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ver since the Fourteenth Fi-
nance Commission (FFC)
recommended the tax devo-
lutionof 42 % of thedivisible
pool to the states, many have
held it responsible to the fiscal woes of
the Uniongovernment. Itis understand-
able when the Union finance minister
complainsaboutit,forhehastofindacul-
prittoblameforhisfiscalwoes. However,
when a respectablesenioreditorlike TN
Ninan inhis widely read editorial rumi-
nates about “...the overly generous rec-
ommendations of the Finance Commis-
sion” resulting in the, “...Central
transfers to State governments balloon-
ing by an astonishing 60 per cent in 2014
15", resulting in the total revenuesin that
vear growing by 32%, we need to look at
the matter more seriously. In fact, he is
notalone, many scholarsand policy mak-
ershavean impression thatthe Commis-
sionhasmadea hashandsome evengoto
theextentof statingthatthe government
should appoint anewCommission to un-
do the “damage”. It is therefore neces-
sary to ask whethertheFFC is really the
demon responsiblefor the Centre’s fiscal
woesoris it thefall guw
Ninanstatesthatthecentraltransfers
to the states “ballooned” by 60% in 2014-
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Are states really at the Centre?

Itis not the Finance Commission, but the Union government that determines the transfers to the states

plan and non-plan, the
Commission had to sub-
sume the grants for state
plan schemes (Gadgil for-
mula grants) in its recom-
mendations and that was
equivalenttos.5% of thedi-
visible pool. In addition, as
the Commission included
area under forest cover as
one of the factors to deter-
mine the share of individ-
ual states in tax devolution
and decided that it will not give any
grants other than those to achieve the
states’ budgetary balance, local govern-
ments and disaster relief, the amount
saved on those discretionary grants was
equivalent to 1.5% of the divisible pool.
The Commission desisted from giving
specific purpose grants and discre
tionarygrantsandleftthem tothe Union
government. Itmay berecalled thatsome
of the previous Commissions had given
grantstoactivities such as construction
of medical college, Governor’s house,
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lake and temple rejuvena-
tion and airports. In the
event, theincreaseactually
isfrom39% to42%?

How did it translate in
terms of actual numbers?
The accompanying table
and the graph give thereal
picture of the volume of
Uniontransferstostates. In
terms of percentage of
GDE tax devolution in-
creased by onepointin 2015
160verthe previous yeardue to Finance
Commission’s recommendation, but
grants declined by 0.4 percentage point.
Similarly, the share of tax devolution in
Union taxes increased by 7.5 percentage
points in 2015-16 over the previous year,
but the increase in total transfers was
just 2 percentage points! In fact, if one
looks at a slightly longer time series, de-
spitethe Finance Commission’s*“bonan-
za”, thetotaltransfers relativeto GDP ac-
tually declined from#6.3 % in201 1-12to6 %
in 2015-16. The decline in the grants was
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due to the inclusion of plan grants in Fi-
nance Commission’s recommendations
andpartlyduetothe restructuring of the
centrally sponsored schemes.

Why did the Commission decide to
give higher tax develution, albeit mar-
ginal of about3 % of divisible pool? The
Commission’sanalysisshowed thatbe-
tween 2002-05 and 2005-11, Union gov-
ernment’s revenue expenditures on
state subjects increased from 14% to
20% andon Concurrent subjects, thein-
creasewasfrom 13% to 17% (Para 6.17).
The Union government never found
the lack of fiscal space a constraint in
foraying into spending on various ac-
tivities in the state list, quite a few of
them in the nature of transfer pay-
ments. The arguments by the states
was that why should the Finance Com-
mission leave so much fiscal space for
the Union government to intrude into
their area though various centrally
sponsoredschemes? While some of the
central schemes are meritoriousand it
is important to ensure minimum stan-
dards of services in respect of them
acrossthe country. Therefore, the Com-
missionleftadequatefiscal spacetothe
Union government to carry them out
and recommended that these schemes
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