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Chapter 1

Introduction

The Cooperation Imperative in Federal Systems
Conceptual Issues

Cooperative fedéralism as a concept has gained much currency
after the S.econd World War. Writers .in America coined the term
“cooperative federalism” in 1930 to describe the new style federalism,
which shows aidministrativé, financial and legislative cooperation among
the different levels ofv government. Morton Grod;ins, one of the exponents
of this concept, describes it as marble - cake. In a marble- cake, colours
merge and there is no neat stratification of colours intb different layers.
'Similarly, it is _difﬁcuﬁlt to strictly divide governmental functions amongst

the various levels of government.

“Cooperative federalism (also known as . marble-cake
federalism) emphasizes the value of cooperation among levels
of government, because joint efforts may produce better
results than anyone level acting alone...The national
government has great difficulty in keeping track of countless
variation in local needs, and priorities, yet local government, .
may lack the resources to cope with their problems alone. A
partnership is a reasonable solution because no level of
government is likely to have a monopoly on good ideas,
sharing responsibilities can let the best ideas come to the
forefront regardless of the level from which they come.” !

"'Nice, David : Federalism: The Politics of Intergovernmental Relations , (St. Martin’s Press, New York.,
1987), p.7



M.P. Jain has described the .concept of cooperative federalism as
“the promotion of cooperation and thé minimisation of friction between
the various constituents of the federal Union whether it is Centre versus

State or State versus State”.2

Federalism has entered a new phase. ‘This new phase may
conveniently be called ‘cooperativé federalism’ which is a system by
which State and national Governments supplement each other in their

day to day working and jointly' perform a variety of functions”

“Cooperative federalism, the reigning concept of Ainérican
federalism from about 1954 to 1978, was a ‘political response to the
policy challenges of market failure, post-war affluence, racism, urban
poverty, environmentalism and individual rights.”4 “An empirical study
made by Watts in the SlX new federal Constitution of India? Pakistan,
Malaysia, Rhodésia and Nyasaland, Nigeria and West Indies shows that
cooperati?e federalism became the inevitable trend in their systems. This -
trend has come about because éf the extension of | nation-wide

commercial enterprise, development of an interdependent cconomy, ever

* Jain, M.P. ; *Federalism in India’ in JILI vol. 6 (1964), p. 365

Pal, Chandra: Centre-State Relations and Cooperative Federalism, (Deep and Deep, New Dethi, 1985), p.
20). ' : . . S
* Kincaid, John: ‘From Cooperative to Coercive Federalism’ in Annals, AAPSS, 509, (May, 1990), p. 139.



enlarging concept of the positive functions of Government in modern

society.”s

A number of factors have been responsible for the frequént usage
of the term cooperative federalism. With the adoption of a Welfare State,
the Government’s power both at the Central and the Statc or provincial
level is ever mﬁltiplying. ..It is not possible for one level of Government to’
perform such functions on it’s own, therefore it needs to be shared by the
different levels of Government. A strict division of fur}cfions is also not
possible beqause t'he functions intermingle and overlap. What is needed
is thus a\ proper understanding between the Union and the State
Government in sharing these functions. This would prévent overlapping
of tﬁe fuﬁctions, save on time and abové all ensure efficiency. The
Central and State Governments have come to realise that they are inter-
dependen§ and not independent of each other. For a policy framed by tHe
Céntral Govemmeht'can be implemented at the Sta;ce level only if the
State Government is willing to carry it out. 'AgaAin, the State Goverﬁme nt

+has t‘o depend, to a great extent on the Centre for framing out laws and
policies, without wkilich it is unable to carry out any projects or

programmes.

*Verma, S.L.: Federal Authority in the Indian Political System, (RBSA Pub., Jaipur, 1987), p. 48.
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Nalini Pant, has summarized the characteristics of
federalism as follows: '

(1) It is a positive concept.

(2) There is an emphasis on shared actions ' among the
federating units. ‘ :

(3) There is an emphasis on “process” rather than “structure”.
(4) It is need base, and

(5) It manifests the will of the people and is therefore
consonant with participatory democracy. ©

The concept of cooperative federalism differs fror;i the definition
of federalism as given by Wheare. Wheare’s description of federalism can
be described as classical federalism, where the two sets of Government
are indepéndent and rivals. According to Wheare, the two levels of
Government are independent, each performing their own given set of
functions. Cocperative federalism cn the other hand talks about different
levels of Government cooperating with each other and working as equal
partners. To view the working of federalism in the strict classical sense is
not possiblé. in the modern ége. Industrialisation and growth of welfare
~ State has led to a further increase in the number of functions to be
pcrformed by the G'overnment, ‘and ‘this is not possible for one set of
Government to perform such functions on its own. The post Second

World War period saw the growth of industrialisation and Welfare State,

and as such the strict definition of federalism viz. classical federalism

® Pant, Nalini : ‘Reflection on Cooperative Federalism and its Relevance in India’ in Khan, Rashceuddin:
Rethinking Indian Federalism, (Institute of Advanced Study, Shimla, 1997), pp. 134-135.
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began to lose its significance and thus emerged the concept of
cooperative federalism.

Cooperative .fedg:ralism is therefore a kind of procéss, which has
evolved with time. It is not something sfatic, but which changes
accordingly to suit the needs of time. It emphasises more on tiie spirit of
cooperation and sharing among the different levels of .‘Government rather
than a feeling of ’riva]‘ry and antagonism between the different levels of

Government.

Morfon Grodzins definition of cooperative federalism as “marble-
qake” is the hest definition of the term. The functions of a Government
resemble. a marble-cake, where the colours merge without  any néat
hérizontal or vertical  stratification of layers. The lCentral and State
Government no doubt have different functions to perfofm, but ther‘e is no
: neat! stratification as to where exactly the functions belong. Take for
example, the functi(;n of law and order which has been assigned to ‘the
'Staté, but in times qf crisis the State Government has 'toAdepend on the
Central Government for the deployme;nt'of armed fo;ces to maintain law
and order and as such -the Cent‘ral Govelrnmentvtoo becomes involved in-
the maintenance of law and ordgr in a State. Since the functions
interminglé, it becomes difficult to assign one particular function

exclusively to one set of Government. Under such circumstances,



therefore, the different levels of Government should work together in a

cooperative manner. -

Cooperative Federalism in the Indian Context

éranville Austin, prefers to caﬁl Indian federalism “cooperative
federalism”, “which produces a strong Central or general Gov_ernment yet
it does not necessarily result in wegk provincial Govemmeﬁt, that are
largely administrative agenciesv for Central policies.”” According to .
Lawrence Saez, “The Indian model encapsulated some of the tenets of

what has come to be known as cooperative federalism.”8

At the time of the framing of the Indian Constitution; many factors

had to be kept in mind. F1rst1y, India had just witnessed a partition on
"3&(’&‘7-’&6#%‘ <

the basis of religion, so the Constitution framers were apprehenswe of

giving more powers to the States, as India being a land of diverse
| langﬁage, religion and culture, it wc;uld only lead to further secession.
Again, during that period of time, India’s economic develop.}h’ent had
been on the brink, so the Constitution framers felt it more appropriate to
introduce a systemv of centralised planning _whereby regional development
would be ensured, thus leading to the economic development of the

country as a whole. In order to prevent regional disparities in the

7 Austin, Granville: Indian Constitution: Cornerstone of a Nation, (OUP, New Delhi, 1966), p. 187.
* Sacz, Lawerence, Féderalism Without a Centre The Impact of Political and Economic Reform on Indm s
Federal Syxlem (Sage, New Dclhi, 2002), p.29.



economy it was also riecessary to adopt the system of centraiised
planning. What strengthened the needs for a centrzlised State during the
period had been;the presence of t'heClongress Party in 'tl"le Centre and, in |
nearly all the States till the early 1960’s. The Congress had always been
in favour of a ‘strong Centxjai GO\llernr‘nent, and being in power at that

period of time it no doubt went for a strong Central Government.

The functions have no doubt beven divided into three Lists, but the
important functions have been entrusted to the Centx;él! Government.
Again, though both the State and Centrél Government can make laws
. regarding subjects in thé Concurrent List, the laws made by'the Central
Government override State laws in case .they clash.. Again‘ residuary
power rests with the Central Government and not the States. Thus, India

presents a picture of being more of a unitary State than a federal one.

However, despite the strong unitary features of the Constitution
and the centralising impact of planning the Indian political system
evolved a distinct federal style. De§pite thé ‘Constitutional powers of the
Central Government, the States of India are not without significance. The
States in fact control important subjects like education, agriculture and
health. India being a vast cduntry, it would therefore be difficult for the
Central Government to handle such functions on its own. Moreov.er, until

and unless the State' Governments cooperate such policies framed by the

7



Centre will not be implemented. “The States need Union funds, but the
Union withoﬁt the cooperation of the States could not long exist. The
State Governments may often be instruments of Union (national) policy,
but without their help the Union could not give effect to its programme.

The two, therefore, are mutually dependent.”?®

Indian fedéralism has beén going through different. phases. The.fe.
Was a period of timé when centralisation was thel order of the day. This
was possible till the early 1960’s sinc;e the Congress was 1n pow.er bof;1 at
the Centre and the States. Article 356 was used frequertly to remove
State Governments on fhe whims and fanciés of the Central Government.
The Governors acted as agents of the Centre. This di1 a great deal in
damaging the relation between the Centre and’ the States. The period
under the regime of Mrs. Gé.ndhi witnessed a strain relation between the
Centre and the Stateé since she Was in favour of a strong Centre with
limited powers to the States. It was then, that a Commission qnder

Justice Sarkaria was 'formed, to look into matters of Centre-State

relations.

The Sarkaria Commission, which had come out with its Report in

1987 declared that, “d Constitution is not a static frame but an organic

? Op.cit (Austin, Granville 1966) p. 234.



living institution:”’0 The Committee members of the Sarkaria
Commission had acknovs}ledged the fact that the. Constitution is not a
static body, but has to change ‘according to time, so as to‘ meet the
changing neeas and p'robléms ;)f the people. They also acknowie.dged that
the two’ sets of Government, viz. the Central and State Government
cannot work i-n isolation, " and divide their work into watertight
"compartments.. “Several features and provisions of the _Constitution
~appear to have been deliberately designed to institutionali'sg the concept

" of cooperation.”!!

The need, for. cooperation becomes obvious in ‘respect of 'a
Concurrent List. Again, “several entries of the Union List are expressly
intertwined with certain items in the State List, ... These criss-cross
patterns of entrieslin the Lists indicate not only the flexibility in the
division of powers but also postulate cooperétion between the Union and

- States in their working.”12

The concept of cooperative federalism has been gaining more
importance in ‘India in the 1990s. There are a number of factors
responsible. for it viz. emergence of coalition politics at the Centre,

emergence of regional parties and their growing strength in Central

10

Sarkaria Commission Report, 1988, p.5.
" Ibid.p.11. '
"2 1bid.p.11.



politics and the adoption of an economic reform programme in the 1990’s

are but few of them.

The growing importance of cooperative federalism in the 1990s i.s
reflected in the Ninth Five Year Plan. The Plan has d_ee;lt extensively with
the concept of cooperative federalism. Accordingiy, “cooper.ative
federaiism makes it possible to raise all the available resources of the
Government at differe':nt levels in a coordinated way and channel them
for thaé use of the common good of the people. Coopefaitive federalism
encouf;e\ges the Government at differe‘nt’levels to tai<e advantage of a
large national market, “diverse and rich natﬁr_al resources and the
potential of human capabilities in all parts of the country land from all
sections of fhe society for building a prosperous nation.”13 Coéperative ,
' federalism is also “intended to ensure a minimum bundle of basic
services and a hationally acceptable level of living of all the f)eople éf the

- country.”4

The ideas that have been reflected in the Ninth Five Year Plan only
goes to show the increasing importance the concept of cooperative
federalism is gaining in recent years. The National Commission to Review

the working of the Constitution (NCRWC) has also stressed on the spirit

s

' Ninth Five Year Plan 1997- 2002 (6.1).
" Ihid.(6.1).
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of cooperative federalism, so that the balance between the Union and the
State is presgrved. “Under our Constitutional system, no single entity
can claim superiority. Sovereignty doesn'’t lie in any one institution or in
any one x;ving of the Government. The power of goverhance is distributed
in several organs of the institution-a sine qua non for good

~ governance.”15

Federalism inl India is thus undergoing different phases. From
being a highly centralised one in the 1950’s and e’é‘riy 1960s, to a
bargaining and competitive federalism in the mid 1960’s to early 1970’s,
to one of cooperative and competitive in the 1990’s. The fact that regional
parties have c.ome‘ to play an important rolé in central politics as
coalitional partners has further strengthened the réle 6f cooperation
between the centre and the states in India.

Centre-State Relations Under Congress Rule

'To understand the different f)hases Indian feder~lism has been
undergoing, it would be appropriate to study federalism under the
Congress regime. The Congress Party has been largely responsible for the
shaping of the Cenfre-State relations as it was 1n pdwer when the
Constitution \&as being framed. The Congress being a national party had

always stood for the issues concerning the nation as a whole. As long as

'S Website of NCRWC (www.ncrwe.nic.in),, Consultation Papers) accessed on 10" January, 2002.
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it had been the same party that was ruling both the Centre and the
States, not much of a problem was béing faced in the relations between

the Centre and the States.

The Congress Wo;‘king ‘Committee (CWCQC), whicﬁ has been aﬁ
.‘important body of the Congress Party, has been playing an important
role in coordinating Centre-State relations. Being in power both at the
Centre and the States till the early 1960’s, it was able to settle any
dispute tﬁat arose between the Centre and the States at the party level.
Stanley Kochaneck had observed. “After independence, the Congress
considered it convenient for the working- corﬁmittee or chief decision
making body of the partyito attempt to esfablish national policy which

could be used as model by the States...”16

Since the meetings of the CWC is being attended by all Chief
Ministers, it began to be considered as “an important arena for informal
discussions of all India policy, decisions which served more or less as

official guidelines to the States.?'!

The approach'of Nehru towards Centre-State relations in the
1950s was of cooperation and accommodation. This was possible to a -

great extent because the same party had been fuling in the Centre and

' Kochaneck, Stanley: The Congress Party of India: The dynamics of one party democra:v. (Princeton

University Press, Princeton, 1968), p.188.
" Ibidp. 188.

12



most of the States. By the 1967 General Elections, the Indian political
system had been transformed “from' a dominant one-party system'to
multi-partyism?18 Congress Party began to lose power in many States

and in its place emerged a number of regional parties. -

The death of Nehru brought his daughter to poWer.‘Most Statés‘by’
then had come u»ﬁder the wave of different parties, and' differences
between the Centre and the States began to rise. Mrs.‘Gandhi to a large
extent had also bleen responsible for the growing tensi:)n between the
Centre and the States'as she was in favour of a strong Centre. Even at
the party level she wanted to centralise all power in her hands. She was
of the viev) that centralisation of power would enable her to have a hold
over regional ‘iaolitics. Centre-State relations during 1967-77 had been
thus practically reduced to a State of non-existence. Indian politic;al
prbcess became the victim of centralisation uﬁder the rule of
Mrs.Gandhi. Centre-State relations had been at its lowést ebb duriﬁg the
.rule 6f Mrs. Gandhi. As a result of such centralisation, the States began
to resent the éttitud'e of thé Centre and this often led to confrontation
between the Centre and the States. State led op}.)osition pérties began to

demand for more autonomy. Mrs. Gandhi however did not pay any heed

'S Ibid, p.427.

13



‘and would often use the draconian Article 356 ‘o dismiss any State

Government.

The fact that Chief Miqisters had been removed at the whims and
fancies of the Central Govgrnment further aggravated the vsub-r'egional
feelings. Most important example is Andhra Pradesh, where removal of
four Chief Minister between 1980-83 finally led to the formation of the

Telugu Desam Party.

Death of ’Mrs.A Gandhi brought her son Rajiv Gandﬁi into the fray.
He was in favour of improving the relations between the Centre and the
States. Signing of the Assam Accord with the Ail Assam Students Union,
Mizo Accérd with the Mizo National Front, Rajiv—Long'owal Accord With
the Akalis in Punjvab only goes to show the interest Rajiv Gandhi had
been having in solving regional problems. The much talked about 73
Amendment dealing with Panchayats and Municipalities had also been
given much push by him, though however it did not take shape during
his time.

By 1989, the Congress was no longer in a position to form the
Government on its own in the Centre. It had to take the support of ‘other
partiés while forrﬁing the Government. This brought about a reniarkable

change in the entire outlook of the Congress party regarding Centre-State

14



relations. Mr. P.V. Narasimha Rao, leader of the party had declared that
Centre-State relations would be based on cooperative spirit with the
State advisiné the Union Governm;ant on. the steps to be taken in various
spl:leres. ‘While addressing the concluding session: of the Governor’s
Conference, he adviséd “thé need for development of all regions uniformly
and actually responded positively to speciﬁé suggestionvwhich were made
by the Governors of the North East in connection with the stren.gthening

of the infrastructure of the PDS.”19

The Panchayati Raj Act or 73rd.Amendment, which was being
~ proposed during Rajiv Gandhi’s period, finally got passed during the’
Prime Ministership of P.V. Narasimha Rao. This Act basically dealt with

the arming of powers to the local Government.

One important factor for this change in the attitude of the
Congress Party, had been the fact that the Congresé Party could now no
longer command the same kind of majority it had done earlier.
Cooperation Between the Centre and the States

Cooperation between the Union and the States is ensured through

a number of institutions.

Cooperation in the Legislative Sphere

" Hindustan Times, December 29", 1991,

15



The division of powers in the legislative sphere between the Centre
and the State .shows that there is a 'tilf in favour of ’t‘he Centre. ’I"he‘
legislative power of the Parliament is divided into three List — Union List -
with 97 subjects; State List with 66 subjects and the Conédrrent List
with 47 subjects. Each set of Government can frame laws under their
own list except for the Concurrent List, where both the Union and State
Government can makKe laws. It is with regards to matters in the
Concurrent List that cooperation between the Union and the State

becomes obvious.

There is overlapping of respoensibilities' through the placing of same
subjects in more than one List. For instance, Idifferent aspects of trade
and commerce finds mention in all the three list viz. eﬁtries 41 and 42 in
List I, entry 26 in List II and entry 33 in List III. This overlapping of

functions has resulted in cooperation between the Centre and the States.

- Cooperation in the Administrative Sphere

_‘ With the emergence of an indusf:ﬁa’lis"ed and a Weifare State, there.
has come about a changé in the _concept. of federalism. Problems do n.ot
remain Conﬁnéd to one State-alone, bﬁt transcends State boundaries and
what is needed is therefore greater cooperation between the Centre énd
the States. :The maiﬁ reaéon for Union agencies to operate is to ensure -

that the States are able to carry bn their functions. Such agencies

16
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include the Governor, All India Services, High Courts etc. ‘Since
appointments to such offices are bein{g made by the Centrul Government,
they therefore serve as links between the Central Government and State

Governments,

However at times rather than creating cooperation; it is leading to .
further conflict Setwcen‘ the Centre and the States. The role of the
Governor as an agent‘ of the Centre has often been questiéned. This
becomes more obvious when he sends reports to the President regarding
the imposition of Presidents Rule. Thus, the misuse of Article 356 has

been a major source of constrain between the Centre and the States.

Cooperation in the Financial Sphere

Cooperafion between the Centre and the States in the financial
sphere is one of the most important aspects of federalism. This is
because the States depend to a great extent oﬁ the Centre for the
transfer of financial résourcés. Again, in the field of taxation, Centre-
- State cooperation becomes necessary. This is because of the fac;£ that in
cases like undef Article 268(1), there are some taxes imposed by the
Union: but collected and taken by the States. While still under Article
269(1) taxes.like succession and estates, railway taxes are imposed by .

the Union, but the States shares the entire proceeds. Under Article 270

17



(1) and 272, there are some taxes such as non-agricultural income that
are collected and levied by the Uriibh but the proceeds are shared
between the Ceﬁtre aan the States. The question of cooperation between
the Centre and the States becomes necessai’y because the States depend
on the Centre for financing their development programme. The presence
of institutions like the Finance Commission,‘ Planning Commission,
National Development Courncil provided means for furthering cooperation.

bet\yeen the Centre and the States.-

Constitutional Instruments for Cooperation

‘One éuch provision is the Supreme Couft, whereby under Article
131 they have exélusive and original jurisdiction in inter-State disput_es
and as such- it helps in minimizing friction between the various State
Govern’Ament. The Supreme Court has original juriscgiic'tion in disputes

relating to:

(i) Centre and State .
(ii) Centre and State on one side, and States on the other

(iiij Two or more States.

The Supreme Court being the protéctor of the Constitution sees to it

that the framework of the Constitution is protected. The Supreme Court

18



helps in the settlement of disputes not only between the Centre and

States but, amongst the states themselves.

The issue regarding the sharing of rivers water between States is
also one important area of tension between the States themselvgs. In
such cases, it is often the Centre, which hellps in settling the diépute.

Inter-State We;ter Dispute Act, 195.6 had also been eﬁacted to settle ..

inter-State water disputes.

Another area where cooperation becomes a -necessity is with
regards to health. “The development of health in the national plan has

been a joint venture in which the major role has been that of the State

Government 220

Cooperation through Statutory Bodies '

These -include bodies lil;e the Zonal Councils, Planning
Commission and National Development Council, National Integration
Council. These bodies_ have been set up with a view to act as means to
bring into existence a harmonious relation between the Cenfre and the
States. The States - Reorganizajtion Act 1956 has established  Zonal

Councils, to advise on matters of common interest to each of the five

*.0p. cit (Pal,Chandra, 1985), p. 188.
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Zones. The object of these Councils:as Pt. Nehru e}nvisage'd it is to

“develop the habit of cooperative working.”?!

The Planning Commiséion set up in 1950 is, the core planning
organisation of the country. The States prepare ’their own plans keeping
in mind the broad outline of the Planning Commission. “At every phase of
the planning, ‘(«vorking partnership’” between the Centre and the States is
the characteristic feature.”22 According to the Ninth Five Year Plan,
“@fforts have been initiated to involve the State Govemmént more closely
in the formulation of five year plan.”é3 The system of planning in India is
‘thus a device  of Centre-State cooperation in which the ndrms of
development are set by the Centre in discussion with the State, the

funds, for which are provided by the Centre. |

.T he National Development Council (NDC) had been set up in 1962
with the purpose of promoting economic policieé, mobilising resources
~and to ensure a balance development of the country. This is more so
required in a country like ours, where regional disparities exist. “The
position of the National Development Council has come to approximate
to that of a super Cabinet.}of the entire Indian Federation, a Ca.bin'_et

functioning for the Government of India and the Government of all the

2! Basu, D.D.: Introduction to the Constitution of India, (Prentice Hall, New Declhi, 1999), p. 335.
“* Ray, Amal: Inter Governmental Relations in India, (Asia Publishing Housc, 19606). 1. 138.
* Op. cit (Ninth Five Year Plan), 6.18.
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States”?*. The Statee Government submit their five-year plans to the
Planning Commission, which prepares the National Plém; and after its
approx;al by the Central Governmen‘t, the NDC goes through it. The
Planning Co'mmission‘ takes the NDC's recommendations into

consideration before the final shape is given.

Cooperation through Conferences

Cooperation between the Centre and the States and inter-State

may take the form of ad-hoc committees or Conferences.

Conferences have been evolving as tecﬁniques for facilitating
smooth Centre-State relations. Periodical Conferenées have become a
regular feature of Indian federalism. 'Arhongst the most common held
Conferences are thé Governors Conference, Chief Ministers .Conference, '

Chief Secretaries Conference, Conference of Inspector General Of Police.

The Governors Conference is held annually to discuss the

LY

economic and political situation. Besides the President who acts as the

Chairman, the Vice-President, Prime Minister and Central Ministers are
Do :
also included. \} NN S R I P
’ P

Chief Ministers Conference is the summit meeting of the Chief

Executives of the Centre and the States. The frequency of the meetings

* Santhanam, K.: Union — State Relation in India, (Bombay, 1960), p.47.

221,020054 S THIZSF
N731 Co _

SR8 Y it

TH9857



depends on the gravity of the issues. The Prime Minister presides over
the Conference and it is attended by other Central Ministers too. The
Conference discusses matters concerning the States and it is on such
occasions that the Chief Ministers press for the demands of their States.
Such Conferer;ces also helps in rﬁinimising the tension between the
Centre and the States.

Conferences of otﬁér ministers heading various departments like

housing, finance, irrigation are also held regularly to discuss problems of

mutual interest and as such evolve uniform policies.

The Conference of Chief Secretavries‘ is another important
Conference. This has been on the rise as a result of the bureaucratic
nature of the entire administrative system. Such Conferences are
attended by the Chief Secretaries of State anci presided over by the
Cabinet Secretary in-thg Central 'Govérnment; The first such Conference

had been held in 1956 to discuss the law and order problem. -

The Inspector General of Police of all States meet to discuss
matters like crime, law and order. Crime is not restricted to one State
alone, as such it becomes necessary for the States to cooperate in trying
to keep the criminals at bay. The Centre also maintains its own police

force like the -CRPF, RAF, which have to coopecrate with the State
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machinery. In times when law and order breaks down, the States have to

seek the help of the Centre in providing armed forczs.

A number of Conferenées are held periodically both at the political
level and bureaucratic level. This helps in reducing the tension between
the Centre and'the States. Though the Conferences do not have any legal
validity, the fact tha}t high authorities attend, however gives weightage to

such Conferences.

Cooperation through the Party System

The Congress Pérty had been dominating Indian politics since the
early 1960»s. The Congress Party being in power both at the Centre and
the States was able to subdue any tension that érose between the Centre
and the States. But this bégan to change with the losing of power by the
angress in many States by the rmd 1960’s. New partijes began to emerée

at the Central and State level.

~The 1990s era of coaiitional politics has brought about a new
Iphase in politics relating to Centre-State relations. Fall of the C'ongress,
brought about new parties into the political arena. An interesting point to
not is .thaf no national party had been able to form a Government at the
Centre on its own. It is during this period that regional parties emerge

and thus have come to play an important role in Central politics. “The
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growth and increased prominence of State based or regional parties

introduced a fresh dimension in the working of the federal system25

Being a part of the national Government, regional and local issues
are now being brought to the Central levelv. “More than Central influence,
the real achievément of the regional parties is that pérhéps for the ﬁrst
time a Governmenf in New Delhi has acknowledged the ne‘ed’ to recast
Centre-State relations?’26 Mr.P.V.Narasimha Rao had declared that, “the
Centre-State relations in thé future would be based or; cooperative spirit
with the State advising the UnionvGovernr'nent on the steps to be taken

in various spheres®27

The | national parties too are beginning‘ to change their stand.
Rather than §ticking to their rlg1d ideology, they are accommodating
themselves according to the needs of the time. The national parties have
also comé to realise that they cannot ignore the regional parties. As a
result of coalition Governmepts formed at the Centre betweén national
parties and regional parties, a closer link between the Centre and the
States has been established.

Federalism in India is continuously evolving. Though the

Constitution framers had established a federal State with uritary

% Arora, Balveer *Political Partics and the Parly syslcm in Kashyap, S.C., Khanna, D. D Kueck, G.W
Ruuwmg the Constitution, (Shipra, New Delhi, 2000), pp. 262-263.

® The Hindu (Madras), June 9", 1996.
7 Hindustan Times, Décember 29”‘, 1991.
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features, space for Centre-State cooperation has been provided. The fact
that the Constitufion mai(es space for;Centre-State cooperation through
the administrative, legislative and financial provision proves that the
Constitution vﬁ"amers had béeh aware of the fact that India needed
provisions for maintaining a harmonious relation between the Centre and
the State.

Cooperative federalism implies not only harmonious relation
" between the Centre and the States, but amongst the States themselves.
Intergovernmental relations.may be both horizontal and vertical. While
horizontal relations talks about relation between States, vertical relation
talks about relation between the Central Goverriment_ and the smaller
units. Cooperative federalism thus implies cooperatibn  a't both levels,
vertical and horizontal.

“While the study of federalism has traditionally emphasiscd vertical
relationships, particularly between national and state level, scholars in
recent years have come to recognise the importance of horizontal
relationships, such as relationships among states.”28

In the following chapters therefore the nature of the Indian federal
system in the 1990’s would be analysed in tl:1e context of three new

developments viz.:

% Op. Cit ( Nice, David, 1987)p. 115
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1. emergencé- of coalitional pelitics, -
2. emergence of regional parties at the Central level,
3. adoption of New Economic Policy and its impact on federalism.

It would be interesting to find out whether there has come 'about any
chang¢ in tﬁe nature of Indian federalism. Has ‘there been any
development towafds a sprit of cooperation with the .emergence of
regional parties at the national level? Has the adoption of a New
Economic Policy led to the devolution of more powers to the States? Is
there more interaction between the States in this era of economic
liberalisation? ’What role do bodie:s like the Planning Commission and
Finénce Commission play in transferring resources to the States in the
wake of economic liberalisatign? The above- mentioned issues will thus

be dealt in the consequent chapters.
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Chapte,i' 2
S'tate Particibation and Coalitional Process

Party politics in India has been undergoing changes and this is
more so in the 1990s, which has been characterised by the growth of
coalitional politics. The lack 6f any party to form a Government on its
own has resulted in thé -ﬁse of coalitional politics, which has been
depending on both pre-poll and ‘post-poll alliances. Another interestiﬁg
feature seen in the 1990s is the rise of regional partie's. at the Centre.
Party ﬁolitics has been shaping the na;cur'e of Indian f(;deralism to a large
extend, therefore, it becomes iﬁteresting to Study the ‘irnpact of this

changing nature of party politics on Indian federalism.

While the performance of the Congress (I) has been decliiling in the
19903,‘what we notice is, the efnergence of the Bharatiya Janata Party as
a strong force both in the nétionél politics and State level. politics. The
emergence of regional part‘iés at the Centrai level politics is also very

significant.

1989 serves as a cut-off year in the study of federalism in this
dissertation. Firstly, it establishes the- base for coalition politics, which
has now become more of a trend in every election, be it at the national

level or the State level. Secondly, regional parties have come to establish
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a mark for themselves at the Céntral level. Thirdly another significant -
factor is the ad_optibn of the New Economic Policy, which heralded in
liberalisation into the country and-whereKCenti'c—State relations began to

be given a new shape.
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Table 2. 1: Performance of Congress since 1980.
Percentage of votes polled in Lok Sabha Polls

1980 1984 1989 | 1991 1996 1998 | 1999

All India 427 |481 |395 |as31 |2880 (2582 |2830
Andhra Pradesh | 562 |418 |509 |4552 |39.66 | 3896 | 4279
Assam 510 |236 |- 2783 |31.64 | 3897 |33.42
Bihar - s64 [518 {281 |2048 |1126 |727 |88t

Gujarat . |s48 |s32 |372 |2899 |3869 |36.49 |45.44
Haryana 326 55.0 | 46.2 37.22 | 21.88 | 26.02 | 39.35

Himachal Pradesh 52.1 67.6 420 |[46.16 | 54.33 | 41.80 | 39.52
- 1 .

Jammu & Kashmir' | 187 |302 300 |- |2746 | 1924 |1783
Karnataka 563 516 |489 |4213 |3029 | 3622 | 4541
Kerala 263 | 333 |417 |1877 |3801 |3867 |39.35

Madhya Pradesh - 47.2 571 37.7 45.34 | 30.90 | 39.40 | 4391

Maharashtra 633 |51.2 |454- 4840 | 3478 | 4364 | 2071
Manipur 230|350 |450 |3838 |4017 | 1860 |2529
Meghalaya 743 | 624 |554 |56.62 |53.64 |47.62 | 3275
Orissa 561 |[57.5 | 384 |44.05 |4490 |41.04 | 3694
Punjab |s61 |s7.5 |asa |- 35.10 | 25.85 | 38.49
Rajasthan 426 |[527 |370 |4397 |4051 | 4445 | 4512
Tamil Nadu 31.6 [405 |398 |4257 | 1826 |478 | 11.10
Uttar Pradesh 359 |510 |318 |1198 |581 |e02 | 1472
West Bengal 365 |482 |414 |11.18 | 4009 | 1520 | 13.29

Source: 1980-1989: India Decides 1952-1989

1989-1999: Election Commission of India: General Election Reports to the 10" ,11™ , 12" and 13" Lok
Sabha Elections. '
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Table 2 .2 Performance of the BJP since 1980

Percentage of votes polled in the Lok Sabha Polls.

BJS 1989 1991 1996 | 1998 | 1999
1984
Allindia 74 BJP 11.4 17.10 2029 | 35.34 | 23.75
BJS 0.1 "
Andhra Pradesh 22 BJP20 495 404 1830 |9.90
Assam 04 |- . 8.07 14.98 | 24.47 | 23.01
Bihar 6.9 BJP-11.7 | 11.83 20.54 | 24.03 | 23.01
BJS-0.1
Gujarat , 18.6 BJP-305 | 5037 4852 | 48.28 | 52.48
: BJS-0.1 i
Haryana - 75 BJP-8.3 2.01 19.74 | 1889 | 29.21
Himchal Pradesh 235 - BJP-453 | 42.79 39.62 | 51.43 46.27
' " | Bus- !
Jammu & Kashmir 1.7 1 BJP-7.2 - 18.77 | 28.64 31.56
BJS- .
Karnataka 4.7 " | BJP-26 27.67 24.61 26.95 27.19
Kerala 1.8 BJP-4.5 . 120 | 8.02 6.56
Madhya Pradesh 30.0 BJP-39.7 | 41.88 4132 | 45.73 | 46.58
Maharashtra - | 10.1 BJP-237 |1897 |21.81 [2249 |21.18
Maniipur 7.0 BIP23 |- 447 |[1261 [1.02
Meghalaya . . - 541 | 9.01 9.45
Orissa 12 BJP-13 | 294 1169 |21.19 | 2463
Rajasthan 237 BJP-29.6 | 40.88 4236 ) 4165 | 47.23
Tamil Nadu 0.1 BJP-0.3 | 0.41 092 |686 |714
upP 6.4 BJP-7.6 | 3224 33.44 | 3649 | 2764

Source: 1984-89: India Decides 1952-89

1989-99: Election Commission of India: General Election Reports to'the 10", 11", 12"
13" Lok Sabha Elections. ‘ .

Table 2.1 which indicates the performance of the Congress since
1980 shows that there has been a steady decline in the percentage of

votes polled by the party in the Lok Sabha Elections . From capturing
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42. 7% in the 1980 Lok Sabha Electlon it went down to 35. ’31% in the
1991 Lok Sabha Election, and further down to 28.30 % in the 1999 Lok
Sabha Election at the all-India level. Even in States where the party has
been able to perform well, it started to sﬁow a decline by the 1991 Lok
Sabha Elections. Assam, Bihar, Uttar Pradesh are some of thé few States

showing a decline in the performance of the Congress in the 1990s.

Table 2.2 shows the performance of the Bharatiya Janata Party in
the various Lok Sabha Elections. The BJP known as the Bharatiya Jan
Sangh till 1984 has been showing an improvement ’vin its performance
since 1991. From being able to capture 17.10% of the i{otes polled in the
1991 Lok Sabha Election, it went up to 35.34% in the 1998 Lok Sabha
Elections. However the performance of the BJP went down to 23.75% of

the votes polled in the 1999 Lok Sabha Election.

While the BJP‘has been able to improve its performance in the
Hindi heartland like Uttar Pradesh, Rajasthan, Gujarat, Madhya -
Pradesh, it however has been having little impact on the North-Eastern

and Southern States.
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Table 2.3 Overall Performance of parties in the General Elections since 1980.

Percentage of votes polled in the Lok Sabha Polls.

Pan 1980 1984 1989 1991 | 1996 | 1998 | 1999
BJP JNP:19.0 [JINP:67 |11.4 17.0 | 20.92 | 25.51 | 23.75
JNPS: 9.4 | JNPS7.4 |
CPI 2.6 27 2.6 237 [1.97 |1.75 |1.48
CPM 6.1 5.7 6.5 6:07 [6.12 |5.16 |5.40
INC 42.7 48.1 39.5 35.31 | 28.80 | 25.82 | 28.30
JP/JD 19.0 6.7 JD17.8 | 10.30 | 6.19 |3.24 |JD(s)0.91
ID(U) 3.0
State - - 5.7 11.17 | 21.34 | 18.79 | 26.93
parties .

Source: 1980-1989: India Decides 1952-1989

1991-1999: Report of the Election Commission of India on the 10", 11", 12" and 13"

General Elections to the Lok Sabha.

Table 2. 4 Number of seats captured by different parties since 1991. |

Parties 1991 1996 1998 1999

BJP 120 161 182 182

INC 232 140 141 114

JD 59 46 6 JD (4) 21
JD (5) 1

CPM 35 32 32 33

CPI 14 12 9 4

Regional 36 85 90 105

Parties

Source: Rao, Narashimha G.V.L and

Delhi, Har Anand, 1999.
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Table 2.3 and 2.4 shows the performance of various national and
regional parties in the Lok Sabha Elections. The BJP has been able to
improve its performance by capturing 120 seats in the 1991 Lok Sabha
Election and going on to capture 182 seats in the 1999 Lok Sabha
Elections. The Congress on the other hand has been going down in terms
of the numberr of seats it has been able to capture since the 1991
General Elections. From captliring 232 seats in the 159:1 General
Elections, it has gone down to a mere 114 seats in. t.}he. 1999 General
Elections. The performance of .the other national parties like the CPI(M),
CPl, Janata Dal at the national level has ‘not been too significant.
Regional parties on the other hand have been éhowing signs of
improvement in their performance since the 1991 General Elections.
From capturing 36 seats in the 1991 Lok Sabha elections, the regional

parties went on to capture 105 seats in the 1999 General Elections.
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Regional .parties and Coalitional Pol;itics at the Central Level

The Akali Dal and DMK have been perhaps the strongest regional
| parties. They have always stood for a change in the existing Centre-State
relations. The Safkaria Commission Report was set up in 1983 by Indira
Gandhi on the basis of the Anandpur Sahib Resolut_ion to deal with
Centre-State relations, came up with its Report in 1987 and this proved

to be a turning point in determining Centre-State relations.

The groﬁng streﬁgth of the regional parties at the Central level is
very much evideht. The fact that the AIADMK of Tamil Nadu and Samata
Party of Bihar and UP, could gef six Cabinet seats in the BJP"led-
coalition Government of 1998, while being able to capture only 18 and 12

seats respectively in the Lok Sabha, goes to prove it.

The regional partieé realised, that in order to nationalise their
goais they must be a part'and parcel éf the Central Government and this
is possible if they begin to involve themselves in national politics. The
10t and 11* General Elections have been witnessing the mushrooming
- of regional parties and their ‘impact on the Indian political scene. is .
évident in the formation of the United Front, a coalitional Government
created and sustained by the regiona‘1 parties. The situation :;)f growing
regionalism in the electoral scene became more apparent in the 1998

General Election where out of 176 parties in the fray, 30 were State
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based parties. The regional parties have always stood for the interest of
the regions they belong to. They are in fact representatives of a special

segment of the society.

~There are. a number of reasons for the emergence of regional
parties at the national level. After the Fiourth General Elections, a new
era of politics at regional and State level started in which the regional
parties beganvto form their independent and coalitional Government for
the first time in several States carlier dominated by the Congress Party.

According to Arshi Krh-an,

“People’s mandate for regional parties in several States in the
fourth Parliamentary and Assembly elections started a new
constructive trend towards the federal process. Despite the
failure of the regional parties to sustain Government in
States for a considerable period, they emerged as catalyst
forces to discourage the Centre towards centralisation
process. This could be described as their experiments with
federal democracy.”! ‘ '

Regional parties ‘have arisen mainly with thé idea of promoting
the regional ir;terest of the States. This had been felt éspecially during '
the rule of the Congress which being a national party had concentrated
all the power in the Centre. Thus tdtally ignoring the demands of the
States. It had been during this period that a number of State movements

emerged and started demanding for more autonomy and powers to the

' Khan, Arshi: ‘Legislation, Political parties, Federal experience in Indian polity’ in Vijapury Abdulrahim
(ed.), Dimensions of federal nation building. (Manak Publishers, New Delhi, 1998), p. 185.
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States. In other words it is the regional parties which provided impetus

in leading the State led movements.

The uneven or lopsided pattern of economic develapment has been
an important "factor leadiﬁg to thé growth of regional parties. In India
while some Stafes like Maharashtra, Gujarat are ’industrialised and
developed, there are> still many others like the North Eastern States,
which have been left out of this developmental proaess. While Isome
States have been able to develop faster because of the kind of financial
favours they réceive from the Centre; other States development has been
stagnating because of the apathy of the Central Government. This issue
has often led to conﬁict bétween the Centr¢ and the States and aven

amongst the States themselves.

Chandra Shekhar, former Prime Minister of India, in his opinion
~ said that, the rise of regipnal par.ties was mainly due to the failure of the
national parties to address adequately the problems of regions in a just '
and judicious manner2. The national parties main objective has been the
promotion of the interest of the nation as a whole. On many occasions
this has gone against the wishes of the region, because national interést

and State interest do not go hand in hand.

Statesman, New Delhi, November 10", 1997.
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Many regional ﬁarties have err;lerged in the national scene. N.T.
Rama Rao looked up to the cause of the Telegu pride, C.N. Annadurai
came to power in 1967 by contesting against the Congress, AGP came to
power in Assam as.-a party. -rcﬂgcting{%@g;ﬁggﬁ;nents of the Assamese
whom they felt has been given a step motﬁérly treatment by the Centr.al
Government. Most State.parties have_ risen to prorrﬁnence by building
anti-Congress coalition. In most federal system, State bgsed parties have

come' to power replacing national parties

Whatever may be the factor for the growth of regional parties, the
bottom line is the fact that these parties have arisen .because of their
need to give represenfation to the section_or region they represent, which

?

they felt have been neglected by the Centre.

A significant development in the 1990’s has been the emergence of
coalition politics, as no party.has‘been able to obtain an absolute
majority to be able to form the Government on its own. After the 1989
General Election as no party was able to get an absolute majority, a
National F‘rc.mt> Government was formed. The V.P. Singh Government
however could remain in power only for 11 months after the withdrawal
of support of the Left. pérties and the BJP. With the fall of the V.P. Singh
led Government; Chandrashekhar staked his claim to form the

Government, after he had been assured of support frcm the Congress (I),
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AIADMK, BJP, Muslim Leagﬁe, Ngtional Conferencé and a few ‘
independent members.  The 1996 General Election again resulted in a
hung parliament. A United Front (U.F;) ‘led 13 party quernmcnt headed
by Deve Géwda was installed affer a brief 13 days of» the Vajpayee
Government. Fallv of the Deve Gowda Government led to the
establishment of another UF coalition Government led by IK Gujral. The
1998 mid-term poll once again gave a fractured mandate with no party or
combination getting a majority in the Parliament. -The BJP led
Government came into existence with the support of a number of

regional parties viz. AGP, TDP, National Conference.

The results of the elections from 1989 onwards show not only the
breakdown of one party systerh but also the gradual trahsition’ towards a
new region based vm_ulti party system in which.the major national parti_es
compete for power at the Centre. Therefore Centre-State relation once
again has come into sharp focus in view of this chaﬁging political
scenariio. The United Front led coalitic;n Goverﬁment in 1996 marked a
paradigm éhift- in Indian politics.'The UF Government have been in fact
~ created and sustained by the regional pafties. “I‘he UF contested on the

basis of its 17 months of governance around.co‘-operativevfederalism and
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devolution of powers from the central to the State and local

Governments .3
Bargaining Powers of the Regional Parties

Bargaining power of the regional parties in the coalition
"Government has been on the rise. This has been because of the growing

strength of the regional parties as a solid block in the Lok Sabha.

The United Front coalition Government, comprising a number of
regional parties promised to advance federal principles by implementing
the major recomméndations of the Sarkaria Commission and by
appointing ‘a powerful Commission to review and update the

recommendations of the Sarkaria Commission.

| “The Common Approach to Major Policy Matters and a Minimum
Programme document that was formally released by the Prime Minister -
H.D. Deve Gde;, on June 5, is an eloquent expression of the clout thét
regional parties have‘in the new ruling arrangement. More than control
and influence, the real achievement of the ruling parties is that perhaps

for the first time a Government in New Delhi has acknowledge the need

to recast Centre State relations» 4

* Ahuja, M. L.: Electoral Politics and general elections in India1952-1998, (Mittal., New Delhi, 1998),

5).14

Hindu (Madras), June 9", 1996.
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The Common Minimum Programme commits‘ the Government to
the “principle of politicai, administrative and economic federalism. The
.documeot concedes right away. ‘a greater freedom to the States in
determining the priorities, underdeveloped progranimes, greater freedom
to their plao. The document also pr,omises to transfer most of the

centrally sponsored schemes to the control of the State Government’; *®

The regional p.arties now being critical for the survival of the -
coalitional Government have started ‘bargaining for more powers.
Jayalalitha of the AIADMK who joined the BJP coalition Government in
1998 began to use her influence “to mako a 'demand to stall a series of
corruption investigation against her?é She even demanded a reshuffle in
the cabioet so as to includev a number of the psrty members. Mamta
Banerjee of the Trinamool Congress, a part of the coalition Government
also began to make demands whereby she be gi‘ven the post of the Union
Railway Minister.»’

The ré’gidnal parties have realised that if they remain united, they
would prove to be a sfrong force bec}ause the national parties cannot
form a"Government on their own. The regional parties have gone. to thé

extent of forming‘ a Federal Front. “The formation of the Federal Front

Ibid.

Sacz, Lawrence: Federalism Without a Centre The Impact of Political and Economic Reform on
India’s Federal System, (Sage, New Delhl 2()02) p.64.
Statesman, January 10", 1999,
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was a matter of strategy of 58 Members of Parlivament to protect regional
interests together énd to bargain power from the United Front”.®8 The -
Chief Minisfer of Andhra Pradesh, one of the chief protagonist of the
Federal Front félt that his “prime concern is to restructure the present
relationship between the Centre and the States, especially in financial
areas, and to have amendment in Article 356 of the Constitution to
prevent its misuse to destabilize Staté Go§ernmen£ run by parties

'

- different from the one in the Centre.” 9

| The formation of the Féderal Front in the National Front
'Governmentj by the regional parties, like the TDP,AGP,DMK,TMC, only

goés to show the increasing importance of the regional parties in t’he‘I
Central level. ;
Every Chief Minister is competing for foreign investment for their

Stafe and the Central Govemmeﬁt has permitted the- State GoVernment.f
to make theif own moves to secure funds., fof development. It has
happened for the first time that the»Central Government has permitted
the State Government “direct aﬁthority to clear foreign investment up to
a limit in sém;e projects like bower sector. If the investment in é power

project is up to Rs.1,500 crores and even if the fofeign equity level is 100

percent the State Government can directly negotiate to decide about the

¥ " Gehlot, N.S. : Current trends in Indian Politics, ( Deep and Deep, New Delhi, 1998), pp.437-439.
! Ibid pp.437-439,
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investor and investment,®? Such a thing was never possible in the
~decades just after independence when centralisation was the main

theme.

There has been a growing sense of bargaining by the regional -
parties. On_é sﬁCh instance had been demonstrated “when Mr.
Kumaramangalam and the Vajpayee Government issued an ordinance for
the establishment of Central Electricity Commission to regulate power
tariff, the st;'ong protest came from coalition partners like the Akali Dal

and DMK 71

The regional parties have engaged themselves in a bargaining
process so as to reap as much benefit as possible for their region
especially in the economic sphere‘. They realised that the development of
their States depend to a large extent on the ﬁnaﬁcial aid of the Centre.
So, the best option would be .bargaining for development to their States,

in return for the support to the Government.

The b;argaining power of the regional.parties in the 1990s also
éxtehds to the usage of bArticle 356, an emefgéncy power, which has
created a great strain in the normal functioning of Ceﬁtre-State reiations. ,
Article 356 of the Constitution authorises the President to issue a

proclamation impdsing President Rule over a State, if he is satisfied that

Lo

Bhambri, C. P.: Indian Politics since 1ndepcndenceVol.2, (Shipra, New Delhi, 1999), p.195.
H 1bid.p.196. : ‘
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a situation has arisen in which the Government of the State cannot be
carried on, in accordance with the provisions of the Constitution. The
President issues such a proclamation when he receives a Report from the

Governor of a State.

President Rule was imposed for the first time in Punjab in 1951, '
because of internal squabbles .of the fuling party. Ambedkar while!
framing the Constitution made it clear that this Article was not to be
used as a political weapon, but only when it becomes a necessity.
However this did not really happen, Article 356 continued to be used as a
political weapon by the Central Government against State Government

depending on its whims and fancies.

It had been because of the flagrant violation of this Article; that it
became necessary to set up a Comimission to ‘revi'ew fhe working of
Centre¢-State zrelations. The Sarkaria Commission under Justice Sarkaria
had been set\ up td deal with the existing Centre—Stafe relations and it
hac{ dealt exteﬁsively with Articl¢ 356. Amqngst' the recommendations
that had been méde, were that Article 356 should bé used sparingly .as a
'measure of last resort when other alternatives fail; all attempts should be
made to resolve the crisis at the State level before taking recourse to
Article 356; a warning should be issued to the erring States that it is not

carrying the governa:ice of the State in accordance with the Constitution;
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. the Governor’s Report should be a speaking document containing facts. 12

The Report did not however say anything about abolishing the Article.

In course of time the courts too have come to the rescue of the
States and thus have helped in maintaining a harmonious relation
between the Centre and St.ates. One such ruling had been the Bommai
Judgement. The three States of Rajasthan, Madhya Pradesh and
Himach{al Pradesh went to court when their Governments had been
dismiss;ed on the ground that t.hey had been ruled by the BJP and so
proved to be a threat to the security of the country. They moved the coﬁrt
énd the. casé_was heard by a nine J’udge Bench. The pronouncement .'
made by this fBench has been hiétoric since President Rule became

amenable to judicial review.

The intervention by the President on a number of occasions has
also reduced the tension between the Centre and the States. Two such
occasions were in UP in 1997 and Bihar in 1998 when President K.R:

Narayan sent back the Cabinet’s recommendation for reconsideration.

However with the coming of coalition Governmgnt, there is a new
form of bargaining with regards to Article 356. Since the coalition
- Government is supported by many regional parties the Central

Government is bound to listen to the demands of the regional parties.

: Sarkaria Commission Report,Vol. 1, 1988, pp 179 - 180.
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These regidnal parties do not hesitate in demanding the dismissal of their

own State Governments, which are ruled by other parties.

bThe BJP alliance partners AIADMK, Trinamool Congress énd
vSamata Part'y have been demanding tf;e dismissal of State Government of
Tamil Nadﬁ, West Bengal and Bihar. The Government under pressure
from its coalition partners immediately send ‘investigating teams® to the
three States. “A political storm broke out against the préctice of éending

central investigating teams and the Vajpayee Government defended its
|

actions by appropriating Article 355 of the Constitution.»3

The Chief Minister of Tamil vNadu, Ms. Jayalalitha went further by
accusing the Home Minister; L.K. Advani on goiné back on his assurance
of having promised her the dismissal of the DMK Government, once the
party came to power. This only reflects the ‘bargainin'g power regional
parties are using in return for - their sui)port to the Government at thel

Centre.

Article 356 is now being used more as a bargaining power for the
regioﬁal parties to gain favours from the Central Government, even to the
extent of asking for the dismissal of their own State Government. Article -
356 is ﬁsed much less now, when compared to ten-fifteen years back.

Article 356 has been a debatable question since the first time it has been

1 Op.cit (Bhambri, C.P. 1999), p. 206.

H
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used. The party in power at the Centre has used it more as a political
Weapon. The Janata Dal, which came to power after the Emergency in
1977, took no time in dismissing State Governments ruled by the .
Congress as retaliatioﬁ for similar. dismissalsx by the Congress. |
Impositjon of President Rule has created much strain in the relation

between the Centre and the State.

There has been a change in,the attitudé of national parties.
regarding Qéntre-State relations. Even national partieé like the INC and
BJP, which havé always stood for a strong Centre are now being moré‘ ,
flexible. This is because of the fact that they have realised that if they are
‘to improve jtheir performance, they need to improve their records in the
States, and this is possible only if they are more flexible in their attitude

. . 1
towards the sentiments of the States. Moreover the joining of regionai

parties in the coalition Government at the Centre and the State level has

brought about this rethinking amongst the national parties.

Realising that it needs to improve its perfofmance in the States, if
it is to win more seats the BJP is 'beginning to show flexibility in its
ideology. This change in the BJP’s attitude has been more brevalent
since the 19863. The BJP in its reply to the Sarkaria Comrﬁission’s
questionnaire asked for a change in ';he existing arrangement of Centre-

State relations. It argued on “the need for the decentralisation of political
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power, since a vést country like India can be administered only through
regional Government.™¢ The 1984 Election Manifesto of the BJP talked
about Centre-State relations as an imbortant issue. The 1991 election

inanifesto 'o'f the BJP also demanded restructuring of Centre-State

relations..

The BJP led Government informed the Rajya Sabha, that, “it stood
committea to evolve a broad consensus on devolution of administrative
and financial powers to State. Thé Minister of State for Home, Mr. L.D.
Swami said that the Centre was keen to evolve harmonious relations with
the States and pointed out that even' the Constitution is a cooperative

and quasi-federal structure.”s

The BJP has thus come a long way in being more flexible. It
realised that if it is to win power in the States it has to make

compromises regarding its rigid stand on centralisation.

The devolution of power has made even the Congress a
decentralised party, for “the Congress itself has become a coalition of

State parties which in turn are coalitions of quasi-autonomous district

organisations. M6
H Op.cit (Sarkaria Report Vol. 11, 1988), p. 619.
i Hindu, August 17", 2001,

Kochareck, Stdnlcy The Congress Party of India: the dynamics of One Party democracy,
(Princeton University Press, Princelon, 1968), p.444.
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The former Prime Minister Mr. P.V. Narasimha Rao of the Congress
while 'addressing the Governor’s Conference, declared that, “Centre—State
relations in the future would the based on a cooperative spirit with the |

States advising the Union Government on the steps to be taken in

. » ¥
various spheres.”

Other national parties like the Communist Party also talks about
devolving more powers to the States- economic fiscal, administra;cive, and
political through Constitutional amendment, activisation of the Inter
State Council and empowering the National Development Council with

adequate powers on planniﬁg.
Coalition Politics at the State Level

"This change in the politiéal scene has been witnessed not only in
the Centre, but States too. Coalition politics has became the order of the |
day in the States, whereby both regional and national parties join to form

the Govemment.v

17 Deccan Herald, December 29", 1991. - '
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Table 2.5
Chronology of State Governments 1990-99

1990 1991 1992 1993 1994 1995 1996 1997 C1998 1999
1. Assam AGP/PR Cong. () * Cong (0) Cong (I) Cong (D) Cong. () Cong (I) -AGP AGY AGP
- ) : : AGP *
2. Andhra Cong (I) Cong (1) Cong (1) Cong (I) Cong () - TDP TDP . TDP TDP TDP
Pradesh ) TDP * : . TLP/BIP *
3 Bihar ID +* D+ ID+ JD+ ID* PR/JD+* RID + RID+ RID+ RID+
4. Gujarat JD/BJP JD/Cong () | JD/Cong (I) | JD/Cong () | JD/Cong(l) | JD/Cong(I) | PR/RIP + PR/RJP + RIP+ BJP
JD/Cong(l) * BIP * BJP *
5. Harayana JD(S)+ ID(S)/ DSy, ID(S)/ IDES)/ J(S)/ ID(S) HVP /BIP HVP /BJP HVP/BJP
Cong. (I) * Cong. (I) Cong. (I) Cong. (I) Cong. (I) /Cong () HVP/Cong.(I)
' HVP /BIJP * BJP/INLD
6. - Karnataka Cong (1) Cong (I) Cong () Cong (I) Cong (1) D JD D JD ID
JD* Cong (1) *
7. Kerala LDF LDF UDF UDF UDF UDF UDF 1LDF LDF LDF
. UDF* ’ LDF*
8. Madhya BIP * BIP BIP PR/ Cong (I) Cong (I) Cong (I) Cong (1) Cong (I) * Cong (1)
Pradesh Cong (I) * '
9. Maharashtra | Cong (I) * Cong (1)- Cong () Cong () Cong (1) Cong (D BIP/SS BJP/SS BIP/SS BIP/SS
BJP/SS * DF *
10. Orissa JD* ID D D JD D Cong (I) Cong () Cong (I) Cong (1)
. : Cong (I) * . BJD/BJP *
11, Punjab PR PR Cong (1) * Cong (I) Cong (D Cong () Cong (I) Cong (1) BIP/SAD BIP/SAD
. BJP/SAD *
12 Rajasthan BIP/ID * BJP + BJP+ PR/BIP+* | BIP+ BIP+ BJP+ BJP+ BJP+ Cong (1)
BIP+ . : Cong (I) *
13. Tamil Nadu DMK . PR AIADMK AIADMK AIADMK AIADMK AIADMK DMK + DMK + DMK +
' AIADMK/ DMK *
Cong (1) *
14 Uttar Pradesh | JD /Cong (1) | JD/Cong PR BSP/SP * BSP/SP BSP Hung BSP, BJP BIP + BIP +
’ ()] BSP/ BJP Assembly * | BJP + ‘
: BIP/ BSP * . . BSP :
! is. West Bengal | Left Front Left Front * | Left Front Left Front Left Front Left Front Left Front* Left Front Left Left Front
ol ’ Front

Sources : Compiled from Frontline, Indian Annual Year Book, Manorama Year Book. .

* = Assembly Elections

PR = President Rule
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Notes :

13.

14.

P
w

Assam :i990 - PR; 1991 June Elections - Cong(l} ;1996 April Elections - AGP
Andhra Pradesh : 1989 Election — Cong(l) ; 1994 December Elections — TDP; 1999 September Elections — TDP/BJP alliance

Bihar : 1990 February Elections — JD + Left Allies; 1995 March Elections - JD + Léft Allies; 1996 - JD split, emergence of RJD,
with Cong(l), JMM support. - -

Gujarat : 1990 March Elections - BJP/JD coalition; 1990 October - BJP withdraws; 1990 November - JD/Cong(l) 1995 _
February Elections BJP; 1996 August Split in BJP; 1996 — PR - RJP with Cong(l) support; 1997 October -Cong(l), withdraws
supports to RJP; 1997 November - PR —- RJP with Cong(l) support comes back; 1998 February Elections — BJP.

Haryana : 1991 May Elections - JD (S)/ Cong(l) Alliance; 1996 April Elections - HVP/ BJP; 1999 - BJP withdraws support joins
INLD; 1999 June — HVP and Cong(l) support; 1999 July - BJP/INLD alliance.

Karnataka : 1989 Elections — Cong(l}.; 1994 December Elections - JD; 1999 September Elections — Cong(l).
Kerala : 1987 Elections — LDF led by CPI (M) ; 1992 June Elections — UDF led by Cong(l); 1996 April Elections — LDF.
Madhya Pradesh : 1990 February Elections — BJP; 1993 - PR — November Elections —~Cong(l).; 1998 Nov. Elections — Cong(l).

Maharashtra: 1990 February Elections - Cong(l).; 1995 February Elections — BJP/SS; 1999 September Elections -Democratic
Front alliance of Cong(l), NCP

. Orissa: 1990 February Elections — JD; 1995, March Elections — Cong(l}).; 1999 September Elections — BJD/BJP.
. Punjab :1992 February Elections — Cong(l); 1997 February‘Elections - SAD/BJP. '
. Rajasthan : 1990 February Elections-BJP/JD;1990 October-JD withdraws; 1993-PR-November Elections -BJP and allies; 1998

November Elections—-Cong(l).

Tamil Nadu: 1991-PR- Elections June- AIADMK/ Cong(l); 1993 - Cong(l); withdraws; 1996 May Elections'— DMK led alliance;
1998 - TMC withdraws.

Uttar Pradesh: 1991 June Elections-BSP/BJP; 1992 December-PR; 1993 November Elections-SP/BSP; 1995 - SP/BSP falls;
1995 July - BSP/BJP alliance; 1995 October-BJP withdraws; 1996 October Elections- Hung Assembly; 1997 March - BSP/BJP;
1997 October BSP withdraws; 1997 October-BJP wins vote of confidence with support from ULCP etc.; 1998 - withdrawal of
ULCP-dismissal of BJP led Government—Court restores BJP led Government . .

. West Bengal : 1991 May Elections— Left Front led by CPI (M); 1996 May Elections — Left Front.
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There ‘is a strong existence of coalitional politics at the State level
as Table 2.5 indicates. National parties and regional. parties alike take
part in this coalitional politics. -

«.

According to Lawrence Saez, pne of the most salient

characteristiés of the changeé in India’,s State party system has been the ‘}
: growth in régional parties as well as national parties with a concentrated

regional base ™8 The national parties too are having regional agenda “the B
CPI (M) in West Bengal, Janata Dal in Karnataka are two examples of
national partles with a concentrated regional appeal. These parties have .
acted as proxy regional part1es in the 1980 and 19903 pnmarﬂy b3I; |

articulating defnands for a more decentralised federal system 9

This coalitional politics has often resultéd in unstable Government,
since the coalition is based more on the urgency of-need. Thus we see
that while the JD had joined hands with the BJP in the 1990 Assembly
Elections in Gujarat, when the BJP withdrew from the coalitional
Government, it joined the ‘Cong.(I) and thus a JD / Cong.(I) alliance was
formed. Uttar Pradesh is’ anofher case where we see parties switching the
alignments to suit their needs. At times it has 'beeﬁ the BJP and SP
fox"ming the government while at times it has been the BJP and‘ the BSP

forming the government. Thus what we see is that it is the need to fulfill’

" Op. cit (Saez, Lawrence, 2002) p. 54.
" Ibid. p. 58.

51



the goals and objectives that alliances are scrt after. The frequency in the
use of President‘'s Rule then becomes more as a result of withdrawal of
parties from the Government, thus leading to instability and mid-term

Elections.
Inter State Council and Centre-State Relations

An important method of promoting cooperative federalism is having
well-defined institutions so as to serve as forums whereby the heads of
the Central Government and the State Government meet to discuss

issues concerning Centre-State relations.

Article 263 talks about the establishment of an ISC or an Inter«?
State Council, énd hés assigned certain duties and functions to it, viz.:

a) the duty of inquiring into and advising upon disputes which may
have arisen between States,

b) invest{\gate: and“discuss>subjects of éommori interest between the
Union and the States or between two or more States,

c) the ISC is purely ah advisory body,> Vv;/hich could only investigate,
discuss and make recommendations to the President, who is '

empowered to appoint.also lay down the duties to be performed by

such a body. This is with respect to Union-State relations.
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d) With fegérds to inter-State affairs, the ISC can enquire into and

advise upon disputes arising between the States.

The ISC however is a child of the 1990s, since it was established only
on May 28th. 1990 by the V.P. Singh Government, “a centrepiece of his
NF ‘policy abou! federalism in the 1989 General Elections?20 The fact
that this institution was established only in 1990, it becorﬁes important

to study the role of this body in promoting Centre-State relations in the

1990s.

The Administrative Reform Ccmmission first recommended the setting
up of an ISC in 1969. The Rajamannar Commissioh wanted the ISC to bel
' a supreme bod);, whose recommendations would hélp to build in a better -
relationship between the Centre and the States. The Commission
intended to transfer some of the powers presently exercised by theg
Centre to the. ISC. The Sarkaria Commission also did talk in length about ‘
‘the setting of an ISC, but it could take shape only in 1990. The I.SC Wa§
to. have a General Body and a Standing Committee. The General B()dyi
would consist of the Prime Minister as the Chairman other :member;
would include Chief Ministers of States, and Union Territories, Union

Ministers and Other Ministers to be invited.

x Ibid p. 117.
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The queStion that often arises is why there is a need for the
establishment of an ISC, when there are many bodies and institutions,

which have been established to look into Centre-State relations.

One of the reasons given by the Sarkéria Commission Report, for
setting up an ISC is that “there is no high level cogrdinating forum other
than the ISC envisaged in Article 263 of the Constitufion where such
problems can be sorted out.”?! In a democratic country like oufs it is -
only through 'disc'ussions and meetings of executive as well as
representations 6f the Union and States that Centre -State problem,s‘can
be resolved. Thus, “the ISC would be renamed the Inter Governmental
Council. The IGC would be charged with the.duties set out in Article 263,
viz. those dealing with matters other thanv socio-economic planning and

development.”22.

Despite its purely advisory role, the Sarkaria Commission believed
that it is expeéted that this ISC, “will be able to build up mutual trust
and confidence Jand will soon emerge as the major instrument for
aiscussing at the national level policies and actions affecting in inter

~ governmental relations.”23

2t

Op. cit (Sarkaria Report, vol. 1,1988), p. 237.
2 Ibid. p.239. ‘
= Ibid. p. 239,
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As long as the same party rules the Centre and the States, it becomes °
easy to sb_lve problems that arise between them, as it can be treated as a
party matter. Problems start ariéing when the party at the State is
different from the one at the Centre. Even inter-State clashes are also not
ruled out. Thus a forum like the ISC where leaders of the States and the
Centre can meet openly to di-scdss matters of importance would do a
great deal of Beneﬁt to the promotion.of a harmonious relatibnship

between the Centre and the States.

“The main purpose of the Council, would be to coordinate
between the States and between the Union and the States.

* The duties of the ISC would be mainly to enquire into and
advise upon the inter-State disputes, to investigate and
discuss subjects in which some or all of the States or the
Union or one of the States have a common interest to make
recommendations upon any such subject for the better
coordination of policy and action,*2¢

The guidelines brought about by the Chief Minister of Tamil Nadu, M.
Karunanidhi in the first meeting of the Council on October10t, 1990

reveals some of the functions that are to be performed by the ISC.

The first guideline related to the empowerment of the ISC was to be
able to discuss any subject falling within the scope of Article 263; the
ISC, should be informed on all matters of national importance, the

decisions of which is going to affect any State or States. Such importaﬁt

# Singhvi, L. M.: ‘Cooperative Federalism: A Case for the establishment of an ISC’ in Grover, V.

(cd.) : Federal ,system, state autonomy and centre - state relations in India, (Deep & Deep,
New Delhi, 1990), p.43.
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matters lwould include foreign relations, national security, internal
politics; the Council. may periodically review certain matters in which
States have a common interest which include taxation, market
b.orrowings, inter State trade etc. The éouncil may also be consulted on
matters in which the States needs to be taken into account. Such
functions include admission of new States, amendment of Constitution,
taxation, finance and planning etc. Other specific issues include that the

ISC should be consulted on all decisions proposed to be taken by the

|

|
|
:

Union - Government, matters relating to minorities, Schedule Castes,.
Schedule Tribes; ISC should be consulted before the declaration of

Presidents Rule etc.25

An overview of the functions and role as given down by the Chief
Minister of Tamil Nadu shows that a lot of importance has been attached

to the role of the ISC in dealing with Centre-State relations.

’ \ .
The States too in their replies to the questionnaire submitted by the

Sarkaria Commission had shown great enthusiasm in the establishment
of such a Council. The Government of Jammu and Kashmir in its reply

said', that, “we maintain that the setting of an ISC would far betfcer serve

2 Arora, Balveer and Verney, Douglas, V.: Multiple identities in a single state, (Konark,,

New Delhi, 1995), pp. 357-360.
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the purposé of reducing frictions and eliminating the mutual grievances

between the.Union and the States inter se??26

The Government of Karnataka too in its reply to the questionnaire, is
of the view that the ISC should become a forum for diséussing problems
of Centre-State relations and also the problems that arise among the;
States. The role of the ISC has also assumes importance because of the
existence of a complex multi-party system. The ISC éhquld also serve as
a forum where issues like regional imbalance, mutual cooperation among

States may be discussed.

The Bharatiya Janata Party too in its memorandum submitted to the
Sarkaria Commission felt that formation of an ISC undef Article 263
should be made mandatory. ‘The' Council should include the Prime .

Minister and all the Chief Ministers.

The Indian National Congress memorandum however states that there
is difficulty in establishing such a Council, since the State will make it a

point to take each and every matter to the Council .

The role of the ISC is at best advisory.“lnstitutionally the ISC would

be the principal forum of inter-State -and Union-State consultation. The

2 Op. cit (Sarkaria Report, 1988 ) , pp. 207-221..
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ISC would also provide basic background data for research on federal

p‘roblem.”27

The Constitution framers intended through the ISC to provide for a
standing arrangemenf for mutual consultation between the Centre and
the States on subjects of common interest. “The Council can be an

important forum for keeping the States informed and thereby involved in

' |
national policy initiatives.”** ¥

The ISC, which was constituted in 1990 was supposed to have its first
meeting in August, but it howéver did not take place as such. The V.P.
Singh GoVernmént was itself embroiled in a series of agitation caused by
its reservation policy. “When it finally did meet on October 10th, its
lackluster agenda and desultory diécussion. were a source of
disappointment to those who had expected much more from this long -
awaited Council.” ?2° During the setting up of the ISC in June 1990, it
had been decided that the Council would have a General Body and a
Starllding Commission. The General Body would consist of the Prime
Minister as its Chairman and other members would include all Chief

Ministers of States and Union Territories, six Union Ministers and Other

7 Op. cit (Grover,V.,, 1990), p.44.
= Arora, Balveer: ‘Political parties and the party system’ in Kashyap, S.C., Khanna, D.D., and
Kueck, G.W.: Reviewing the Constitution (Shipra, New Dethi, 2000), p.279-80.
i Arora, Balveer @ ‘India’s federal system and the Demands of Pluralism: Crisis and reform in the
Eighties’ in Sengupta, J.: Economic reforms: The role of the state and future of
Centre -State relation, (Observer Research Foundation, New Delhi, 1996), p.178.
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Ministers to be invited. The meeting of the Standing Committee was

however held only on December 1996.

By tljn-e time the second meetirig of the Committee toqk place there had
been a deéline in the number of Chief Ministers atﬁending the meetings.
Apért from Gujarat, Orissa and Rajasthﬁn other Stateé, 'weré represented
by Cabinet Ministers. This juét reflects the faith the Chief Ministers have
in this Council. Thus, what started in a positive way, turned out to be
just another body that has been set up without really making much

progress.

The secé)nd meeting of the full Council took place oﬁly on July 17”‘,*:
' 1997. The time frame itself shows the lack of seriousness of the ruling
Government under P.V. Narasimha Rao, who ‘made little efforts tc
convene meetings of the ISIC.‘fDuring 1996-1997, the Council, was asked
to enquire and advise upon the dispute between Andhra Pradesh and
‘Karnataka ovef the height of the Almatti dam on the rix?er Krishna, and ;
also to discuss disputes between Karnataka_ ana Tamil Nadu over the

distribution of the Cauvery water. It also discussed the issue of imposing

a consignment tax on the inter-State movement of goods,”30

Mukhopadhyay, Asok: ‘India’s Federal ’Polity: Emerging Trend in the Nineties’ in Jana, Anil
Kamal (ed.): Indian politics at the crossroads,(Commonwcalth Publishers, New Delhi, 1998), p. 87-88 .

0
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The Sixth meeting of the ISC was held in 2000. This time the meeting
was taking place after a lapse of more than one and a half years. Some
Chief Ministers had been' of the view that the Council should be
convened m;)re regularly, one at least every year. The meeting of this
Council thougﬂ not particularly productive, “served an important
objective, namely of mutual discussion between the Centre and the State

on important issues in Centre-State relations,”3!

On many ,o_ccasions in the meetings of the Councils the issue of Article
356 had been raised. In the recently held meeting of the ISC (November'
2001), discussions had been going on over the role of the Governor . The
Governor plays a vital role in acting as a link between the Centre and the | _
States. It is on his recorﬁmendation that Presidents Rule is imposed on a:
State. The States often complain that Governors have been écting asl
‘agents of the Centre’. This is becéus_e of the féct that, a Governor is
appointed byz ‘the Central Govefnment. On a number of times the
highhandedness of the Governor has been a cause of strain relationship
between the Centre and the State. The States have therefore repeated
their demand for a neutral Gover‘hor who would look into the proBlems of

the States rather than merely act as *agents of the Centre?’.

31

 EPW, May 27", 2000, p. 1780.
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The Seventh Meeting of the ISC (Nbvember 2001) discussed a proposal R
made by several States that instead of ciirectly appointing a Governor:E
the Centre should choose from a panel of three names suggested by the
concerned States. The regional ruling parties of .Andhfa P;'adesh, Tamil
Nadu, West Bengal have been advocating a new system of appointment
for Governors, so that the scope of Centre’é interferénce in regional
politics is limited. In a far iéaching decision, the ISC decided that a‘
Governor after leaving office, would be debarred from returning to active
politics and that it would be mandaiory for the Cehtre to consult the

Chief Minister on the appointment of the Governor | 32

The ofher décisions taken during the Seventh Meeting of the ISC has
been the shifting of taxation powers to the Concurrent List, W}"liCh all this
‘while had been in the Union List; so that the States cot;lld mébilise
resources. States will now be allowed to impose local or municipal taxes
of industrial or commercié.l properties owned by the Centre. Another
important decision was to allow the Centre to retain powef to set up a
Commission of Inquiry against any Ministerl of a State, but with
appropriate safeguards to brevent misuse. The Chief Ministers led by
those from Himachal Pradesh, West Bengal, Tamil Nadu, Madhya

Pradesh wanted Doordarshan’s regional channels under their control.

Times of India, November 17", 2001.
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Further, another important decision taken at the ISC meeting had been
the transfer of all residuary powers of legislation, including taxation

matters from the Union List to the Conqurrent list.33

The fact that the Prime Minister, Mr. A.B. Vajpayee, raised the :
Prevention of Terrorism Ordinance (POTO) issue at the Seventh Meeting
of the ISC even though the matter had not been listed in the agenda only °
goes to .shc;w the growing importance attached to the ISC of late.:
Vajpayee advised the Chief Minister atténding the Meeﬁng that th‘ey.

: |
should have an open mind on thé issue thereby striking a reconciliatorya'

note on the proposed controversial issue.34

The ISC in the meetings it hasvhad has often dealt with issue of prime
importance concerning Centre-State or inter-Staté like the Almatti dam
case. Though the ISC is an advisory body; yet the composition of the ISC
gives weightage to it since it inc‘ludes not only the Chief Ministers of all
States, but -a.llso the Prime Minister and other Cabinet Ministérs. The
most ‘important factor upon which, the succéssful “working of the
institution depends are, the regular holding of me'étings and a more

sincere attempt to fulfil the promises made by such meetings.

The NCRWC, “while endorsing the recommendations of the

‘Commission on Centre-State relations (Sarkaria Commission),

RRJ

Hindustan Times, Nevember 17, 2001.
Hindustan Time, November 18", 2001.

34

62



recommends that in resolving problemé and coordinating policy and.
action, the Union as well as the State should more effectively utilise the
forum of Inter State Counc‘il. This will be in vtune ‘with‘ the spirit of
cooperative federalism requiring proper understanding and mutual
confidence and resolution of problems of cor_ﬁmon interests

expeditiously. %5

Party systefn in India has been undergoing a complete change in the
1990s. The national parties are being more federalised. to meet the new
demaﬁds. Coalition politics is tbe order,.of the day both at the Centrél
and the State lével. National éolitics now have to turn to regional parties
for support and‘this is increasing the préstige of the regional parties,
~which had all the while remained in the dark.’ Coming ir; of re'gional
politics to the national level has brought in a new phase in the chapter of
Centre-State relations. Focus now is shifting to regional politics. There is
nationalisation of regional politics, since the regional parﬁes are now
able to able to bring in regional issues to the national level. The regional
parties on their part try to .promote federal i‘deas as much as they can.
"Even the national parties have joined the regional parties in the
formatio’ﬁ of coalitional Government at the State level. Thus, this procesé

of coalition politics is revamping Centre-State relations to a great extent. .

** Website of NCRWC, www.ncrwe nic.in, Final Report, accessed on 5.3.2002.

1
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Another'p.rominent feature of politiés in the 1990s is the inability of |
any party to form a Government on its own and thus has to seek for
allies. In this process a number of bargain is made by parties providing
support, each party trying to meet their own needs. A number of issues,
earlier tackled at the.State level, are now being raised at the national
level. Besides regional parties raising it, the nationél parties too, tel
please their allies take up the issue. What, therefore becomes important
is the fact that such issues should‘be dealt with in a serious manner, not
just to please a pgrticular party, or else the existing Centre-State

relations which seemed to be cordial would be destroyed once again.

C.P. Bhambri felt that coalition Go{/ernment has nét brought any‘
change for the cooperative working of the federal system. In fact the
regional leaders are using it for their own purpose to promote their own
interest. “The coalition era of politics has disturbed the delicate balance
between Central and State Government because Central Government i
~ have become wéak owing to'shifting politics of coalition and alliances 36

Setting up of inétitutions like the I:SC to p-fémote cooperative federélism‘
‘WOuld be of little use unless there is a more sincere effort by the partiesv

to fulfil the commitments.

o Op. cit (Bhambri, C.P., 1999 . p.208. .
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The political scenario of India in the 1990s has been undergoing
tremendous change. National parties thaf had been having a centralist |
outlook are now restructuring their ideology to meet the needs of the
present time. Centre-State relations Have assumed gfeat importance in
the present day context because of the changing political scenario both
at the national and the State level. For a better coordination between the
Centre and thé State what therefore is needed is a more committed

Government.
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CHAPTER 3

COORDINATION OF ECONOMIC POLICY

The eﬁtire, Indian economy went through a restructuring phase
through the introduction of a set of economic reforms programme by the
minority Government under P.V. Narasimha Rao with Manmohan Singh
as ihe Finance Minister. The new economic reforms introduced in 1991

brought about liberalisation and glob'alisafion in the country.

The liberalisation policy had not been something new; it had been
there since the 1980’s. In fact Rajiv Gandhi had introduced considerable
measures of liberalisation. The Narashimha Rao Government had taken

this up in a big manner.

The Indian economy had not been performing too well. For .;the past
few decadesAIn’dia was‘ adopting a closed economy where privatisation
was not much encouraged. The | poverty lé_vel wés still  high,
industrialisation was restricted to a few region of the country, most of the
Public Sector Units were declared sick aridroAn the verge of being closed
down; invesfmen_t from abroad was laci{ing. The overall economic

situation in India was grim.
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By 1990-91 inflation was crossing the double figure mark..
“Inflation reached a peak level of 16.7% in August 1991.”! Foreign
exchange reserves were at rock bottom and fell to‘ a‘l'most $1 billion,
Balance of Payment turned uncomfortable by the end of 1988, and
foreign debt was rising. Then came the Gulf War, which led to a sharp
rise in oil priceé. Fiscal deficit was very high and the Eight Five Year plan

could not be presented in February.

To add to this economic crisis was the political crisis of having
unstable Governments at the Centre. Before the minority Government of
Narasimha Rao came to power, there was a series vof coalition
Governments, which fell down due to instability. More and more money
was thus drained towards the conduct of General Elections. The
Narasimha Rao !Governfnent though a nﬁnon'ty Government had to take
up the ﬁuge task of introducing such reforms as there was no other
alternativé. “Economic Reforms or liBeralisation became inevitable with

the near financial bankruptcy of the Central and State Government.”®?2

The Indian Government had to approach the IMF for financial help
worth $1.8 billion. The IMF agreed to grant such financial help on the ‘

ground that the Government restructured the economy through the

' Economic survey 1991-92, Part I, p.1.
? Hindustan Times, September %", 1994,
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introduction of a Structural Adjustment Programme, which amongst

other things, included, the opening up of the Indian economy.

The reforms that were to be short-terrn measures to correct the
economic crisis aimed at putting the economy “back on the path of

sustainable growth with equity and social justice.™

One of the most important ‘feat‘ure of the economic reforms.
programme had been the adof)ticl)n of liberalisation, and a marke:t friendly
economy. The ﬁicensé-permit raj system’ was abolished. It became easier
for investors to start up any new Aindustry. They no longer had to
undergo the long ordeal of having to get permits or licenses to start their
business. The task was made much easier as red-tapism was reduced.
This liberalised - policy not only attracted domestic investors but also
foreign investors. Multi National Companies began to come in a bijg way
as India began to show signs of beihg a favourable place for investment.
Markets for consumer goods proved to be more attractive. We thus see
Indian towns and cities being flooded by giant American cofnpanies like
Pepsi, Coca Cola, Nike, Adidas etc. Japan too had not been far behind.

Their emphasis however has been more in the electronic sector.

There were sweeping reforms in the industrial sector too. The

~ industrial licensing system excépt for 15 industries was abolished; the

" Op.cit (Economic Survey 1991-92) p. 1.

68



number of industries resérved for the public sector was reduced to Six; |
easy access to foreign technology and .inputs; confinement of public
sector to strategic and core areas; approval.of FDI upto 51% equity in 34
.high priority industry; boards of public sector companies was to be‘made
more professional and given more eiutonomy; MRTP Act to be amended;
thrust of the policy to be more on controlling and regulating monopolistic
and unfair trade practices; number of industries reserved for public

sector to be reduced from 17 to 8.

Reforms were also introduced in the public sector units.
Most of the public sector units were industrially sick and on the verge of
being closed down. Manageméﬁt-worker dispﬁte was on the rise and
there was constant lock-out in the factories. Thefefore in order to revive |

them back, a set of reforms was introduced.

(1) Public sector enterprises, including banks, were encouraged to
raise fresh equity directly from the public rather than from the -

Government.

(2) Partial disinvestments of equity of selected enterprise. Though, it:
is very small, it is an important step in the commercialisation of

enterprises, thus making them subject to public scrutiny.
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-(3) Steps have been taken to make the institutional relaticnship
between the Government and commercial enterprises more

\

contractual and less ad-hoc.

The tax reforms introduced in 1992 under the Chelliah Committee
on Tax Reforms had brought about structural shifts in the composition
of tax revenues, marked by an increase in the share of direct taxes in -

total taxation revenue.

Foreign Policy investment was also geared up to promote capital

inflow. Some of the policy changes were as follows:

(1) FERA was amended to remove obstacles for foreign investment in
India and to make it easer for Indian businessman to operate

" abroad.

(2) Foreign investment approvals upto 51% of equity in a speéiﬁed list .

of 34 priority industry made automatic.

(3) Investment above 51% equity also permitted subject to approval by

specially constituted Foreign Investment Promotion Board.
(4) Procedures for Indian companies to invest abroad made easier.

(5) India signed the Multilateral Investment Guarantee Agency .
Convention with many other developing courtries to promote

foreign investment.
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The Committee onl the financial system headed by Mr. M.
Narasimha submitted a Report to the Finance M_inistry in December
1991. Amongst the recoMendations that had been made were that
there should be no bar to new banks being set up in the private sector;
no furthér nationalisation of banks; public sector banks with profitable
operationé should be allowed to tap the capital market for enhancement
"of their share capital; foreign banks should be subjected to the same '
requirements as are applicable to the Indian banks and RBI policies
should be more liberal in respect of allowing the foreign banks to open;

branches or subsidiaries; joint ventures between Indian banks and

foreign banks should be permitted in regard to merchant banking; .
o

i

investment banking, leasing etc. ~ ) ‘ K

The economic reforms programme thus touched a wide range of
sectors. “The economic reforms are designed' to create the basic
cor ditions for accelerated growth and to enable the country to become

self reliant in the true sense of the term.”*
Economic Reforms at the State Level

The economic reforms that had been introduced have been having
a major impact on the nature of Indian federalism. This has been

because of the fact that the policies introduced under the economic

“ Chelliah, Raja, J.: Towards sustainable growth: Essays in fiscal and financial sector
reforms in India, (OUP, New Delhi, 1996), p.21.
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reforms programme touched the States as well. Until and unless the
States implement the policies, the reform programme would not really
wori( out. However uniformity in the implémentation of the policies in
different States cannot be guarantecd - the major reason being the fact
that different parties rule the States. Therefore, the implication of the

reform would vary from State to State.

In this entire process of liberalisation, the State-s however have
been the ultimate beneficiary. Location of an industry in any State would
benefit the "particular State Governmeﬂt most, in terms of taxes,
revenues and above all employment of the local people, thus helping the

per capita income to rise up.

Since implementation of the policies depend to a great extent on
the attitude of the State Government, it becomes important for the
Central and State Government to work hand in hand for the successful

implementation of the programme.

With £he opening up of the economy, more and more private
investment, both dbmestic as well as foreign have been flowing into theg
States. But there are a number 6f factors upon which such investmenthé
 are determined, amongst them are the availability of infra.structure and
the attitude of the State Government in terms of being business -

friendly. Availability of natural' resources is not the only factor for
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attracting investment. In fact a more important factor is played by the
availability of a proper infrastfuctUre so that the resources arev well
tapped. The low réte of private investment in North-Eastern States due to
lack of proper infrastructure is one such instance. Another important
factor is the prevailing law and order. Uriless the State is peaceful,
investors would not like to invest. Profit being the main motive of private
investors, it therefore becomés important that the investor sees the pros
and cons before starting the project. A State with a history of law and
order prbblem will be unattractive to any investor. The prevalence of
political sfability in a State is also important to attract investors. No
~investors would‘want to invest in a State where the political leadership
changes hand, from time to time. Corrupt States are less attractive to

investors and this is more so with the case of foreign investors.

The role of the State therefore is to make available the needed :

infrastructure. As stated above the implementation of the economic

reforms vary from State to State, it is but obvious that while some States

would adopt it, others would be critical. States, which are already
developed, in terms of industries, per capita, living standatds etc. like
Mal.arashtra, Gujarat, Tamil Nadu accepted the reforms package.

“Gujarat led the league by attracting 30% of total investment over the
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same perioa.” However, States like West Bengal did not accept it
initially. West Bengal, which has always been ruled by the Communist "
Party had been critical of this entire Structural Adjustment Programme.
They felt that this had been a sell out to the IMF and World Bank. The
Communist Party had all the while been critical of the .entire economic
reforms programme saying that the industrial policy would benefit only
the i:)ig business houses. “Tiie budget (1991-92) and the Industrial Policy

were thus condemned for being anti people»®

The most important implication of eponomic reforms on Indian
federalism is the growing competition among States. The States are
fighting -hard in trying to _,.\at'_cra‘ct investment especially foreign
investment, as this would imply coming in of more money into the State
coffers. The pattern of ‘industrial and foreign investment has further

widened the existing regional disparity.

As 1differ‘ent States have responded in different manner to the
_economié reforms programme, it thus becomes obvious that the
" implication would also vary from State to State. While some States
already developed and industrialised have reacted favourably io the

reforms programme, not much move has been made by States, which are

’ Bhargava Sandeep: ‘Industrial Liberalisation: Policy Issues at State Level’, EPW,
(August 26th, 1995), pp. M117-M123..

“ Gupta, Indrajit: New Age, (August 11th, 1991), p.6.
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less developed. This has also to do with the fact that there has been
overemphasis on industries, while agriculture, which is an irriportant
océupation of the less de;/eloped States have been completely ignored.
Being industriaﬂy under developed these States therefore did not have
“much of a role to play in the entirie economic réforms programme. This

has further led to an increase in the regional imbalance between the

States.

Since the time of the British rule in India, development has been
concentrated only in a few regions of the courlltry.:After independence,
the Central Government tried correéting such regional imbalance
through'the adsption of a Five Year Plan Programme, s‘e\tting up bodies
like the -National Development Council and Planning Commission,
regional imbalance hoWever has not been removed. While States in the .
western and sduthern region like Maharashtra, Punjab, Gujarat,
Haryana are - developed, States in the north and eastern sides arei.
backward, BIMARU States (Bihar, Madhya Pradesh, Rajasthan, Uttar
Pradesh), O-rissa, North Eastern States al-'é‘few of them. This division
between developed and backward States have often led to conflict time%
and again and this becomes impbrtaht when we study t‘he implication og

economic reforms on the States.

“Balanced growth is necessary for the -harmonious
development of a federal State such as India. However, India
presents a picture of.extreme regional variations, in terms of
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such indicators of economic growth as per capita income, the
proportion of population living below the poverty line,
working population in agriculture. Some States are
economically advanced, while others are relatively backward.
Even within each State, there are some regions more
developed while others are primitive. The co-existence of
relatively developed and economically depressed States and
even regions within each State is known as regional
imbalance. Regional imbalance may be inter State or intra-
State, they may be total or sectoral.”?

7 Datt, Ruddar and Sundaram, K.P.M.: Indian Economy, (S. Chand and Co. L.td., New
Delhi, 1999), p.435. ' '

1
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Table 3.1 Per Capita Net State Domestic Product

(Figures in Rupees at 1980-81 prices)

Sates/ UTs 1981-82 1983-84 [1991-92 }1993-94 [1997-98
Andhra Pradesh 1,525 1,585 2,099 2,2.40 [2,550.
Arunachal Pradesh 1, 7.25 1,809 2,953 3,267 3,571
1Assam 1,262 1,455 1,579 1,592 1,675
Bihar 945 999 1,120 1,038 1,126
Goa 3,143 2,881 15,081 5,281 5,640
Gujarat 2,038 2,350 2,738 2,932 3,918
Haryana 2,455 2,464 3,521 3,482 4,025
H.P. 1, 738 1,720 2,268 2,254 2,556
J& K 1, 800 1,779 1, 815 1,832 1,932
Karnataka 1, 584 1,668 2,215 2,393 2,866
Kerala 11,502 1,405 1,876 2,112 2,490
Madhya Pradesh 1, 387 1,415 1,636 1,743 1,922
Maharashtra - 2,485 2,558 3,615 4,189 5,032
Manipur 1, 466 1,527 - 1,847 1,824 1,948
Meghalaya 1, 390 11,348 1,734 1,650 1,804
Nagaland 1,604 1,639 2,119 2,164 _
Orissa 1,278 11,399 1,480 1,549 1,666
Punjab - 2,846 2,884 3,873 4,019 4,389
Rajasthan 1,282 1,524 1,916 1,763 2,226
Sikkim 1,686 1,799 3,432 3,461 _
Tamil Nadu 1,570 1,587 2,303 2,528 3,141
Tripura 1,318 1,248 1,671 1,751 2,117
Uttar Pradesh 1,318 1,359 1,648 1,601 1,725
West Bengal 1,749 1,869 2,257 2,413 2,977
Andaman & Nicobar (2, 667 2,736 2,744 3,214 3,213
Delhi 4,341 4,161 5,972 6,094 6,478
Pandicherry 2,862 2,820 2,889 2,655 3,208
All India 1,671 1,790 2,213 2,337 2,840

Note 1. Per Capita State Domestic Product (NSDP) calculated as a three year moving average, using CSO’s
(New Delhi) complition of State NSDP data at constant 1980-81 prices, centres around 1981-82, 1991-92 and ’
1997-98, unless specified otherwise.

2. For Goa, Jammu & Kashmir, Manipur and Andaman & Nicobar Island, a 2 year average around 1997 98|
and for Sikkim a 2 year average around 1991-92 has becen taken. ‘|
3. For 1983-84 and 1993-94 NSDP is an annual data to facilitate a correspondence with the National Sample
Survey estimates of Per Capxta Average Consumption Expenditure for those years.

For All India a 3-years moving average of Per Capita Net National Product (NNP) at constant 1980-81 prices
has been taken for the years 1981-82, 1991-92, and 1997-98. For 1983-84 and 1993 94 the figures are
annual.

Source : Central Statistical Organisation for NSDP and National Accounts Statlstlcs various issues, in
National Human Development Report, 2001.
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Table 3.2 Per

Capita Consumption of Electricify

(kWh)
State/UTs 1989-90 | 1990-91 | 1991-92 1992-93 1993-94 1994-95 1995-96 1996-
97

_Andhra Pradesh 227 245 191 312 345 374 368 346
Arunacha Pradesh 58 68 58 54 67 66 78 81
Assam 78 84 90 97 95 98 98 104
Bihar 102 110 108 117 126 134 138 138
Goa 396 452 495 541 588 602 707 724
Gujarat 399 469 504 538 587 608 671 694
Haryana 365 400 455 507 491 467 503 504
Himachal Pradesh 180 209 210 208 219 254 288 306
Jammu & Kashmir 178 193 189 188 - 195 196 201 218
Karnataka 273 296 296 303 328 364 363 340
Kerala 164 188 196 200 215 237 249 241
Madhya Pradesh 205 247 267 281 311 335 367 367
Maharashtra 405 411 434 439 459 500 545 556
Manipur 80 97 107 104 111 107 118 128
Meghalaya 108 115 125 129 110 140 143 135
Mizoram 57 69 69 91 101 112 128 128
Nagaland 17 75 78 73 68 59 79 88

| Oris: 181 271 295 297 313 333 370 309
Punjab 639 1606 616 684 703 759 760 792
Rajasthan 201 201 231 246 256 270 297 301
Sikkim 96 119 20 114 123 143 173 172
Tamil Nadu 295 323 335 369 386 430 459 468
Tripura 51 57 53 59 60 66 73 80
Uttar Pradesh 159 166 174 179 186 204 207 197
West Bengal 139 148 151 158 171, 175 186 194
Andaman & | 105 117 118 162 168 178 202 210
Nicobar : ) .
Chandigarh 584 708 755 715 626 676 717 795
Dadra & Nagar | 879 905 980 1175 1392 -1574 1811 2379
Haveli .
Daman & Diu _ _ 1015 1182 1548 2016 2335
Delhi | 651 704 758 823 733 747 608 577
Lakshadweep | 171 154 172 183 207 185 209 234
Pandicherry 618 720 782 856 843 969 958 867
All India 236 253 268 283 299 320 336 334

Source : Annual Reports on the Working of State Electricity Boards and Electricity Departments, Planning

Commission, Government of India in National Human Development Report, 2001.
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Table 3.3 State level Coverage of Roads

(Road length in kilometers per 100 s'q.km/ million population)

State/UTs

1997

1981 1991 N

100 Million 100 Million 100 Million

sq.km Pop sq.km Pop sq.km Pop
Andhra Pradesh 43.38 22.28 54.32 22.50 64.72 24.25
Arunachal Pradesh | 8.18 108.35 12.77 118.80 16.83 128.11
Assam 75.33 29.70 83.57 29.39 87.23 27.04
Bihar 48.08 11.96 49.12 9.90 50.81 9.28
Goa 198.14 . | 0.00 192.97 61.33 224.51 57.09
Gujarat 29.63 17.04 141.26 25.22 46.37 19.59
-Haryana 52.00 17.79 59.85 16.23 63.70 15.65
Himachal Pradesh | 35.21 45.79 | 45.13 49.26 54.23 48.70
Jammu & Kashmir | 5.67 121.04 5.09 17.01 9.65 23.06
Karnataka 57.31 29.60 68.57 29.35 75.09 28.63
Kerala 268.24 40.96 348.84 46.75 374.92 46.26
Madhya Pradesh 23.62 20.07 31.58 21.18 45.13 26.33
Maharashira 57.38 28.12 72.07 28.14 117.62 40.98
Manipur 23.75 37.32 29.85 37.02 49.00 47.57
Meghalaya 22.49 37.76 28.90 36.01 37.81 38.55
Mizoram 10.90 45.62 17.70 53.31 22,91 53.66
Nagaland 35.25- 75.41 88.98 122.93 110.72 122.37
Orissa 76.98 45.45 125.84 62.20 - 168.72 75.27
Punjab 91.18 27.35 107.74 26.86 127.78 27.04
Rajasthan 19.65- 19.63 35.80 27.91 37.89 25.43
Sikkim 14.94 33.50 22.46 39.85 25.85 36.68
Tamil Nadu 93.23 25.05 - 151.23 35.37 158.78 34.25
Tripura 55.92 28.56 134.18 32.11 140.46 43.32
Uttar Pradesh 49.84 13.23 68.21 14.45 86.77 15.90
West Bengal 64.03 10.41 69.50 9.07 85.00 9.91
Andaman & Nicobar | 7.90 45.54 10.91 -30.00 15.97 32.93
Chandigarh 139.47 3.52 1,350.88 | 25.67 1,637.72 | 21.91
Dadra & Nagar | 44.40 21.03 64.15 31.50 108.55 26.65
Haveli X
Daman & Diu 0.00 . 0.00 0.00 0.00 2.65 10.10
Delhi 937.56 22.35 1,406.14 | 22.18 1,792.45 | 21.27
Lakshadweep 0.00 0.00 0.00 0.00 3.13 0.10
Pandicherry 428.89 35.12 511.52 31.65 485.86 24.05
All India 45.13 21.68 61.27 23.88 74.93 25.82

Note Road coverage in this table refers to all category of roads (both surfaced and unsurfaced)
including National Highways, State High ways, major district roads, other district roads and rural
roads. Data as on 313t March of the indicated year.
Source: Planning Commission, as also reported in Basic Road Statistics of India, 1995-96 in
National Human Development Report, 2001, '
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Table 3.1 indicates the regional disparities prevailing in India.
While States like Goa, Haryana, Punjab, Maharashtra, Delhi have a high
per capita Net State Domestic Product, this is not so with States like

Assam, Orissa, Manipur, Bihar, Uttar Pradesh.

Tablé 3.2 shows that consumption of electricity varies frorh Statea%'
to State. Industrialised States like Maharashtra, Karnataka and Punjab
have a high rate of consumption of elegtricity. Consumption of electricity
by a State also depends on the ability of the State to produce
hydroelectric power. A small State like Meghalaya, having natural
resources for producing hydro-electricity has a higher consumption rate

than Assam, which is a bigger State.

~ Table 3.3 shows the area of land accessible by roads in a State.
States like Goa, Kerala, Delhi, Chandigarh have been able to bring a
large area under the coverage of roads. While States like Jammu &

Kashmir, Mizoram, Sikkim, Andaman & Nicobar Island have very small

area accessible by road.

Table 3.1, 3.2, 3.3 are but few indicators to show the prevailing
regional disparities of the States in terms of per capita Net State
Domestic Product, per capita consumption of electricity and coverage of

land by road in a State.
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Some states have cornpiained that underdevelopment in their’
Statcs is because of the Centre’s step — motherly treatment, especially in
the case of finance. The corhplain has been more when the Government
ruling at the Central level is different from the one ruling at the State ‘

level.

The degree of urbanisation, induétrialisation,- electric consumption,
develoﬁment of roads being important indicators of development, it is nd
doubt that the Central Government is asking the State Government to
restructure their State Electricity Boards and Road Transport
_Corporations. Reforms in the power sector have been introduced so as to
correct the State Electricity Boards. State Electricity Boards though
meant to earn huge revenue are always at a loss. Distribution of power is
not confined to one Staté alone. Since it is inter regional there are better
chances of cooperation between regions. Power Sector Reforms include
most import‘éhtly the reform of State Electricity Boards fhrough
. privatisation of these State Electricity Boards. Many State Governments
have alre:ady taken the initiative by passing the Electricity Reforms Bill.
The Mirﬁstry of Power has ‘signed Memorandum of Agreement with
- Karnataka, Uttar Pradesh and Madhya Pradesh. Amongst the
recommendation made, was the 100 percent electrification of all villages.
Plan Allocation to thé, Accelerated Power Development Programme has

been stepped up in the Budget 2001-2002. It has also been decided to
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wipe out the outstanding dues of the State Electricity Boards. “The
Electricity Regulatory Act, 1998 and State Acts had eﬁabled the
regulators to be appointed at the national and State levelé.” 8 Reforms in
the power sector becomes important since it would allow the tapping of

natural resources of a State capable of producing hydro - electric power.

The increasing level of competition among Statgs can be seen from
the tax concessions offered by various States to attract investors. For
instance, “on January 17, 1999, over 200 industry and State policy
makers rf]et in Calcutta to discuss West Bengal State Government’s effort
to attract investment theré.” 9 Some States have scrambled to become
‘I’IZI.OI'C competifive by undertaking special initiatives. For instance the
State of Orissa took the initiative of privatising its State electricity boards

in 1996.

With the granting of more power by the Central Government to the

State Governments, the Chief Ministers felt free to take initiative to woo

investors, both domestic and international. The most noted one being the -

Chief Minister of Andhra Pradesh, Chandrababu Naidu, where in the

recent World Economic Forum, he was part of the Indian contingent. He -

3

was successful in wooing investors for his two new projects at Genome

Valley near Hyderabad and the Andhra Pradesh Special Economic Zone

* Baijal, Pradip: ‘Restructuring Power' Sector in India’, EPW, (September 25, 1699),
pp.2795-2803
Mitra, Sumit: ‘Speed breakers Ahead’, India Today, February 24th, 1999, p.45. -
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being set up at a 9,000-acre duty-free, commercial enclave near the port
city of Vishakapatném. Naidu was succeésful in clinching a series of
| Memoranduin of Understanding withl biotech cvompanies, kicked off his
_ road show for the APSEZ project, signed an agreement with North
Caroliné State for setting up a Stéte of the art biotech park, got
investment commitments frc;m chemical companies including Pfizer.!° In
fact Andhra Pradesh has been one of the State, which has gained
immensely from the economic reforms programme, especially with
regards to foreign investment in the information-technology sector. This
has a lot to do with the over enthusiastic zeal Qf the Chief Minister, Mr. .

Chandra Babu Naidu who often toured abroad to attract investors.

Incentives by States to attract foreign investors include:

Maharashtra

» Sales Tax relief of 60% of fixed capital investment for five years.
» Sales tax relief of 80% of fixed capital for new units for five years

Gujarat

» Sales tax deferment up to 125% of fixed capital investment for nine
years.

* Sales tax relief upto 100% of fixed capital investment for seven
years. '

Tamil Nadu

= Investment subsidies of 20% of fixed assets upto Rs. 10 lakhs for
units such as electronics and leather industry enterprise.

* Investment subsidies of 20% of fixed assets upto Rs. 10 lakh for
units in backward areas.

" Padmanabhan, Anil: ‘Naidu Scores in New York’ in India Today, (February 18, 200.:}, p.20.
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Bihar
‘ ) \
= Sales tax exemption for 10 years on purchase of raw materials.

» Sales tax exemption on finished goods up to 100% of fixed capital
investment. -

Uttar Pradesh
=  20% rebate upto S years on electricity bills.
= 75% subsidy in the cost of transportation of raw materials.!!

The backward States have realized that if they are to move ahead
in the developmental race they should try to provide incentives to woo
investors to their States. With the opening up of the‘ econoniy, the

number of foreign investors touring the States, have also increased.

1 Op.cit. (Saez, Lawrence, 2002), pp. 151-153.

84



Table 3.4 Ratio of FDI, Public Investment and Domestic Private

Investment as a proportion of Total Investment per State (1997)

States FDI/total Public Domestic Private
Investment Investment Investment/Total
Ratio /Total Investment ratio*
Investment
Ratio*
Orissa 33.5% 19.9% 37.5%
Tamil Nadu 27.2% 43.9% 24.4%
| Maharashtra 21.0% 48.2% 25.3%
Karnataka 18.3% 24.7% 35.9%
West Bengal 17.9% 38.3% 26.0%
Andhra Pradesh 15.8% -44.2% 36.3%
Gujarat 10.2% 31.9% 45.5%
Bihar 0.8% 75.9% 23.3%,
Assam - 0.0% 68.8% 4.4%
Jammu and 0.0% 81.2% 18.8%
Kashmir
Nagaland 0.0% 95.0% 5.0%

Source: Rukmini Parthasarathy ‘The Best States To Invest In’, Business 7Today 7

(December 1997) pp. 84-85

Note : * means that joint sector invesiment has been excluded from calculation

Table 3.4 shows that while fdreign investment is high in States like

Tamil Nadu, Maharashtra, Karnataka, it is nil in Assam, Jammu and

Kashmir, Nagaland. This is the case with private investment too, where it




is very low in States of Assam, Jammu and Kashmir and Nagaland.
However in States lwhere private investment, both domestic and foreign,
is low the public investment is high. This is an effort of the Central
G.overnment to see thaf with privatisation backward States are not left

behind.

Another important indicator we get from table 3.4 is that regional
‘imbalance continues to exist especially more after the economic reforms
have been introduced “The last four years of globalisation of the Indian
economic have fﬁrther deepened the difference between the developed
States.like Maharashtra, Karnataka a,nd_the underdeveloped States like
Bihar, U.P. Similarly North Eastern States have further pushed towards }
underdevelopment because the foreign investors are éttracted towards

~ developed Stateé and not really towards backward States,»12

" Bhambri, C.P: The Indian State: Fifty years, ( Shipra, New Delhi, 1997), p.221.
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 Table 3.5 Annual Rates of Growth of per capita Gross State Domestic

Product.
1980-81 to 1990-91 (% 1991-92 to 1997-98 (%
per annum) per annumy)

Bihar 245 1.12
Rajasthan 3.96 ' 3.96
Uttar Pradesh - 2.60 1.24
Orissa 2.38 1.64
Madhya Pradesh . '2.08 - 3.87
Andhra Pradesh 3.34 | 3.45
Tamil Nadu . 387 . 495
Kerala | 2.19 4.52
Karnataka o 3.28 ‘ 3.45
West Bengal 2.39 5.04
Gujrat ‘ 3.08 7.57
Haryana 3.86 | 2.66
Maharashtra : 3.58 ' 6.13
—Punjab : 3.33 2.80
Combined SDP of 3.03 4.02

14 States

Source : SDP and population data obtained from CSO in Ahluwalia, M.S. ‘Economic
Performance of States in Post-Reforms Period’ in EPW, (May 6, 2000), pp. 1637-1648.

’
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Table 3.5 shows that there is a considgrable variation in the
performance of States. Some States like Tamil Nadu, Gujarat,
Maharashtra, Kerala, West Bengal have been showing an improvement in
their performance in the post—reform era, States like Bihar, Orissa, Uttar
Pradesh, have however been showing a decline in. the rate of
performance. This shows that economic reforms have been having

different impact on the States.

One important trend that'_has emerged in the post -r‘eform period is
the widening of regibnal disparities. The developed States continue to be
further developed, while the .u'rvlderdeveloped or backward States
continue to remain underdeveloped. Their lack of proper inffastructure
has failed to attract the atfention of the investor;. This becomes
important while studying the changing trends in Indian federalism and
how the impact of economic reforms has brought about a change on the

nature of Indian federalism.

With the. adoption of a New Economic Policy, what we notice is an
increasing role being given to the States. The Centre has curtailed ;51
number of its function, “With the reform programme élready in process,
the entire gamut of Centre-State relations is in a flux... The States must
use the greater freedom of action thaf they have acquired wisely. It is
necessary that the States should change their attitude to one another

and recognise more clearly their inter-dependence and mutual
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interests”.!3 States can now interact directly with foreign funding bodies
like Asian Development Bank, World Bank for financial help to carry out
their structural programmes. States are not solely dependent on the
Centre for financial aid, they have the potentials of raising their own

revenue.

While thvis is true of the indlllstrialised States, it cannot said to be
truev of the backward and less developed States. ’fherefore, constant push
by the Centre is needed. Economic reforms have brought with it
privatisation and the main mc;tive of the private entrepreneurs is to try to
make profit as fnuch as possible. They would avoid taking risk by
investing in areas lacking proper infrastructure and having law and order
problém. Most of the backward States, which | laék a proper
infrast.x_'ucture, are therefore deprivede of such invesfments. It therefore
becomes important for the Centfe to see that these States are not left
behind. In the entiré process. of having a markét friendly econony, we
should not forget the role to be pléyed by the Central Government to
bring about development in the backward States or else this would lead |
to serious inter regional conflicts. “...in a country with sharp regional

inequalities in development and levels of living, the Centre has a role in

" Op.cit {Chelliah, Raja J., 1996}, p.23.
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‘redistribution’ to enable the poorer States to provide basic public

services at a reasonable comparable level Ha

An important sector, whiéh has been neglected by' the New
Economic Policy, is agl'iculture. While the restructuring programmv has-
dealt at length with industry, trade, pbwer, banking efc., agriculture has
been ignoréd. Therefore States having agriculture as their main
" occupation have not reacted favourably to the economic reforms
ﬁrogramme. Until and unless, reforms are introduced in the agricultural
sector too, the performance of the backward States would continue to t;e
dismal. The developed States have been able to make the most of these

economic reforms programme because the entire package has been

industrial friendly.

Economic reforms no doubt have led to the increase in the level of
competition amongst various States, but at the same time it has led to a
kind of cooperation amongst the States. “In this context, the Chief
Minister of North Indian States at the annual session of Council of North
Indian States for Coopération and Regional Development organised by

the northern region of Confederation Indian Industries CII, have agreed

'* Bagchi, Amaresh: ‘Rethinking Federalism’ in EPW, (August 19, 2000), pp. 3025-

3036.
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in principle to form regional trade alliances for optimum productive use
of resources with minimum of wa;tage Regional cooperation is
necessary for free trade to flourish. To accelerate progress and speedier
free movement of goods,.th‘e non-tariff barriers are needed to be removed

within the regions so that strong bonds gets established,”15

Economic refbrfns have restructured the hature of Indian
federalism to a great extent. While on one hand it has ied to compétition
‘amon’gst the States, on the other it has led to regional cooperation.
Again, while th‘e role of the Centre is being curtailed, the role of the State
is expanding. In all this, however, we cannot deny ‘the fact that
cooperation between the Centre and the State is a necessity if the policies
are to be imblemented and carried out. Adoption of al market economy .
does not undermine the; role of the Centre; in fact the Centre has to play
. a far bigger role ‘to see that the underdeveloped States are not lagging far

behind.

'* Khanna, Kewal: Current cconomic issues and trends, (Printwell, Jaipur, 1997), p. 46
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CHAPTER 4

STATES POWERS AND RESPONSIBILITIES
UNDER ECONOMIC REFORMS

The division of powers between the Centre .and the State is
provided by the Constitution under the Central List, Concurrent List and
‘State ‘'List. Matters falling under the jurisdiction of the States like law
and order, health, social service and maintenance of roads, among others
have to be taken .up by the State Government. This means the incurring
of a huge expenditure by the State Government. The larger the States,
the larger would be the | expenditure pattern. Accordingly, the
Constitution has provided means and measures by which there will be
transfer of resources from the Centre to the States. In this matter the
Planning Commission and the Finance Commission has been set up with
the purpose of looking into the allocation of resources from the Centre to

the States.

With the adoption of a liberalised policy by India in the early
1990s, there has come to exist a stiff competition between the Centre
and the States, in providing service to the people. Pri\-/atisation. has
brought about a lopsided development of the States_, as the private

entrepreneurs refuse to invest in States where no profit is likely to be



derived. Therefore it is upto the Government to. take upon itself the

1

developmental task.
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TABLE 4. 1 EXPENDITURE PATTERNiOF THE STATE GOVERNMENTS

Rupees in Crores

Developmental

Source: Budget Documents of the State Governments.

In, Hand book of Indian statistics on Indian Economy 1999, RBI.
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Year 7~ Total Revenue Capital Of which Of which Non- Of which
. | Expenditure | Expenditure | Expeaditur Expenditure development
(3+4) € . al
o Expenditure
l Capital Loans & Economi Social Tnterest Adma. Pension and
Outlay Advances by < Services Payment | Service: Misc.
State Services s General -
i Government Services
} s H
i T2 3 r 5 3 7 8 ] 10 1 2 13
. ! .
ToR00, | 76.782 60217 16,565 7963 45% 33,150 2776 =074 19353 7,186 3978 AT
199091 9T 088 71776 19312 9,223 5,756 63370 33410 29,960 22,600 B65S 7018 3,593
.
.\
199192 107.929 86,186 21,743 10,096 6,463 74,388 40,500 33,688 27,143 10,044 7810 379
05308 119,335 76208 23.129 10655 7045 80,567 43235 37332 32104 13270 9,344 3272
199303 T 134,649 109,376 pL¥Y7) 12450 6,752 89,388 47,308 31979 38,020 15,801 10473 6.099
195495 161,354 128,440 33,014 17351 9,416 104,348 R YA 3BETA 9,556 WAT3 TT 004 1027
y
199596 177.584 145,004 32580 18,495 8.1 114,819 $6.984 $7.835 55380 21933 13391 12834
199697 202,769 168,590 33819 17,540 9,545 132,008 6,548 65,459 62,098 25576 14,950 13515
109708 | 228,138 186,634 37501 22302 10557 145,268 71,748 73520 71967 30,113 16,955 13004
+ .
9089 | 279321 229.609 - 49,712 26,005 12201 175,246 80,407 94 839 8,796 36921 20819 TRI109
(RE)+
Too% 311,287 260.878 30,409 28583 Ti232 187,502 85,056 102,446 | 109,422 44936 2R ALL 34443
2000
(13i5)+
RE Revised Estimates. BE Budget Estimates.
+ Data are provisional. :
Note : Data for capital expenditure prior to 1991-92 have been adjusted for remittances (net).
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Table 4. 2:Developmental and Non-_D;evelopmentai expenditure of Central

and State Governments

Rupees in crores

State budgets including National Capital Territory of Dethi.
Source: Budget documents of the Government of India and State Governments.

In, Handbook of Indian statistics on Indian Economy, 1999, RBI.
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Year { Cenlse # "Folal Statcs s® ‘Total Cenue and Siawes Combined Toal
‘ ' ‘l)cvclopmcmal Non ! ; velopment | Non- I)cvolnpm;nlal Non- Others §
o ‘!l'i(pcndium: Development al Development I>‘-, di Develop |
_T 7 al Expenditure al lixpenditure
Expenditure E;rpendilurc '
i 7 3 r3 3 3 7 B 5 i T 737
TORTI0 54204 4,020 95224 53150 19253 4406 76.809 . 89,420 S3267 1352 1451
, )
T dl S8.64% 9339 107,994 63370 22,600 3372 97,242 98,680 63397 1,590 163.6
C ’ 7
L—_I‘F)IJ)Z 59313 ERE 114,483 74,588 27.143 6,915 108,646 109,372 72319 4214 1859
) A 08
159393 65,479 60,564 126,063 80,567 32,104 6,604 119,335 118,202 82,795 2,046 2030
43
109304 72464 73586 146,050 89,388 38020 7.241 134,649 129,042 100,261 3347 I
' S0
;19:)4.05 82,803 82,402 165,205 104348 4935 7650 - 161,554 150,367 119,322 3,185 PipX]
. 74
199596 84,427 98,632 183,059 114,820 S3379 7,385 177,584 165,361 |55‘274 <3081 KA
. ° . A 86
199697 94,197 12217 206,414 130.822 63281 8,666 202,769 183,368 154,900 3280 3333
4
199798 110,994 127.820 238814 135,269 71767 1,09 238,138 208,993 78311 S08S 30933
| ' ]
HW&T)(RI-Z) 139,014 131,080 790,094 174,236 8,796 15279 : TI9AZ1 234,804 215,620 712 T
26
o7 124,139 168,990 293,129 187,501 109,422 14363 311,286 269,963 247,930 XN 38
200K 13) ’ o0
RE =Revised Estimates. = BE =Budget Estimates.
# Includes commercial Department in respect of Central Government’s Revenue Account
* Comprise discharge of internal debt, repayment of loans to the Centre and compensation and
assignments to Local Bodies and Panchayat Raj institutions.
$ These figures related to State Governments are adjusted for repayment of loans by State
Governments to Centre as given in Central Government Budget documents.
Note: 1. Data do not cover Union Territories with legislature. From 1993-94 onwards data relate to 26



As indicated in table 4.1 the éxpenditure paftern of the State
Government in both development al.nd non-development sector has
further widened the expenditure pattern of the State Governments. Total
expenditure went up from 107,929 in 1991-92 to 1,19,335 in 1992-93 to

N

279,321 in 1998-99 (Rupees in Crores).

Table 4.2 show the Stafes as weil as the Centre’s development and
non-development expenditure. An interesting feature to not’e is that While
total expenditure (both development and non developrﬁént) has been
rising, the expenditure on development sector was high till 1992-93.
However, from 1995-96 there has been a shift in the expehditure pattern.
The expenditure is more in the non-development seétpr‘rather than in
the development sector. With regards to the State expenditure however, it

is different, as they spend more on the development sector.
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Table 4.3 Deficits of State Governments

(As per cent of GDP at current market prices)

Fiscal Deficit Primary Deficit Revenue Deficit
1989/90 3.2 1.7 0.8
1990/91 3.3 1.8 0.9
1991/92 29 1.2 0.9
©1992/93 2.8 1.0 0.7
1993/94 24 - 0.6 0.4
1994/95 2.7 0.8 0.6
1995/96 2.6 0.8 0.7
1996/97 2.7 - 0.9 1.2
1997/98 2.9 0.9 1.1
1998/99 4.2 2.2 2.5
1999/2000 4.6 2.3 .27
2000/2001 4.3 1.9 2.4
RE
Average
1991/92 to 2.7. 0.9 0.8
1996/97 .
1997/98 to 4.0 1.8 2.2
2000/2001

Source: RBI, Handbook of Statistics on the Indian Economy 2000.

Notes 1. Data for 1999/2000 are provisional

2. RE: Revised Estimate
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Table 4.3 shows the deficits (ﬁséal, primary and revenue) of State
Governments. Which is the result of “a huge expenditure ana lack of
adequate res'ources.amongst the State Governments. There has also been
a sharp increase in the average fiscal deficit from 2.7% in 1991/92 -
1996/97 to 4.0% in 1997/98 - 2000/01. Likewise there has been a rise
in the primary and revenue deficit. Thus the State whiéh “seemed to be
managing their finances relatively better, but ip the 1990’s, they began to
run revenue déﬁcits which increaéed the gross fiscal deficit to 3% of

GDP.”
State Finance

;In studyi.ng‘ the éxpeﬁdifure and deficit level that the State
Government faces, it therefore becomes important to analyse the sources
of State finance. The States apart from raising their own revenue in the
form of sales tax, according to N.J. Kufian) “the other major components
of States own tax revenue according to their revenue share are State
excise registration and étamp duty, motor Vehic_lés and passengers tax,
electricity duty, land revenﬁe, brofe'ssion tax, entertainment tax and

other sundry taxes??2 Whﬂe larger States have no problem in raising

'Scthuram, S.: ‘Indian Economy — A New Dawn’ in Manorama Year Book,2002, p.56.
? Kurian, N.J.: ‘State Government Finances’ in EPW, (May 8", 1999), pp. 1115-1125.
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such revenue, this is not the case with small and underdeveloped States.

" Again, another area where the small and underdeveloped States lack is

with regards to the attraction of private investors. As such they lose a
major share of the revenue. Thefefore, they have to depend to a large

extent on the Centre for the transfer of financial resources.

With a view to remove regional imbalances, some States have been

placed under the special category status and as such they receive special

treatment from the Centre. The criteria for placing such States under

this category includes underdevelopment, lack of proper infrastructure,

hilly terrain. Under the speéial category status, the States receive grants

from the Planning Commission. According to the Gadgil formula, which

. forms the basis for the allocation of funds to the States; 30% of the

State’s total is earmarked for the special category States. The special

category States receive 90% plan assistance as grants and just 10% as

loans.

“ Transfer of resources from the Centre to the States has been taking
place through the Finance Commission (statutory) and Planning

Commission and Central Ministries (discretionary).*

? Sastry, M.L. and Reddy, G.R : Centre- State Financial Relations - A study in levels of development of
States, (Concept, New Delhi, 1988), p. 25.
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The Planning Commission has been set up with a view to lessen
the regional disparities that exist ar’nongst various States. “The Planning
Commission helps the S‘tates in their efforts through the transfer of
resources for - their_ operational Annual Plans,”¢ The Planning
Commission alloéates resourceé to the States on the basis of two
methods (1) formula ‘base_d‘assistance (2) discretionary plan assistance.
With the adoption of the Gadgil formula, “distribution of Central
assistahce for State plans greatly reduced the area of discretion of the
Planning Commission and brought about a considerable measure of
objectivity into fche process. Further the for‘mﬁla did away with the
existing cumbersome schemetise pattern of grants and loans and

introduced the system of block loans and grants.”s

Since 1969, Central ‘AssistanéeA for the State plans has been
distributed to the States és per the Gadgil formula, some mafgir}al
chaﬁges havé been made from.time to tﬂne bﬁt Eﬂz’erﬂpha.sis has always
been on channelising larger Central assistance to fthe backward States.
“The Gadgil formula, was devised to bring more .objectivity‘ ahd

predictability into the allocation of Central aid to the State Plans.”6

* Draft Mid Term Appraisal of Eight Five Year Plan 1992-97, (9.2).

*Op.cit (Sastry, Reddy, 1988), p. 29.

® Ruijter, Arie De: The Purse and the power: Aspects of Centre-State relations in India, (B.R. Pub. Corp.,
1998), p.185.
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The Naiional Development Counéil has laid dow1:1 the manner in
which Central assistance is tc; be distributed. “Aécording to the latest
formulation which was approved by the NDC in 1991,_a_fter taking away
the requirement for Special Area Programme, TSP and externally aided
projects, 30% of the Central assistance remaining is to be given to the
special category States and balance 70% to be distributed among the non
special category States on the basis of formula which ihclude criteria like
popﬁlation, per capita'income ....”7  Again “the Spéc__ial Central

' Assistance which is given for hill areas is 90% grant and iO% loan»8

There has béen continuous debate between the Centre and the
States regarding the éllocation of financial resources. While the speciél
categofy States justify‘the allocation of huge Central assistance on the
- ground | that they are unable to raiée ‘the revenué themselves, the
‘developed States on the other hand argue that they need to be. rewarded
for maintaining a good fiscal discipline. The fact' that they .can create
‘huge sums of revenues by themsel{(es does not imply that Central
assistance needs to be cut down. Being larger States they need more

" funds as their expenditure level is also high.

7 Op.cit (Draft Mid-term Appraisal of the Eight Five Year Plan) 9.7.

¥ Ibid, 9.20.
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" The States have been undergoing continuous financial strain as
the gap between the expenditure and revenue receipt is continuously
widening. The revenue feceived from the Centre and those raised on their
own, 'is never sufficient to meet the expendituie incurred on both
develdpment and non;developmental sectors. “A number of States started
experiencing fiscal imbalances from the second half of the 80’s
subseqﬁent to the ceﬁtral pay revision on the basis of the Fourth Pay

Commission recommendation

The Mid Term Appraisal of the Ninth Five Year Plan undertaken by
the Planning Commission has shown that finances of the States have
been under‘considerable.stress, particularly during the last few years.
“There has been a growing rriismafch.between revenue and.expenditure
of the States with the resﬁltant determination in revenue and fiscal

deficits 10

Though the States have been given power to tax, the yield is not
enough to serve the purpose of the States. The Constitution, therefore to

meet the needs of the States makes special provision:

’ Op.cit (EPW May 8", 1999), pp. 1115-1125.

" Approach Paper to the Tenth Five-Year Plan.
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(i) Some duties are leviable by the Union; but the); are to be
collected and entirely appropriated by the States after

collection.

(ii) There are some taxes levied and collected by the Union, but the
proceeds are then assigned by the Union to those States within

which they have been levied.

(iiif Again, there are taxes which are levied and collected by the
Union, but the proceeds are distributed between the Union and

the States.!!

.The National Commission to Review the Workirig of the
'Constitution (NCRWC) has taken into conéideration Cthe need of the
States to enhance their revenue so as to meet their vdevelopmental
expenditure. Certain services should be kept explipitiy for the State
Government to levy taxes, as this will 'increase their resources. “The
Commission -recommended an appropriate amendment to the
Constitution in this behalf .to include taxes, now levied and collected by

the Union to be enabled to be levied and collected by the States?12

" Basu, D.D. : Introduction to the Constitution of India, (Prentice, New Delhi, 1999), p. 319
2 Website of NCRWC, www.acrwenic.in, Final Report (8.5) accessed on 5.3.2002.
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The sales tax collected by various States also varies from State to

State. For instahce, accofding to N.J. Kurian,

“the sales tax revenue collected in West Bengal is less than 50%
of that collected in Tamil Nadu, though the two States are of
comparable size. While sales tax accounts for about 60% or
more of the revenues of most of the States, its share is as low as
40% in Punjab. Similarly, Uttar Pradesh collects less amount as
- motor vehicles tax than Haryana or Orissa though it is well
known that the potential tax revenue in Uttar Pradesh on this
account could be much more than Haryana or Orissa®!3

Besides the revenue tax, States also receive non-tax revenue and
| grants. The non-tax revenue includes duties, interest receipts, dividends
and profits, charge for economic services,. soéial services and other
general services. “Grants from the Centre comprises of the grant
components of Central assistaﬁcg for State plans and 'centrally
sponsored schemes, grants under Finance Commission dispenéation for
meeting the special needs of the states, natqral calamity and relief grants
and other sundry grants.”!4 “Besides revenue receipts the States receive
non debt capital receipts on account of recovery of loans and other

miscellaneous capital receipts?’15

‘2 Op. cit (EPW, May 8",1999), pp. 1115-1125.
" Ibid. :
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TABLE 4.4 REVENUE RECEIPTS OF ALL STATES 1990 -1999

REVENUE
Rupees in Lakhs
Total all TAX REVENUE NON TAX REVENUE
States/Year
Revenue Share in Total (Col. Grants Other non Total (std) Total
from State Central 2+3) from tax Revenue
Taxes (a) " Taxes Centre revenue (4+7)

1 2 3 4 S 6 7 8
1990-91 3034483 1424147 4458636 1264329 923719 2188048 6646678
Accounts
1991-92 3510687 1682665 5193352 1605164 1178124 2783288 7976640
(R.E.) '

1992-93 4029990 1982363 . 6012353 1717397 1263610 2981007 8993360
(B.E.) *(3955311) *(1832363) *(5787674) *(1250992) | *(12968389) *(8756063)
1993-94 4642407 2239482 6881881 , | 2117600 1556883 3674483 10556372

| (Account) -
1994-95 5441683 2485007 7926690 2229079 2174387 4403466 12330156
(R.E.} ’
1995-96 6169777 2907193 9076970 2417738 | 2151380 4569118 13646088
(B.E.) **(6074317) **(8981510) **(2150210) **(4567948) **(13549458)
1996-97 7110152 3503761 10613913 2315467 2354258 4669725 15283638
(Accounts) ' ’ .
1997-98 8495888 4003917 12499805 2775226 2433328 5208554 17708359
(R.E.)
1998-99 9821489 4667891 14489380 ‘ 2843189 2691204 5534393 20317597
(B.E.} ' {20023773)

' Note: * figures in brackets relate to 1991-92 rates of taxation.

** figures in brackets relate to 1994-95 rates of taxation

RE = Revised Estimates

B.E. = Budget Estimates.

Source: Report Currency and Finance 1991-92 to 97-98, Statistical Statements.
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Table 4.4 shows the revenue recleived by all States in the form of
tax and non- tax revenue. Tax Revenue through revenue fro}n State taxes
and shére in Central taxes has been ris%ng’. Grants from the Centre to the
States have also been rising. The revenue both tax and non-tax has been
rising in the case of all States. The revenue has been more in the cuse of
non-tax revenue. Maharashtra has beén heading the table in tax revenue
from 1990-93 to 1996-99. Uttar Pradesh has been followir}g Maharashtra
in both tax and non-tax revenue. In most of the developed States like
Gujarat, Maharashtra, Karnataka, the revenue from the State taxes is

more than the share from Central taxes.

However, in underdeveloped States like | Assa;n, Jammu and
Kashmir, Manipur, Meghalaya, Nagaland, the share in Central taxes and
grants is highef. This is becausé the States being backward fail to attract’
investment and as such it becomes important for the Centre to provide
funds to these States. “For instance, about 61.6% of the expenditure

requirements of these States was financed by transfers from the Centre

during 1990-2000,16

' State Finances: A study of Budgets, 2000-2001, (RBI, December 2000), p. 26.
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Table 4.5: States’ Fiscal Position: A Summary View

(As per cent of GDP at current market prices)

.

Notes:

RE: Revise Estimate

BE: Budget Estimate
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19901 1991892 1199293 199384 199495 199596 199697 199798 1998/1999 199972000 2000/2001

. ¢ RE ‘RE

l.{cyenu"e 1.7 123 122 12.3 121 11.5 11.2 11.2 10.0 110 1.2

_reccith )

Tax 7.8 8.1 8.1 80 . .. 80 7.8 78 8.0 73 77 8.1

Revenue '

(Netto

Centre)

Non-Tax 38 4.3 4.1 4.3 4.1 3.7 34 3.2 2.7 33 3.1

Revenue .

Expéndi(u 16.0 16.5 159 157 160 149 148 15.0 15.1 16.6 6.1

‘re

Revenue 12.6 13.2 129 12.7 127 12,2 12.3 12.3 12.5 139 13.3

Expendit

re

Capital 34 33 31 29 33 2.7 25 2.7 2.6 28 28

1 Expenditu 4

e

Revenue | 0.9 09 0.7 04 FYSEE Y 12 -1 25 29 2.1

Balance ’

(-

Fiscal -3.3 =29 -28 -24 =27 -26 2.7 -29 -4.2 -4.8 -4.1

Balance -

Source: RBI, {andbook ()f" ics on Indian Ec y, 2000,




The Revenue Expenditure of Sjc.atés as given in Table 4.5 shows
that it has been fluctuating betwécn 11 to 13% of GDP since 1990/91. If
we compare the revenue receipts between 1890/91 and 1998/19Y9 we
see a declin‘e from 11.7% to 10.0%. Again, the tax revenue has also gone
down from 7.8% in 1990/91 to 7.3% in 1998/99. The non-tax revenue

has also gone down from 3.8% in 1990/91 to 2.7% in 1998/99.

It would therefore be interesting to study the role being played by

the Finance Commission in transferring financial 1csources to the States.

The Finance Commission has been set up primarily with the
purpose of making periodical assessment of the fiscal needs of the States
and making recomﬁendations regarding thé fransfer of resources from -
the Centre to the States. The Finéncge Commission has been gelséigned the
task of making recommendations regarding the distr-ibution'of the net
proceéds between the Centre énd thelStates. “The Finance Commission
in the past had also looked into the debt position of the States and
recommended a scheme for general debt relief for all States, linked to
fiscal perfbrmance and specific relief for States with high fiscal stress,

the special category States-and the States with debt problems warranting

special attention.”!7?

" Ninth Five Year Plan, 1997-2002, (6.14).
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Moreover, “...the Constitution stipulated that the Finance
Commission to be set up every five years should decide the quantum of
shareable tax revenues to be assigned to the States and horizontal

distribution of the same across the States.” 18

Article 270, 273, 275 and 280 provide for the constitution of a
Finance Commission to recommend to the President measures relating to
the distribution of financial resources between the Union and the States.

The 'consti-tution of the Finance Commission has b;een laid down in

Article 280.

The Finance Commission since its inception in 1951, looks into the
distribution of funds between the Centre and fhe States. The States bring
out their financial problems before the Finance Commission, so that by
the time the Report is prepared by the Commission, the needs of the

States are looked after.

The Commission in its Report prepares the procedure for which the
Centre can transfer funds to the States. “An important focus of t}\le Tenth
Finance Commission is the need tb consider the extent to Which the
. Union budget succeeds in the important task of devolution of resources

" to the States which is important for the strengthening of the federal

" Kurian, N.J: ‘Growing Inter State Disparities’ in Seminar 509, (January 2002), pp.62-66.
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structure and character of the Indiain constitution"!® Moreover the Tenth
Finéﬁce _(Zdnlmission recommended “an alternative scheme wherein 29%
of the gross revenue from all Central taxes pooled together, may be given
to the States. This has beer& supported by the Central Government

also®20

Following the Tenth Finance Commission, the Eleventh Finance
Commission, constituted on July 3rd 1998_, “states that 28 percent of the
net proceeds of all shareable Central taxes and duties may be distributed
amongst all States. In addition 15% éf the net proceeds of all shareable
Central taxes and duties may be distributed amongst such States, which
do not buy énd collect sales tax on sugar, textile and tobacco; a National .
i Calamity Contingency Fund to replace the National Fund for Calamity
| Relief; grants in aid under Aﬁicle 275(ii) amounting to Rs. 35,359 crore
. may be provided to such States which still have deficit on the non Plan

revenue.”21

The Eleventh Finance Commission, recommended higher share to
the backward states and also proposed the revision of the Gadgil
Formula. As the fuﬁction of the States is becoming wider with time, the

Eleventh Finance Commission has also recommended “an overall macro

" Ghosh Arun, ‘Economy and the Budget’, EPW, (May 6" 13" 1995), pp.1073-1077.
' Op.cit (Ninth Pian, 3.50). T
U RBI Annual Report, 2000.
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balance between the Centre and the States, with improvéd distribution of

resources vertically from the Centre to the States,”22

!The NCRWC has acknowledged the fact to ensure the successful
working of the Financé Commission, “it has been suggested that it would
be desirable to associate the Sltates more actively in deciding the
additional terms of reférenée, preferably by having the NDC (comprising
the Prime Minister and Chief Ministers of State) to endorse the additional
terms of reference®? It has also recommended that the “terms of
reference of the Finance Commission should be broader and comprise of
matters which would take care, in a comﬁrehensive way, aspects of

! financial relations between the Union and the States. The broadening of

f

“such terms of reference could also be discussed earlier by the NDC:¥24

Thus, seeing the important role the Finance Commission plays in
the distribution of financial resources between the Centre and the States,

the NCRWC has called for the enlargement of the scope of the Finance

Commission.

The Reserve Bank of India has also been taking initiatives to

strengthen the finances of the State Government. “Some of the recent

2 Op.cit ( A Study of Budgeis, December 2000), p.1.
BOp.cit, (www.ncrwe.nic.in, Final Report) (8.3.5).

* Ibid (8.3.5).
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RBI initiatives on State Fiﬁance include constitution of "Technical
vCommission of Finance Secretaries on State Government Guérantee,
setting up of a Commission of étate Finance Secretaries on Voluntary
Disclosure Norms for State Budgets, setting up of a Conéolidated Sinking
Fund, advising the State Government on cash management techniques
relating to upholding of accounts, ,dé.fa analysis technology, improve

updating of financial account etcs®5

The opening up of the economy in the early 1990’s has meant the
flooding in of Multi-National Companies to the country. The States,
which have been taking up a number of projects, are now in a position to

approach foreign countries and bodies for loans.

The States feel that they do not get enough resources from the
Centre to meet their needs. To a‘dd to tﬁis is the fact that they are unablel
to raise enough resdurceé, so the other alternative that they have found
is turning to the markets for funding their projects. An aspect of the
economic reforms has been the increasing reliance on market forces and
private investment. Private investment since 1991, have been flowing
mainly into those States, which are rhore developed with better

infrastructure and efficient administration.

2 Op.cit, (A Study of Budgets, 2000), p.10.
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One signiﬁcant ‘feature of State financing in the 1990s has been

the role played b& foreign funding agencies like the Asian Development
Bank, (ADB) World Bank, (WB) and other foreign countries. They are now
taking part directly in the funding of State based projects. The role that

is being played by the Asian Development Bank is laudable.

The main objectivebf the ADB ‘has been té support States, which
are undertaking the reform programme through loans and the technical
"assistant. The three Sfates that have been selected by the ADB are
dujarat, Madhya Pradesh and Kerala on the basis of their willingness to
undertake the reform programme. Several State.s,' including Andhfa
Pradesh, Gujarat, Madhya Pradesh and  Uttar Pra}desh, are now
implementing comprehensive reforms, supported through ADB and
World Bank public resources _management progra‘mrhgs and sector

development assistance. 26

The Bank seeks to assist States in addréssing their development
issues. In 1995, Gujarat was selected as the first State for ADB
supported State level operations. The ADB Board had approved the $250

million, Gujarat Public Sector Resource Management Programme Loan in

¥ Website of ADB, www.adbindia.org , accessed on 4™ June 2001,
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December 1996. This ;Nas significant since it had been the first externally
adjustfnent loan to a State. Madhya Pradesh on the basis of its social
and ecc‘momic backwardness had bcer; selected as the second State by
the ADB for financial assistance.. The ADB’s Board had approved the
$250 million Madhya‘ Pradesh Public Resource Management Prograimme
Loan in December 1999. The Progfamme aimed at fostering public

finance reform, public enterprise restructuring.??

Adoption of economic .r;aform programme by the co{mtry therefore
helped in opening the floodgates of the country. States are now"inba
position to approach foreign lending institutions and .countries for
financial assistance to the projects that are beihg ur;dertakén. These
foreign lending-institutions are more than willing in invééting in such
projects, which are profitable. Thus an important criteria for funding by
the ADB, is that su\ch States should be implementing their economic
reforms programme. This to a certain extent helps in the reduction of the
burden on the Central Government for finances. Novs;, the Centre can
give more attention to the underdeveloped and backward S.tates. Besides
such foreign institutions, foreign countries havé also been coming
forward in giving financial aid to States either through financial

assistance or undertaking of the projects.

7 1bid.

114



“In October 1990, two agreerﬁents on bilateral cooperation wefe
signed with the Australian Governmefxt. These were (i) Agreement on
developmental Cooperation and (ii) MOU relating to Small Acti'vity
Scheme. Australian Aid to India is extended under the aegis of the aboye
agreements.¥28 _ |

| America, France, European Committee, OPEC countries 'arid a host
of other countries are exte;iciing financial aid to India. Even inétitutions
like the International Bank for Reconstruction and Development (IBRD)
are coming forward in extending financial aid. “The total value of
assistance extended by IBRD by Way of loans up to 31.12.1999 for which
agreements signed is around US$ 21, 964 million. The commitments
were against projects in various_ sectors like Agriculture, Irrigation,
Power...”29
Financing of States - Taxation Measures
_ The other means to réise revenue for the Centre and the States
»' alike, is the raising of revenug through taxes. The legislative power to
make laws for imposipg a tax is divided bet;;veen the Union arld the

States by means of specific entries in the Union and State legislative list

as maiﬁtained in Scheduled VII.

* Budget 1999-2000, p.41..
* Ibid. p.49.
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Imposition of taxes vary from State to State, For instance, the
imposition of sales tax depends on the;State Government, therefore the
levying of taxes would vary from State to State, 'depending on the
Government in power at the State. Again, the taxes introduced by the
Central Government will héve different impéct in different States. A
. larger anq developedetate,vyill_.;bgﬁ.i?&ﬁg&_ggﬂgqn to pay taxes, in othe_r;
words, in a State whefe theﬁ hvmg conditions is high, th;e people will be'in
 a position to pay the taxes to the Government. But this Ais notvso in the
case of a State with poor living conditions. Taxes should therefore be
imposed in such a manner where it would cater to the needs of the
society.in a uniform manner. |

Again there is distribution of taxes between the Centre and the
States. While fhere are certain taxes levied and collected by the Centre
. and then distributed bet\;veen the Centre and the States, there are again
some taxes, which are levied by the Union, but collected and
appropriated to the Stétes.‘ |

Such distribution of ta?(es has been introduced with a view to
g'ﬁnance the Statés, while the revenue of the Céntre comes from excise
tax, custom tax, income tax and tax on capital gains, the source of
revenue for the States comes from sales tax, excise duty on alcohol, tax
on profession, trade, taxes on lands and buildings, entry tax on goods

entering the States, taxes on vehicles, entertainment tax, agriculture tax,
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" income tax and stamp duty. The Centre has beeﬁ entrusted with more
revenue raising power than required, te meet its‘expendituee needs. The
States on the other hand no matter how much the taxation power always '
falls short of its expenditure. The distribution of taxes should also be
done in such a manner, wherein the lese developed and underdeveloped
States get a larger share of the taxes. This would be of great help in
reducing the regional disparities that exist between the Stetes. This can
be done if the Centre has more power to tax, and aé such redistribute in
favour of the backward States.

The Tax Reform Commission had Been set up in 1991 just at the
same time when the econemy was being libefalised. The Tax Reform
Commission came up With its final Repdrt in 1992. The Commission had
recommended a full-fledged VAT (Value Added Tax) system at the Central
1evel. “The Commission to bring about a smooth change to VAT a;c the
Centre have recommended the making of tax base comprehensive, by
giving limited 'exemption and bringing more commodities under the tax
net; replace specific taxes by ad-valorem duties; reduce the multiplicity
tax rates to two or three rates; give credit-to taxes on inter regional trade
such as Central sales tax and consignment tax when provincial tax such
as sales taxes are levied by the imporfing State.”30 “The Tax Reform

Commission (Interim report, 1991 and Final Report 1992) had

* Murty, M.N: ‘Value Added Tax in a Federation’ in EPW, (March 18", 1995), pp. 579-584.
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recommended a full-fledged VAT system at the Central leel covering all
commodities and services with th;e exéeption of raw produce of
agriculture.”3!

The introduction of VAT in India has been considered earlier by the
L.K. Jha Commission on indir¢ct taxation in 1987, Tax Reform
Commission headed by Raja J. Chelliah in 1991 and more recently by
the .Econofnic Survey Report of 2001-2002.

Tax reform is one of the key elements of the economic reform
process in India. “Internationél experience has shown that a successful
implementation of the VAT will require determination of the VAT rates by
the Centre and a Centrally determined VAT shéuld replace the cascading
turnover sales tax levied by the State.”32 -

“ A Value Added Tax levied on the value added in each stages of
the production and disfribution process can be aptly defined as the
ultimate form of consumption tax. In fact VAT is an alternatives way of
accelerating a tax on consumption exéenditure.”33

VAT is a tax on value added by any economic activity to the
qommodities_ and services it Buys from other economic activities. A

comprehensive form of VAT involves value added at all the three levels of

“1 Op.cit (EPW , March 18" ,1995). pp 579-584.
‘ Gurumurthi, S.: ‘Fiscal Federalism’ in EPW, (October 2™ 1999), pp. 2875-2888.
“ Gurumurthi, S.: VAT and Fiscal Federalism’ in EPW, (May 29", 1993), pp. 1108-1120.
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activity viz. when the commodity is manufactured, at the~ wholesaling
| stage and finally at the retailing siage.

The VAT could be levied in three ways, derived from different
concepts of measurement of income. -

(i) Tax could be levied on sale of goods and services ‘put to
final consumption - consumption type of VAT, which
exempts capital.

(i) ~ The VAT may be gross product types in that case no
capital outlay, depreciation allowance etc. will be
deductible from the base.

7 (iii) - The net income of VAT—depreciation as deductible for the
purpose of estimation of base.

A VAT is to be imposed at uniform ratés across the nation and the
revenu.e that is collected from the.tax is to be shared by the Government
at different levels viz. Central, Staie and further down at local levels. This
is done on the basis of an agreed formula, which depends largely on the
: negotiaﬁon between the Central and State Government.

“Maharashtra was the first State to introduce a VAT in its true
spirit covering th¢ entire spectrum of manufactufing and trading i the

State )34

© ¥ Opuit (EPW, October 2", 1999), pp.2875-2888.
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In a federal country like India different ways are ‘there for
| implementing a VAT - at the Central le\}el ;;md the State level. Firstly, the
Vat being a Central levy, the rates would be levied and controlled by the
Centre while the collection would. be .shared between the Centre and the
States. Secondly, the VAT being a State VAT, the Centre would
. completely withdraw from the field of domestic indirect taxes. Thirdly,
;' dual Centre- Sfate VAT wit}-lnvx.zell déﬁnéd spheres of responsibilities. One
form of dual VAT would- be that Central VAT is .klcvied at the
manufacturing stage, while States would collect and retéfh revenue at
the wholesale level.

In a country as wide as India, imposing a luniform VAT raises a lot
of question. First and foremost, all the States do not have the same level
of economic development and as such, the regional disparities are wide.
Therefore imposing a uniform rate of tax will lead to further widening of
regional dispaﬁties because while the richer States will become richer,
the poorer States will become poorer. Another issue between the Centre
and the States, which has been raised while impdsing the VAT, is over
the dominating tendency of the Centre. The States feel that if such a
uniform Central tax were introduced, the Centre would be encroaching
~upon the States sovereign 'pow'ers‘of sales taxation and in fact would

challenge the superiority of the sales tax.
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India being a fedéral country, it therefore becomes important to see
that both the Centre and the States ievy the VAT at -different levels. A
Central VAT is necessary at the manufacturing level, and the revenue
that is collected by the Centre should be distributed to the States. Again
the States would be empowered to levy a full-fledged State VAT in the
country.,

“In a federal country, Government at all three levels, may levy
taxes -on commodities and services so that a tax reform leading to the
introduction of VAT by the Government at one level can havé fiscal
consequences for the Governmeng at the other levels also.”35

Bagchi, suggests “a concurrent VAT at t\.vo Ievels' of Government,
viz. both at the Centre and the State‘s, b.ut integrated in the sense that
the base will be laid down at the natiohal level while allowing the State to
fix the rates. The rates could be flexible.”? In such cases then VAT would
be applicablé both at the Central and the State level. ~

The Tax Reform Commiésion (TRC) had strongly underlined the
need to switch over to a VAT system in India. “The Tax Reform
Commission (Final Report, Part I) has suggested that we could have an

admixture of VAT (called MODVAT) at the Central level extended to most

* Op.cit (EPW, March 18", 1995), pp.579-584.
* Op cit (EPW, Oclober 2", 1999), pp, 2875 - 2888.
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commodities and rationalised sales tax system at the State level. The
" Union Government would collect MODVAT at the level of the
manufacturer and State could collect it at the wholesale level. In
addition, a sales tax would be collécfed from the ‘manufzmture or
wholesale depending upon the structure of the sales tax i'n the State 37
“In the Conference, of_AChief Ministers held on 16th Novémber, 1999,
- it was decided to implement uniform floor rates of séles tax in the entire
country. It was also décided to phase out sales tax based incentive
schemes for industries, reform the Central Sales Tax Systems and
simplify the tax'system as p;'evailing’ in the States by the introduction of
Value Added Tax ‘(VA’I“). It has nov? been decided that all States and
Union Territories would implement VAT from April 2003.” 38
- The Committee ‘of State'- Financqa:euMin‘isten-»has come up wifh a
numbér of steps to ens.ure the introductibh’ of VAT- passing of VAT
legislation and framfng of rules and regulations; compensatiori for
dealers who fall within the ambit of VAT; training of tax officials etc;
v impleméntation of VAT ‘by assigning identification numbers to tax payers.

The State Government would ensure the reform of the States by:

- " Purohit, Mahesh: ‘Adoption of VAT in India’, EPW, (March 6", 1993), pp.393-404.

w ‘Website of Ministry of Finance, www.finmin.nic.in , Economic Survey 2001-2002, (2.38).
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(a) Converting sales tax into ‘VAT by moving over to ‘a mult_i-stagé
system of sales taxation with reb‘ate for tax on all purchases with
one minimal exception. |

(b) Replace the structure of tax rates with two or three rates within
specified bands, applicable in all States and Urlion Territories.

(c) Tax inter-States sales to non-registered persons as local sales.

Thus, “it is expected that with the introduction of the VAT regime by

the States and Union Territories, a uniform common market will

develop in th.le country,?3

The VAT, is intended to be introduced with a view to provide a
uniform rate of taxation in the entire country.v The idea of VAT being
collected by the States could sound attractive to the States as this would
mean that they dd not have to depend on the Centre. But VAT is best
collected at the Centrél level for “experience with federalism, part large
federalism has shown ‘that any system which involves commodity
taxatioﬁ at two levels viz. federal ‘and provinciai, cannot ensure
implementation of the VAT irx its true spirit.?40

The gap between the expenditure incurred.and revenue raised is

ever widening. Proper channelling of resources from the Centre to the

* Ibid (2.40).
* Op cit. (EPW,October 2", 1999), pp. 2875-2888.
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~States in a country like India is to take plgce if a balanced regiqnal
| development is to be ensured. ’i‘he Statés depend to a great extent upon
the Centre for ﬁnaﬁcial aid. It is upon the Central Government to see
- that all States receive ;'air amount of revenues for development. It is for
this reason, that some States have been placed under the special
'category; By placing such §§at¢s under the as_p,gc;%alv‘cgtégory status, they
are given the means and.oppo_rtunities to develop further. The Planning
Commission and Finance Commission havé been éet up with a view to
ensure the overall development of all the States.

A significant feature of the economic reform period is the
i‘involvemént of foreign lendiﬁg bodies and evén foreign cpuntries in
fpr,oviding financial loans to the States. Now, these bodies can enter into
direct negotiations with the States and they are enthusiastically taking
~part in State level-projects, more so in areas where the economic reform
;package has been introduced. This is doing a great deal of help in
reducing the burden of the Centre. But, however this does not |
‘undei’mine the role of the Centre. A major sharel of revenue for States
come from the Centre and .the role has further increaseci ‘with the
adoption of a liberalised economy. And it is this financial transfer or
resources between the Centre and the States that shapes.the financial

relation between the Centre and the State to a large extent.
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Chapter 5
Conclusion

New Federalism: Promises and Reality

Article 1 of thé Constitution declares India to be a ¢Union of
States’. Nowhere is the word federal explicitly mentioned. But what has
come to emerge is a Constitution containing the basic features required
in a federal Government. Indian federalism has been evolving according
to time, the nature changing according to the Government in power.

There has been a remarkable change in the nature of the party
system in India, and this has brought about a change in the nature of
the Indian federal system. With the decline of the Congress Party in the
Centre in the 1990’s, there was a lack of any party being able to fo,rm a
Government on_ité own. What, therefore came to emerge is a system of
coalitional governmen‘t and alliances. At the Centre none of the nationél
parties, including the BJP, have been able to form a government on its
own. They therefore had to depend on the support of other parties. It was
under such circumstances, that the regional parties began to play an
important part in shaping national politics. This thus brought about a

“change in the nature of the Indian federal systefn.

The regional parties began to bring issues of lécal importance to
* the national level. As a result of the involvement of the state parties at
the national level, interaction between the Centre and the States began

to increase. The regular holding of meetings of bodies like the Chief
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' Minister;s_ Conference, Governor’s Cbnferenee, Conference of the.
Inspector General of Police have to. a large extent helped in the
improvement of relations between the Centre anci the States, as these
bodie's serve as forums whereby leaders of the Central and State
Government meet and discuss issues concerning Centre - State relations.

The national parties too, are beginning to change their stand on
Séate related issues. They have come to realise that they cannot ignore
demands of the r¢éiona1 parties, especially so, when their survival
depends to a large extend on the support of the regional péfties.

This system of coalitional politics at th;: Central level has helped in
forging closer links between the Centre ahd the State. Yarious Prime
Ministers heading the coalitional Government have emphasised upon the
need for maintaining a closer link between thelCentre and the States. For
instance, it was only under the leadership of V.P. Singh, heading the
National Front Government, that the Inter-State Council, came to be
established in 1990. Again, Deve Gowdé introduced the Common
Minimum Programme with a view to forge closer links between the
Central and State Governments. Meetings of institutions like the Inter-
Stafe Council, Chief Ministers Conference, Governor’s Conference have
been called more frequently so as to deal with issues relating not oﬁly to
Centre-Stafe but also inter-State relations.

Cooperative federalism does not imply only vertical federalism,. that

is cooperation between the Centre and the States; but also horizontal
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cooperation, that is. cooperation between States. Vvith.the adoption of a
liberalised economy the need for the existence of cooperation between the
States has become all the more importa.nt, as this would ensure ﬁjée flow
of trade.

The adoption of a more deregulated market-based eccnomy has led
to a shift in decision-fn’aking powers to private investors, both domestic
and foreign. The main motive of such investors being profit, it is but By
natural that these investors would invest in areas where there is» proper

. infrastructure SO’that they make maximum profit. In this context then,
the question of regio.nal disparities sets in. States, which, are already
developed, would attract such investors, while underdeveloped States
lacking a propér infrastructure and market would fajl to attract such
investment. Therefore, the developed and industrialised States will

continue to move up, while the underdeveloped States will be further
pushed back.

In order to attract investors, éspecially foreign inv;estors, States
introduced tax cuts and, Chief Ministers toured abroad to project their
States as safe havens for investment. This has only heightened the
competition between different 'Stateé. While liberalisation, has been
having a great impact on industrialisation, not much of an impact has
been felt on the agﬁcu]tural sector. Therefore, the impact of li_beralisation
is also restricted to certain regions of the country. While States liké

Maharashtra, Gujarat, Karnataka, having an industrialised economy, are
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the greatest beneficiaries; liberalisation has had little impact on North-
-Eastern States, Bihar, Crissa, which -are not much industrialiscd. This
regional imbalance has often created ba strain relation between the Centre
| and the States.

‘ Globalisation talks about fhe increasing role of the market forces
and rolling back of the role o’f the Government. However, in a country like
India where so much of regional disparities exist this is not feasible.
. Therefore alongside the market forces, the Government bpth Central and
State should be actively taking part in the developmcnta\l‘efforts of the
State. Such efforts will ensure éome measure of balance(i developmerit,
ahd as such reducé feeling of alienation arising from regional disparities.
This also would help in leading to a harmonious relation between the
Centre and fhe States, for it has been seen in the past that the question
of economic underdevelopment has often led to the rise of sub-regional
feelings.

Liberalisation has brought about an increasing role of the State
Governments. They take part directly in negotiations with foreign
countries or bodles for fundmg developrr}fer}t; pI'Q]CCtS in their States. This
no doubt has benefited both the Central and State Government, but it
has its own repercussions too. The Government, both Central and State,
have to agree to the terms and conditions set forth by the ler‘lding
‘agencies or counfries, which may go against the interest of th entire

nation.
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Globalisation calls: for the obening up of the economy and as such
free flow of inter-State trade is encouraged. In such a situation then it is
not inter-State competition, but coopefation that needs to be emphasised
upon. The State Government should try to remove barriers, which exist
“in the forrh of levying of taxes on goods entering the States. Though a
uniform rate of taxation is not possible, however efforts should Be made'
to reduce the disparities. o

| Again, with the ever-increasing role of the State Government in
development expenditure in the 1990s, relations between ;che Centre and
the States with regards to transfer of resources becomes crucial.
Therefore, a proper " mechanism for the allocation of resources between
the Centre and the lStates should 5e made.

Introduction of a globalised economy has therefore broﬁght about
certain changes in the nature of Indian federalism, Firstly, the powers of
thé States has increaséd to a large extent in various forms. Secondly,
inter-State competition has been on the rise. Thirdly, glébalisation has to
a large extend, increased the friction among the States and the Centre.
This only goes to show that Indian federalism faces a number of
chal/lenges iq this globalised world. -

In tflis study 1990 has been taken as a cut-off year to analyse the
nature of Indian federalism since a number of factors have been taking
shape viz. in the from of emergence of coalitional politicé, rise of regional

parties at the central level and the adoption of a New Economic Policy. It
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therefore becomes interesting to study whether any changes in the
nature of Iridian federalism has been taking place or not. Federaliém in
India has been going through different phaSes. The nature of federalism
dépends to a great extent on the party in power. The presence of a
- centfalisedi form of Government had been possible during thé_ presence of
a dominant One-Party sysfem. But in this present era of coalitional
politics and globalised m'a'r'ke;t economy it is not feasible to talk of a
centralised form of Government. Cooperation.between the different levels
of Government is required, and this is possible only if the Central
Goverﬁment is willing to shed off its powers and transfer it fo the States.
There have been certain chéngés in" the Anature of Indian
federalism, both positive and ﬁegative. The concept of ‘cooperative '
federalism’ has come to be used more ofteh as it has been realised that a
strict division of power between the ciifferent levels of Government is not
possible. The Centre under the leadership of coalitional Government has
been rﬁaking efforts to imp?oVe the relations between the Centre and the
States. With the involvement of regional parties at the Central
Government, States are beginning to be more involved in the national
decision-making policy. The Centre and the States are becoming more
dependent upon each other. While the States depend fo a great extent on
the Centre for financial resources to carry on their. developmental
projects, the Centre. on the other hand cannot go ahead with its policies,

until and unless the States are willing to implement them. With the
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transfer of more .powers to the States, the doubts regarding the
ambitious designs of the Central Government in the minds of the State
Governmen’ts are being removed.
The negative aspect of the nature of fedevralism is that during this
period, as the market forces are being.streﬁgthened, we notice a growth
in inter—Stéte competition. Cooperative fédéralism is thus giving way to .
Icompetit.ive federalism. This would only further worsen the situation by
. gwidening the regional disparitiés.
| A negative effect of the rise of regional parties on the nature of
. Indian federalism is the growth of the bargaining power of- the regional
éparties. The regional pérties join the national Government keeping their
{regional issues in mind. Local issues are thus nationalis;d. “The regional
" parties having a lnarrow support base think of the interest of their region
and not of the nation- as a whole. By joining the national Govgrnment,
they try to get more favours from the Central Government for their
States. For instance, when Mamata Banerjee of the Tri£1amool Congfess
was the Railway Ministcr, she tried to introduce more tréjns for West
Bengal. This bargaining politics has a negative effect.on the country.
Regional Parties when they enter into national politics are to work
keeping in mind the larger interest of the nation as a whole and not
~confine themseives to narrdw regional politics. The presence of narrow-
minded partners vin the coalitional Government would benefit certainl

regions only. However, such benefits are restricted to States ruled by the



same regionall parties. For instance the BJP alliance partners AIADMK,
Trinamool Congress and Samata Party have at dificrent times demanded
the dismissal of tﬁe State Governments of Tamil Nadu, West Bengal and
Bihar who had been n_ﬂed'by different parties.
Commissions after Commissions have been set to look into Centre-
‘ State relations,A the Administrative Reforms Comuinission, Rajamannar
Commission, Safkan'a Cofnfnission are but few of them; the Sarkaria
Commission being the most important. However, ther¢ is a lack of
: serious effort on the part of the Government to implemeht the various
Commissions Report. Thus, most of them have gatheréd dust. The
NCRWC which has been set up by the BJP led National Democratic
Alliance (NDA) Govefnment and which came out with it§ Final Report in
2002 also talks about issues concerniﬁg Centre-Stafe relations namely
Article 356,. role of the Governor, treaty-making powers, role of the
Finance Commissién, Inter State Council. It talks abouf the need to
strengthen bodies like the Finance Commission, Planning Commission,
Inter State Council so as to ensure a cooperative existence between the
Centre and the States.

To ensuré that the spirit of cooperation exists, meetings of bodiejs,
like the Chief Minister’s Conferencé, Governor’s Conference, Inter- State
Council, Conference of Inspector’s General, should be held more
regularly. The Finance Commission should be given a greater ro‘le as

opposed to the Planning.Commission, since the Planning Commission is
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a political body, susceptible tb the Central Government. There is a need
to strengthenv theA National Developmeﬁt Council by consulting the States

more frequently and reducing the interference of the Planning
' Commission. This would thus help in bringing about a spirit of
csoperation amongst the various levels of Government.

What we notice in the nature of the Indian federal system is the
| fact that it is constantly évolving. To talk of a strict centralised form of
| government is not possible in the present era. Céntralisation was
possible when there was one party rafing tgggentre and the States. The
1990s has been witnessing the emergence»c;f coalitional politics, rise of
regional parties, adoption of a liberalised economy and this ﬁas brought
with it new areas of tension and cooperation between the Centfe and the
States. Developmenf of a compétitive spirit between the States is on the
rise. This unhealthy trend of competition should be nipped at the bud,
before it becomes a dominant feature in the nature of federalism. The
Central Government therefore has to take an active role in controlling the
widening regional disparities andn not leave all the decision-making
pdwers with the States. Emphasis should be put on the spirit of
coo’peratim;l not only between the Centre and the’ States, but also
amongst the States themselves and this to a gl_arge extend depends on the

%
Government in power at the Centre.
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