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Editorial
ALL THAT GLITTERS IS NOT GOLD

T'have been associated with economics for more than 50 years.
1is is definitely along period in the life of a person—almost equal to the
erage longevity of a person.' And'yet 1find my knowledge of economics
as little as'it was when Tiwas a graduate student. Marshall in his
‘inciples of Economics’ said at one'stage that ‘economics deals with the
er changing and subtle forces of human nature™ and Twill add that this
'man nature is so inconsistent that one cannot understand economics
less one is thoroughly equipped with the knowledge of social behaviour.
1 the degrees, whether Ph. Dsor D. Lits in pure economics will hardly
ake any dent in the improvement of social and economic life of any
mmunity unless these degrees have some social bearing,

Readers may please pardon me if Idare make a categorical
tement that the dimension of changein social behaviour is so colossal
at economic pundits can hardly *catch such changes in sophisticated
pations and models. And what is more, the changes are not regular,
tematic or rythmical, nay, on the other hand, they are fitful and
egular.

I am afraid, when I see some of the research findings of some of
> eminent economists, not to speak of young and budding economists,
ell'as if Tam in an ““Area of Darkness™. As Goethe said in his Faust, 1,

I have studied now Philosophy

And Jurisprudence, Medicine

And even, alas, Theology

From end to'end with labour keen;

And here, poor fool, with all my lore

T stand no wiser than before.

As a matter of fact reams are written and tonnes are published by
ny specialists, as it is'said by a social scientist, a veritable deluge—
ing statistics and dimensions about poverty, unemployment, squalor,
ase, standard of living, pattern of consumption and so on. All this
nds like a geometrical proposition with an over loaded statistics to
ve or disprove a point of view. But 'the'irony of the whole intellectual
inastics is that all “of them ditfer widely from each other and make a
sh of the gala celebration.

Against this cynical background when we probe into the grim
ity, we find that economics is losing its significance to touch the life
eople. The magnitude of events that are taking place is quite without
allel in history. As Mishan, while analysing economic fallacies,, stated,
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logy. The mounting spillover effects of modern industry; the havoc that
follows the growth of motorised transport; the new forms of social strife
following an unprecedented revolution in communications and, in its
wake, a rising tide of unrealizable expectations—such developments have
brought us to an era that quakes from day to day with incipient crises,
and from which no man may hope to find refuge”.

In these circumstances, the economic decisions taken by the
economists, ‘“‘without other things remaining constant'’ become irrelevant
to improve our knowledge or remedy some of the maladies that confront
the cconomy. And further, when there are several remedies even for one
malady the economists cannot venture to announce old fashioned dogmas
and assert that they ave the only people who know the answer. Did not
Keynes say, when there are six economists, there are seven opinions. To
take a trivial example (an illustration given by Kurt Klappholz), if we
are told that the cause of a man’'s destitution isthe loss of his arms,
which renders him unfit for work, it does not follow, that the only remedy
is the restoration of his arms. In other words, whenever we deal with a
question like this, we should not only consider the cause of destitution,
but rather “what are the alternative ways of dealing with it 7' You do
not have one answer for all such problems.

This means. like many other social problems, economics is multi-
dimensional in character. But unfortunately, because of our compartmental
thinking, our analysis is becoming fragmentary and we are trying to seek
partial solutions. And what we assert to be true, may easily be shown to
be untenable by revealing inadequacies in the avgument or in the data,
Probably a time has come when we should seek for the widest possible
integration of all kinds of factors which influence an event in economics
and make an indepth analysis of all those which are responsible for such
changes. If we can analyse economic problems by integrating different
phenomena of social behaviour, we will not only enrich economic science
but develop some purposeful work in some aspects of social and economic
change. Thus economic analysis should, as puinted by Boulding in another
sontext, ‘rest on a broad formulation of the study of human nature and
ts most fundamental propositions should be applied to all conditions of
nankind to make it relevant, useful and a principal guide in the conduct
f human affaivs’. \

Never think that you already know all,
However, highly you are appraised,
Always have the courage to say to yourself,
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money for each household type relating to some reference household type.
A number of households will be said to be enjoying similar standard of
living if only they have equal equivalent income not the observed money
income.

Section 1V
Policy Implications and Conclusion :

Any public policy with a welfare motive should aim at the ulti-
mate individual welfare. But most of the works on poverty and standard of
living are based on household statistics with the assumption that intra-
household distribution is ideal. But there are many evidences to the fact
that there is discrimination within the household and the standard of
living of all the members is not uniform. Some studies find greater extent
of malnutrition among females when compared to males and this
malnutrition includes less feeding among females starting from childhood
:Sen, A. K., 1981, Sen A. K. and Sengupta Sumil, 1988). Another
survey by Batliwala (1985) shows that Indian women's calorie intake is 100
calories (Per women per day) less than they expend. Many rural health
surveys reveal a much higher incidence of illness among women and girls
than men and boys (Dandekar, 1975, Chakraborty et al, 1978 and Khan
et al 1983). If this is the situation with basic necessities like food and
medical care what isto talk of other luxuries of life ! Therefore, any
study on assessment of poverty and standard of living to be realistic and
helpful for policy planners should consider individual needs and situations
and thus arises the need for use of equivalent scales which adjusts for
differences among households with regard to size and composition (agelsex
structure).

The **ideal” concepts and measures very often defined in theore-
tical literature are far removed from the ‘‘actual” concepts and measures
used in practice. The ultimate choice by the planners have always been
made on the basis of the purpose of policy and the availability of infor-
mation. Very often we lack information on within household characteristics

and distribution.

The expenditure pattern of the household is never analysed from
the point ot view of assessing any bias in expenditure against female
members or children or old members. Construction of any equivalent scale
is difficult due to lack of information. There is an urgent need for more
concrete action to resolve the existing i_nsufficiencieg in statistics on
poverty and standard of living in general and specific problems related to
sex and age based differences in standard of living.
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rate (M) per thousand and the literacy rate (L) in percentage are being
used, Borda ranking has been used to determine the relative position of
the states placed cronologically in ascending order. Borda rank is calcula-
ted by adding the ordinary ranks of the state. The state having the
highest score is the last one in the list and vice-versa. The relevant
information relating 1991 used in our study are presented in Table-1 and
Table-2 which present the ranking in living standard.

From table no. 2, it is found that Bihar is the statz having
lowest standard of living succeeded by Uttar Pradesh and Orissa, Madhya
Pradesh is tied up. The highest position goes to Maharastra being
preceded by Punjab and Kerala. As regards the per capita income highest
position goes to Punjab and Haryana. Maharastra comes next in Order.
As regards the lowest per capita income, Bihar, Orissa and Uttar Pradesh
are in order. But in Borda ranking, the positions of states are being altered
because cf significant influence of other variables.

Of course, the coding of scores for political liberty and civil
rights through the proxy of percapita real income and literacy rates can not
be perfectly justified. But this process does not affect our very objective
of judging their relative position in the Borda ranking. It is very much
imperative from table-2 that the position in Borda rank for the states is
very close to their position in relation to their per capita income but not
the same. Hence, it indicates that the per capita income is not the exact
indicator of standard of living but a very close approximation.

Moreover, the correlation coefficients between the variables
are calculated by spearmans rank correlation formula to examine the
closeness of their relationship. The results are presented in table-3 in the
form of a correlation matrix.

In table-3, the first calumn presents the spearmans correlation
coefficient between Borda rank and all other socio-economic indicators.
The result reveals that all the variables are closely related to the quality
of life and literacy has the highest significance. The second column
presents the correlation between percapita income and other variables.
All the correlation coefficients are highly significant which means that
higher the percapita income, higher is the quality of life. This confirms
our hypothesis.

An estimation is worked out to know about the improvement in
the standard of living. In this context changes in per capita income, life
expectancy and infant mortality rate in 1991 over 1981 are worked out.
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period of time or across-economic groups ina given year. The basic
difference among these indices lies inthe normalization and income
weighing schemes.

With a view to overcoming some of the above mentioned problems
associated with measurement of standard of living., in recent years
economists have proposed to adopt a multivariete approach. It has been
argued that standard of living must be defined as a vector of satisfaction
and deprivation which result from the level of living of the poor, i. e,
analysis of standard of living should include a comprehensive socio-
economic profile McGranahan, 1969). Adhering to this approach
Johansson (1972) suggested to incorporate nine components of standard of
living : viz, (i) Health and the .use of medical care; (ii) Work and
working conditions; (iii) Education; (iv) Economic resources; (v) Political
resources, (vi) Family background and family relation; (vil) Housing
_and environment; (viii) Security to life and prosperity ; and (ix) Leisure
and recreation.

I1]. Scope & Methodology of the Present Study :

Till now we have mentioned that standard of living was measured
through ICA. However, there are some economists and sociologists who
have advccated to include some socio-eccnomic variables in the measure-

ment of standard of living. But they have not focused on how to quantify

those socio-economic variables. In this study we have made an attempt to
include some of those variables which affect the standard of living. Since
all those variables are of different units we have tried to incorporate them
by assigning different weights. We have tried to include some of the
socio-economic variables along with ICA. With the help of such CIA we
have compared the appropriateness of both the approaches.

In tune with this objective., the scope of our study has been
involved in determining complete demographic and socio-economic
profiles of the project atfected families (PAFs) like existing homestead,
value of building/houses, agricultural land possessed, movable and
immovable assets possessed and sources of income generation. The basic
data of the study are extracted from the project report **Retrofit Socio
Economic Study of the PAFs of Auraiya Gas Power Project (AuGPP),
NTPC, Dibiyapur, Etawah, Uttar Pradesh submitted by Dr. Binayak
Rath, 1. I. T., Kanpur, to the NTPC Ltd, New-Delhi, in 1995.

In this paper we have used the secondary data of the above
mentioned study where a field survey method based on multistage cluste-
ring approach was adopted by Dr. Rath. All relevant data relating to the
socio-economic conditions of the aftected villages as well as the house-

<
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based on scores dependent on individual value judgements. The present
study though suffers from a number of limitations like a small sampling
problem, weight determination probiems, adequate data probiem, still it
can be considered an improvement in the measurement of standard of
living of our rural areas.

Finally we like to conclude that the method of composite index
is superior to the conventional ICA methods for estimating the changes
in standard of living of the rulal population over a period of time.
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some socio-cultural factors with PCE so as to ascertain the totality of

picture. In this context, the co-efficient correlation between PCE and life
expectancy at birth (LE) literacy level (LL) and infant mortality rate

(IMR) is worked out. Revelation shows that between PCE and LE, there

is high degree of positive correlation (r=0.70). Between PCE and LL and
PCE and IMR the degree of association is found very low. The r’ value in
case of former comes to 0.46 and that of latter 0.59. This sufficiently

indicates that as there is high degree of association between PCE and LE,:
the rise in consumption spending will lead to rise in life expectancy. In
contrast in case of other two, the relationship though found positive yet is
very weak. This evidently tells that arise in percapita consumer spending
may not lead to higher rate of literacy and less infant mortality. Thus,

taking the relationship between PCE and LE a rise in consumption.
expenditure tells about better living standard of the people. However if we
take the relaticnship between PCE and LL and PCE and IMR, bcth these
donot conclusively pointout a better living standard when PCE goes up. In
this context, we observe from the data that the states with higher
percapita consumption expenditure are generally having higher like
expectancy at birth and vice versa. In contrast, we dcnot get any
conclusive trend between PCE-LL and PCE-IMR among the states.

Coming to Orissa, we observe that there has been quite a significant
rise in percapita monthly consumer expenditure in the state between
1977-78 and 1988-89. The rise is much higher than noticed among the
relatively rich states. But the crux of the problem is to what extent this
rise in PCE has raised the real standard of living of the people in the state.
To answer this question, we have taken two parameters of measurement.
The first relates to the changes in the composition of commodity basket
purchased by an average consumer in Orissa over the period. Secondly,
we have worked out the growth in the retail prices of different commo-
dities during the period. Observation of the data reveals very little
changes in composition of commodity basket purchased by an avlfcrageA
individual in the state between 1977-78 to 1988-89. Thisis found both
in rural as well as urban areas. The food items continue to dominate the
consumption expediture of an average consumer. The percentage of
expenditure on food items during 1988-89 comes to 69.95 percent in case
of rural areas and 60.07 percent in case of urban areas. This 1s higher than
that observed at the all-India level. To add to this, between 1978-88,
there has been sharp rise in the prices of different commodities in Orissa.
For commodities like rice gram and cloth the prices have gone up by more
than 120 percent. In case of kerosine oil the price rise has been 84 percent.








































































Inter-District Variation
in Standard of Living in Orissa

Dr. Manoranjan Behera
Departmont of Analytical &

Applied Economics, Vani Vihar

Indroduction :

The term ‘standard of living’ is very difficult to define ina
precise form. It has become one of the first considerations of the Govern-
ment. Maintaining and improving the standard of living has become one
of the central expectations of those who are governed. According to
Amartya Sen, the values of the living standard liesin the living.
He further points, “You could be well off, without being well. You could
be well, without being able to lead the life you wanted. You could have
got the life you wanted, without being happy. You could be happy,
without having much freedom. You could have a good deal of freedom,
without achieving much. We can go on.” All this implies that standard of
living includes both pleasure and opulence of the individuals. It is very
difficult to measure the pleasure of the individuals empirically. But
opulence in terms of certain socio-economic indicators may be taken as the
measure of the standard of living of the people.

In this paper an attempt has been made to study inter-district
variations in the standard of living of the people of Orissa. In order to
study inter-district variation in the standard of living, the recently
42vel0, ~1 Tagonomic Method has been used. Inter-district variation in the
standard ol1iving in this paper is studied with reference to the thirteen
old distriies of the Stute.

Objectives :
TLe objectives of this paper are as follows :

1. To measure the inter-district variations in the standard of living.

Z To idgntify the higher, average and lower standard of living of different
districts separately; and ‘
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yodology :

In order to examine the inter-district variations, various methods
s simple ranking method, the indices method, the principal component
sis, etc. are used. The ranking & indices method are too simple. The
ipal component analysis assumes that the variables/indicators
nearly related. In case of non-linear relationship between/among the
bles/indicators, it will be inappropriate to use principal component
sis. So in order to avoid this difficulty, in this paper, an alternative
yach, i. e. the Taxonomic Method is used. This method helps to
ruct such an index which would be able to rank different districts/
ns without assuming any statistical distribution. The steps involved
e computation of composite index of ‘the standard of living are as

WS <

At first, selection “of indicators which promote or retard the
jard of living is very much necessary. Here, 12 indicators which help
crease the standard of living of the people for each of the 13 districts
rissa have been indentitied and their values are shown in the Table-1.

Secondly, since the Taxonomic Method, like many others, aims
onstructing a unitary index of development, it is necessary to add, at
ppropriate stage, the values of all the selected indicators of each
ict. But the original values of different indicators are likely to be
fferent units, in which case they cannot be added. It is, therefore,
ssary to convert the original values of the selected indicators into
dardised values, so that, addition can be possible. Conversion of the
inal values into standardised values is done by a simple formula as

n below :
Zii = Xij:)_(_j
ij ——_Sj
where eI o M e e e n districts
j‘_—l; P oo RN o e k indicators.

and Xjand Sj are the mean and standard deviation of each
cator.
Thirdly, from the standardised values, an ideal district for eich

icator is identified by taking the highest value of the indicator ol
ndard of living. From the highest standardised value, deviationsof the

& e o 1o, (ST fle | it~
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food, warmth and shelter”.®* This means that according to him standard
of living consists of factors which provide positive conditions of living or
generate the feeling of meaningfulness of living rather than a feeling of
mere existence. Or standard of living takes an individual human being
from a condition of mere existence to a condition of meaningful (which
may be somewhat joyful) living.

While talking about standard of living, Mr. Bhagawat: holds that
it is erroneous to identify standard of living with national income level
(and through assumption on population level with per capita real income
level). He observes, ‘‘the income which accrues measures the resources
available for use to the community. The standard of living, on the other
hand, falls short of income in so far as it refersonly to that part of it
which is allocated to current consumption; it also refers to certain extra-
dimensions such as the expectancy of life, the availability of doctors
per capita, conditions of employment and the similar indicators of the
way in which human existence is conditioned and enriched”.! Taking this
view into account we can extend Samuelson’s view of living standard to be
consisting of those factors ( or productive resources), both material and
non-material—the availability or enjoyment of which promise to raise
not only income per person but also consumption per person. Because,
increase in percapita income only may mean less per capita consumption in
as much as people may increase their rate of saving or the state through
defence expenditures may have caused rise in per capita income level but
such expenditures do not create more consumable commodities and
services for enrichment of life. .So, because of defectiveness in relating
national andfor per capita income with living standard, modern writers
equate achievement of economic development with the degree by which
basic minimum human needs and employment grow and the extent to
which these basic needs are provided to the common men or mass. Now,
therefore, standard of living is related with economic development as
long as economic development is concerned with fulfilling basic needs of
common people in terms of health, education, water, food, clothing,
housing, employment etc. of, in brief, it is concerned” with removal of

poverty.

Its Coverage :

Living standard, thus, takes various factors both material and
non-material which provide some amount of enrichment and meaning-
fulness of living and not simply the numbers and varieties of goods and
services included in an average person’s (which means per person or per
capita) consumption basket. Meier and Baldwin have taken some
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economic aspects in depicting the standard of living of different nations
and for its comparison among them. These ate—per capita income,
expectation of life at birth, number of physicians per 1000 of population,
literacy percentage, per capita energy consumed per day, transport
facilities (this is needed for greater mobility and supply of goods both
raw-materials and final consumption goods at proper time), daily per
capita food availability (taking all foods in terms of calories, animal
proteins and fats in grammes) and per capita annual consumption of
textiles (cotton, woollen and synthetic).’

A Relevant Digression :

Let me digressalittle and discuss matters relevant to the
discussion of standard of living. Does defence expenditure contribute to
increase in standard of living ? Definitely not directly but it simply
makes its enjoyment possible. However, it is not wholly irrelevant to the
notion of living standard. Such expenditure preserves the society against
internal disorder and foreign attack. It arousesa sense of safety and
security in the minds of those who undertake productive work leading to
more total output and through a policy of distributive justice leads to
higher per capita output/income resulting in improvement of living
standard of the common people. This role of defence expenditure in
attaining higher living standard is analogous to attainment of MSA
(Maximum Social Advantage) on the basis of application of one of the
Daltonian objective tests of MSA. This view has also been upheld by
Mr. Bhagawati. He goes further to say that in developed countries where
productive capacity is high, such expenditures maintain the level of
effective demand which helps in maintaining high level of employment,
income and consumption and securing continuous higher living standard
in the absence of which there would be depression and consequent scaling
down of the living standard of the common people.”

Secondly, the living standards of countries cannot be compared
for the simple reason that there is difference in the quality of goods and
services included for determining the height (or superiority) of living
standard.|The quality of medical services and facilities which are determi-
nants of living standard vary greatly between the developed and under-
developed countries.”

Broad Features Summarised :

The above discussion of the Living standard leads to the
following propositions about it :—
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malfunctional midlemen. "Of the total 70% of the workers have only one
room houses used for all purposesin their domestic life. They are ill
planned, unsafe, over crowded, dark, lacking in privacy and ventilation,
The miners have to live under filthy, congested and insanitary conditions.
The average miner family has five persons living in such small rooms.
The public sector mines provide housing facility to 49% and private
mines to 26.34% of the workers. Of the total workers 73% are not provided
with accommodation. In mines under TISCO of Joda East and Joda West
and under SAIL at Bolani, workers are provided with pucca housing with
kitchen facilities. Of the total, 51% of the total workers in the public
sector and 70% in the private sector are locallabourers living in their
own houses which are unfit for human habitation. Housing facilities
provided by the companies are better than provided by the contractors.

(iv) Drinking Water :

To add to the miseries of the workers, 43.2% use forest stream,
6% use pond and pools, 30.4% mobile water tanks, 11.6% public pipe and
8.8% Tube well. The mobile tankers carry dirty waters blocked and
accumulated in low land areas in the mountain valleys. Hence more than
three-fourth workers use very unsafe and unhygienic water. Water
collected from the mobile tanks in earthen pots is insufficient for drinking
and ccoking purposes.

(v) Fuel and Light':

The study shows that 72.8% of the workers use forest wood,
dry leaves and cowdung as fuel for cooking purposes. 16% of workers use
kerosene stoves and 11.2% in TISCO and SAIL mines use electric heaters
which are certainly an indication of higher living standard. Regarding
domestic lighting, 70% of them use lamps, lanterns and kerosene kumpis
and 30% use electricity.

(vi) Howusehold Articies :

The miners can hardly afford to possess even the most essential
household articles. The earthen and aluminium cooking utensils are
minimum in quantity and inferior in quality. One can find in one corner
of their houses a few rags, pots, and a heap of wood in another corner.
However workers under TISCO & SAIL mines can afford to possess
bicycles, mopeds, wrist watches, quality utensils etc.

(vii) Health Status :

Health status includes indicatorslike infant survival preventive
medicine, family planning, nutrition, early detection of morbidity, referal
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services etc, The study reveals that illiteracy, early marriage, repeated
pregnancy, morbidity, poor quality of ante-natal and post-natal care are
multitude of factors which have adversely affected the physical quality
of life index of women worse than men. Very few expectant mothers have
made health check ups. According to National Perspective Plan for
women, the Indian women on an average are pregnant 8-9 times, resulting
in around six live births of which 4-5 finally survive. They spend 307 of
their reproductive years in pregnancy and lactation. The study corroborates
such facts. High infant mortality is a sensitive index status. A high
percentage of 47% of the female infants and 42% of male infants of the
miners in the age group 0-4 years were found in a state of malnutrition.
Less than 8% of the children were immunised. Three-fourth of the
children under five years are malnourised, 40’ of the children die before
the age of five. Attitude and ability towards health modernity were found
to be very poor. High mortality rate attributed to improper food,
insanitary housing and lack of adequate and proper medical facilities.

Dependency Ratio :

The standard of living can be judged by the number of persons
in the family, number of dependants, number of earner and amount earned.
The Royal Commission on Labour observed that, in respect of both income
and expenditure it is the family not the individual that is important in
relation to standard of living and proceeded to consider the size of the
family earnings in relation to family expenditure. The study reveals that
the percentage of workers with three dependants isthe highest 126
(50.40%) and with 5 dependants the lowest 6 (2.407). The dependancy

ratio is calculated to as1:2.38. Only 15.2% of the. miner couples adopt

family planning.

Literacy :

More than four-tifths of the male workers' and nine-tenths of the
female workers are illiterate and asa whole only 15% of the miners are
literate. In the sample of 250 workers 157 (62.8%) send their  children to
schools or colleges. The extent of dropout at the primary stage is 75.79%
and at secondary stage 89.47%. Hence the educational attainment of the
miners is not encouraging. Bulk of the miners prefer their children
‘earning to learning’.

Occupational Status and Income :
The tribal labour market is characterised by participatory rate

of women and pre-ponderance of casual and ¢entract workers. The range
of : average monthly income of the workers vary from Rs. 400 to 1800 per
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Introduction :

In the past much attention was given to per capita income for
measuring the level of development of a country. It is now realised that,
rapid material production has an inbuilt tendency of neglecting employ-
ment and distributional aspects of growth.' Further, the per capita real
income criterion conceals human side of development. Developing’countries
have population with poor health, low level of literacy, inadequate
dwellings and meagre diets.? The underdeveloped countries are confronted
with .maladjustment between wants and earning capacity, the former
outstripping the latter.®

It is now widely agreed that development involves growth plus
change embodied in the improved performance ‘of factors of Production,.
development of institutions and change in attitudes and values.*

The test of standard of living is satisfaction of the needs of people.
Living standards are closely related to a bundle of goods, necessaries—
conveniences and comforts that are available to the people of a country at
a particular period of time. Standard of living is subjective, because there
is room for disagreements about the type of commodities, that are to be

included in standard of living.

The standard of living is a dependent variable. It depends on the
availability of natural and capital resources, work ethics of people and
growth performance of different sectors of the economy. The level of
efficiency of Government and development of a research climate in the
economy are the other determinants of standard of living.®
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Methodology :

The present paper is structured ‘as follows : —Section-I deals with
the measurement of per capita expenditure. The concentration of
Section-II is on Nutritional standards for computing living standard.
Engel's Law is discussed in Section-III and social indicators have been
reviewed as the barometer reflecting the standard of living of the masses in
Section-IV and the concluding remarks at the last. The academic exercise
is based on Secondary data. The focus of the paper is limited to per capita
monthly expenditure, nutrition, Engel’s Law and selected social indicators.
The analysis concentrates mainly on developments in Indian economy
because development efforts in India have been ‘consistently directed

towards achievement of progressive improvement in the ‘standard of living
of the ‘masses.”

SECTION-I

One measurement of living standards is the level of average
consumption per head.? Prices may change and rise in money value and
consumption has tobe corrected by choice of an appropriate price index.
According to this criterion, a low level of consumer expenditure connotes
a low level of development.

In India, the Planning Commission has defined poverty line in
terms of calorific value amounting to 2,400 calories in rural and 2,100
calories in urban areas.® On this basis, an annual per capita expenditure
of Rs. 240 in rural and Rs. 270 in urban areas was sought to be provided to
the people of the country. .

Available statiscical records suggest that, the per capita monthly
expenditure of an average Indian has increased from Rs. 68.89 in 1977 to
Rs. 164.03 in 1983 in urban areas, however, the per capita monthly
expenditure appears to have increased at a snails pace from Rs. 68.89 in
1977 to Rs. 112.45 in 1983. It follows, that the increase in the per capita
.outlay at country level is not impressive.

Development may be viewed as an instrumental process for over-
coming abysmal poverty. The growth performance of planning in India

however, has not succeeded in providing a monthly per capita expenditure
.of Rs. 131.80 (fixed in the Eighth Five Year Plan) for 30% of population.

There is a large body of consensus that an economy ascends in
socio-economic ladder to the extent that, the poorer sections of society
enjoy a greater increase in consumption expenditure than before.
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TABLE—!

Share of the Poorest 309% in Consumer Expenditure.

Sl1. No. Sector 1958-59 1977-78
I Rural 13.1% 15.0%
2. Urban 13.2% 13.6%

A perusal of the above table reveals that, after two decades of
plan exercise at country level the share of the poorest’ 30%in rural areas
has moderately increased from 13.1% in 1958 to 15.0 in 1978. The corres-
ponding increase in urban areas for the poorest 30% was marginal in the
reference period. The reckoning, therefore is that growth benefited the
poor marginally in India. Y

SECTION-II

Standard of living is closely linked with nutrition. It is instruc-
tive to note that sick peopledo little to add toa country’s economic
growth. Contemporaneous economic development reveals that, China has
made remarkable progress in fulfilling basic needs of low income group -
through a mixture of state rationing and collective self-assurance.’® As per
Economic Survey, 1980-81 per capita net availability of cereals has
impressively increased from 360.5 grams in 1956 to 420.4 grams in 1981,
The debit side of the story, however is the steep decline in the per capita
net availability of Pulses from 70.4 grams in 1956 to 391 grams in 1981.

Few would deny that the well-being of a person depends on the
intake of a minimum amount of basic needs of life. The estimates of the
Sixth Five Year Plan show that, the per capita monthly consumption of
foodgrains is merely 12.98 kgs. The level of consumption of 0.85 metres
of cloth and 0.68 kgs. of sugar per month per head are too low to suggest
a decent living standard of peoplé. Hence India is a slow moving country.

From a qualitative standpoint the level of living of the people of
a country depends on regular intake of a balanced diet. So an enquiry into
the diet value of good daily taken by people has assessed and compared
with the levels of different types of food recommended by medical experts.
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The provision of one Bank per 14,000 population, a railway route
of 9 K.M. per lakh of population and an average road length of 222 K.M.
per lakh of population at country level by public’ authorities reveal that
the economy has covered some ground in ensuring the bare minimum for
the masses.

Conclusion :

It is clear from the study that there is close association between

per capita monthly expenditure and standard of living of a country. Other

“indicators like per capita intake of cereals and pulses per day, balanced

diet, Engel'sratio and social indicators provide us an insight into the

living standards of a country. An over-all assessment of the economic

performance of Indian economy during plan period has revealed that the
average Indian occupies a small place in the map of development.

For measuring development, the standard of living criterion
appears to be superior to the per capita real income criterion as it considers
the impact of developmental programmes on mass welfare in terms of
per capita expenditure, intake of specific diet and health status of people.
In order to make{a dent on the level of living of the masses at country level
much leeway has to be made for improving the growth performance of
wage goods like cloth, sugar, edible oil, electricity, tea, fabrics and
pulses.
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SECTION—I

introduction :

The basic aim of planning exercises and development policies of
Govt. of India has been to improve the standard of living of the popula-
tion and especially of the socio-economically weaker sections of the
society. Special programmes have also been undertaken to pull up the
weaker sections along the economic ladder. Social Science researchers
claim that neither the ‘‘trickle-down’ nor the “pull-up’ strategy did
succeed in enabling the relatively less privileged class of the society to
lead a reasonably better life due to leakages at the stages of evolution
of the strategies, formulation of the schemes and implementation of the
measures. Consequently fierce differences in living standards continue
to persist among different socio-economic sections of the population. An
attempt has been made in the present paper to examine the validity of
this assertion in respect of four broad groups of population in Orissa.

Objectives :
The important objectives of the study are :
(i) To evolve a methodology of estimating the standard of living of the
people;
(ii) To estimate the standard of living of different social groups; and
(iii) To measure the extent of differeces in standard of living over these
social groups.
Data Base and Methodology :

The present study is based on primary household survey dataon
monthly consumer expenditure. To cover the wide range of population
spread over the state, a multi-stage stratified random sampling design has
been adopted, the sampling units being the households of four social
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groups selected at random from five villages of Patna Block in the district
of Keonjhar. The study area has been purposely selected on grounds of
convenience. From each village three households belonging to each social
group for the four groups i.e.; Scheduled Castes (SC); Scheduled Tribes
(ST), Backward Castes (BC) and other Castes (OC) have been randomly
selected. Thus the total sample comes: to 60 with 15 from each of the four
social sroups. The standard of Jiving is studied in terms of the cross-
section data on per capita monthly consumption expenditure at current
prices arrived at the discrete adult equivalent scale inrespect of these
60 households for the year July, 1994 to June, 1995. Simple arithmetic
mean and co-efficient of variation are the standard statistical tools used to

analyse the data and draw conciusions.

SECTION—II

Index of Standard of Living :
Any discussion on standard of living involves three inter-related

basic issues i. e.;
(i) What is the meaning of standard of living ?

(ii) Standard of living of whom is to be measured ?
(iii) How is the standard of living measured ?

Defining standard of living is a herculean task because it involves
a number of complex conceptual and practical problems and is influenced
by both quantitative and qualitative factors. Existing literature on the
subject defines standard of living in terms of actual living conditions.
This defination of standard of living is accepted.

The answer to the second issue is obvious. Naturally, when one
talks of standard of living, he certainly means standard of living of the
people, may be individuals or groups living in a household. Since living
conditions of an individual can not exactly be separated from that of
others in the family owing to presence of economics of scale in consump-
tion, households and not individuals are taken as the units of measurement
of standard of living. In fact, households are the basic income—expendi-
ture decision-making units enjoying a particular level of living. For all
practical purposes, it is, therefore, customary to estimate the standard of
living at the household level.

The third issue concerning the measurement of standard of living

is highly complex and largely an unresolved one. The standard of living of a
household is governed by physical.needs, the general laws of human beha-
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viour and is esepecially subject to such influences as the physical needs of
being, needs essential to the group with which the household identifies
itself, the social customs & traditions and its desire to receive admiration
and applause of its fellow households. Standard of living is basically
identified with a social class. The standard of living of a household
belonging to a social class is determined by the goods and services
(private and public) used by the class and particularly by the levels
of consumption, food and nutrition, housing, education, health, forms of
recreation and the social security measures. It thus portrays the ways of
life of a household in respect of a social class.

It is impossible to make accurate measurement of standard of
living because standard of living is a multidimensional concept and any
unidirectional measure is inadequate. The issue of measurement of
standard of living is, therefore, a misnomer and basically a theoretical
one.

Attempts have, however, been made to measure the standard of
living in both ordinal and cardinal terms. Ordinally, construction of
the social welfare function of the Bergson—Samuelson type 1s the most
widely used measure of standard of living. But being a purely ethical
measure concerning the society at large, standard of living of a house-
hold can not be measured on the basis of the social welfare function.
Cardinally three indices of standard of living viz, income, non-income:
economic assets and consumption are often used.

Income is frequently used as a rough measuring rod of standard of
living. But it gives an incomplete measure as it fails to take into account
less measurable but more important factors such as welfare services,
health and education facilities, the conditions of work, opportunities for
recreation and so on. Again, the correlation between private household
income and standard of living is at the best weak, In view of differences in
tastes, habits, literacy, attitude towards life and such other factors
across social group households with high income levels need not
necessarily be the ones with higher standard of living. On similar grounds,
there also exists a weak correlation between non-income economic assets

and standard of living.

Consumption expenditure (implicit and explicit) is the most
widely used conventional measure of standard of living in empirical
studies concerning this field of analysis. Household expenditure are infact,
a better measute of standard of living than income and non-income
economic assets for the simple reason that it is consumption rather than
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income and assets that is an indicator of actual living conditions. Because
income may overstate or understate the level of living due to high saving
andlor non-availability or rationing of goods; or dissaving or borrowing
when current income is inadequate to buy the necessary goods for
consumption purposes. The size and components of expenditure are, there-
fore considered important in any practical study of measurement of
standard of living.

But measurement of standard of living on the basis of total
amount of household consumption expenditure would be a wrong estimate
in view of presence of intra-household inequalities in age-sex structure and
variations in size and economies of scale in consumption across households.
Within a household there is inequality in need as among economically
active persons, children and the aged ; and women and girl children are
often found voluntarily (1) relinquishing consumption. The consumption
pattern, therefore, remains highly skewed against the children, women and
the aged in the family. Further, due to the existence of economies of scale
in consumption, larger families need to make proportionately lower
expenditure to enjoy the same level of living in comparison to a smaller

family.

Thus, the differences in per capita consumption expenditure per
se do not seem to be good indicators of differences in standard of living
across households. Some form of standardisation need to be made for intra-
household differences in size, composition and economies of scale in
consumption and hence the inevitability of the use of adult-equivalent
scale in measurement of standard of living. The FAO, WHO as well as
some countries have attempted standardisation ot household members into
adult equivalents. For Rural India, the National Sample Survey estimated
some weights for conversion of individuals into adult consumption units
and these weights are given in Table-1. These weights have been used in
this paper to estimate adult egivalents.

SECTION—III
Analysis of Field Data :

The equivalent per capita monthly private expenditure as an
indicator of standard of living and the variations (measured in co-effi-
cient of variation) for each of the four social groups are presented in
Table-2. It is evident from the table that, the levels of expenditure are
the highest inrespect of OC (Rs.206) followed by BC (Rs. 168), SC
(Rs.144) and ST (Rs, 142). The social-group-wise comparisons reveal in
unambiguous terms, the superiority of the standard of living of OC group
followed by BC, SC and ST inthat order. This amply illustrates the
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failure of developmental efforts in raising the standard of living of the
socio-economically weaker sections of the population to keep up with the

well-to-do sections.

The social group-specific data on wvariations on per capita
equivalent monthly consumption expenditure as indicated in Table - 2
show that the variations in levels of living are the maximum for SC group

(8.38%) and the minimum for OC (3.92%) while that for the ST (7.47%)
and BC (6.19%) groups lie in between. This shows that the households

among the SC, the ST and the BC have the disadvantage on both the
dimensions in comparison to their OC counterparts.

The standard of living of the people has a close relation with
Engel's law which denotes the share of expenditure on food items in total
household expenditure. A high Engel’s ratio is indicative of the pervasi-
veness of poverty and low standard of living and a lower Engel's ratio is a
reflection of better living standards. The Engel’s ratio for the rural areas
in India as estimated by the NSS is shown in Table - 3. It may be read off
the table that the Engel's ratio is consistently higher for the rural areas of
the country and is stable around 66 per cent.

The details of expenditure pattern (in percentage terms) of the
sample households and estimates of Engel’s ratio for the four social groups
are shown in Table - 4. The consumption expediture of the sample house-
holds can be grouped under three broad heads viz : Food including rice,
wheat, vegetables, pulses, meat, fish, egg, sugar, salt and oil; beverages
comprising smoking items, pan and alcoholic drinks ; and other items such
as clothing, fuel, medicine, education, household articles and recreation.
Comparison of the pattern of consumption expenditure across social
groups indicates that the percentage shares of food, beverages and other
items in total household consumption expediture respectively come
to 75, 13 and 12 for the SC group ; 77, 18 and 5 for the ST group;
71, 11 and 18 for the BC group and 56,5 and 39 for the OC group. It is.
therefore evidenced that expenditure of food items claims a lion’s share of
total consumption expenditure for all the social groups. Accordingly,
the Engel’s ratio remains very high. It is observed to be the highest for
the ST (77%) followed by the SC (75%), the BC.(71%) and OC (56%). Next
in order comes the beverages and other items respectively for the SC & ST
groups. But for the BC & OC groups, expenditure of food items is followed
by other items and last in the order comes the beverages. This pattern of
consumption expenditure by the four social groups also speaks'of the
difference in their standard of living in the society and confirms the results
obtained on the basis of the data presented in Table-2.
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growing repayment obligations, the ratio of fresh loans taken on a
gross basis, and funds that actually become available net of repayments
is bound to move adversely with smaller and smaller amounts being
available as not borrowed funds’.’

An analysis of state-wise debt position reveals that the out-
standing share of debt of low income states comprising Madhya Pradesh,
Rajathan, Uttar Pradesh, Orissa and Bihar in total debt of all states stood
at more than 38 per cet on an average between 1985 and 1994. Over the
years the growth rate of debt for this group however declined. Among the
individual states in this category almost all the states with the exception
of Uttar Pradesh had a declining growth rate of outstanding debt to total
during this period. On the other hand, the high income states improved
their position considerably. Almost all the states, with the exception of
Hatyana had a positive growth rate. Even the group as a whole has
exhibited a positive growth rate. They accounted for about a quarter of
outstanding debt of all states put together. Two important conclusions
.emerge from this trend. First, the states where fiscal performance is
better and development is more pronounced, there the flow of debt is
large. Second, the low income states having poor fiscal performance and
chequered career of development have received less debt currently
compared to the past. There is a negative growth rate of outstanding debt
to tatal of all states. Although low income states accounted for more than
38 per cent of total outstanding debt of all states, yet their performance
on the .developmental and fiscal sides is not encouraging. Because of
these facts, the flow of debt to other non-special category of states has
remained palpably low.

1.4 Factors responsible for Growing burden of debt :

The Tenth Finance Commission has identified several factors for
the growing debt burden of low income states ‘including Orissa. A few of
them deserve our utmost attention.

*  Borrowed funds have been utilised for investment in public sector and

quasi-government enterprises, where the rate of return from these
enterprises remained low. In Orissa, a number of such units where
investments have been made give very low return to the exchequer.
Sickness and low capacity utilisation in most of these units seriously
affect the yield prospects affecting debt repayment.

States have resorted to loans in order to finance investments in social
and economic infrastructures where the returns are not necessarily
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% State level undertakings like state electricity boards, State Road
Transport Undertakings and other such enterprises are required to
provide a higher rate of return on investment made in these units.

% The State is further required to curtail its expenditure on admini-
strative maintenance and general services. This accounts for neartly
35 per cent of total revenue expenditure. This would help the states
to channelise central loans for mure productive activikies.

The Commission is not in favour of considering small saving loans to
be treated as loansin perpetuity. According to the observation of
the Commission, it may mean a rising burden of interest on states in
perpetuity®, on the other hand the Commission has sought the
state's effort in mobilising additional small savings in order to avail
more loans against these savings.

# In orderto reduce the burden of repayment, the creation of an
amortisation fund is suggested in respect of investments in the
government sector.

1.6. Conclusion :

The debt burden of Orissa is serious. Mounting debt burden is
the result of several factors like poor fiscal performance, low repayment,
high interest rate burden, and use of borrowed money in unproductive
sec;tofs giving poor returns etc. Debt position, as is revealed from the
available statistics indicates that the state has relied heavily upon
central loans followed by internal debt and provident funds etc. The
share of central loans in total debt has declined but that of internal debt
and provident funds have increased. There is thus a move towards higher
cost of borrowings. More serious is the fact that repayment of loans has
remained low followed by high interest rate burden. A number of correc-
tive measures have been suggested by Tenth Finance Commission, if
implemented properly will help to reduce the burden of debt in the State.

Notes :

1. Sury, M. M., Centre-State Financial Relations in India, 1970-1990,
Journal of Indian School of Political Economy, Vol. IV, No. 1,

January-March, 1992.

9. Government of Orissa, B. S. & E., Orissa Budget in Brief, 1995-96,
P. 58.

3. Govt. of India, Report ‘of the Tenth Finance Commission (for 1995-
2000), 1994, P. 55.

4, Ibid.



Transfer of Resources through “Tax Sharing
Under the Tenth Finance Commission and Orissa
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In a federation alongwith the division of functions between the
centre and the federating units, there is elaborate mechanism for transfer
of resources trom the Centre to the States. In India, the Constitution
provides for setting up of a Finance Commission once in every five years
for this purpose. Till now nine Finance’ Commissions have already
functioned. The Tenth Finance Commission (TFC) was constituted under
the Chairmanship of Sri K. C. Pant, on 15th June, 1992. It submitted its
report on Nov. 26, 1994,

The Constitution of India provides for broad mechanisms of
transfer of resources from the Centre to the States through tax sharing.
This can be brought under three categories, namely (a) obligatory and
voluntarily shared taxes, (b) Assigned taxes and Agreed Taxes/Duties.
We are concerned below only with the first category, which includes
income tax other than corporation tax and Union Excise duties.

Vertical Devolution
Income Tax :

Under Article 270 of the Constitution it is mandatory that the
proceeds from personal income tax are divisible between the Union and
the States. But neither the ‘“Surcharge’ on income tax (already merged)
nor corporation tax are included in the divisible pool.

There has been a spectacular growth in the yield from income tax.
From Rs. 132.73 crore in 1950-51 it increased to Rs. 6788 crore in 1991-92
—a rise of 51 times in 41 years. But in the face of ever-growing expendi-
ture, the States pleaded before the TFC for broadening and diversifying
the base of income tax devolution. Orissa and some other states had
contended that the receipts from ““penalty” and ““interest receipts’, and
“Surcharge’ should be included in the divisible pool. The TFC recomme-
nded that “penalty’”” and ‘‘interest receipts” should form part of the
divisible pool from Ist April, 1995. But it held that “Surcharges” should

(o]
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not be shared. A surcharge is imposed for meeting temporary and

emergency situations. Such situations might arise in the future as well.

So to meet urgent financial needs the Centre should be free to impose

surcharges.

Some State Governments contended that the receipts for
pre-emptive purchases of immovable properties taking place in large
metropolitan cities, may be quite large and as these are in the nature of
capital gains, hence should form a part of the income tax pool, for
purposes of sharing. The TFC rejected this view as well.

The arguments of the State Governments for an upward revision
of the share of income tax proceeds are the following.

(a) Over the years corporate income tax has proved to be more buoyant
than personal income tax. But since proceeds from this tax are not
divisi ble, the share from income tax should be raised further.

(b) With the periodic increases in the exemption limit and granting of
several types of reliefs and concessions there is a shrinkage of the
divisible pool. b

(c) The expenditure responsibilities of the States, specially for infrastruc-
ture, have grown under a regime of economic liberalisation.

(d) Forces of economic reforms have been set in motion i the country.
The ambit of tax sharing arrangement should be enlarged so as to
greater certainty of resource flows to and increased flexibility in tax
reform for the Centre and the States.

Through the recommendations of the Seventh, Eighth, and Ninth
Finance Commissions, the share of the State in the net proceeds of income
tax stood at 85 percent. Inspite of this high level, a number of States
argued before the TFC to raise this share further; even to 100 percent.
Orissa wanted this share to be fixed at 90 percent.

Income Tax sharing probably cannot be raised any more, without
adversely affecting the Centre's initiative to properly exploit the tax.
Even now, if the Central Government wishes to collect Rs. 100 crores
through personal income tax, it has toraise Rs. 667 crores. The Third
Finance Commission rightly pointed out ‘‘in the case of a divisible tax in
which there was obligatory participation between the Union and .the
States, a sound maxim to adopt would be that all participating govern-
ments, more particularly the ones responsible for levy and collection
should have a significant continuing interest in the yield of the tax’".

The TFC, therefore, reduced the vertical share of the proceeds of
income tax at 77.5 percent.






[ 151 ]

red by the ratio of per capita own tax revenue of a state, to its per capita
income. Although this criterion might have some theoretical justification,
it has very little practical significance. It provides for a reward for tax
effort in the past, rather than an incentive for future performance. There
is no assurance for the States that commissions in future will continue
with this criterion. “The carrot istoo small and uancertain to be of
interest to the donkey' .

(d) Area :

The TFC has assigned a small weight of 5 percent to “area’.
The TEC while considering area as a distributive criterion has made
certain adjustments at the upper and lower ends. Thus the State gets
more than 10 percent at the upper end and less than 2 percent at the
lower end.

(e) Infrastructure :

The Ninth Finance Commission had used an index of poverty and
an index of backwardness, for imparting greater progressivity to the devolu-
tion scheme. The TFC has made an index of infrastructure based on
economic and social infrastructure available to the citizens. 5 percent
is to be distributed on this basis. A State lower on the infrastructure
scale gets higher share and vice-versa. Among the major States Orissa
ranks third with 74.46 on the infrastructure scale.

(f) Deficit Criterion :

Only union excise duties would be covered by this criterion.
7.5 %0 out of 47.5% of union excise duties assigned to the States would be
received by the States assessed deticit by the TFC. Orissa’s ‘share in
7.5% net proceeds of excise duties would be 4.8, 5.2, 4.9,2.7 and 0.68
bercerit each year between 1995-96 to 1999-2000 respectively.

The Case of Orissa :

Despite four and a half decades of planning, Orissa continues to be
one of the poorest States—with a backward agriculture and industry.
According to the GOI Economic Survey for 1994-95, when the country is
going through agricultural prosperity, Orissa has failed to make any
noticeable progress. Per capita value added by manufacture was Rs. 289
against the all-India average of Rs. 429 in 1988-89.

Except that of Bihar, Orissa’'s per capita income at Rs. 1615 is
the lowest in the country, as against the all-india average of Rs. 2239.
In Orissa, the percentage of people below the poverty line was the highest
in the Indian Union, being 44.7 percent, against the national average of
29.9 percent in 1987-88. Besides, the State is visited by natural calamities
by ways of floods, droughts and cyclones.
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The horizontal distribution of resources, as suggested by the
TFC does not give due consideration to poverty and under development
of the States. Hence Orissa or the other poorer States do not receive any
better deal. Some experts of course hold that economic development does
not come under the purview of the Finance Commission. According to
P. V. Rajeev, Dy. Adviser, Planning Commission, the pattern of resource
devolution evolved by the TFC is not significantly different from chat
evolved by the Ninth Finance Commission. The total transfer of resources
to the States is highly correlated with the States’ SDP during both the
periods. The TFC has also reduced the distributable share ot income tax
to 77.5 percent, as against the carlier limit of 85 percent. The TFC has
not considered the issue of evasion of sharable taxes. There is large scale
evasion of income taxes as well as excise duties. Recently ITC has been
fined a hefty Rs. 799 crores for evading excise. This large scale evasion
has serisously affected the total volume of revenues which could have
gone to the States.

Certain Suggestions. :

In a federation, constitutionally two independent systems operate.
For a healthy and satistying relationship ‘between the Centre and the
States, the allocation of resources must be made on sound principles.
Today the States have dynamic and expanding functions, but they are
deprived of productive and elastic sources of revenue. Due to lack of
sufficient resources the developmental expenditure of the State Govern-
ments increased only by 3.9 percent in 1992-93 and 6.8 percent in the
budget of 1993-94. The States are increasingly burdened with debt.
Devices have to be found so that income of each State would match with
its needs. After initiating necessary tax reforms, once the Central VAT
and the State VAT in place of sales tax are introduced, the tendency
towards centralisation may further accentuate.

The TFC also felt that the amount of resources devolved through

the present tax sharing is not adequate. The TFC therefore has proposed

an alternative devolution scheme, whereby to include some taxes in the

common central pool meant for distribution amcng States. The States

would be entitled to 29 percent of these proceeds. However, this proposal
has not been accepted by the Government.

The divisible pool for vertical devolution can be increased, by
including corporation tax within it. If personal income tax is divisible,
the States vehemently argue that why the income of the companies should
be left aside. The corporation tax is highly elastic. In India, the yield from

O
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corporation tax increased .spectacularly during the last 40 years. From
amere Rs. 40.40 crores in 1950-51 the tax yielded Rs. 6788 crores in

1991-92—3 rise of 169 times—contributing about 15 percent to centre's
tax gross revenue.

In other federations like Australia, Canada and theU. S, A.,
the States enjoy the right of corporation tax. The Expert Committee on
Financial Provisions of the Union Constitution had recommended that
the provinces should not get less than 60 percent of the net proceeds of all
income tax, including the corporation tax and taxes on Federal
Emoluments.

The States should practise a more vigorous fiscal discipline. On
the one hand it.implies that the unnecessary and wasteful expenditures
must be curbed. Expenditure, on revenue account be controlled and
contained within revenue receipts. Every item of expenditure should be
reviewed every year. Overstaffing should be avoided.

Another aspect of fiscal discipline implies that the States
should fully and optimally exploit their tax and non-tax resources. The
States should tap certain untapped sources, ‘like the agricultural sector,
as well. In India, the share of land revenue in the total State tax
revenue has gone down from 25.9 percent in 1951-52 - to only 1.8 .percent
in 1991-92. The share of agricultural income tax has been negligible. Its
share has come down from 2 percent to 0.3 percent during the same
period. Although almost all committees and commissions have argued
in favour of exploiting agricultural income tax, due to political compul-
sions, the States have paid no heed to these suggestions.

The growth and stability of the fiscal system and cordial Centre
State financial relations depend on harmonisation and rationalisation of
the tax system. The Chelliah Committee has rightly suggested for a tax-
system which is wide-spread, simple with moderate rates of tax and at
the same time promotes economic efficiency, growth and equity.

The Finance Commission at present isa quinquennial body. But
the average duration of the Finance Commissions has been about 14
months from the First to the Sixth Commission. It also lacks the benefit
of a whole time personnel. Hence under the rapidly changing economic,
social and Political Scenario the finance Commissions have failed to
do proper justice to their assigned task of revenue devolution on a rational
basis. Federal assistance is becoming discretionary in nature. It is high-
time, a permanent finance commission is established to handle federal
fiscal transfers and federal loans to States.
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Approach of the Commission :

While the guidclines attempt to restrict the scope of the TFC to
assess the needs of the states on non-plan revenue account, the require-
ment to keep in view the need to generate revenue surpluses and to reduce
fiscal deficits makes it necessary for the commission to scrutinise the total
revenue and capital budgets of the centre and the states. With this
conflicting objective, the TFC would have at least considered the entire
revenue account so as to phasing out revenue deficits. But the TFC has
confined only to the non-plan revenue account and envisaged that a
reduction in fiscal deficit has to come about through improvements in the
revenue account balance emanating from the non-plan revenue account.
Even if the improvement in non-plan revenue account is made surplus in
this account there is no guarantee that it would exceed the plan revenue
deficit.

Though the terms of reference of the TFC do not explicitly
suggest the adoption of a normative approach, TFC could have tried to
assess the revenue gap of the states normatively, by looking at the tax
bases available with them and estimating what could be raised by making
average effort in the case of individual taxes levied by most states. But
the TFC has almost disavowing faith in the normative approach.
However, it does not mean that the Commission has not followed any
porms. It has followed some norms while assessing the revenue require-
ments of both levels of governments. It has used the buoyancy model while
projecting tax revenues of the centre and states. The buoyancy of
individual taxes has been estimated by regressing tax revenue on nominal
income. For purposes of making projections, the buoyancy coefficient is
applied to the rate of growth of income and the rate of growth of tax
revenue is estimated. This is applied to the base year figure to get the
projected tax yield in a given year. By using the regression based approach
the TFC has used the capacity factor indirectly. The Ninth Finance
Commission (NFC), on the other hand, had used the Representative Tax
System (RTS) approach, which makes the direct use of the potential bases
(or its proxy) in explaining inter-state variation in tax effort. The TFC
could have tried to improve the norm NFC had attempted instead of
forsaking that path without convincing reasons (Bagchi, 1995). Hence, the
TFC has gone step behind in using the scientific technique to assess the
revenue gap of the states.

The TFC has attempted to get rid of the shacklesof the ‘base

year' by taking the growth rates of the actual tax revenue instead of
budget estimates. Though there is wide variations between the budget
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duties. In the process, it has eliminated collection as a factor in income
tax share. The common criteria for inter-se distribution adopted by the
TFC are that

(1) 20% on the basis of population of 1971 census,

(i1) 60% on the basis of adjusted distance criterion based on per capita.
income of states weighted by population of 1971 census,

(ii1) 10% on the basis of tax effort,
(iv) 5% on the basis of area, and
(v) 5% on the basis of infrastructure.

The adoption of these criteria shows that while population and
distance criteria together account for 80% in horizontal sharing, other
three criteria have been added as tail-pieces to fill the balance 20%.
Though share of population has shown as 20 per cent, it has in fact held
a predominant place in the devolution formulae. The distance criterion
becomes a representative index of population when multiplied by the state
population. Therefore, there is no need of taking population as a separate
criterion for devolution. Moreover, there is a practice of using 1971 census
population in the devolution formulae perhaps with the intension of
punishing the fast breeding states. But this is not the way a Finance
Commission should follow. Its task should be to see how the states would
be able to provide an average standard of public services to its people.
It can be said that a state having higher rural population has to bear
higher cost of public services so as to arrive at a standard level of public
services. Hence, the current rural population of the states should have
been used by the TFCin its devolution formulae if it had to bring more
horizontal equity, as it would have benefited all the low income states in
the non-specific categery.

Filling the Revenue Gap :

TFC has recommended statutary grants under Article 275 to fill
the gap of the states which had revenue deficit in the non-plan accounts
even after the devolution of shareable taxes. In this sense, it has not
departed from the gap filling approach. This is because it has adhered to
the buoyancy estimates instead of estimating the tax potential of the
states. By doing this TFC has not taken account the potential for addi-
tional taxes of the states. The result is that more states come under the
post-devolution deficit category. It is not surprising that Andhra Pradesh,
a middle income state, has come under this category and has got higher
deficit grants (more than 20 times than Rajasthan) compared to the low
imcome states.







































(170 -

the Planning Commission and the National Development Council’. The
Third Finance Commission arpreciated the fact that two sides of fiscal
need i.e. tax effort and economy expenditure are extremely difficult to
compute as they depend on tax potential and expenditure requirement of
a state which vary from state to state. However, it entered into the
equity area when it recommended special purpose grants for development
of communication. It pointed out the ‘pressing need to open up backward
areas, to break down barriers of isolation and stagnation, to develop social
services and above all to bring about a feeling of oneness in the minds of
the people of these regions with the rest of the community.

The Government of India accepted the recommendation while
allocating resources to the states. This Commission while formulating the
principle of distributing the share of Union excise duty found it justified
to include the criteria of relative financial weaknesses of the States, the
disparity in the levels of development reached, the percentage of SCIST
and backward population to achieve a comparable level of financial
balance.

The Fourth Finance Commission endorsed the view of the Third
Finance Commission in giving 20% weightage to backwardness in sharing
the Union excise duty but observed that it should not be financial back-
wardness but economic and social backwardness. The Fifth Finance
Commission has taken a bold stand on equity aspect when it pronounced
that, ‘the need for equalisation demands a more positive redistributive
policy’. This Commission recommended that the share of union excise
duty be made 80% on the basis of population and the rest on the basis of
distance from average per capita income and an integrated index of
backwardness. The Sixth, Seventh and Eighth Finance Commissions
continued to follow the footsteps of the earlier Commissions as regards
equity. Moreover, they have started from the Sixth Finance Commission
to allocate a special purpose grant for upgradation of administrative
services which according to them has the objective of giving minimum
administrative infrastructure throughout the country. From the period of
8th Finance Commission, a portion of Union Excise duty was re served to
be distributed among the states who had revenue deticit after devolution
of shared taxes. .

One of the most important and significant steps taken for reducing
horizontal imbalance isthe adoption of ‘normative approach’ by the
Ninth Finance Commission relegating the so called ‘gap filling approach’
to the background. The terms of reference of the Ninth Finance Commi-
ssion specifically asked to proceed in this direction. One of the basic
considerations for adopting a normative approach is to ensure that ‘the
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distribution of revenues among the states should be equitable so that
every state is enabled over time to provide a specified minimum standard
of basic public services. The final report of the Ninth Finance Commission
also maintained the same formula by indicating that minimising the
vertical and horizontal imbalance is a basic purpose in all federal transfers.
The idea of equity reflected in many items of devolution carried out by
the Ninth Finance Commission. Attempt was made to include economic
backwardness as one of the criteria in the apportionment of income tax,
union excise duties, grants-in-aid etc. The Commission on Centre-State
Relations popularly known as Sarkaria Commission while examining the
problem of backward areas particularly in backward states advised that,
‘both the Finance Commission and the Planning Commission will have to
take concerted action in devolving adequate resources to the less develo-
ped States. The Commission underlined thatone of the very important
deficiencies in the present devolution of Finance Commissions was that
while for more developed states, it leaves with a revenue surplus, for thz
less developed states it is leaving either a slender or zero surplus. This
needs to be recognised and corrected in the ‘over-all interest of the
nation’.

Approach of the Tenth Finance Commission :

A significant aspect of the terms of the Tenth FCis the
objective of not only balancing the receipts and expenditure on
revenue account of both the states and the Central government, but also
generating surplus for capital investment and reducing fiscal deficit. The
implication is obviously to augment resources for planned development of
States. But if one goes through the entire 10th Finance Commission
report one will definitely conclude that the Commission has miserably
failed on both the fronts. The logic of the Commission is that, “we have
chosen not to do either (surplus with Centre or surplus with the States)
because in doing so we would be just shifting the deficits while our ain:
was to arrive at a sustainable and healthy fiscal balance’’. The Commi-
ssion has escaped the calculation of revenue component of the plan
(which is possible if the Commission desires so by projecting the past
revenue component of the Plan expenditure) by narrating that it is not
within their terms of .reference. Regarding equity objective in the
federation, the Commission has taken a diluted stand. The presumptiozn
that equity and efficiency are not mutually exclusive and they are
blended to achieve horizontal distribution., which appears to be an utterly
meaningless proposition. For any lay man in Public Finance both these
concepts are acting in opposipé directions and blending the two implies
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Table - 1 reflects the position of Orissa with regard to share
of incom tax. It is clear from the table that the share of advanced States
has gone down from around 31%to 27%. The share of middle income states
has goneup by 1% as compared to the share given by the 8th and 9th
Finance Commissions. The share of backward states has gone up by 3%
and in case of Orissa there is marginal increase from 4.33% to 4.50%.

Table - 2 presents the position of share -given to different States
from Union Excise duty. The total money flowing to the States through
this channel is nearly double the amount flowing through the share of
income tax. This is about 54% of the total resources going to the States
through the Finance Commission. The share of the advanced States has
gone up from 26.84% (given by the Eighth Finance Commission) to 26.97%
as given by the Tenth Finance Commission. Simiarly, the share of middle
income States has also gone up from 17.47% (given by the Eighth Finance
Commission) to 17.68% as given by the Tenth Finance Commission. The
backward States on the otherhand got less as compared to the two earlier
Commissions. This appears to be a major departure of the Tenth Finance
Commission which injures the interest of the backward States. Looking at
the share allotted to Orissa by the Tenth Finance Commission, it is seen
to be less than what the 7th, 8th and the Oth Finance Commissions -,
awarded in its favour.

Table -3 illustrates the position of grants-in-aid allocated to the
States under the different Finance Commissions. It is clear from the table
that Orissa has got substantially less in the awards of the Tenth Finance
Commission. The advanced States like Gujarat, Maharastra, Tamil Nadu
and West Bengal received sizeable amount of grants-in-aid which is not
réﬂectiVe ot their financial condition. In the middle category States the
State of Andhra Pradesh had the enormous blessing of the Commission and
could manage a substantial grants-in-aid compared to many backward

. States.

The aggregate resource flow percentage to different States are
presented in Table - 4. Both the advanced as well as the middle income
States got more as compared to the Ninth Finance Commission awards.
For the middle categ ory States this was higher than even the Seventh and
Eighth Finance Commission awards. The share of backward States has
gone down by about 3%. Orissa got 1.12% less as compared to the Ninth
Finance Commission award and 0.57% less as compared to Eighth Finance
Commission award. Orissa’s share was the lowest among all the backward
States. The total resource flow through the Tenth Finance Commission
is proposed to be of Rs. 226643 crores. The reduction of Ogissa's share to
the tune of 1.12% means areduced allocation of Rs. 2515 crores to this
poor State. .
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determine the amount of general purpose grants-in-aid wiich were to go to
the states. The first FC made no distinction between plan and nonplan
revenue expenditure. The second FC (1957-62) was additionally asked to
datermine grants-in-aid to be paid to thz states, (i) to help them meet the
requirements for the second five year plan, and (ii) to help .them mobilise
more resources in the Jong run, as it was appointed .on the advent of much
published drive towards industrialisation with the implementation of the
2nd five year plan. It should be noted here that these additional
ciauses were added on only in the case of these states which were in
nzed of funds. The Second Commission was specifically required to cover
pian requirements. The guidelines issued to the third Finance Commission
(1962-66) were the same as those issued to the Second. But the Central
govt. accepted only non-plan recommendation. When the 4th Finance
Commission was appointed a major transformation was effected ;'in that
the Commission was asked not merely to determine amounts of grants-in-
aid but also some norms by which states could economise on their
administrative expenditures. Another major break that the Fourth Finance
Commission made with the past was that the grants-in-aid were made
independent of the ensuing plan. The Third Finance Commission had
(unsuccessfully) tried to give 75% of their plan expenditure to the states
as grant-in-aid. With the appointment of the Fourth Finance Commission
it was felt that plan expenditures of the states should be handled by the
Planning Commission. The Fourth Finance Commission was further
asked to scrutinise the revenue records and sources of the state governments
and determine the committed (plan) expenditure and debt servicing of the

states. It should be noted that different items on the revenue and expendi-

ture accounts were sought to be scrutinised. But here lies the beginning of
the approach that came to be known as the gap filling approach. Like the
rrevious Commissions this one was also asked to confine grant-in-aid to
only those states that needed such grant.

In a major break with the past, the fifth Finance Commission
(1969-74) was asked to determine the principles by which grant-in-aid
were to be made. Previous Commissions had confined themeselves only
to the amounts of the grants-in-aid. The considerations which the Commi-
ssion was asked to bear in mind were the following: First one is revenue
available at base year rates of taxation. The expenditure to be covered
iacluded (a) administration (b) ;interest charges (c) upkeep of plan
schemes (d) transfer of funds to local bodies and aided institutions and
\e) other committed expenditures. The Commission was expected to
1ill in the gap between projected revenue and expenditure ; but in doing.
5G it was also asked to advise on better fiscal management and 2conomy.

C
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TFC has taken a significant step forward interms of logic,
simplicity and equity in adopting identical criteria for the two sharable
taxes. The case of sharing one principle and for eliminating the contribu-
tion criteria for Income Tax sharing was argued by Prof. Raj Krishna in
1978 in his dissending note to the Report of the Seventh Commission as-
any weight given to collection is considered as regressive because a larger
collection is invariably associated with a higher level of state domestic
product (since we are interested in greater horizontal justice in the inter-
state allocation of resources of total transfer).

Asregards components of the Commission's criteria, it can be
seen that if the weights for contribution in income tax and the earmar-
king for deficit states in excise duty are left out, the same criteria have
been followed in the Eighth and Ninth Commissions in respect of both
sharable taxes. It hasbeen rightly pointed out by Justice P. V. Raja-
many, the distinguished Chairman of the Fourth Commission, that the
tendency of successive Finance Commissions to choose varying criteria.
for horizontal distribution as ‘“‘a gamble on the personal views of five
persons or majority of them’. We can see that TFC could have arrived at
more or less the same final result if it has opted for a simple and robust
cocktail 40 per cent for population and 60 per cent for distance criteria.?

Gap filling :

TFC has recommended Grants under Art-275 to fill the revenue
deficit in the non-plan account of certain states in which revenue gap
is not eliminated through central tax transfers. Relative financial status
of the major states over the time span of four Finance Commissions shows
that Gujarat, Haryana, Karnataka and Maharastra have consistently
‘maintained their position as pre-devolution surplus states, while Punjab:
slipped from this category in the Ninth and Tenth Commissions. On the
other hand more and more states have regressed into the post devclution
deficit category. They include the low income states of Orissa and
Rajasthan in the earlier Commissions and Uttar Pradesh, Bihar in the
latter ones. Compared to the Seventh, tax shares have played a lesser
role vis-a-vis deficit financing in the Eighth, and especially in the Ninth
Commission. The pattern in the TFC restores the practice in eighth:.

Other Recommendations :

Besides these major recommendations, the Finance Commission
has also made some general observations regarding resource position of the
Central and State Governments.






Ch

Q

[ 185 1

(vii) Report also makes observations on the changing role of Planning
Commission in the wake of economic reform. It has emphasized that
greater market orientation and enhanced role of private and foreign
investment will put additional responsibility on the public sector. In
particular, public outlay on education and health will need to be
increased substantially. Hence the resoure base of the state govt. will
have to be correspondingly enhanced.

{(viii) It has recommended that the present artificial distinction between
plan and non-plan expenditure which runs across in revenue and
capital budget shall be replaced by simpler and conventionally well
recognised distinction between revenue and capital.

(ix) The Report recommended that a full-fledged Finance Commission
Division appropriately staffed with adequate technical expertise be
created at the earliest under a senior officer and made to function
within the Finance Ministry. The division should be actively associa-
ted with the annual plan excercises of Planning Commission so that
rare assets already created do not suffer from either lack of attention
or lack of resource allocation because of the anxiety of states to have

progressively larger plan.

Case for Orissa :

A review of components of federal transfer and the share of Orissa
in the federal transfer shows that during 5th, 6th, 7th, 8th & 9th Finance
Commission periods Orissa received 5.41, 5.87, 4.55, 5.48, 5.04 per cent o.
revenues respectively out of total federal transter by the Centre to the
states and the state will receive still lower amount during 10th Finance
Commission period (4.28%) of the total revenue proposed to be transferrede
to the states. As regards components of transfer it can be seen that the
shared tax constituted 3.98, 3.85, 4.27, 5.44, 5.48% of total tax
devolution in 5th, 6th, 7th, 8th, 9%th commission periods respectively. It
is proposed that the state will receive 4.25% of sharable tax during 10th
Finance Commission period. The grant was 1.31, 1.18, 8.0, 6.02 and 2.91%
of the total grant during 5th, 6th, 7th, 8th and 9th Commission periods
respectively. It is proposed to be 4.54% of the total grant given by the
Centre to States during 10th Finance Commission period.

Again a review of total revenue transfer from the Centre (both
statutory and other transfers) as a percentage of total revenue of the
state shows that statutory transfer constituted 32.77% during 2nd Finance
Commission period which increased to 38.72% during 9th Commission
period. But during the lst year of 10th Finance Commission period this
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the emphasis was mainly to reduce revenue deficits. But this
scenario had changed during the TFC's award.

In its economic logic the adoption of an identical formula, based on
population and distance', is both sound and progressive.

The Commission is very particular about ‘vertical sharing’ of taxes
between the centre and the states. The vertical sharing has reduced
state's share in the income tax and at the same time increased
states’s share in the union excise duties.

The TFC has adopted the same criteria for the distribution of
income tax and excise duties. However, it has eliminated ‘collec-
tions’ as a factor in income tax sharing.

The common'criteria of devolution are based on 20% on pepulation,
60% on adjusted distance, 10% on tax effort and 5% each for area
and infrastructure. The last criterion was adopted to help states
with dispersed population and poor infrastructure. Compared to the
second of NFC the backward states are in relatively less advanta-
geous position in TFC. The reason is simple. In the second report
of NFC, states’ shares in the specific indicators of backwardness
were respectively 11.25% and 12.5% for income tax and basic
excise duties which are reduced to 10% and 8.42% in the TFC
report. Similarly, the proportion devolved to deficit states decrea-
sed to 15.79% in the TFC from 16.5%; in the NFC.

The TFC has proposed the ‘pooling' of central taxes under its
‘Alternative Scheme of Devolution”. The broad features of the
scheme are :—

(a) Instead of allocating to the states’ specified shares of the centre's
revenue from only income tax and excise duties, they should
be allocated a share of the ‘aggregated pool' comprising the
gross tax revenue of the centre. (b) All taxes in Article 269,
except central sales tax shall form part of the central pool
referred to above. (¢) The share of the states be fixed at - 26%.
(d) This will also cover the grant-in-lieu of tax on railway passenger
fares. (e) A further share of 3% of the gross central tax receipts
shall be assigned to the states inlieu of the additional excise
duties. (f) The share of states in the total gross Teceipts of the
centre shall be suitably provided for in the- constitution and
reviewed once in 15 years. (g) The “horizontal dlstubutlon out of

the central pool as well as various: geants will be as recommended?

by the TEC and subsequent Finande. Gommissions:

.(‘c
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(vii): The TFC has, also highlighted its stand on grants to local bodies;
establisment of a National Calamity Relief Fund (NCRF) and * the
debt relief position of different states. However, these are ancillary
or supplementary to the TFC's main scheme for transfer of

resources.

The Finance Commissions do not make their
purely on economic considerations. They are also based on historical and
political considerations. It would be useful to analyse, the recommenda-
tions from an economist's perspective. As the Finance Commissions
determine a major proportion of general purpose, current transfers from the
centre to the states, their recommendations would have to be evaluated
from the point of view of resolving vertical and horizontal imbalances.

erate need to develop the basic needs

In Orissa there is desp
sector. Constructively this has left very little room for the development of
tion the likely gains

social services infrastructure. In the following sec
and/or losses to Orissa through TFC award will be analysed.

recommendations

Il. Tenth Finance Commission’s Devolution Scheme :

Gains and Losses. :

As noted earlier, the objective of the TFC is not only to balance:
tures on revenue account but also generate surplus
nd reduce fiscal deficits. The concern here is to
promote better fiscal management consistent with efficiency and economy
in expenditure. The rapid rise in revenue expenditure has been
accompanied by a rapid increase in the numbers employed by the govern-
ment without commensurate increases in efficiency and productivity. In
most of the states the salary bills are growing faster than the growth of
expenditure pre-empting an ever increasing proportion of resources for

maintenance of government apparatus (TFC. 1994).

the receipts and expendi
for capital investment a

Orissa has been classified as” a post-devolution deficit state by the
Seventh, Ninth and Tenth Finance Commission. As states have different
sources of revenue, tranfers by  Finance Commission(FC)s are only one’
form of federal tranfser. The proportion of FC transfers in total reventie
expenditure of Orissa during 1974-75 to 1994-95 shows that the ‘prvopo'rtion'
of finance Commission transfers in the total revenue expenditure wa.s
magimam for. Orissa during ;1974-75, More ,than half of the, tatal rgVBnuar
expeidituge in: Orissa is obtained  through the  Finance. _delnfﬂis'éidf{i
transfers. However, over  the'years these proportions _have g;adug:l[y" :
decreased for Orissa. On:the -other hands during this petiod. _Eﬁ:riiﬂ'tﬁié"
states' own tax revenue, plan transfers and some other .ti;‘msfarg" have'
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The centre being the authority which levies and administers the
income tax “‘should have a significant and tangible interest in its yields”.
The implication is that the centre has lost interest in the levy andor
collection of income tax yields. These will improve only when the centre
comes to believe that virtue hasto be its own reward (Guhan, 1995).
The TFC has decided to keep apart 7.5% out of 47.5% of Union excise
duties assigned to states for distribution amongst the states assessed to be
deficit by the FC. The earmarking of a proportion of the excise share for
post-devolution deficit states is a ‘bad practice’ by the Eighth Commissivn
and continued by the Ninth. The TFo unfortunately has persisted with
the same logic. '
Horizontal Shares

The TFC has adopted the same criteria for devolution of income
tax and excise duties but, in the process it has eliminated ‘collections’
as a factor on income tax sharing. Raj Krishna in his dissenting note to.
Seventh Finance Commission pointed out : “From economic point of view
the states are interested in more ‘vertical justice’ in the form of greater
devolution from the centre. And they should be interested in greater
‘herizontal justice’ in the interstate allocation of total transfers’.
In the evolution of Finance Commission awards the TFC 'has takena
significant step in terms of logics simplicity and equity in adopting
identical criteria for two shareable taxes. :

Consider the criteria adopted for horizontal sharing in the TEC's
recommendations for income tax and basic excise duties and compare them
with previous FC's recommendations. Different weights are given 1n
different FC's award. Within them the distance criterion has been given
more importance compared to inverse criterion both of which are related
to per capita incomes of the states. The TFo has confined to this general
trend. In the matter of the per capita incore related weights, it has
prefered the distance criterion to the inverse formula since, the former
results in more equitable distribution.

In the income tax sharing specific indicators of backwardness.
had a share of 11.25% in the NFC's award which has disappeared in the
TFC's recommendation. On the other hand, the share of tax effort has
increased. This indicates that high and middle income states are gainers.
while Orissa, a low income and hence low tax effort state is the loser.
In sharing basic gkcise duties, the share of specific indicators of back-
wardness has decreased from 12.5% in NFC to 8.4% in TFC's reconmen-
dation. Similarly, the proportion of post-devolutior deficit states has
decreased from 16.5% to 15.7%. Tax effort has got a ‘shate of 8,4"/; in‘the

]
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TFC's award which was absent in the NFC. These are favourable to the
high and middle income states while, Orissa isin a disadvantageous
position.

The growth of total FCT to Orissa is 14.4% which is less than
the respective values of the low, middle and high income states and all
This indicates growth of FCTs to Orissa is less, compared to other
ght be the criteria of devolution. Transfers through FCs
-plan grants and non-plan loans. Orissa was in
growth rates of shared taxzes are compared
d all states for the period 1974-75

states.
states whatever mi
consist of shared taxes, non
an advantageous position when
with low—, middle—, high-income an
t0 1994-95. Orissa’s growth of non-plan grants and non-plan loans was less
compared to middle—; high-income and all states figures for the same
period. 1f we consider FCTs after repayment of loans, Orissa is also in a
disadvantageous position: Its growth rate is 14.4%. which is less than the
low—middle—; high-income and ‘all states figures.

(b) Additional Excise Duties :

Assigned taxes are those taxes which are levied and collected by
the centre but the net proceeds of which are distributable among the
states as per the recommendations of the FCs. The devolution under
additicnal excise dutiesisin the nature of a tax rental arrangement
whereby the states are compensated for the sales taxes replaced by
additional excise dutieson sugar, tobacco and fabrics. The TFC has
assigned the weights 50:40:10 for population, SDP and state sales tax
collections. '

The proportion of Orissa in additional excise duties is 3.5% which
is less than 10% of the total transfers to low income states by the TFC
award. This indicates the share of other four low income states. Bihat,
Rajasthan, U. P. and’ M. P. get around 90% of the transfers coming to
low income states. On average term also, the share of Orissa is less than
the average of the low-income, middle-income and high-income states

(¢) Grants-in-Lieu of Tax on Railways Passenger Fares :

As regards the principles of distribution, TFC has agreed with
the Seventh, Eighth and Ninth Commissions which recommended that the
Jistribution of grants should be in proportion to the n on-suburban
passenger earnings from traffic originating in each state. The quantum of
the grant in lieu of the Railway passenger fares tax for 199 5-2000 is
Rs. 380 crores annually. Orissa is a loser state if, the TFC award is consi-
dered through the above grant. Its proportion is 1.7% which is less than
20% of the share coming to low income states (37.93). The average value

'
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of the percentage transfer to low income, middle income and fourteen major:
states is more than three times that of Orissa's share.

(d) Grants-in-Aid :

The principles which should govern the grants-in-aid of revenues
of the states, that are in need of assistance are recommended under Article
280(3)(b) of the Constitution. Grants-in-Aid are meant for covering
assessed deficits on non-plan revenue account of the states and are calcu-
lated after considering transfers to the states on account of (i) devolution
of income tax and excise duties (ii) share in additional excise duties and
(iii) share in grants-in lieu of tax on railway passenger fares.

Improvement in the non-plan revenue account will go to reduce
fiscal deficit only if it is not offset by a corresponding deterioration in the
plan revenue account and capital account. This will help to improve the
non-plan revenue account of the centre and the states which contribute to
areduction in fiscal deficit. The difference between assessed needs and
assessed post-devolution resources on the non-plan revenue account isa
resource gap. This gap is ideally estimated through a full fledged
normative exercise.

The TFC recommend grants-in aid to be given to the states under
the substantive portion of Article 275 (i) equal to the amount of the
deficits as estimated for each of the years during 1995-1996 and 1999-2000.
The share of Orissa in the TFC award through Grant-in-aid is 4.54%.
The share of fourteen major states is 63.25%. The shares of middle and
high income states in average terms are 3.54 and 2.92 percent respectively.
I comparison to high income and middle income states. Orissais ina
better position so far asthe grants-in-aid is concerned. This is because
it got some special relief since it is characterised by high ‘fiscal stress'.
But compared to the low income states its position is worse.

(e) Total Transfers :

In the 2nd report of the NFC total transfers by the FC was 5.21%
to Orissa out of total transfers to all states. The share of Orissa in the
TFC recommendation is only 4.28%. The criteria that were adopted in
TFC recommendations were such that the low income states’ share
decreased from 45.76% in NFC to 43.14% and on the other hand the share
of Middle income states increased from 26.74% in NFC to 28.53% in TFC.
During this time the high income states’ share increased marginally.

Hence, the TFC's devolution criteria is not much helpful to
Orissa as its share decreased compared to the 2nd report of NFC.
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(f) Alternative Criteria of Devolution : ;
TFC favoured a system of vertical resource sharing in which
central taxes are ‘pooled’ and a proportion devolved to the; states. Various
recommendations for alternative criteria of devolution are discussed in
Section I of this paper. However “there will be no gap-filling grants’’
(TFC) by this alternative scheme. Once the transfer covers both plan and
non-plan grants the question of ‘gap-filling' will not arise. A gap arises
only when the non-plan revenue account is looked at separately. If there
is gap at this stage it will be filled by Article 275 grants.

Considering the alternative scheme of devolution the share of
fourteen major states is more than 94.5% by any of the criteria; i. e.,
population, distance, inverse or adjusted distance criteria®. But by TFC
devolution scheme it is only 84.4%. This indicates the alternative scheme
of devolution gives less importance to special category states. As
indicated in Table 5, devolution to Orissa by ‘Alternative Scheme of
Devolution’ by distance, inverse or adjusted distance criteria is more than
the devolution through TFC award and is less than the one based on
the population criterion.

Let us compare now the percentage devolved through the TEC
devolution criteria with that of the ‘Alternative Scheme of Devolution’
criteria. It can be seen that the percentage receipt of low income states
through population criterion is less than the TFC's devolution. On the
other hand the share of middle and high income states have increased.
Similarly, through the distance, inverse income and adjusted distance
criteria the share of low income and middle income states will «be increa-
sing compared to TFC devolution criteria and at the same time the shares
of - high income states are decreasing.

Considering TFC's original award and comparing it with the
Alternative scheme of Devolution criteria it can be stated that the
population criteria is ‘efficiency’ based whereas the distance, inverse
income and adjusted distance criteria are ‘equity’ based, Orissa, can gain
from the ‘Alternative Scheme of Devolution’, as proposed by TFC, if
distance, inverse income or adjusted distance criteria is adopted in its

scheme of devolution.

ill. Conclusion :

The TFC has broken new grounds in some respects. Keeping the
‘puranic tradition’, S. Guhan had described the TFC as the Tenth incar-
nation of God. The Commission had to carry its task in a particularly
difficult fiscal situation. It had abolished ‘collection’ as a criterion
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of income tax sharing. Above all it had proposed an *“Alternative Scheme
of Devolution” in the form of ‘pooling of central taxes for devolution'.

Considering the devolution by the Tenth Finance Commission to
Orissa it can be said that the proportion devolved by TFC is less than
that of the second report of the Ninth Finance Commission. In the TFC's
award the average of the Low income states is more than Orissa’s share
in all types of transfers. Orissa's share 1s miserable when additional
excise duties and grants-in-lieu of tax on railway passenger fare are consi-
dered. The pooling of central taxes for the purpose of devolution to the
states as recommended by TFC is very narrowly conceived. Furthermore
it ignores the possible alternatives such as transferring the domestic trade
taxation to the states etc. In the ‘Alternative Scheme of Devolution'.
Orissa can gain if distance, inverse or adjusted distance criteria are
adopted and will lose if population criterion is used in its devolution
scheme.

Notes :
1. Distance formula can be computed as: (Yn — Yi)Pj/Z [Yn - Yi JP;
i

where Yi adn Yh repesrent per capita SDP of the ‘i’ th andthe highest
per capita SDP state respectively. Pi=the population of the ‘' th
state. (Yn—Yi) for the ‘h’ state is taken to be the distance between
the highest and next highest per capita SDP.

2. Inline with TFC's recommendations the fourteen major states are
grouped into Low income states : M. P., Bihar, Rajasthan, Orissa and
U. P.; Middle Income States: Tamil Nadu, West Bengal, Andhra
Pradesh, Karnataka and Kerala, and High income states: Punjab,

Maharastra, Haryana and Gujarat.

3. Other transfers include other discetiornary grants and loans including
the finances from institutional agencies such as LIC, GIC and UTTI to
assist plan programmes, investment by Central Public Undertakings,
Commercial Bank Credit and Private investment.

4. The population, distance, inverse and andjusted distance criteria of
devolution are explained in the ‘‘Revenue Sharing under Alternative
Criteria: A comparison” in the Appendix-4 of Tenth Finance
Commission Report (December 1994).
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There is great inequality in the levels of development between
the regions in the country. Inter regional and intra-regional disparities
have persisted over the years. Finance Commission is one of the instru--
ments through which .vertical and horizontal imbalance are sought to be
corrected through resource transfer from the Centre to the states in the
form of shared taxes and grantsin aid. Inspite of the role played by
Finance Commissions, the regional disparity has continued to persist.
Tenth Finance Commission has not improved the situation significantly.

The study has two main objectives :

(1) It seeks to analyse the various issues confronted by 10th Finance:
Commission, and

(2) It evaluates the impact of central allocation of funds on the develop-
ment of backward regions, with particular reference to Orissa.

The author suggests that the Central allocation of funds has
exhibited certain discerning features. The proportion of shared tazes and
grants in aid has increased but the state’s share of owned taxes has on the
other hand remained low. The revenue deficit has mounted up. Similarly

the debt position of Orissa is also serious.

The author suggests, therefore, the need for the state in increasing.
its own tax effort. Besides the state must also take proper initiative in
the proper deployment of resources which is not taking place at present.
The present index of backwardness giving more emphasis on population
criterion be suitably modified to assist backward regions like Orissa.
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