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Making fiscal
transfers
ender-
sensitive

The Terms of Reference of Finance Commissions have
expanded over the years, but concerns arising out of
gender inequality have neverbeen a part of ToR. This has
happened in spite of the growing realisation that it is
necessary to deal with gender inequality issues with
respect to fiscal decentralisation

State-wise shares and rank : An illustration

SHARE RANK

1sth | with gender )/ | 14th | withgender )/
States T criteria | deterioration() | FC | criteria = deterioration (-}
Andhra Pradesh 675 | 45 024 5 5 0
ArunachalPradesh | 137 | 183 046 | 18 | 17| 1
Assam [331] 355 026 | 11 11| 0
Bihar (967 93k | 034 2| 2 0
Chhattisgarh | 308 34k | 036 16 | 17 | )
Goa 037 [ 049 | 012 | 27 | 28 a
Gujarat [ 309 288 071 35 | 14 | 3
Haryana [ 103 095 | 008 | 20 | 71| el
Himachal Pradesh | 0.71 | 074 | 003 | 2| 24| 3
lammu& Kashmir | 186 184 | 002 | 18 | 16 0
Iharkhand [ 314 318 | 002 | 12 | 15 1
Karnataka [ &72 Lsl | -01 B | 3 0
Kerala | 28 283 032 15 | 15 0
Madhya Fradesh | 7.55 732 | 024 3| ] 0
Maharashtra | 552 51 o4z | 6| 7 1
Manipur 0.62 071 009 2% 25 el
Meghalaya | .64 109 | 045 | 23 | 19 b
Mizoram | D46 092 | Db 26 | 79 i
Magaland | 05| 043 | 012 25 | 2 | E]
Odisha | 565 459 | 006 7| 9 0
Punjab [1z8 149 | 009 | 17 | 18 a
Rajasthan [ 55 526 | 024 7| 5| 1
Sikkim [ 037 041 | 025 | 28 | o7 | 1
Tamil Madu | &0z 385 017 10 | 10 | 0
Tipurm [ D84 087 | 023 77 | [EE| 1
Uittar Pradesh |1798 1719 | 079 1| 1 0
Uttarakhand | 105 | 105 0| 19| 20 1
VWest Bengal [ 733 | 718 015 i & 0
Sowrce: Author's computations
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TLLUSTRATION: ROHHIT PHORE

SYMMETRY IN REVENUE

and expenditure assign-

ments gives rise to horizon-

tal and vertical imbalances

in fiscal federalism. The
intergovernmental fiscal transfers are
primarily to address this fiscal asymme-
try.In India, Article 280 of the Constitu-
tion establishes an institutional frame-
work to facilitate transfers from the
central govermment to states. The core
mandate of the Finance Commission, as
laid outin Article 280,is to make recom-
mendations on “the distribution
between the Union and the Statesofthe
net proceeds of taxes which are to be, or
may be, divided between them.”

Since 1951, 14 finance commissions
(FC) have submitted their reports to the
government. The FCs have used differ-
ent formulae for inter se devolution of
each states’ share of central tax revenue
andit hasevolved overtime according to
the needs of the situation. The devolu-
tion formulaeas adopted over time have
reduced the weight on fiscal need indi-
cators (like population), increased the
weight formeasures of equity, and intro-
duced some measure of fiscal efficiency.
Incomedistancecriteria was used for the
first time by the Eighth FC to make trans-
fers more equitable. Similarly, criteria
such as tax effort, infrastructure index
and fiscal discipline were used by differ-
ent FCs to incentivise states tobetter use
the resources already at their disposal
and to enhance their efficiency. The
Fourteenth FC introduced new indica-
tors to take into account demographic

Integrating gender criteria
in FC formula: An illustration
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Demographic 5
change

Child sex ratio 5
index (0=6 Years)

Progressivity of fund devolution
as per new FC formula
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and environmental changes.

Although the concept of development
is now more comprehensive and non-
material dimensions like education,
health and access to basic amenities are
increasingly becoming more important,
India has not yet designed a substantive
“equalisation transfers”to address these
concerns. The Terms of Reference (ToR)
of the FC have expanded over the years,
but concerns arising out of gender
inequality have neverbeen a part of ToR.
This has happened in spite of the grow-
ing realisation that it is necessary to deal
with gender inequality issues with
respect to fiscal decentralisation.

Fiscal decentralisation got a major
push in 1992 when the government
passed the 7 3rd and 74th constitutional
amendm ents. The most revolutionary
provisionis the reservation of one-third
of the seats in local bodies for women.
However, the same enthusiasm has not
been shown when it comes to setting
ToR for FCs.

So, howwould fiscal devolutionlook
like if we consider some measure of gen-
der inequality for tax devolution? To
check for this, we additionally include
child sex ratio (female per 1,000 males
in 0-6 year age-group) as a proxy for
gender inequality as one of the indica-
tors for tax devolution in the formula
adopted by the Fourteenth FC. The cen-
tral idea behind this is to reward those
states with a high child sex ratio (CSR)
and provide them additional funds
based on thisindicator so that theycan
continue to take measures to improve
gender equality. Also, the correlation
between the CSR and below-povertyline
ratio for these 29 states turns out to be
0.33 (Le., poorstates have a better CSR).
Thus, inclusion of CSR as one of theindi-
cators rewards poorerstates.

State-wise share on the basis of CSR
has been calculated inthree steps:First,
we compute the difference between
CSRs of a given state with Arunachal
Pradesh (which has the best CSR). Sec-
ond, we take the inverse of the differ-
ence as calculated in the earlier step.
Since CSRs for Chhattisgarh, Meghalaya
and Mizoram are very close to that of
Arunachal Pradesh, their inverse is very
high.Hence,adjustments are needed to
avoid distortions. Consequently, these
states are provided the same value as
that of Kerala, which is the next-best
performing state. Arunachal Pradesh is
also provided with the same value.
Third, we add up all the values and cal-
culate state-wise share.

Based on this newformula, we devolve
funds tostatesand calculatetheirrespec-
tive shares. The biggest beneficiaries, in
terms of share, are Arunachal Pradesh
and Mizoram. The share of both these
states goes up by 0.46%. Meghalaya and
Chhattisgarh’s shares go up by 0.45%
and 0.3 6%, respectively (see table). All
these states have performed very well in
terms of their CSR, which helped them
improve their share. Uttar Pradesh (-
0.79), Maharashtra (-0.42) and Bihar (-
0.34)are not the gainers of gender-inte-
grated formula. This loss is on two
accounts: First, poor record in terms of
their CSR; and second, reduction in the
weight of demographic change.

The progressivity analysis of
fiscal transfers

Thescientificbasis fora judicious fis-
cal transfer system is progressivity
analysis. Asa prelude, we checkto seeif
this gender-inclusive new formula is
progressive or not—ie. whether states
with a lower per capita GSDP are likely
to receive, on average, much larger
transfers per capita or not? As can be
seen in the graph, we find that the coef-
ficient of the log of per capita fund
transfer with respect to the log of per
capita GSDPis-0.46.

The analysis revealed that integrating
a gender variable (CSR) as one of the cri-
teria for intergovernmental fiscal devo-
lution has three advantages. One, it
incentivises states to improve gender
inequality. Two, it makes the fund trans-
fer progressive, as the coefficient of the
log of per capita income is negative.
Three,italso benefitspoorerstates,asthe
correlation between CSR and below-
poverty lineratiois0.33,i.e. poorerstates
have abetter CSR.

; THE F]Nﬁ\NClI\L EXPRESS zggpefffﬁ;iggzefﬁ:’ES; com/c/34318995



