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Indiaisquasi-federal with

ers and resources
being highly tilted in
favour of the Union. The
Constitution provided forinstitutions
likeinter-state councilstoserveasaplat-
form for consultation between the cen-
treand the states,and these havelaid the
foundation for cooperative federalism.
Institutions such as the National Devel-
opment Council,set up along with the
Planning Commission, served to pro-
mote cooperative federalism.The 14th
Finance Commission (FC) recom-
mended a substantially higher share of
the tax revenues for the states, witha
clearobjectiveto strengthentheirauton-
omy. It also recommended the role of the
inter-state council be reactivated. Even
recently, when NITI Aayog replaced the
Planning Commission, one ofitsimpor-
tant roles was to promote cooperative
and competitive federalism.

However, in the Union’s actual func-
tioning, states’ autonomy within their
assigned jurisdictions, instead of being
enlarged, has, in fact, been curbed. Over
the years, states have come to function
more as agents of the Union than as
autonomousunits. Here area fewexam-
ple that show how states have been
coerced into accepting the Union’s
actions,and how the scope for states’
autonomy has shrunk.

To begin with, Jammu and Kashmir,
a full-fledged state, was split into two
union territories at the time when there
was Governor’sruleand the state assem-
bly was in suspension. This was done
without ascertaining the views of the
State Legislature in contravention of
Article 3 ofthe Constitution.

The 14thFChiked the states’sharein
the Centre’s tax revenues by 10ppt atone
go—from the 13th FC’s 32% recom-
mendation to 42%—to promote states’
autonomyinresourceallocation.But, the
Centre mobilised revenues by levying
cesses and surcharges, not included in
thedivisible pool. Hence, cesses and sur-
charges’share in the Centre’s gross tax
revenuesshotupto 15.7%in FY18from
9.43% in FY12, shrinking the divisible
pool of resources available for transfers
to states. The divisible pool of taxes asa
percentage of gross tax revenue of the

[ndia’s eroding
cooperative federalism

ATUL SARMA &
MANISH GUPTA

Sarma is chairman, OKD Institute Social Change
and Development Gupta is with NIPFP

Views are personal .~

Centre declined to 78.28% in FY 20,the
terminal yearofthe award of the 14th FC,
from 86.41%in2010-11, theinitial year
of the award of the 13th FC. Despite the
14th FC recommending an increase in
dewolution, devolution duringits award
period as a percentage of gross tax rev-
enue of the Union was 34.26% as com-
pared to 27.88% during the award
period of the 13th FC.

While the total central transfer to
states/UTs was T4.1 lakh crore in
FY18, revenue mobilisation by the
central government through cesses
and surcharges stood at T3 lakh crore,
or15.70% of the Centre’s gross tax
revenue. This went up to ¥5.12 lakh
crore in the FY20 budget estimate
(BE), accounting for 21.03% of the
Centre’s gross tax revenue, while the
total central transfers to states/UTs
was ¥ 5.2 lakh crore.What is more,the
CAG in itsreports, has highlighted the
issue of underutilisation of the pro-
ceeds from cesses. It hasalso pointed
outthatthe monies raised for specific
purposes through some of the cesses
have been diverted for otherpurposes
by the Centre.

Following the restructuring and
rationalisation of the Centrally Spon-
sored Schemes(CSS)inFY16,theburden
on states' resources has increased con-
siderably. Its implication is that states
now haveto spend more onschemesthat
they merely implement. To state more
clearly, CSSwere restructured into three
categories—core of the core, core, and
optional. The sharing pattern of financ-
ing between the Union and the states
remained unchanged in the case of core
ofthe core,and the contribution of states
belonging to the general category was
raisedto 40% ofthetotal costofthe core
schemes,and 50% for optional schemes.
In fact, 75.24% of the total cost of CSS
falls in the category of core schemes in
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the FY20BE.Tothe extent thestates have
tocontributealargerchunkof resources
to finance CSS, they lose the freedom to
allocate resources on their need-based
schemes.

Anotherexample of how the states’
autonomyis threatenedisthe additional
terms of reference (AToR) given to the
15th FC.Specifically,towards the end of
its tenure,the Commissionwasasked“to
examine whetheraseparatemechanism
forfunding of defence and internal secu-
rityoughttobesetupandifso,howsuch
amechanism couldbe operationalised”.

The ToR of a FC is con-

stitutionally defined in B

requisition paramilitaryforces, theybear
the expenses.Itisnot,therefore, anissue
thatshould legitimatelycomeunder the
domain of the Finance Commission. In
any case, the original ToR itself incorpo-
ratesaconsideration for“thedemandon
theresources ofthe central government
particularly onaccountof defence,inter-
nalsecurity,infrastructure, railways, cli-
mate change, commitments towards
administration of UTs without legisla-
ture and other committed expenditure
and liabilities”

There could be two reasons why this
AToR is added. One, the defence expen-
diture declined from 1.82% of GDPin
FY15to 1.54%in FY19,andis budgeted
todecline furtherto 1.48%inFY20.Asa
percentage of total government expen-
diture, defence expenditure declined
from 13.65% in 2014-15to 11.22%in
FY 20.The other, with the slowdown of
the economy, it could be hard to even
meetthislowbudgetprovisionin 2019-
20 while maintaining the
fiscal deficit at 3.3%.

Article 280(3): Distribu- The Centre is Hence, the attempt to
tion of thenet proceedsof mobilising more ring-fence the defence
shareable taxes between expenditure. Also, it could
the Union and the states revenue through bﬁaﬁmﬁhnudgethe
and allocationamongthe cesses and Commission to apportion
states;theprinciplesthat surcharges, and itis alargerproportion oftax
should govern grants-in- Kot liable to share  revenue for the Centre,
aid of revenues of the this With states leavinglessinthedivisible
states out of the Consoli- pool for states.

dated Fund of India; mea- However,the recent
sures needed to augment implementation of the

theconsolidated fund of astate tosup-
plement the resources of the panchay-
atsand municipalities on the basis of
the recommendations made by
Finance Commission of the state.
Under Article 280(3)(d), the President
may refer any other matterin the inter-
ests of sound finance.

Issues relating to sound budget and
fiscalmanagement have been referred to
FCs starting from the 1st FC. However,
AToR to the 1 5th FC, relating to protect-
ing defence andinternal security expen-
dituresofthe Union government,do not
fit into the framework of the constitu-
tional provision underArticle 280(3)(d).

Defence is in the Union list and,
therefore, the responsibility of the Union
government, while internal security is

largelythe states’ responsibility. If states
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Goodsand ServicesTax(GST)can be cited
as a remarkable act of cooperation
between the states and the Union. After
all, the stateshaveagreedto giveup their
autonomy with respect to nine state
taxes, Yet, the recent drastic cutin corpo-
rate tax, withits adverse impact on the
divisible pool, and not releasing GST
compensation to states falling short of
the stipulated growth on time, as agreed
upon, would deter the promotion of
cooperative federalism.

All these examples clearly show that
states’ operational freedom to function
within their specified jurisdictions is
hugely curtailed. This is certainly not
conducive to promoting cooperative fed-
eralism. Worse, they are coerced into
actions that are contrary to advancing
robust fiscal federalism.
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