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1. "Financial relations are a crucial aspect of Centre-State dynamics and often a source of friction." Analyze. 

Introduction: 

Financial relations between the Centre and States are a cornerstone of India’s federal structure. These relations, 

governed by the provisions of the Indian Constitution, play a pivotal role in shaping governance at both levels. 

However, the distribution of financial resources and fiscal authority between the Union and the States often leads 

to friction, with concerns ranging from unequal resource allocation to the Centre’s control over taxation and 

spending. These issues have significant implications for the functioning of federalism in India. 

 

Key Areas of Financial Relations Between the Centre and States: 

1. Division of Tax Powers: The Constitution of India divides the taxation powers between the Union and the 

States through the Union List, State List, and Concurrent List. The Union government has more significant 

taxation powers, including income tax, customs duties, and excise duties. In contrast, the states can levy taxes on 

goods and services, property, and certain other items. However, despite this clear division, there have been 

concerns over the extent of control exercised by the Centre over taxation, especially with the introduction of the 

Goods and Services Tax (GST). 

Friction Points: The implementation of GST has led to tension between the Centre and States, as the Centre 

controls the GST Council and the distribution of GST revenues. Many states argue that the revenue-sharing 

formula does not adequately address their needs, particularly those with limited tax bases or lower economic 

output. 

 

2. Resource Allocation and Grants: The Centre and States often disagree on the allocation of financial resources, 

especially in terms of grants and transfers. The Finance Commission is tasked with recommending the distribution 

of resources between the Centre and the States, but the formula it uses can sometimes lead to dissatisfaction. States 

argue that the formula often favours the Centre or more developed states, leaving less for the poorer, 

underdeveloped regions. 

Friction Points: States with lower revenues or greater social welfare needs may feel short- changed by the Centre’s 

distribution mechanisms, especially in the absence of an equitable formula that addresses regional disparities. 

Additionally, the Centre’s discretionary grants, such as special assistance or central schemes, can create a 

dependency on federal allocations, which undermines states’ fiscal autonomy. 

 

3. Fiscal Deficits and Borrowing Powers: While the Centre has the authority to borrow from the market and 

international sources, States have limited borrowing capacity. This creates an imbalance, as states often face fiscal 

deficits and rely on the Centre for financial assistance. Although the States can borrow within certain limits, they 

often have to adhere to guidelines set by the Centre or seek approval from the Union Ministry of Finance for major 

borrowing. 

Friction Points: The Union’s control over borrowing limits and fiscal deficits has led to tensions, particularly in 

times of economic distress. States argue that their financial autonomy is compromised, as they are unable to 

manage their finances independently or respond adequately to local economic challenges. 

 

4. Centre’s Direct Control Over Central Schemes: The Centre runs various welfare and development schemes, 

such as the National Rural Employment Guarantee Act (MGNREGA), Swachh Bharat Mission, and others, 

where the Centre provides funds to states for implementation. However, these funds often come with conditions 

attached, restricting the way states can use the money. 

Friction Points: States may view such central schemes as an intrusion into their jurisdiction, especially if they are 

perceived as top-down impositions. The conditional nature of the funding often leaves states with little flexibility 

in managing local needs. This has led to calls for a more decentralized approach where states have greater control 

over their financial resources and policy decisions. 

 

5. GST and the Impact on State Revenues: The introduction of the Goods and Services Tax (GST) in 2017 aimed 

to streamline the taxation system across the country, replacing multiple indirect taxes. 



However, GST has been a contentious issue, with states expressing concerns over the loss of revenue autonomy, 

as the Centre administers the GST and controls the flow of revenue from the tax. 

Friction Points: While the GST Council provides a platform for cooperative decision-making, states have often 

criticized the delays in the implementation of compensation payments for revenue losses due to GST 

implementation. The loss of the right to impose state-specific taxes like sales tax also makes states more reliant on 

the Centre for financial support, further aggravating tensions. 

 

Implications for Centre-State Relations: 

1. Increased Central Control: The fiscal centralization of resources, coupled with the Centre’s control over critical 

financial instruments, has led to an imbalance in federal relations. The Centre’s fiscal dominance limits states’ 

ability to raise funds and manage their finances independently, leading to growing discontent among regional 

governments. 

2. Fiscal Dependence of States: States’ financial dependence on the Centre means that their autonomy is often 

compromised. This dependency not only affects their fiscal policy but also impacts their ability to address local 

issues effectively. When states rely heavily on central transfers and grants, they may lose the flexibility needed to 

tailor policies for regional development and welfare. 

3. Regional Disparities and Inequality: Financial resource allocation often exacerbates regional disparities. States 

with fewer resources may struggle to fund developmental programs, education, and healthcare. On the other hand, 

wealthier states are in a better position to generate revenues and may resist proposals that shift the financial balance 

in favour of poorer states. 

4. Potential for Political Friction: The financial divide between the Union and the States has also given rise to 

political friction, particularly when state governments controlled by regional parties clash with the central 

government. Issues such as the demand for fairer resource distribution or the opposition to centrally imposed 

schemes can lead to political standoffs, affecting national governance. 

 

Conclusion: 

Financial relations between the Centre and States are integral to the functioning of India’s federal system. 

However, these relations often become a source of friction, particularly due to the centralization of financial 

powers, unequal resource distribution, and the control over borrowing and taxation. Addressing these issues 

requires a more equitable and transparent fiscal arrangement that respects the financial autonomy of states while 

maintaining the cohesion and unity of the Union. The challenge lies in striking a balance that allows for regional 

development and effective national governance without compromising the federal structure. 

 

2."The Sarkaria Commission and the Punchhi Commission have made significant recommendations to 

improve Centre-State relations. Discuss the key recommendations of these commissions with reference to the 

challenges facing Indian federalism." 

Introduction: 

India’s federal structure has been marked by tensions and challenges arising from the distribution of powers and 

responsibilities between the Union and the States. Over time, several commissions have been constituted to assess 

and recommend reforms to improve Centre-State relations and strengthen federalism. Among the most prominent 

of these are the Sarkaria Commission (1983) and the Punchhi Commission (2007), both of which have made 

significant contributions to this discourse. Their recommendations reflect the evolving needs of India’s federal 

system in response to political, economic, and social changes. 

 

Sarkaria Commission (1983): 

The Sarkaria Commission was set up under the chairmanship of Justice R.S. Sarkaria to examine the Centre- State 

relations and recommend measures for strengthening the federal framework. The Commission made several key 

recommendations that addressed the distribution of powers, the role of the Governor, the use of Presidential 

power, and the coordination between the Centre and the States. 

 

Key Recommendations: 

1. Reaffirmation of the Federal Character: The Commission emphasized the importance of maintaining the 

federal character of the Indian Constitution, which, though federal in structure, leans towards centralization. It 

recommended that the Centre should not overreach its powers and should respect the autonomy of States. 



2. Strengthening the Role of the Governors: The Commission suggested that Governors should act as facilitators 

of cooperative federalism rather than as agents of the Centre. It recommended that Governors should not interfere 

in the day-to-day administration of states unless necessary. 

3. Use of Article 356 (President’s Rule): The Commission recommended that Article 356, which allows the 

President to dismiss a state government and dissolve the state legislature, should only be used in exceptional 

circumstances and after exhausting other means of resolving issues. This was to prevent the misuse of Presidential 

Rule for political reasons. 

4. Inter-Governmental Relations: The Commission recommended the establishment of an Inter-State Council 

to promote better cooperation and communication between the Centre and the States. This body would serve as 

a forum for resolving disputes and addressing areas of concern. 

5. Restructuring the Centre-State Relations in Legislative Matters: The Commission proposed more flexibility 

in the Union List, State List, and Concurrent List by recommending the transfer of certain subjects from the Union 

List to the State List. This was aimed at reducing the scope for friction and giving states more autonomy in 

legislative matters. 

6. Fiscal Relations and Resource Distribution: The Commission recommended that the Finance Commission 

should play a more active role in ensuring fair resource distribution between the Centre and the States to address 

regional disparities. It stressed the need for a more transparent and equitable financial arrangement. 

 

Punchhi Commission (2007): 

The Punchhi Commission was constituted in 2007 to review the workings of the federal system and make 

recommendations on issues related to the balance of powers, the role of Governors, and the federal governance 

framework in the context of the changing political environment. The Commission examined the evolution of 

Centre-State relations in the context of both the political and economic developments over the past few decades. 

 

Key Recommendations: 

1. Enhanced Role of the Inter-State Council: The Punchhi Commission also recommended strengthening the 

Inter-State Council and making it a more effective forum for resolving disputes between the Centre and States. It 

called for regular meetings and proper implementation of the decisions made in these meetings to facilitate better 

coordination. 

2. Role of Governors in Federalism: Similar to the Sarkaria Commission, the Punchhi Commission 

recommended that Governors should be impartial and not act as agents of the Centre. It proposed that Governors 

should refrain from intervening in the political processes of states unless their actions violate constitutional 

provisions. 

3. Expanding the Scope of the Concurrent List: The Commission recommended the transfer of certain subjects 

from the Union List to the Concurrent List to allow the States to play a more active role in policy-making in areas 

like education, health, and agriculture. This would enable States to have more autonomy in legislating on issues 

that directly affect their citizens. 

4. Revising the Use of Presidential Rule: Echoing the Sarkaria Commission, the Punchhi Commission also 

recommended that Article 356 (President’s Rule) should be invoked in exceptional situations only and that such 

a step should require the consent of the Council of Ministers. It also suggested that the use of this provision should 

be reviewed by a parliamentary committee to prevent its misuse. 

5. Strengthening the Financial Autonomy of States: The Punchhi Commission called for increasing the financial 

autonomy of States by improving the resource-sharing mechanisms. It recommended that the Finance 

Commission should ensure a more just distribution of resources, taking into account the diverse needs of the 

States. This would help in addressing issues related to fiscal deficits and state dependence on the Centre. 

6. Regional Disparities and the Need for Special Provisions: The Commission acknowledged the growing 

regional disparities in India and suggested that more special provisions be made for backward states. These 

provisions could include financial assistance, capacity building, and more autonomy in implementing 

development programs suited to their local context. 
 

Challenges Facing Indian Federalism: 

Despite the recommendations of both Commissions, Indian federalism continues to face several challenges: 

1. Centralization of Powers: While both Commissions have emphasized the need for decentralization, the Union 

government continues to exercise considerable control over key areas like law and order, economic policy, and 

even the appointment of Governors. The Centre’s dominance, especially in financial matters, has created tensions 

with the States. 



2. Political Interference in State Affairs: The issue of political interference in states remains a contentious one, 

particularly with Governors being seen as representatives of the Centre. This has created political friction, 

especially when Governors take sides in state politics or when the Centre invokes Article 356 for political reasons. 

3. Fiscal Imbalances: Resource allocation continues to be an area of conflict, with many states arguing that they 

receive an inadequate share of the financial resources. Despite recommendations from the Sarkaria and Punchhi 

Commissions, fiscal autonomy remains limited for states, hindering their ability to address regional disparities 

effectively. 

4. Coordination Failures: While the Inter-State Council was recommended as a mechanism for better 

coordination, its functioning has often been ineffective, and it has not been able to resolve the growing tensions 

between the Centre and States in key areas such as taxation, resource distribution, and governance. 

 

Conclusion: 

Both the Sarkaria Commission and the Punchhi Commission have made significant recommendations aimed at 

strengthening India’s federal structure and improving Centre-State relations. However, many of the challenges 

they identified, such as centralization, fiscal imbalances, and political interference, persist. For Indian federalism 

to evolve and function effectively, these recommendations must be implemented more vigorously, with greater 

attention to ensuring fairness, cooperation, and autonomy for States within the framework of a unified nation. 


