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Abstract: The paper examines the pattern of central fiscal transfers from inter-state perspective and progressivity 
of fiscal  transfers in India considering data set for Indian states for 1980-81 to 2007-08. While simple percent 
ratio method is applied for analysing the pattern, correlation and simple linear regression techniques have been 
employed to verify the fiscal progressivity of central transfers. Pattern of transfers reveals that the Central transfers 
are becoming more progressive over the period of time and addressing horizontal imbalances among the States.  
Fiscal capacity equalisation, which has been maintained to some extent by transferring more revenues to States 
with lower fiscal capacities like low income States and special category States, seems to be more prominent in the 
latter part of the study period. From the correlation and regression analysis, fiscal progressivity of central transfers 
is observed only for the later part of the study. Assigning more weightage to income redistributive criteria will help 
for fiscal equalisation, but the same should not adversely affect the incentive of states to mobilise more revenues. 

Key Words: Pattern of Central Transfers, Inter-state analysis, Progressivity of central Transfers, Fiscal equalization, 
Federal Fiscal Transfers

INTRODUCTION

The Constitution of India, being federal in nature, has clearly provided the powers and functions of the Centre and the 
State governments in its seventh schedule. While, assigning such functions and powers to different tiers of government, 
the Constitution makers have also observed that this allocation of resources in terms of tax powers would not be adequate 
for States to undertake the functions assigned to them. Hence, provision has been made in the Constitution for revenue 
transfers from the Centre to States. Besides, these transfers should also address inter-State disparity in fiscal capacity and 
unit cost of providing public services; and spill-over issues. Central Transfers aim to supplement the fiscal need of low 
income states in providing basic services to people. Fiscal equity is one of important objectives of central transfers. Bu-
chanan (1950), Oates (1972) and Bradbury et al. (1984) emphasize on equity rationale of federal transfers. Fiscal capacity 
equalisation is one of the important requirements in federal fiscal transfers.

The revenue resource transfers to States are recommended by three important channels namely Finance Commission 
(FC), the Planning Commission (PC) and Central government Ministries and in terms of two ways: sharing of Central 
taxes and grant-in –aid. In Indian context, studies like Thimmaiah (1980), Chelliah et al. (1981), Rao and Aggarwal (1991), 
and Balasubramanian, Govindadass and Panda (2012) analyze on the progressivity and income equalization of central 
transfers. Panda(2016) verified the influence of political  partisan alignment and bargaining in central transfers. He found 
percapita State GSDP coefficient as positive and significant that questions the progressivity of transfers. Chelliah et al. 
(1981), Panda (2009), Panda and Nirmala (2013),Karnik and Lalvani(2005), Panda (2015) and Panda (2017) examined 
allocative effects of central transfers on tax effort and spending of states.
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The trend and pattern of these transfers from the aggregate as well as inter-State perspective are not static and they 
change extensively over time. Further, it is important to examine the inter-se share of states in central transfers and verify 
whether transfers are progressive. Here the main objective the paper is to analyse the trend and pattern of Centre-State 
fiscal transfers from an interstate perspective. 

The remaning of the paper is arranged in few sections. Data and methodology is given in Section- 2. Pattern of trans-
fers is analysed in section-3. Section -4 examines the progressivity of fiscal transfers and section -5 concludes the study. 

DATA AND METHODOLOGY

The study is based on secondary data obtained for Indian states for the period 1980-81 to 2007-08 from Central statistical 
organization (CSO) and State finances- a study of budgets, Reserve Bank of India ( RBI) and RBI Bulletin. The States are 
divided into two broad categories: (i) general category States (GCS), and (ii) special category States (SCS). SCS consist 
of mainly north-eastern States and hilly States that need special assistance from Central government considering its low 
fiscal capacity and high unit cost of providing services. The general category States are also known as non-special category 
States. Again, these GCS are regrouped into three categories namely high income States; middle income  States; and low 
income States, on the basis of their per capita GSDP. This standard classification of States is widely used by various FCs 
and public finance researchers. For facilitating easy comparison five yearly average figures are used for three periods viz. 
(i) 1980-85 (1980-81 to 1984-85), (ii)1990-95 (1990-91 to 1994-95), and (iii) 2003-08 (2003-04 to 2007-08). Percent ratio 
method has been used to analyze the pattern. Similarly, correlation and simple regression techniques have been employed 
in order to analyze the progressivity or fiscal equalization of central transfers. 

 PATTERN OF CENTRAL REVENUE TRANSFERS FROM  AN INTER-STATE 
PERSPECTIVE

In this section the trend in aggregate Central transfer to States and its various components are examined from an inter-State 
perspective. Here, instead of giving a partial picture of trend and pattern for selected states, all States are taken into account 
for the comparison. 

3.1: State’s inter- se share in percent to total transfers

Table 1 shows the percentage shares of each State and various categories of States in aggregate transfers over the three 
periods. It is observed that the shares of high income and middle income States have been declining over the study period, 
while the shares of low income and special category States have been increasing consistently. Among the high income 
States, Maharashtra received highest share (7.6 percent) of total transfers during 1980-85, which declined to 6.37 and 5.45 
percent during 1990-95 and 2003-08 respectively. Over the whole period the share of high income States declined by 3.88 
percent.  Andhra Pradesh among the middle income States and Uttar Pradesh from the low income States received highest 
share of transfers during all the three periods considered. The share of general category States has been declining over 
the whole study period, whereas for special category States it has been increasing. During the period of 2003-08, the ratio 
of GCS in aggregate is 79.64 percent, while it is 20.36 percent for SCS. Among the special category States, while Assam 
received the highest share during first two periods (viz., 1980-85 and 1990-95), Jammu and Kashmir got the highest share 
during 2003-08.

This pattern of transfers reveals that the Central transfers are becoming more progressive over the period of time and 
addressing horizontal imbalances among the States. Considering the resource deficiency of low income and special catego-
ry States, the share of transfers to them have been increased. This is due to the rearrangement of criteria and their relative 
weights by Tenth, Eleventh and Twelfth Finance Commissions, relatively more emphasizing the share grants in the latter 
period and special provision of grants for service sector developments in resource poor states.
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Table – 1:State’s Inter- Se Share in Percent to Total Transfers

State\Period 1980-85(A) 1990-95(B) 2003-08(C) B-A C-A

High income States 15.53755 12.62817 11.65359 -2.90938 -3.88396

Goa - 0.380422 0.181772 - -

Gujarat 4.429651 2.986641 3.383358 -1.44301 -1.04629

Haryana 1.585677 1.228561 1.118092 -0.35712 -0.46758

Maharashtra 7.600122 6.376446 5.452944 -1.22368 -2.14718

Punjab 1.922097 1.656098 1.517421 -0.266 -0.40468

Middle income States 28.25756 25.96052 25.25156 -2.29704 -3.006

Andhra Pradesh 7.192215 6.963841 6.866642 -0.22837 -0.32557

Karnataka 4.4398 3.748293 4.549444 -0.69151 0.109644

Kerala 3.391997 3.064341 2.552503 -0.32766 -0.83949

Tamil Nadu 6.543952 5.90215 4.942492 -0.6418 -1.60146

West Bengal 6.689595 6.281893 6.340475 -0.4077 -0.34912

Low income States 42.11476 42.29937 42.73338 0.184606 0.618621

Bihar 9.3798 9.193817 8.483337 -0.18598 -0.89646

Chhattisgarh - - 2.146989 - -

Jharakhand - - 2.699336 - -

Madhya Pradesh 7.221894 7.012722 5.759454 -0.20917 -1.46244

Orissa 5.290497 4.631264 4.5026 -0.65923 -0.7879

Rajasthan 4.855707 5.831571 5.07614 0.975865 0.220433

Uttar Pradesh 15.36686 15.62999 14.06552 0.263128 -1.30134

General category States 85.90986 80.88805 79.63852 -5.02181 -6.27134

Special category States 14.09014 19.11195 20.36148 5.021812 6.271342

Arunachal Pradesh - 1.155676 0.993489 - -

Assam 3.410675 4.667221 4.104909 1.256546 0.694233

Himachal Pradesh 2.41128 2.182241 2.242013 -0.22904 -0.16927

Jammu and Kashmir 2.512086 4.470421 5.087892 1.958335 2.575806

Manipur 1.329108 1.232124 1.201116 -0.09698 -0.12799

Meghalaya 1.080232 1.015641 0.82259 -0.06459 -0.25764

Mizoram - 1.111967 0.900272 - -

Nagaland 1.497931 1.319283 1.317827 -0.17865 -0.1801

Sikkim 0.488304 0.440775 0.494057 -0.04753 0.005753

Tripura 1.36052 1.516599 1.449098 0.15608 0.088579

Uttarakhand - - 1.748215 - -

All States 100 100 100 0 0

Source: Author’s own calculation  from basic data,Note: (-) indicates that the figures are not available for those years. 
These are mainly for the newly created States.
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Figure -1 shows the trend in shares of various categories of States in percent to total transfers for the period 1980-81 
to 2007-08.

Figure 1 Inter-State Share in Percent to Total Transfers: Categories of States

Source: Author’s own calculation from Basic data.

The figure shows that the share of general category States (in aggregate) as percent to aggregate Central transfers to all 
States has been continuously declining, except in the last few years. But, the share of SCS has been continuously increas-
ing except in the last few years, with minor fluctuations. The share of middle income States shows a mild declining trend. 
The share of high income States also exhibits a decreasing trend except in the last few years. But, in the initial few years, 
the share of low income States declined, after which it has been increasing and fluctuating around the 40 percent of total 
transfers. In sum, the trend of inter-state share indicates that share of low income States and special category States in total 
transfers has been increasing, while that of high income, middle income and general category States have been declining 
during the study period 1980-81 to 2007-08.

3.2: Central transfers to States in Per capita terms

Figure - 2 shows the trend in per capita aggregate transfers for various categories of states during the study period 1980-81 
to 2007-08.
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Figure 2 Growth of Aggregate Central Revenue Transfers in Per-capita Rupees:  Categories of States

Source: Author’s own calculation.

This is clearly seen in Figure – 2, that the trend of per capita aggregate transfers for special category States is an up-
ward and sharply rising. A distinct difference between the figures of SCS and that of other categories of States is revealed 
by the widening gap in the latter part of the study period. This indicates that per capita Central transfers to special category 
States are higher and continuously rising. However, the per capita transfers for other categories of States exhibit upward 
slopping trend but they appear to be more similar to each other.

3. 3: Central transfers to States as percent to State GSDP

Table - 2 shows aggregate Central transfers as a percent to GSDP for individual States, as well as for different categories 
of States on the basis of five yearly average figures for three specified periods. Considering the five yearly average figure 
for the period 2003-08, while the Central transfer as percent to GSDP is 2.25 and 4.28 for high income and middle income 
States respectively, the ratio is as high as 9.18 and 20.50 for low income States and special category States respectively. 
This indicates that the special category and low income States are highly dependent on Central transfers to finance their 
activities. A large amount of Central transfers go to them to supplement their poor resource capacity. Over whole period, 
that is from 1980-85 to 2003-08 (see C-A) the transfer-GSDP ratio has declined for high income States, but this ratio has 
increased for middle income, low income States and special category States. Among the general category states, while the 
highest transfer-GSDP ratio in percent is obtained for Bihar (17.31) during 2003-08, the lowest ratio is found for Haryana 
during the same period.  Among the special category states this ratio is the highest (56.34) for Arunachal Pradesh and the 
lowest (11.30) for Uttarakhand during 2003-08. 

Table – 2:State-Wise Growth of Aggregate Central Transfers as percent to GSDP

State\Period 1980-85(A) 1990-95(B) 2003-08(C) B-A C-A

High income States 2.762435 2.443659 2.252241 -0.31878 -0.51019

Goa - 7.553646 2.436961 - -

Gujarat 3.182219 2.507827 2.605736 -0.67439 -0.57648

Haryana 2.602601 2.189885 1.758779 -0.41272 -0.84382

Maharashtra 2.831812 2.455428 2.150733 -0.37638 -0.68108
Contd.
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Punjab 2.215857 2.151686 2.433375 -0.06417 0.217518

Middle income States 4.085619 4.363529 4.284923 0.27791 0.199304

Andhra Pradesh 4.902499 5.02509 4.852146 0.122591 -0.05035

Karnataka 3.823529 3.607815 4.402833 -0.21571 0.579304

Kerala 3.920683 4.358389 3.491159 0.437706 -0.42952

Tamil Nadu 4.30128 4.180759 3.67016 -0.12052 -0.63112

West Bengal 3.52568 4.472613 4.650003 0.946933 1.124323

Low income States 5.711157 6.785776 9.187203 1.074619 3.476046

Bihar 6.230793 7.681005 17.31533 1.450212 11.08454

Chhattisgarh - - 6.929392 - -

Jharakhand - - 8.38763 - -

Madhya Pradesh 4.97159 5.319863 8.604172 0.348272 3.632582

Orissa 7.911707 9.442005 9.41024 1.530298 1.498533

Rajasthan 5.140301 6.569829 6.502042 1.429528 1.361741

Uttar Pradesh 5.492612 6.735618 8.839681 1.243005 3.347068

General category States 4.313159 4.658841 5.060422 0.345682 0.747263

Special category States 11.95675 20.12867 20.50435 8.171919 8.547593

Arunachal Pradesh - 59.30437 56.34194 - -

Assam 6.127959 10.50055 12.22357 4.372594 6.095609

Himachal Pradesh 15.2345 16.14367 15.13338 0.909176 -0.10112

Jammu and Kashmir 10.15497 26.91823 32.72464 16.76325 22.56966

Manipur 31.60213 34.88324 42.74818 3.281111 11.14605

Meghalaya 26.93765 25.73678 21.52308 -1.20087 -5.41457

Mizoram - 63.54969 56.05834 - -

Nagaland 53.96524 39.64438 41.06187 -14.3209 -12.9034

Sikkim 50.62447 47.7737 46.44234 -2.85078 -4.18213

Tripura 21.75292 32.51175 27.14598 10.75883 5.393064

Uttarakhand - - 11.30051 - -

All States 4.740736 5.459044 5.969038 0.718309 1.228302

Source: Author’s own calculation 

The transfers–GSDP ratios for special category states are extremely high because the income mobilization in these 
states is low due to their geographical location and transfers given to them are higher for their special status.  

Figure-3 shows trend in aggregate Central transfers as percent to GSDP for various categories of states during the 
study period 1980-81 to 2007-08.
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Figure 3 Growth of Aggregate Transfers as percent to GSDP: Categories of States

Source: Author’s own calculation 

It is seen from the figure-3  that transfers as percent to GSDP has been increasing over the years with some fluctuations 
for middle income, low income, general category and all States. However, the increase is more pronounced for special cat-
egory States. Since 1997-1998, transfer-GSDP ratio for these categories of states continuously rising. The possible reason 
for this may the inclusion of all Central taxes in divisible pool by the recommendation of Tenth FC. But, the transfers as 
percent to GSDP for higher income States exhibit a downward trend with exceptions for last few years. 

Table 3 shows the growth of State’s share in Central taxes as percent to State’s GSDP considering the five yearly 
average figures for three periods.  While the sharing of revenues from Central taxes to States as percent to their GSDP has 
declined for high income and middle income States, the ratio of sharing taxes to GSDP has been continuously increasing 
for the low income and specially category States. This indicates the progressivity of transfers.

During the period 2003-08, the average ratio of States’ share in Central tax revenues to GSDP for all States is 3.39. 
During the same period, the ratio is the lowest (0.91 percent) for Haryana and the highest for Bihar (12.97). These patterns 
of share in central taxes indicate the progressivity of distribution of shares of revenues from divisible Central taxes. Share 
in Central taxes to States are only recommended by the Finance Commission (FC). From FC to FC, the criteria and weights 
have been changing for horizontal distribution of the sharable tax proceeds earmarked for States.  Due to change in practice 
of measuring the criteria and their relative weights, is the main reason of allocating more resource to low income states. 
Distance and inverse-income formulae criteria are two important criteria used by the FCs for devolution of resources 
among states . Since, the recommendation of Eleventh FC, a full convergence of distributive criteria has emerged. 62.5 per-
cent of weights assigned to distance criterion alone. As a result, in the latter part of the study period, the share of resource 
poor states in tax devolution increased.
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Table – 3:Growth of State’s Share in Central Taxes as percent to  GSDP

State\Period 1980-85(A) 1990-95(B) 2003-08(C) B-A C-A
High income States 1.794247 1.393868 1.180879 -0.40038 -0.61337

Goa - 3.817514 1.809861 - -
Gujarat 2.004992 1.43288 1.456509 -0.57211 -0.54848
Haryana 1.508233 1.217332 0.914101 -0.2909 -0.59413

Maharashtra 1.913105 1.427027 1.106096 -0.48608 -0.80701
Punjab 1.431174 1.186173 1.112237 -0.245 -0.31894

Middle income States 2.757862 2.634149 2.6683 -0.12371 -0.08956
Andhra Pradesh 3.078647 2.949782 3.010024 -0.12886 -0.06862

Karnataka 2.596163 2.115675 2.540678 -0.48049 -0.05549
Kerala 2.688146 2.56631 2.185418 -0.12184 -0.50273

Tamil Nadu 2.932625 2.634592 2.240447 -0.29803 -0.69218
West Bengal 2.504855 2.751988 3.09572 0.247134 0.590865

Low income States 3.477472 3.852284 6.548711 0.374812 3.071239
Bihar 4.330452 5.014469 12.97486 0.684017 8.644407

Chhattisgarh - - 4.658308 - -
Jharakhand - - 5.383431 - -

Madhya Pradesh 3.205989 3.065765 5.812959 -0.14022 2.60697
Orissa 3.789724 5.257794 6.07086 1.468071 2.281136

Rajasthan 2.830746 3.151149 4.052258 0.320403 1.221512
Uttar Pradesh 3.307026 3.708528 6.893817 0.401502 3.586791

General category States 2.75139 2.700433 3.322467 -0.05096 0.571077
Special category States 2.380121 6.505213 4.645662 4.125091 2.265541

Arunachal Pradesh - 15.19427 8.86593 - -
Assam 2.755344 3.867749 5.538973 1.112404 2.783628

Himachal Pradesh 2.089225 5.382524 2.216725 3.293299 0.1275
Jammu and Kashmir 1.907213 7.530306 4.519826 5.623093 2.612613

Manipur 2.762154 11.46415 7.309215 8.702001 4.547061
Meghalaya 2.718161 7.994262 5.418473 5.276101 2.700312
Mizoram - 20.50962 8.169341 - -
Nagaland 1.949153 13.23197 4.990333 11.28282 3.04118
Sikkim 1.085113 10.55211 10.09181 9.467 9.006694
Tripura 2.943291 12.03782 4.83702 9.094526 1.893729

Uttarakhand - - 3.159596 - -
All States 2.730556 2.897554 3.399737 0.166998 0.669182

Source: Author’s own calculation 

Figure – 4 displays the trend of share in central taxes as percent to GSDP for various categories of states during 1980-
81 to 2007-08.
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Figure 4 Growth of State’s Share in Central Taxes as percent to  GSDP: Categories of States

Source: Author’s own calculation 

It is observed from Figure - 4 that the ratio of share in Central taxes to States’ GSDP in percent for high income States 
exhibits a downward trend up to 2005-06, after which it is increasing. Similarly, the ratio for middle income States declines 
continuously up to 2001-02, after which it increases. For low income States this ratio increases continuously with little 
fluctuations. For special category States, though this ratio is very high and fluctuating, it increases over the study period. 

Figure-5 displays the trend of Central grants as percent to States’ GSDP for various categories of States during the 
period 1980-81 to 2007-08. Here, grants include statutory grants, plan grants and other grants from the Centre to States.

Figure 5 Growth of Grants of as percent to GSDP among Categories of states

Source: Author’s own calculation 
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The trend in grants-GSDP ratio shows two important breaks (in the form of minimum points), one in the year 1989-
90 and the other one in 1997-1998, for all categories of States. This may be attributed to change of FCs, their relative 
emphasis on role of grants and revenue collection of the Centre. Further, it is observed that the grants-GSDP ratio is com-
paratively higher for special category States than for the general category and other categories of States. Grants-GSDP 
ratio for special category States exhibits an upward trend with some fluctuations. It varies from 9.50 percent in 1980-81 to 
16.25 percent in 2007-08. 

The trends of grants-GSDP ratio for other categories of States also provide a similar pattern of movement, over the 
years, with few exceptions. The line representing the high income States remains at bottom, which indicates lower ratios 
of grant-GSDP in different years for high income States. From the year 1987-88 to 1997-1998, the ratio continuously 
declines for high income States, with the exception of the year 1993-94. After having increasing trend in the initial years, 
other categories of States also follow declining trend over the period 1991-92 to 1997-1998. But, since 1997-1998, the 
ratios for these categories of States including high income States have been continuously increasing except in the last year, 
where the ratio start declining for the high income States. During the last phase, the increase in grants-GSDP ratio is more 
pronounced for special category and low income States. 

FISCAL PROGRESSIVITY OF CENTRAL TRANSFERS

In order to observe the degree of association between per capita GSDP and per capita aggregate transfers to States, cor-
relation coefficient is obtained for the three periods considering five yearly average figures. The correlation coefficient is 
found to be 0.10, 0.17 and -0.15 for the periods 1980-85, 1990-95 and 2003-08 respectively. These figures indicate that 
the association is in the desired direction only in the latter period of the study, where a negative relationship is observed. 
The negative relationship between per capita transfers and per capita income is essential for fiscal capacity equalization. 

Per Capita fiscal transfers to states in a cross sectional framework for these three periods are alternatively regressed on 
Percapita GSDP in order to understand their association. Percapita GSDP coefficient (0.0231) found to be positive and sig-
nificant for the period 1980-85 . This indicates when per capita GSDP is higher, Transfers to states are also indicating over 
all transfers to be regressive and does not address the fiscal equity. For the second period though the coefficient (1.001) of 
Percapita  GSDP is positive and it is not statistically significant even at 10 percent level of significance. However, for the 
last period that is for 2003-08, the percapita GSDP coefficient (-0.723) is found to be negative and significant indicating 
progressivity of transfers. The main reason for this is assignment of more weightage to redistributive criteria like income 
distance.

So it is observed from the analysis that the progressivity in central transfers is more realized in the later part of the 
study.

CONCLUSION

The trend and pattern of Central revenue transfers have witnessed certain changes over the years due to the constant change 
of the principles and practices in sharing of Central taxes and distributing grants by different FCs, and other resource me-
diating agencies from period to period.  

During the study period, transfers to low income and special category States have increased as percent to their GSDP. 
It is also observed that the shares of high income and middle income States in percent to aggregate transfers have been de-
clining over the study period, while the same for low income and special category States have been increasing consistently. 
This indicates the progressivity of central transfers.

The main thrust of transfer scheme is to achieve fiscal capacity equalisation, which has been to some extent main-
tained by transferring more revenues to States with lower fiscal capacities like low income States and special category 
States. This equalisation seems to be more prominent in the latter part of the study period.
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