute

Debt Management in India by Charan Singh, New York: Cambridge University Press, 2018
This book provides a comprehensive analysis
of the implications of rising public debt in India.
This study is based on the secondary data on
public debt in India covering wide canvass of
issues related to debt management and important
developments in the Government securities market.
In the background chapter, the constitutional
provisions for borrowing and management of debt
by Union Government and State Governments in
India are well described.
Public debt occupies the prominent place in
developing countries like India where there are
huge investment requirements and constraints
on revenues to meet the expenditure. However,
unsustained increase in public debt adversely
affects the macro economy. This calls for capping
thesize of public debt to a sustainable level and
using public debt in a prudent manner.
The book makes a comprehensive analysis of
rising domestic public debt in India by empirical
investigation on (a) implications of domestic debt
on consumption, (b) inflationary impact of debt
and (c) long term relationship between debt and
economic growth.
An exclusive chapter in the book explains the
the oretical issues and literature review of empirical
works pertaining to Ricardian Equivalence
Hypothesis. In the subsequent chapter, relevance
of Ricardian Equivalence Hypothesis is tested on
US economy followed by Indian economy. While
testing the relevance of Ricardian Equivalence
Hypothesis to consumption pattern in Indian
economy, author critically examines the available
literature in the Indian context and also tests the
relevance using time series econometric method.

It is widely debated that a larger debt
adversely impacts on macroeconomic indicators.
Author tests the relationship between domestic
debt and inflation and economic growth in a
separate chapters. It is proved that monetised
debt is inflationary in the Indian context under the
assumption of open economy. However, no causal
relationship found between debt and economic
growth.
Not with standing the clarity in explanation
of concepts, data description and analysis, book
lags in two stances. One is usage of dated time
frame (1951-1995) for the empirical analysis.
There are many crucial developments happened
in debt composition and management since
economic reforms in July 1991. Major institutional
reforms like Fiscal Responsibility and Budget
Management Act/legislations are missed in
the empirical analysis. Secondly, the empirical
analysis could have been conducted using more
recent econometric methods. With exception to
these two limitations book is highly recommended
for students of economics and researchers as it
provides with a strong conceptual background,
theoretical as well as empirical explanations and
its relevance.
Further, book has an exclusive chapter on
present debate on debt and monetary management
in India. Author argues that debt management
should be separated from monetary management
and recommends setting up of a separate debt
management office in India.
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On-going Project at Fiscal Policy Institute
‘Facilitating Gender Audit’ – Sponsored by UN Women
The Gender Budget Cell (GBC), established under the aegis of the Finance Department, functions
from Fiscal Policy Institute. As part of fiscal reforms, the GBC has been supporting the Government of
Karnataka in the Gender Budget (GB) initiatives since its establishment in 2007.
The implementation of Gender Budgeting in India, in the past decade, has seen many approaches, one
of them being the engendering of various stages of the budget cycle viz., budget formulation, approval
and execution and budget oversight.
Now, the budget formulation, approval and implementation stages reflect an overall increase in
gender focus. The processes and methodology for a gender inclusive budget have to be concretized
by integrating budget formulation with ‘Gender Audits’ (GA). Such audits institutionalize the concept
of GB and enhance the effectiveness of the programmes to evaluate and enhance gender equality and
women’s empowerment. ‘UN Women’ in partnership with FPI is working towards strengthening ‘Gender
Audit’ as a tool to assess the extent of gender mainstreaming. The collaboration with UN WOMEN in
the 1st phase-‘Gender Audits-Reinforcing the missing link in Gender Responsive Budgeting’, focused on
developing a methodology and tool kit for facilitating conduct of Gender Audit. The same is published
and available at FPI website. (http://fpibangalore.gov.in/gam/gam_report.pdf)
The 2nd phase of the project ‘Facilitating Gender Audit’ is being implemented from October 2017
to February 2019. The focus of the 2nd phase is on strengthening GAs by refining the inputs of 1st phase
into a mature methodology to enable integration of GA in practice. The outputs of this project will have
practical instructions and guidelines to ensure uniformity and consistency in approach of such audits.
Further, this phase will also evolve training content / case studies and design of the training for capacity
building of auditors. Further, it is envisaged to increase the capacity building of auditors by conducting
workshops, and / or training programmes and pilot audits.
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Research Opportunities at Fiscal Policy Institute
Research Fellows / Research Associates
Applications are invited at Fiscal Policy Institute, Bengaluru for the post of Research
Fellows / Research Associates on contract basis. Interested candidates are requested to
apply the same in prescribed application form as per the details available in Institute
website: www.fpibangalore.gov.in
Internship Programme
Internship programme at FPI is open to post graduate students (Mastersdegree in Economics,
Public Policy, Law, Finance, Women Studies and Management) at reputed Institutions including
recognized Universities and institutions of Higher Learning. The Internship programme gives
an opportunity to students to gain experiential learning in Government / Public Governance
and insight into practical aspects of Fiscal and Financial areas. The areas of internship include
Public Finance and Policy, Financial Management, Decentralization, Gender Budget and
Gender Audit.
The duration of Internship programme is for two months with a stipend of Rs.10.000/- per
student per month. The interested students may apply in the prescribed application format as
per the details available at http://fpibangalore.gov.in/.

