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SPECIAL ARTICLES

Budgetary Surpluses of Telengana

C H Hanumantha Rao

The purpose of this paper is not so much to give a precise estimate of Telengana surpluses as to
attempt a clarification of some of the main issues relevant to this problem and to suggest a procedure for

estimating the surpluses.

Limitations of data, especially those arising from the allocation of joint expenditures, will have
to be overcome before the true figure of Telengana surpluses can be arrived at.

The analysis attempted in this paper does, however, suggest that the surpluses could be substantial.
Even if a 20 per cent margin of error is applied to the estimate made here, the surpluses would amount
to not less than 64 per cent of the Third Plan outlay for Telengana.

THERE have been complaints that
the Telengana region has not got its
due share in the public expenditure of
Andhra Pradesh State ever since its
formation in 1956. At the request of
the State Chief Minister in January
1969 for an independent investigation,
the Comptroller and Auditor General
of India deputed K Lalit, an officer
of the rank of Accountant General,
for determining the exact quantum of
Telengana surpluses for the period from
1-11-1956 to 31-3-1968. These surpluses
(or the difference between the amount
that ought to have been spent and the
amount actually spent for Telengana)
were to be computed on the basis of
the principles agreed to by all the
political leaders on January 19, 1969.
Lalit submitted his Report in March
1969. Apart from his estimates of
Telengana surpluses, Lalit’s Report
contains comprehensive data regarding
annual receipts and disbursements
under major heads for the 12-year
period.

In the wake of widespread discontent
-in Telengana, the Government of India
constituted a high-powered committee
in April 1969, under the Chairmanship
of Justice V Bhargava, to determine
the Telengana surpluses for the period
from 1-11-1956 to 31-3-1968; to deter-
mine the sum which ought to have been
spent on the development of the Telen-
gana region but remained unspent on
March 31, 1968; and to evolve and
recommend precise principles for deter-
mining such surpluses in future. The
Committee is now working on the
problem and is expected to submit its
report shortly.

Meanwhile, sharp differences of opi-
nion have persisted between the Gov-
ernment of Andhra Pradesh and the
Telengana Regional Committee (also
called the Andhra Pradesh Regional

Committee consisting of the members
of Legislature from Telengana) concern-
ing the criteria for the allocation of
receipts and expenditure between the
Telengana and Andhra regions. Neither
the Government nor the Telengana lea-
ders scrupulously adhered to whatever
understanding and agreements had
been arrived at. The criteria have been
revised frequently from both the sides.

This paper is primarily an attempt to
examine these principles from the
standpoint of an economist and to
suggest a procedure for estimating
Telengana surpluses. An attempt has
also been made to estimate the magni-
tude of Telengana surpluses by using
this procedure. The data used are those
contained in Lalit’s Report which has
since been published by the Government
of Andhra Pradesh.

We use the term ‘Budgetary  Sur-
pluses’ to include surpluses on Revenue
as well as Capital account. These
‘surpluses’ should not be taken to mean
amounts which have remained unspent
in Andhra Pradesh and have been
accumulated into reserves for the pur-
poses of future developmental expen-
diture, for, no such accumulated reserves
seem to <xist in Andhra Pradesh now.
Telengana surpluses are the amounts
which ought to have been spent in
Telengana but have been diverted for
expenditure in the Andhra region.
Therefore, these surpluses represent the
difference between the due share of
Government expenditure for Telengana
and the actual share. It is clear that
such surpluses, if any, represent over-
expenditure in the Andhra region.
These amounts would have to be re-
imbursed from the future budgetary
share of Andhra region for purposes
of expenditure in Telengana if the
balance in public expenditure between
the two regions is to be restored.

I

Telengana Surpluses on
Revenue Account

For estimating Telengana surpluses
on the Revenue account we follow the
principle laid down in the Gentlemen’s
Agreement of 1956 that “the balance
of (revenue) income from Telengana
should be reserved for the expenditure
on the development of Telengana area”.
We use the figures of revenue receipts
and expenditure given in Lalit’s Report.
This means that the procedure followed
by the Government of Andhra Pra-
desh for allocating receipts and expen-
diture to the Andhra and Telengana re-
gians remains unmodified. This proce-
dure is open to criticism in certain
respects. It is free from criticism in
regard to many items which are specific
to each region: Land revenue receipts
and expenditure on schools or minor
irrigation are among such heads. The
difficulty arises in regard to the receipts
accrued and expenditure incurred jointly
for the State as a whole. For instance,
the State’s share in  Union  Excise
Duties, grants-in-aid from Central
Government, etc, and the expenditure
relating to general administration have
been apportioned between the Andhra
and Telengana regions in the 2 :1 ra-
tio. This is assumed to be the popula-
tion ratio between the two regions and
was affirmed time and again by the
Government as well as the Telengana
leaders.

However, according to the 1961 Cen-
sus the population of Telengana con-
stituted 35.3 per cent of the State
population! as against 33.3 per cent
implied in the above ratio. The discre-
pancy of 2 percentage points in ihe
allocation of receipts and expenditure
over a period of 12 years can make
a significant difference to the magnitude
of surplus or deficit. This will become
clear later in this paper. The appor-
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tionment of capital expenditure on 2 : 1
(66.7 : 33.3) basis yields a deficit of
Rs 14 crores for Telengana whereas
apportionment on the basis of actual
population (ie 64.7:35.3) turns this defi-
cit into a surplus of about Rs 3 crores.
The use of 2:1 ratio is, therefore,
inequitous, especially because nearly 80
to 90 per cent of revenues accruing
from the Central divisible pool and
other Union taxes are distributed among
the States strictly on the basis of
population. )

However, we had to use the figures
as they are because there is no way of
identifying from the available data all
the heads, especially in regard to
expenditure, which have been appor-
tioned on the 2 :1 basis. There is no
doubt, however, that a reallocation of
receipts and expenditure on the basis
of population is called for in the inter-
ests of equity. Our estimate of revenue
surplus would thus be subject to revi-
sion on this account.

A major point of controversy in
regard to the allocation of recepts re-
lates to the grants-in-aid from Central
Government under Article 275 of the
Constitution.. Lalit has argued that
“successive finance .commissions had
recommended the payment of grants
to State Governments t0 cover revenue
gaps. Strictly speaking, the amounts
received from the Government of India
under this head insofar as statutory
grants are concerned should be allo-
cated between the two regions, on the
proportionate  overall revenus gap
existing between the two regions . . .72
However, Lalit followed the prevailing
practice of apportioning these grants
on 2:1 basis in view of the agree-
ment to this effect between the Chief
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fore, a substantial portion of potential
deficit has been covered by grants-in-
aid.

However, these grants were intended
to cover the anticipated deficits during
the period of the Plan concerned and
not the actual deficits incurred in the
past. The anticipated deficits were
worked out by the Finance Commis-
sions largely on the basis of the pro-
jections of revenue and expenditure
submitted by the State Governments.
The estimates of budgetary gaps were
governed by a number of factors such
as “the liability arising out of the
changed pattern of Central assistance
for post-stage II community develop-
ment blocks . . . grants to univers.ties

. revision of pay scales in several
States, reorganisation of police and
district administration, introduction and
extension of Panchayati Raj, continu-
ance of subsidised sale of foodgrains,
special relief measures, etc”.4

In their memoranda to the successive
Finance Commissions the Government
of Andhra Pradesh focused on the
needs of the backward regions of the
State. The following extracts bear this
out :

“The poverty and helplessness of the
ryots in these areas (Rayalaseema
and Telengana) is appalling. Irriga-
tion facilities are poor . . . There are
no major industries which could pro-
vide alternate employment for edu-
cated classes and labour in urban
areas and the landless poor in the
rural areas. Inadequacy of power
supply is also coming in the way of
development of small industries. Edu-
cational facilities, health services and

communications are alsp very poor,
particularly in the Telengana area. . .
It is hoped that the Finance Com-
mission will make suitable recom-
mendations for special financial assist-
ance by way of additional grants-ia-
aid to the States which are backward
in the fields of industrial develop-
ment, education, health services,
communications, etc . . . This Gov-
ernment requests that besides con-
tinuing the grant-in-aid of Rs 4 crores
per annum that is now being given
by the Centre (under the Second
Finance Commission Award) an addi-
tional grant-in-aid of at least Rs 6
crores per annum may be recom-
mended for the Third Plan period to
cover at least a part of the antici-
pated deficit.”’s
It is thus clear that the State Gov-
ernment requested for granis-in-aid in
order to cover part of the anticipated
deficit as a result of expenditures
planned mostly for the development of
backward regions. In practice, however,
the expenditure pattern was such as to
create a sizeable revenue deficit for
the Andhra region and surplus for the
Telengana region. Table 1 shows that
whereas revenue receipts of Telengana
(including one-third of grants-in-aid)
constituted 41.7 per cent of State re-
ceipts, its revenue expenditure was
only 36.8 per cent of State' expendi-
ture. Andhra region, on the other hand,
showed a sizeable revenue deficit des-
pite the fact that two-thirds of grants-
in-aid are included in its revenue receipts.
The distribution of grants-in-aid in
proportion  to the actual deficit is,
therefore, unjust.

It may be argued that the areas whose

TaABLE 1: REVENUE RECEIPTS AND EXPENDITURE OF ANDHRA PRADESH

(Rs crores)

Minister and the Chairman of the Receipts Expenditure
Telengana Regional Committee. But the

question as to how these grants-in-aid Year Telen-  Andhra f; ?frCCofnlt Telen- Andhra };‘}rcgf%t
ought to be apportioned remains un- gana Pradesh () g1 2 gana Pradesh (  Aois
resolved. ) ) 3) @ (s) (6)

It is true that successive Finamce o5 e 1094 2544 430 6.45 2298 281
Commissions have recommended these .5, oo 2245 6233 360 18.97 ss.11 344
grants to States for meeting a substan- 0 o 2667 6152 395 22.43 63.42 354
tial portion of deficits in thFlr Revenue 421 25.98 74.63 34.8
budgets. The Third Finance Comm:s- 1959-60 34.52 81.95 . : . >
sion observed, for instance, that “the 1960-61 33.52 8528 39.3 30.00 84.98 35.3
total amount of grants-in-aid should 1961-62 38.10 85.76 44.4 33.81 90.63 37.3
be of an order which would enable 1962-63 45.07 105.34 42.8 38.38 100.80 38.1
the States, along with any surplus out 1963-64 50.92 126.59 40.2 42.29 115.94 36.5
of the devolution, to cover 75 per cent  1964-65 53.76 131.57 40.9 47.65 127,13 375
of the revenue component of their  1965-66 60.87 138.56 43.9 55.55 146.34 38,0
plans”.3 Although Andhra Pradesh  jag6_67 70.44  157.25 44.8 63.76 169.67 31.6
had a surplus of about 10 crores on 4967 gg 6720 16586  40.5 65.26 171.40 38.1
Revenue Account over the 12-year
period (see Table 3), it would show Total 514.46 1233.45 41.7 450.53.‘ 1223.01 36.8‘4
a significant deficit if we exclude grants-  Source: K Lalit: “Report on the Quantum of Telengana Surpluses”, deciiod 1V,

in-aid from revenue receipts. = There- Government of Andhra Pradesh, 1969.
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per capita tax revenue is lower should
be given preference for extend.ng
grants-in-aid, especially where the lower
tax revenue is due to factors such as
low per capita income or the introduc-
tion of prohibition. The Andhra region,
one might argue, deserves considera-
tion because prohibition was introduced
in this area, The Third Finance Com-
mission stated, for instance, that in
determining the budgetary gap of each
State, they had “taken full account of
the impact of prohibition on the re-
venues of the States where this has
already been introduced”.®

It is, therefore, necessary to exa-
mine whether the grants-in-aid actual-
ly made to different States reveal any
precise relationship with their per capita
tax revenues, This is important because
successive Finance Commissions regard-
ed the tax effort of States as one of
the basic considerations governing
grants-in-aid. Summarising these princi-
ples, Asok Chanda, the Chairman of
the Third Finance Commission observes.
“Liberal assistance to a State which had
not used its taxing power adequately
to narrow its budgetary gap would
prove to be an inducement to it not
to increase taxation. Secondly, it would
benefit the more affluent tax-paying
section of the population and not the
poorer sections for whom federal assis-
tance should obviously be granted.”?

Table 2 gives a comparison of grants-
in-aid to different States during the
four-year period covered by the
Second Finance Commission (ie, from

1957-58 to 1960-61) with the State re-.

venues (excluding grants-in-aid) and
per capita income of the States. State
revenues include the State’s share in
Central taxes, eg, excise duties, in-
come tax and estate duties. These re-
venues are distributed among  States
largely on the basis of population.
Therefore, State-wise differences in per
capita revenues (col 3 of Table 2) re-
flect the disparities in the mobilisation
of revenues by the States. There is no
systematic relationship between per capi-
ta grants-in-aid on the one hand and per
capita State revenues or per capita in-
come on the other. The analysis given in
the Appendix shows virtually no correla-
tion between them. In view of this ex-
‘perience it would be difficult to argue
that the Andhra region should be entitled
to a larger per capita grants-in-aid than
Telengana because of its low per capi-
ta revenues resulting from the introduc-
tion of prohibition. Nor can it be argu-
ed that the per capita grants-in-aid
allocated to Telengana should have
been larger because of its low per

TABLE 2:

October 18, 1969

GRANTS-IN-AID AND STATE REVENUES

(Annual Average of the four-year period, 1957-58 to 1960-61,
covered by the Second Finance Commission)

(Rs per capita)

State per Copita  p PTCopitaState | Per Canit
Grants-in-Aid 1960-61
m 2) 3) )
Assam 9.06 19.08 333.34
Orissa 4.70 11.62 276.22
Mysore 4.70 25.31 304.71
West Bengal 4.02 19.93 464.62
All States 3.67 18.05 334.54
Rajasthan 3.40 14.98 267.43
Kerala 3.38 18.38 314.86
Andhra Pradesh 3.20 17.14 287.01
Madhya Pradesh 3.12 16.12 285.35
Bihar 2.89 11.00 220.69
Punjab 2.85 23.48 451.31
Tamil Nadu 2.77 20.01 334.09
Uttar Pradesh 1.87 14.99 297.35
Bombay 1.76 22.66 468.54*

* The figure relates to Maharashtra.

Sources ;
pp 101, 104-107.

(1) Government of India, “Report of the Finance Commission”, 1961

(2) National Council of Applied Economic Research, ‘“Distribution
of National Income by States 1960-61", p 9.

TABLE 3:

TELENGANA SURPLUSES ON REVENUE ACCOUNT

(Rs crores)

Revenue Surplus (+) / Deficit (—) 37.5 Per p?:st (S+u§-[
Year Aodh antl gf th_f:icitz(—):
ndhra 0. ol 2 —
Andhra Telengana Pradesh Col 4
) ) 3) )] -
1956-57 — 2.03 + 4.49 + 2.46 +0.92 + 3.57
1957-58 + 3.74 + 3.48 + 7.22 +2.71 + 0.77
1958-59 — 0.14 + 4.24 + 4.10 +1.54 + 2.70
1959-60 — 1.22 + 8.54 + 7.32 +2.75 + 5.79
1960-61 — 322 + 3.52 + 0.30 +0.11 + 3.41
1961-62 —9.16 + 4.29 — 4.87 —1.83 + 6.12
1962-63 — 2.15 + 6.69 + 4.54 +1.70 + 4.99
1963-64 + 2.02 + 8.63 +10.65 +3.99 + 4.64
1964-65 — 167 + 6.11 + 4.44 + 1.67 + 4.44
1965-66 —13.10 + 5.32 — 7.78 —2.92 + 8.24
1966-67 —19.10 + 6.68 —12.42 —4.66 +11.34
1967-68 — 7.48 + 1.94 — 5.54 —2.08 + 4.02
Total —53.49 +63.93 +10.44 +3.90 +60.03

capita income. Population seems to be
the only reasonable basis for appor-
tioning grants-in-aid among the two re-
gions. This procedure derives strength
from the fact that among different
States, there is a significant correla-
tion between grants-in-aid and popu-
lation (see Appendix).

Between different States, there is a
significant positive correlation between
per capita State revenues and per capi-

ta income. The statistical analysis shows
that, on an average, an increase in per
capita income by one rupee is associat-
ed with an increase of 4 paise in per
capita tax revenues (see Appendix). In
other words, a 1 per cent rise in per
capita income is associated with 0.73
per cent increase in per capita tax re-
venues. If this All-India experience is
taken as a norm, then per capita tax
revenues of the Andhra region should
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TABLE 4: CENTRAL ASSISTANCE TO STATES FOR THIRD PLAN IN RELATION TO
STATES’ CONTRIBUTION AND INCOME

(Rs per capita)

tate" State
State Acs:sciI;:;?xlce Constribuiion Ilggg_’gf
(1) ) 3) 4
Jammu and Kashmir 171.60 0.73 289.02
Assam - 84,23 27.21 3 3.34
Rajasthan 80.12 24.46 267.43
Orissa 77.82 49.73 276.22
Kerala 72.12 35.49 314.86
Madhya Pradesh 67.76 21.25 285.35
Mysore 66.46 40.00 304.71
Punjab 66.21 59.04 451.31
Andhra Pradesh 61.29 34.54 287.01
All States 58.33 38.25 334.54
Tamil Nadu §5.51 46.23 334.09
Gujarat 54.12 61.14 393.39
Uttar Pradesh 48.30 27.66 297.35
Bihar 46.47 24.94 220,59
West Bengal 44.36 41.57 464.62
Maharashtra 42.22 67.54 468.54

Sources: (1) Government of India, Fourth Five-Year. Plan, 1969-74, Draft, p 75

(for cols 2 and 3).

(2) Government of India, Report of the Finance Commission, 1961,

p 101 (for population figures).

(3) National Council of Applied Economic Research, “Distribution of
National Income by States, 1960-61” (for col 4) p 9.

TABLE 5: NET QuTPUT PER CAPITA AND AGRICULTURAL WAGE RATES

(Rs
Telengana Rayalaseema Delta
Annual net output per capita 146.56 103.26 479.45

Agricultural wage rates
(i) Permanent labour (per annum) 22500 415.00 500.00
(ii) Casual labour (per day) 0.93 1.25 1.23
TABLE 6: TELENGANA SURPLUSES ON CAPITAL ACCOUNT
{Rs crores)

Capital Expenditure

Year 3C7.StPefr lS)urﬁpl‘us +V
a N
Telengana Andhra Col 2 ol 3 Co §
) 2) 3 4
1956-57 5.84 22.48 8.43 + 2.59
1957-58 25.20 73.72 27 65 + 245
1958-59 20.42 57.79 21.67 + 125
1959-60 36.50 89.96 3374 — 2.76
1960-61 36.60 96.80 36.30 — 0.30
1961-62 39.95 105.37 39,51 — 0.44
1962-63 33.44 ' 97.99 36.75 + 3.31
1963-64 50.60 132.96 49.86 — 0.74
1964-65 42.49 112.06 42.02 — 0.47
1965-66 55.52 168.53 63.20 + 7.68
1966-67 107.16 302.07 113.28 + 6.12
1967-68 73.14 204.69 76.76 + 3.62
Total 526.86 1464.42 549.17 +22.31

Source: K Lalit: “Report on the Quantum of Telengana Surpluses”, Section IV,

Government of Andhra Pradesh, 1969

Qctober 18, 1969

have been higher than in Telengana
because per capita income of Andhra
is higher. If we assume that per capi-
ta income of the Andhra region is
higher by 25 per cent when compared
to that of Telengana (this is substan-
tiated later), then the per capita tax
revenues in Andhra should have been
higher by 18.25 per cent (0.73 x 25).

Actually, however, the per capita tax
revenue (excluding grants-in-aid) in An-
dhra for the 12-year period under study
was Rs 260 compared to Rs 352.35 for
Telengana, ie, it was lower by 26 per
cent. Ignoring the differences in per
capita income, if Andhra had the same
per capita revenue as Telengana, An-
dhra region would have mobilised Rs
92 more per capita or Rs 214 crores
over 12 years. If we take into account
the higher per capita income of An-
dhra and apply the all-India experi-
ence, the per capita tax revenue in
Andhra should have been 18.25 per
cent higher than in Telengana. This
would have added another Rs 148 crores
bringing the total additional revenues
to Rs 362 crores.

There is no reason to believe that
the tax revenues foregone in Andhra
owing to the introduction of prohi-
bition could not have been made good,
at least in part, by other tax mea-
sures. Prohibition does not reduce the
incomes of the people at large but only
diverts the part of incomes either for
savings or for expenditure on other
goods and services. But assuming that
the loss of revenues due to prohibi-
tion could not have been made good,
what is the probable extent of loss on
this account? The net revenue from
excise duties in Telengana (after de-
ducting revenue expenditure on this
head) works out to Rs 10241 crores
or Rs 8064 per capita for the 12
years. Assuming that excise duties
would have yielded the same per capita
revenues in Andhra, the total amount
works out to Rs 187.80 crores. If we
deduct from this the actual excise re-
venues (net) in Andhra of about §
crores, the probable extent of loss due
to prohibition amounts to Rs 182.80
crores. This estimate, based as it is
on the excise revenues of Telengana,
is likely to be on the high side be-
cause parf of the Andhra demand for
the prohibited commodity is now
satisfied in Telengana which raises the
per capita excise revenue of this
region,

It is clear from the above, that even
when full allowance is made for the
loss of revenue owing to prohibition
and no adjustment in tax revenues is
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made for higher per capita income, it
was possible to mobilise Rs 31 crores
(214—183) more in Andhra. If adjust-
ment is made for higher per capita
income and full allowance is made for
the loss due to prohibition, about Rs
179 crores (362—183) could have been
mobilised from the Andhra region
which is more than sufficient to cover
its revenue deficit of Rs 53 crores dur-
ing the 12-year period.

The Telengana Regional Committee
has been insisting ever since 1959 that
“half of the overspent amount in
Andhra revenue account should be
added to the Telengana surpluses as
the Government ought to have spent
more in Telengana than its income”.8
At one stage, the State Government
also committed itself to this principle.
In their letter to Lalit dated 28-2-1969
the Government “clarified that the
Telengana surpluses of each year
should be computed by adding to the
net revenue surpluses of Telengana re-
gion of that year half of the revenue
deficit of Andhra area”.9 However, on
second thoughts, the Government clari-
fied further on 6-3-1969 that “what
was meant by revenue deficit in their
letter of 28-2-1969 was that where capi-
tal receipts like loans from Government
of India, <etc, had been diverted to
fill in the revenue gap of Andhra, half
of the capital receipts so diverted
should be added to the Telengana sur-
pluses”.10 Consequently, Lalit decided
to ignore the Andhra deficit altogether
while computing Telengana surpluses on
the ground that “it was not possible
from the accounts to specify from what
particular source the revenue deficit
has been met”.11

However, this question cannot be
ignored as it has a direct bearing on
the method of computing the net re-
venue surpluses of Telengana. Andhra
Pradesh has a composite budget and
the revenue surplus or deficit for the
State as a whole represents the net
position after the surplus or deficit
of each of the two regions have been
adjusted. Table 3 shows that during the
12-year period under study Andhra
Pradesh had a revenue surplus of Rs
10.44 crores after adjusting the Andhra
deficit (Rs 53.49 crores) against the Telen-
gana surplus (Rs 6393 crores). This im-
plies that a good part of the Telengana
revenue surplus has been diverted to
Andhra for meeting its revenue deficit.
The remaining part (Rs 10.44 crores)
being the revenue surplus of the State
can be considered to have been divert-
ed to the capital account of the State.
Since a part of this amount has been

spent for Telengana on capital account,
adjustments needs to be made for this,
before arriving at net Telengana sur-
pluses on revenue account. For reasons
discussed later in this paper, we are
allocating 37.5 per cent of the capital
expenditure of the State for Telengana
instead of the prevailing practice of
allocating 33.3 per cent. Therefore, 37.5
per cent of the revenue surplus of the
State (i€, 3.90 crores) will have to be
deducted from the revenue suiplus of
Telengana (Rs 63.93 crores) as estimat-
ed by Lalit, for arriving at the net re-
venue surplus (Rs 60.03 crores).

This is the overall picture for 12 years.
But what does this principle imply for
the years when the State has a revcnue
deficit? Revenue deficit incurred for the
State as a whole can be considered to
have been covered by  diverting the
capital receipts or amounts from any
other sources which could alternatively
be used for expenditure on capital
account. That is to say, revenue deficit
of the State represents the expenditure
sacrificed on capital account. Therefore,
Telengana’s share in the amount fore-
gone (ie, 37.5 per cent of the State’s de-
ficit) needs to be added to the revenue
surplus of Telengana of that year for
arriving at the net revenue surplus (see
Table 3). Indeed, this appears to be
the meaning of the suggestion contained
in the Government’s letter to Lalit
mentioned above.

Net revenue surpluses of Telengana
thus worked out represent overspending
in Andhra. This should be so unless
the revenue surpluses of Telengana
have been accumulated into reserves
which are available for  expenditure
now. Since no such accumulation has
been in evidence, this amount needs
to be reimbursed from the share of
Andhra receipts in future, if the balance
of expenditure between the two regions
is to be restored. To the extent this
amount is reimbursed from the future
share of the Andhra region, the latter
will cease to have the benefits of over-
spending in the past. Therefore. the
contention of the Telengana Regional
Committee that half of the revenue
deficit (or overcxpenditure) of Andhra
should be added to Telengana surpluses
is unreasonable.

However, Telengana's claim would
stand to reason if its surpluses are not
reimbursed from the future share of
Andhra but are met from the third
source. say, Central Government. But
in such an event, it is not the half of
Andhra deficit on revenue account
alone that needs to be added to the
Telengana surpluses. The aggregate of
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Telengana surpluses on revenue as well
as capital account along with any in-
terest that is agreed upon, would re-
present overspending in Andhra and,
therefore, half of this amount should
be added to Telengana surpluses, if the
balance in public expenditure between
the two regions is to be restored. If
the correct population ratio for Telen-
gana (35.3 per cent) is used, then the
aggregate of surpluses should be
raised by 54.5 per cent instead of 50
per cent only. The same procedure
needs to be followed if Telengana sur-
pluses are to be set aside from the
receipts of the State first before appor-
tioning the remaining receipts between
the two regions. This is necessary, if
the amount of Telengana surpluses is
to remain the same as when it is set

aside from Andhra’s share of the
State receipts.
11
Telengana Surpluses on Capital
Account

Following the accord of January 19,
1969, mentioned earlier, Lalit worked
out Telengana surpluses (or deficits) on
capital account as the difference between
one-third of the total capital expen-
diture of the State and the actual capi-
tal expenditure in Telengana. In the
gentlemen’s agreement of 1956, however,
there was no reference to the ratio
to be applied while allocating capital
expenditure. The Government and the
Telengana leaders are agreed that capital
receipts are not to be taken into ac-
count while calculating surpluses on
this account, presumably because the
bulk of the capital expenditure is met
from loans and assistance from the
Central Government and overdrafts
from the Reserve Bank.

Since the allocation of capital ex-
penditure in the 2:1 ratio between the
Andhra and the Telengana regions is
based on the population ratio, it is
only proper that the correct population
ratio  (64.7 : 35.3) is used, especially
because the bulk of Plan asistance to
States from the Central Government is
allocated on the basis of population.
There is, for instance, a very high cor-
relation between the population of the
States and the Central assistance to
them for the Third Plan. The inter-State
variation in population explains as
much as 86 per cent of variation in
Plan assistance from the Centre for
the Third Plan (see Appendix).

Apart from the population, econo-
mic backwardness of the region as in-
dicated by its per capita income may
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be an important criterion for allocat-
ing capital expenditure. The ability of
the region to mobilise its own resources
has been regarded as yet another fac-
tor favouring more Central assistance.
The Telengana Regional Committee ‘has
often pleaded for the distribution of
Central assistance to the Andhra and
Telengana regions in proportion to the
own resources of these regions. But
whereas the planners have been expli-
cit on population and backwardness or
per capita income as factors governing
Central assistance, the position has by no
means been straightforward in regard to
the own resources of the States deter-
mining Plan assistance. The Third Five-
Year Plan clearly states that “in asses-
sing needs and problems, such factors
as population, area, levels of income
and expenditure, availability of oertain
services, eg, roads, schools, hospi-
tals . . . were taken into account”.12
On the question of own resources, how-
ever, the approach was flexible: “care
was taken to see that States whose
resources were unavoidably small did
not have to limit development to a scale
which was altogether insufficient, mere-
ly because of paucity of resources. At the
same time States which were able to
make a larger effort in mobilising their
own resources could undertake develop-
ment on an appropriate scale.”18
Table 4 shows that among 9 States
whose per capita Central assistance for
Third Plan was above the average (of
all States), as many as 8 States had
per capita income below the average.
Out of the 6 States with below aver-
age Central assistance only 2 States
have per capita incomes significantly
below the average. The statistical ana-
lysis of these figures given in the

TABLE 7: PuBLIC CORPORATIONS — TELENGANA SURPLUSES ON REVENUE ACCOUNT
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Appendix shows that, on an average, a
one rupee increase in per capita income
is associated with a decline in per capita
Central assistance to the extent of about
7 paise. In other words, a 1 per cent
increase in per capita income is asso-
ciated with a 0.36 per cent decline in
per capita Central assistance.

There is no positive correlation bet-
ween per capita Central assistance and
State’s per capita contribution (see
Appendix). On the other hand, there is
a mild negative association between per
capita Central assistance and per capita
State’s contribution. However, this may
not imply that per capita Central assist-
ance was lower because of higher pet
capita contribution of own resources.
This relationship arises because per
capita contribution is generally higher

in States where per capita income is -

higher and higher per capita income is
associated with lower per capita Cen-
tral assistance. .

A strong positive relationship exists
between per capita income and own con-
tribution of resources: A one per cent
increase in per capita income of the
State is associated with a 1.18 per cent
increase in own contribution. In view
of this experience the own contribu-
tion of the Andhra region can be re-
garded as poor when compared to
Telengana’s. The own resources of
Telengana constituted 42.6 per cent of
State resources for the Third Planl4
(much higher than its population ratio
of 35.3 per cent) despite its per capita
income being lower than the Andhra
region’s. However, we are ignoring this
factor in the allocation of capital ex-
penditure between the two regions in
view of the absence of any significant
relationship between per capita contri-

bution and Central assistance amwong
States for the Third Plai. The ex-
perience of Central assistance to States
discussed above strongly suggests the
fairness of population and per capita
income as the criteria for allocating
capital expenditure between the Andhra
and Telengana regions.

There are no separate estimates of
per capita income for these regions. It
is, however, possible to make a rea-
sonable assumption as to the probable
differences in the per capita incomes
of these regions on the basis of the
data on irrigation facilities, agricultural
incomes and agricultural wages, etc.

Whereas Telengana accounted for
35.3 per cent of State’s population and
41.8 per cent of State’s area,lB its share
in irrigated acreage was only 279
per cent in 1965-66.18 Thus irrigated
acreage per capita was higher . in
Andhra to the extent of 41.5 per
cént when compared to that in
Telengana. A study made by this writer
in 1958-59 revealed the position as
shown in Table 5 in regard to the net
agricultural output and wages.17
Even if equal weight is given to the
Rayalaseema and the Delta regions,
the net agricultural output per head
works out to be Rs 29140 in the
Andhra region or 100 per cent higher
than in Telengana. The same holds
true in regard to the wages of per-
manent labour while the wage rates
of casual labour work out to be 34.4
per cent higher. Since agriculture is
a major sector in the State contribut-
ing as much as 60 per cent to the
State income,18 it would be reasonable
to assume that the per capita income
of the Andhra region would be at

(Rs crores)

Net Revenue

Revenue Surplus (4-)/Deficit (—) 37.5 Per N Ly

Year Andhra Telengana Andhra Cent of Deficit (—):

Pradesh Col 3 Col 2—Col 4

(n 2) 3) 4) &)}

1958-59 + 0.03 +0.35 + 0.38 +0.14 +0.21
195960 — 1.00 +0.05 — 095 —0.36 +0.41
1960-61 — 1.11 —0.21 - 1.32 —0.50 +0.29
1961-62 — 1.47 —0.32 - 179 —0.67 +0.35
1962-63 — 2.80 —1.62 — 4.42 —1.66 —0.04
1963-64 — 1.02 —0.49 — L.51 —0.57 +0.08
1964-65 — 131 —0.85 — 2.16 —0.81 —0.04
1965-66 — 2.74 -1.74 — 4.48 —1.68 —0.06
1966-67 — 4.05 —1.87 — 592 —-2.22 +-0.35
1967-68 ‘— 0.58 +0.36 — 0.22 —0.08 +0.44
Total —1605 —634 —2239 —8.41 +2.07

Source: K Lalit: “Report on the Quantum of Telengana Surpluses”, Section TV.
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least 25 per cent higher than that of
Telengana. *

If we apply the experience of Central
assistance for State plans, viz, a
1 per cent increase in per capita in-
come should be associated with a
0.36 per cent decline in per capita
Central assistance, the per capita assis-
tance for the Andhra region should be
9 per cent (0.36 x 25) lower than for
Telengana. By weighting the population
ratio (35.3 :64.7) with the ratio of
per capita Central assistance (1 : 0.91)
we get the allocation ratio between
the two regions as 35.3 : 58.9. On this
basis the shares of Telengana and
Andhra regions in the capital expendi-
ture of the State would be 37.5 per cent
and 62.5 per cent respectively. Thus
the additional share for Telengana due
to its low per capila income amounts
to 2.2 per cent of State expenditure.
In other words, the wecight of per
capita income in the allocation of capi-
tal expenditure for Telengana is ab-
out 6 per cent. This is considerably
less than 10 per cent, proposed to
be allocated to States on account of
low per capita income during the
Fourth Plan period.1®

We have computed the Telengana
surpluses on capital account as the
difference been 37.5 per cent of State's
capital expenditure and the actual capi-
tal expenditure for Telengana. The
actual capital expenditure includes a
few items, eg, capital outlay on Elec-
tricity Schemes, Payment of Commut-
ed Value of Pensions, Floating Debt
and Other Loans and appropriation to
the Contingency Fund, the expenditure
on which is jointly incurred and has,
therefore, been apportioned by the
Government on 2 : 1 basis between the
Andhra and Telengzana regions. We
have reapportioned this expenrditure on a
62.5 : 37.5 basis, because much of this
joint expenditure may have to be borne
in proportion to population. Failure to
reapportion this expenditure would re-
sult in an overestimation of Tclengana
surpluses. It is possible that there are
a few more items of this nature re-
quiring reapportionment. Insofar as the
reapportionment ratio for  Telengana
(37.5 per cent) is higher than its popu-
lation ratio, this may provide a cor-
rective to the possible overcstimation
arising from our failure to account for
some of these items. Needless to say.
our estimate of surpluses would have
to undergo revision if some more items
of this nature are still left unidentified

There may be certain other cases
of reappertionment resulting in a clear
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TABLE 8: PuUBLIC CORPORATIONS — TELENGANA SURPLUSES ON CAPITAL ACCOUNT

-{Rs crores)

Capital Expenditure 37.5 Per Surplus (+) /
Year T A Cent of Deficit (—):
clengana Andhra Col 2 Col 3—Col 1
1) 0] 3) C))
1958-59 0.66 1.50 0.56 — 0.10
1959-60 2.00 6.67 2.50 + 0.50
1960-61 2.76 7.71 2.89 + 0.13
1961-62 4.67 10.59 3.97 — 0.70
1962-63 4.43 10.17 3.81 — 0.62
1963-64 5.72 15.95 5.98 + 0.26
1964-65 8.41 24.53 9.20 + 0.79
1965-66 12.04 34.60 12.98 + 0.94
1966-67 12.95 33.66 12.62 — 0.33
1967-68 9.33 26.34 9.88 + 0.55
Total 62.97 17172 64.39 + L42

Source: K Lalit: “Report on the Quantum of Telengana Surpluses”, Section IV, -
Government of Andhra Pradesh, 1969.

*TABLE 9: OVERALL BUDGETARY SURPLUSES OF TELENGANA

(Rs crores)

Interest at 6 Per

rall : i
Year o Computed fn . Cent Per Annum  GUBIELHE,
Tables 3,6,7 and 8 Surpluses in Col 1 Interest
) @ ®
1956-57 4+ 6.16 0.37 6.53
1957-58 + 322 0.59 10.34
1958-59 + 4.06 0.86 15.26
1959-60 + 3.94 1.15 20.35
1960-61 + 3.53 1.43 25.31
1961-62 + 5.33 1.84 32.48
1962-63 + 172 2.41 42.61
1963-64 + 4.24 2.81 49.66
1964-65 + 4.72 3.26 57.64
1965-66 + 16.80 4.47 78.91
1966-67 . 4 17.48 5.78 102.17
967-68 + 8.63 6.65 117.45
Total + 85.83 31.62 117.45

upward revision of our estimate. For
instance, the Telengana Regional Com-
mittee has argued that the existing
allocation of the cost of Nagarjuna-
sagar Dam on a 2 :1 basis should be
altered because the utilisation of water
including the Krishna basin under this
project would be in the ratio of
207 : 87 between the Andhra and Telen-
gana regions. The Committee has sug-
gested further that the expenditure on
the Left Canal of this project should
be shared between the Andhra and
the Telengana regions in proportion to
the actual benefits derived (444 : 87)
instead of the present practice of allo-
cating the entire expenditure to Telen-
gana.

Lalit's method of allocating capital

expenditure in the 2:1 ratio would
show a deficit or overexpenditure for
Telengana to the extent of Rs 14.16
crores. If the correct population ratio
(ie, 353 per cent) is applied and the
expenditure on joint items is reappor-
tioned accordingly, then the actual
capital expenditure on Telengana would
be less than the desired expenditure
yielding the surplus of Rs 3.30 crores.
If low per capita income of Telengana
is also taken into  account, ie, if
37.5 per cent of capital expenditure
is allocated to Telengana with corres-
pondi‘ng reapportionment of expenditure
on joint items, the Telengana surpluses
on capital account would go up to
Rs 22.31 crores (see Table 6).
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Telengana Surpluses on Account
of Public Corporations

The Ali-Party Accord of January 19,
1969 laid down that “statutory or other
boards, corporations, etc, functioning on
a State-wide basis financed by the State
Government would be, for the pur-
pose of computing Telengana surpluses.
treated as if they were State-wide
Government departments and as if their
receipts and expenditure were booked
in Government accounts.”20 Lalit took
into account only those corporations
and boards, etc, in which the money
invested by the State Government
formed 51 per cent or more of the
share capital.

These corporations show a revenue
deficit of Rs 6.34 crores for Telengana
over the 12 year period (Table 7).
Lalit deducted this amount from the
Telengana surpluses on Revenue Ac-
count for arriving at the overall sur-
pluses. Lalit ignored the revenue deficit
of these corporations in the Andhra
region, just as he ignored the Andhra
deficit on Revenue Account while cal-
culating Telengana Surpluses.  Since
Andhra Pradesh has a composite budget
and since these corporations are to be
treated “as if their receipts and ex-
penditure were booked in Government
accounts”, it would be illogical to ig-
nore the revenue deficit of corporations
in the Andhra region. This is also
unfair to Telengana because the Andhra
region does not have revenue surpluses
to meet the losszs of public corpora-
tions. These losses in Andhra have to
be met from other sources and Telen-
gana should be entitled to meet its
losses in a similar manner.

As argued earlier, any revenue deficit
of Andhra Pradesh represents a draft
on capital outlay and Telengana’s share
in this amount will have to be added
to its surpluses (or deficit) for arriving
at the overall surpluses. We, there-
fore, follow the same procedure now
as we did in calculating Telengana sur-
pluses on Revenue Account. Table 7
shows a surplus of Rs 2.07 crores for
Telengana on the revenue account of
public corporations. This is because the
losses in Andhra amount to more than
its proportionate share of losses in the
State.

Lalit worked out the Telengana sur-
pluses (or deficits) on the capital ac-
count of these corporations as the dif-
ference between tbe actual capital
outlay of these corporations in Telen-
gana and one-third of the State’s out-
lay. This procedure vields a deficit of
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Appendix{

The following regression equations have been estimated :

(i) Grants-in-Aid to States :
(1) X, = 680.40 + 9.96* X,
(3.61)

2) X;= 4.17—0.002X;
(0.007)
3) Xa= 3254+0.023X,
(0.128)
@ Xi= 477+ 0.040* X;
(0.012)
Where X, =

R2 = 041 N = 13
R? = 0.004 N=13
R? = 0.003 N =13
R? = 0.49 N=13

Grants-in-aid (Rs in lakhs: average of 1957-58, 1958-59,
1959-60 and 1960-61)

X, = Population of the State in millions (1961)
X; = Grants-in-aid in rupees per capita (average of four years)
X, = Own revenues in rupees per capita (average of four years).
X5 == Per capita income in rupees (1960-61).

Elasticity of own resources with respect to per capita income

= b, 1(5 = .04 —313% = 0.73
X; g
(ii) Central Assistance to States for the Third Plan :
(D X; = 7381 —0.30 X, R2 = 0.10 N =14
(0.25)
@ X, = 84.46 — 0.067** X; R? = 0.15 N = 14
~{0.047)
(3) X:= -1 + 0.14* X; R? = 0.55 N =14
{0.037)
4) X, = 84.79 — 0.079X, — 0.059X; 2 = 0.15§ N=14
(0.391) (0.074)
R? .= 0.86 N =.14

(5) X(=68.36 + 3.73’; Xs

Where X = Per capita Central assistance (in Rs) for the Third Plan.
X, = Per capita State contribution (in Rs) for the Third Plan.

X3
X

Ll

I

Per capita State income (in Rs) in 1960-61.
Central assistance (Rs in crores) for the Third Plan.

X; = Population of the State (millions) in 1961.
Elasticity of State’s own contribution with respect to per capita income

Xa 3356
= b. X = O.Iftl. 01 = 1.18
Elasticity of Central assistance with respect to per capita income
= b. —)—(—*—‘ = 0.067. 336 _ 0.36
%, 619

* Significant at 5 per cent level.
**  Significant at 20 per cent level.

t Y Satyanarayana assisted me in preparing this Append:x

Rs 5.73 crores which he deducted from
the Telengana surpluses on  Revenue
Account for arriving at the overall
surpluses.

For reasons discussed earlier, - we
consider the desired capital outlay of
these corporations in Telengana to be
37.5 per cent of State outlay instead of
33.3 per cent. Accordingly we compute
the Telengana surpluses on the capital
account of these corporations as the
difference between the 37.5 of capital
outlay of these corporations and the ac-

tual outlay for Telengana. This estimate
would be subject to revision because
part of the capital outlay of these
corporations represents joint investment
and may have to be reapportioned ac-
cording to the correct population ratio.
While such a reallocation may lower
our estimate, there may need to be
some other reallocations which raise
Telengana surpluses. For instance, the
Telengana Regional Committee . has
been arguing with some justification
that the original capital investment of
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the Road Transport Corporation whose
activities were later extended to the
Andhra region should be apportionea
between the two regions and the “ex-

cess investment of Telengana should
also be treated as Telengana sur-
pluses”.21

Table 8 shows that the actual capital
outlay of public corporations in Telen-
gana is less than the desired outlay by
Rs 1.42 crores which should be regard-
ed as Telengana surplus on this account.

v
Present Value of Telengana
Surpluses

The overall budgetary surpluses of
Telengana, ie, on Revenue and Capital
Accounts as well as on account of pub-
lic corporat.ons amount to Rs 85.83
crores over the 12-yiar per.od. This
figure of budgetary surpluses is an in-
sufficient measure of the real value of
economic loss for the Telengana region.
The investment postpored imp.ies the
loss of several direct and indirect bene-
fits in terms of income and employment
and public revenues.22 The Third Five-
Year Pian states that ‘“even a compara-
tively small delay in completing a pro-
ject and putting it into productive use
can make a sign.ficant d fference to the
resources available for invesiment. The
point is that as an economy develops,
even marginal improvemen.s in planning
and execution over a number of points
can yield a large return in the aggre-
gate.”23 Owing to the steep mise in the
general price index and in the con:
struction costs during -this per.od, the
real value of the estimated surpluses
has gone down significantly.

e real measure of loss from the
investment foregone would be given by
the social rate of return on investment
which could be very high for our
economy, say, 20 per cent.2+ However.
we are suggesting a modest compensa-
tion by treating the Telengana surplus
of each year as a loan for the Andhra
region payable at a compound interest
rate of 6 per dent per annum (see
Table 9). The interest works out to
Rs 31.62 crores raising the overall
Telengana surpluses to Rs 117.45 crores.

Vv
. Telengana Securities

Telengana inherited securities worth
Rs 13.59 crores as its share in the for-
mar Hyderabad State. The Government
of Andhra Pradesh agreed to treat
them as Telengana surpluses.
Telengana  Regional Committee has
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demanded frequently that these securi-
ties be sold and the proceeds utilised for
the development of Telengana. These
securities are presumably intact and it
may not be in the interests of Telengana
to sell these securities until the sur-
pluses or the overspent amount in
Andhra is reimbursed and spent for the
development of Telengana. These secu-
rities in Reserve Bank may prove to
be highly beneficial for Telengana, in
the long run, in terms of an easy access
to much needed investible funds.

VI
Conclusions

Our objective in this paper was not
so much to give a ‘precise’ estimate
of Telengana surpluses as to attempt
a clarification of some of the main
issues relevant to this problem and to
suggest a procedure for estimating these
surpluscs. The limitations of data, es-
pecially those arising from the allo-
cation of joint expend.tures, will have
to be overcome before the ‘true’ figure
of surpluses can be arrived at. Our
analyss suggests, however, that the
Telengana surpluses could be sizeable.
Even if 20 per cent margin of error
is applied to our estimate, the sur-
pluses would amount to not less than
64 per cent of the Third Plan outlay
for Telengana.2®
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TELCO
TATA  Engineering and  Locomo-
tive proposes to implement a few

diversification and expansion schemes
during the next few years. These
schemes include manufacture of a new
direct injection type of engine and a
synchromesh gear-box for commercial
vehicles, substantial expansion of capa-
city for production of spare parts, and
expansion of TELCO's press tool divi-
sion at Poona which now works to
near capacity. In addition, it is intend-
ed to implement several minor schemes
of diversification, and to expand
the engineering research facilities.
Of the total capital expenditure require-
ment of Rs 14.09 crores estimated for
these schemes, Rs S5 crores are pro-
posed to be raised through issuc of
7.75 per cent debentures of Rs 1,00C
each and Rs 3.60 crores through a
foreign exchange loan from ICICI. The
balance will come from internal cash
generat'on. The debenture issue is fully
underwritten. The subscription list will
open on October 10 and close on Octo-
ber 22 or earlier, but not before October
14,
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