E PRESIDENTIAL ORDER
detailing the Terms of Refer-
ence (TOR) of the Fifteenth
Finance Commission (FFC)
has raised considerable con-

troversy.Thedirectiveto use the popula-
tion figures of 2011 was not the only
issue that prompted the finance minis-
ters of southern states tocome together
onaplatform onApril 10in Thiruvanan-
thapuram; there were many more con-
tentious issues impinging on the fiscal
autonomy of the states and the federal
landscape ofthe country.

Guidelines and even directives have
been giveninTORs of past Commissions
as well While the basic TOR relating to
tax devolution, principles governing
grants-in-aid of revenues and the mea-
sures to augment the consolidated funds
of states to supplement theresources of
urbanand rurallocal bodies are specified
in the Constitution itself,the guidelines
are given under the clause 2 80(d): “Any
othermatterreferred to the Commission
in theinterestof sound finance.”

Considerable rubble wasraised when
the chief minister of Kerala took a seri-
ous objection in his letter to the Chair-
man of the Commission on the TOR of
the Ninth Finance Commission and
stated: “...the Commission shall follow
the normative approach."The latter had
to write to all CMs, allaying theirfears,
statingitis notbound by the directive but
inview of the Presidential notification it
would consider, inter alia, adopting a
normative approach whenever appro-
priate in the interest of sound finance.
But in doing so, the Commission“...would
applyauniform,just and equitable yard-
stickboth tothe Centre and the states”

The concern with the TOR of the FFC
is they ask the Commission to be one-
sided in applying norms, impinge on
states’fiscal autonomy and raise ques-
tions of Constitutional propriety. The
first issue of concernisthesuggestion in
Para 5 of TORs that “..the Commission
may examine whether revenue deficit
grants be provided at all” The basic
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methodology of the Commission—laid
down bythe first Commission chaired by
KC Neogi and followed by succeeding
ones—is to make assessments of revenue
receipts and revenue expenditures of
states,devolve taxes based on a formula
and fill post-devolution gaps with rev-
enue deficit grants under Article 275.
Over the years, Commissions have been
applying norms while making assess-
ments to avoid laxity in revenue effort
and profligacy in spending. The sugges-
tion to avoid providing revenue deficit
grants would mean abrogation of the
basictask of the Commission of balanc-
ing resource requirements of states.
Secondly,asking the FFC toreview the
recommendations of the previous Com-
mission, stating they were overly gener-
ous,Isunpre cedented, nor was therea
plea tothe Commission to provide more
fiscal space for introducing additional
developmental schemes under “New
India 2022 if the government thought
the 14thFinance Commission“substan-
tially enhanced tax devolution,” it
shouldn't haveaccepted the recommen-
dations.In fact, thereis no material truth
in the claim that there was substantial
increase when it is considered that the
14th Finance Commission had to
include plan requirements. Introducing
development programmes in a federal
set-upshouldbeasmuchastate respon-
sibility asitis the Centre’s,andtoask the
Commission to pre-empt funds for the
Centrebased on its subjective jud gement
that the schemes are imperative is to
state that the Centre knows best what
needs tobedoneevenin the areas speci-
fiedin the State List! In the process, it

a

wants to nullify the rebalancing
attempted by the 14th Finance Com-
mission to provide marginally higherfis-
cal space in terms of untied funds. The
Commission did sobased on its estimate
that the Centre’s spending on the state
subjects had steadily increased from
14% to 20% from 2005 to 2012.The
Centre should have used the opportunity
to rationalise the central
schemes. Not only did the
Centre not reduce the
niumber, but substantially
negated the objective of
providing untied funds to
the states by increasing

The national
development
agenda is not the
exclusive domain of

as stated above shows that those who
drafted the TOR seem to be ignorant
about the historyand the Constitutional
status. The Constitution assigns broad-
based taxes to the Centre forreasons of
comparative advantage and harmonised
tax collection.To ensure thatthe states
get adequate resources for carrying out
their Constitutional mandate, the sys-
tem of tax devolution underArticle 270
and grants under 275 are to be recom-
mendedbyan independentarbitercalled
the Finance Commission. As stated by
the Sixth Finance Commission, . It is
misleading to speakin terms ofredistri-
bution of resources between the Centre
and the states, it will be more appropri-
ate to view the problem asoneof distrib-
ution of available resources as between
subjects comingwithinthe
competence of the Centre
and those coming within
the purview of the states.
In our scheme ... we have
taken the view that the
resources belong to the

tEE stsletes’cmltﬁbutinn 0 4he Centr e; states uatiﬁn c:imd thE;..r shﬂulttli be
the schemes. applied at points where
Equallyworrisomeare ~ @re equal partners theyare needed the most.”
thesuggestionsto PIop0SE  — Thesimple pointisthat
measurable performance- the taxes collected by the

based incentivesonanumberof matters
detailed in Para 7 of the TOR. These
include progress made towards achiev-
ing replacement rate of population
growth,achievementsin theimplemen-
tation of flagship schemes, progress
made in enhancing revenues through
DBT, progress made in the ease of doing
business and promoting labour-inten-
sive growth, control ofpopulist spend-
ing’ effortsin expanding and deepening
taxnetunder GST,and progressmade in
sanitation,solid waste managementand
effecting behavioural change in open
defecation. Eachofthe schemes has mul-
tiple objectives and it is not clear how
theycanbe measured and incorporated
in the recommendations.

Asking the Commission totake into
account the measurable performances
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Centre do not belong to it in entirety;
theyhave to be shared with states.The
national development agenda isnot the
exclusive domain of the Centre; states
are equal partners. Performance require-
ments, if they have to be used,shouldbe
applied uniformly. It is unclearwhat is
meant by populist spending. Howdowe
characterise largeamounts of taxpayers’
money spent on various tyres of subsi-
diesand transfersby the Centre? Howdo
wecharacterisethe ¥80,000crore given
for recapitalising public sector banks?
In the comingdays,statesare likelyto
raise these contentious issues and the
Finance Commission will have to tread
the path carefully toallaythe fearsof the
states and protectfederalvalues. The task
is challenging and, hopefully, the Com-
missionwill prove equaltothe task.
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