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Rethink the dynamics of Indiass fiscal federalism

“holding together federation” with a

busile-in unitary bias, the Indian

Constitution was the contesiual

product of centrifugal forces and
fissiparous tendencies in the run-up to
Independence. It has journeyed over 73 years
with remarkable resilience. Even so, the
emerging dynamics of India’s fiscal federalism
needs some rethinking. The paradigm shift from
a planned economy to & market-mediated
economic system, the transformation of a
rwo-tier federation into a mule-ter fiscal system
following the Tird and 74th Constitutional
Amendments, the abolition of the Planning
Commisskon and its replacement with NIT1
Aasyog, the passing of the Fiscal Responsibility
and Budget Management (FREM) Act, with all the
States forced o fall in line, the Goods and
Services (GST) Act with the GET Council holding
the controlling lever, the extensive use of cess and
surcharges which affect the size of the divisible
peosol and s00on have altered the fiscal landscape
with varying consequences on India’s federalism.
1 raise just fiour issues.

One, India’s intergovernmental ransfer system
should be decidedly more equity-oriented.
Although the nanural procliviy of any
market-mediated growth process is to work in
favour of the propertied class, the actual
experience in India has been astounding. Chancel
and Pikenty (2019) estimate that the wop 1%
earners in India captured less than 21% of the
total income in the 19305, but this was drastically
reduced to 6% in the early 19805 and then rose o
2% during the liberalisation era. To be sure, the
ax exemptions, tax concesskons and other
revenues forgone in recent times
disproportionately favoured the rich and have
reduced the size of the divisible pool.

Equity as concern for 16th finance body

My study on the convergence trajectary of per
capita income (PCI of 16 major States from
1970-71 through 2020-21, based on Ecomoetic amd
Political Weekly Research Foundation (EFWRF)
data, shows an increasingly divergent trend,
where the standard deviation value of log PCI has
increased to 0231 in 2000-2021 from 0,186 in
19911992, registering a compound annual growth
rate (CAGR) of 0.72%. On the other hand,
following United Mations Development
Programme methodology, Oommen and Parma
(in al'nnh:nuﬂng paper in the EPW) argue that
the Human Development Index (HDI) across 15
States shows a convergence during the
post-reform period. The standard deviation value
of HDI s reduced to 0268 in 2008 from O.611 in
1990 Instructively the disaggregated picture since
2005 that spans FREM legislations shows a
declining rate of convergence with a high CAGR
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of minus 2.E5%. Indeed, equity should be the
overarching concern of the 16th Finance
Commission and that HIM could be considered as
astrong candidare in the horizontal distribution
of tax devolution. Second, there is a case for
revisiting Article 246 and the Seventh Schedule
for a denovo division of powers, functions and
responsibilities for a variety of reasons.

First, India is no longer the one-party
povernance of post-Independence times. It has
become a truly multi-party system. The nature of
polity, socety, technobogy, demographic
structure and the development paradigm itself
have significantly changed.

Second, under the changing dispensation,
several pleces of central legislation such as the
Mahatma Gandhi National Rural Employment
Guarantee Act 2005, the Right of Children to Free
and Compulsory Edwucation Act 3009, the
National Food Security Act 2013 and many others
impose an exira burden on the States. The Tamil
Nadu Chief Minister recently raised the Issue of
shifting education from the Concurrent List to the
State List.

Third, ar the tme of constiution-making, we
never ssked the pertinent question of who should
dio what and who should tax what? We borrowed
copiously from the Government of India Act 1935
and failled o apply the subsidiarity principle, v,
that whatever could be done best ar & particular
level should be done ar that level and not ara
higher level, in the division of functions and
finance. Although the T3rd and 74th
Constitutional Amendments provided an
oppaoriunity to re-examine the issue, nothing was
done. In fact, more confusion was added with the
introducton of Schedule X1 and Schedule XI1,
which, respectively, list out the subject marter for
the panchayat raj institutions and munidpalites
by simply lifting items from the State list and
Concurrent lis. They lack operatonal meaning
unless they are broken down into activities and
sub-activirles, az Kerala and a few others have
done. Again, the retention of the irrelevant item
N 5 in the State list is an affront on the third der.
A new local bst that will map out the functional
and financial responsibilities of the panchayat raj
inaritutions and munidpalities is but inevitable.

A respectable place for the third tier

Fourth, the persistent failure to place the third
ter progerly on the fiscal federal map of India isa
serious Bsue. The absence of 3 uniform financial
reporting system (standard budgeting rules for all
tiers, introduction of the accrual-based
accounting system long recommended and so ony
comprising all levels of government is a major
deficit which the coming Union Finance
Commission may be required ro address.
Although the Constinution refers to the third tier

as ‘instilutions of self-government”, policymakers,
experts and even the UFCs generally refer to
them as ‘local bodies” and have not given the
respect and the handholding they deserve. The
faihure in building the bocal democraric base of
India, which has over 3.2 million elected
representatives, and 2.5 kakh rural and urban
local governments, is an enkgma. is
well-recognised that the prime objective of our
federation with deep heterogeneity is to provide
hasic services of standard quality to every citizen
irrespective of her choice of residence and they
have a eritical role to play. Will the terms of
reference of the next Commission comsider this?

Review off Budget borrowing

Fifth, there ks a great need to review the
aff-Budget borrowing practices of both the Unkon
and the States. Of-Budget borrowings mean all
borrowings not provided for in the Budger but
whose repayment Habilities fall on the Budger.
They are generally unscrutinised and unreported.
That all income and expenditire ransactions
should fall under some Budget head or other isa
universal principle. State public secior
undertakings and special purpose vehices raise
resourees from the markets, but their servicing
burden often falls on the State government. In
cases where the government is the ultimare
guarantor, the burden of repaying the debt also
falks on the State.

The central government that should set good
examples is probably more guilty of off Budget
borrowing than the States. Although the States
are disciplined through Article 293(3) by the
Union and through the FREM Act, the Union
often escapes such controls. The liberal
utilization of the Marlonal Small Saving Fund
{NSSF) for extra-budgetary financing of central
public sector undertakings and central ministries
by way of loans ks not reflected in the Union fiscal
deficits. This is because only the Consolidated
Fund of India balance is considered for
calculating fiscal deficit, and items in public
acoounts such as the NS5F are kept our. While the
borrowing space of States is restricted, the Union
escapes such discipline. There is also a huge area
of special banking arrangements using public
sector banks to fecilitare cash and credit Aow
outside the budgetary appropriations to help
varkos agencies involved in quasi-fiscal
operations with the government. Transparency
guarantess and public acoountabiliny demand
thar the Union, States and local governments
come chean and bring all emm-bu:lgeun'
transactions 1o the public domai

In sum, the dynamics of the emerging fiscal
federalism of India entails significant rethinking
especially in the context of the 16th Finance
Commission.
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Cleantech, for an inclusive green future in India

n his address to the nation on Independence

Day this year, Prime Minister Narendra Modi

talked abour India showing the world how o
combat climate change. India’s experience has
shown that climate action ks only effective and
embraced at scabe if it aligns with the
development aspiratons of millions and
contributes o economic growth.

The green economy paradigm provides an
optimistic pathway o align development and
environmental outcormes. For instance, buildinga
solar park or an electric vehide charging station
helps expand the much-needed infrastructure in
a developing economy while furthering dimate
acthon. Similarly, reviving millets helps improve
farm incomes in rin-fed areas while making our
agriculiure climate resilient. But how do we rake
this green economy paradigm o the heart of our
development needs in the form of youth looking
for jobs, women seeking income opportunities,
or farmers waiting to diversify their incomes?

Initiatives in the hinterlands
In recent years, different iniriatives have taken the
green economy approach to the hinterlands of
India by enabling access to deantech solutions
for livelihoods among the rural population. For
instance, solar dryers converting throwaway
iomaroes into sun-dried ones in Andhra Pradesh,
hiomass-powered cold storages helping farmers
in Maharashira selling lemons make a gain thar ks
three to five times that of the original price, or
solar silk reeling machines reducing drudgery for
thigh-reefers and doubling their income in Odisha
are some of the S0,000-plus examples of how
cleantech solutons are already contriburing to
the jobs and incomes of rural women and men.
Bt this silent revolution thar is underway from
Rajasthan o Nagaland and Kashmir o Tamil
Nadu now needs a structural boost. India's rural
economy that comprises 120 million farmers and
34 million microenterprises often struggles with
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unrelizble electricity access and a dependence on
expensive and imported diesel. These cleantech
solutions that are powered by renewable energy
can help India reduce i diesel imports, avold the
boss of perishable food and enhance rural
livelihood opportmities while posing an
Investment oppornminy worth $50 billion for
investors and financiers.

Research at the Council on Energy,
Environment and Water (CEEW) shows thar juse
12 such deantech sohutions (varying from solar
pumps o cobd storages to charbhas and booms)
have the potential to impact ar keast 37 million
Tivelihoods or about 16% of our rural population.
There needs to be a three-fold approach to
raverse this journey from 50,000-plus to tens of
millions.

Steps to scale up

First, leverage existing government programmes
supporting livelihoods. For instance, the Pradhan
Mantri MUDRA Yojana that extends collateral-free
boans fior microenterprises can be wsed o enahle
the adoption of cleantech solutions. Similarly, the
Pradhan Maniri Formalisation of Micro food
processing Enterprises (PM-FME) scheme that
supports the adoption of technology among
micro fond enterprises can be wsed to unbock
support for solutions such as a solar dryer, an
energy-eficient multipurpose food processor or &
solar grain mill.

Likewise, the Pradhan Mantri Matsya Sampada
Yojana can be leveraged towards adopting solar
refrigerators and drvers for fishing communities.
Finally, the Agriculmure Infrastructure Fund,
which has only seen a 15% fund utilisation against
a tanget of £1,00,000 crore, can support the
adoption of bomass-powered cold storage and
beyond.

Second, enable large-scale financing of
cleantech solutions. It requires suppaorting
bankers’ capacity on credit assessment for

cleantech because they have not come across
such solutions and the associated cash flows
‘before to make an informed assessment. We also
need to hedge their risks in the inidal stages of
the market th partial guarantees. Moreover,
active engagement with financiers is important to
structure loan products that are aligned with the
cash flow scenarios of users. Adopting some of
these principles helped ‘Powering Livelihonds’, a
CEEW-Villgro nitative, unlock 300-phus loans for
cleantech solutions to women, self help groups,
farmer r organisations and individual
microentreprenseurs in rural areas.

Third, enzhle mubti-actor partnerships
‘between technobogy innovators, manufacthurers,
distributors and service providers, financiers,
and market-linkage players to enable an overall
ecosysten. Cleantech manufacturers often need
help bringing their products to customers. The
challenges faced indude low product awareness,
high customer acquisition cost as users need o
touch and feel these products before adoption,
and low density of customers for such products
in & given area. Users oo, at times, struggle with
limited after-sales service and market linkage of
the fimal processed products.

We need a holistc ecosystem where
distributors work with manufacturers to enable
technology sccess at the last mile, service
prowviders ensure after-gales services, and
market-linkage players enable the connection o
the market to create a thriving ecosystem for
cleantech o impact rural livelihoods at scale. For
instance, there are solar dyer companies that are
not only deploving dryers but are also enabling
financing for users to adopt the dryers and
‘buying back the final produce from them to
ensure market linkages.

India has massive ambitions for a clean and
green future. By focusing on deantech for
livelihoods and jobs, especially in rural areas, we
can make that green future inchisive.
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