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The report of the Fourteenth Finance Commission (FFC), which was submitted to Government of India (GoI) in December 2014, was tabled in 
the Parliament in February 2015, and several of the recommendations for the award period of 2015-16 to 2019-20 made therein have been 
accepted by GoI. The FFC expects that GoI would ensure the prevailing level of transfers of ~49%

1
 of its gross revenue receipts to the States 

over the award period of 2015-16 to 2019-20, while acknowledging that there is limited scope to increase the share of aggregate transfers.  

Within the overall resource transfer, the FFC has recommended a shift in the composition of transfers to higher formula-based tax devolution 
rather than grants, with an increase in the proportion of the shareable taxes of GoI to be devolved to the State Governments to 42% from the 
32% that prevailed during the award period (2010-11 to 2014-15) of the Thirteenth Finance Commission (ThFC). This follows from the FFC’s 
view that tax devolution should be the chief route of resource transfers to the States, as it is formula-based (therefore less discretionary) and 
more conducive to the spirit of fiscal federalism. Moreover, the FFC has made an overall assessment of the revenue budgets of the Union and 
State Governments, without distinguishing between plan and non-plan components. 

In ICRA’s view, the increase in the vertical devolution is positive for fiscal federalism, as State Governments would receive a higher assured 
share of the tax revenues of GoI. This would enlarge the revenue gains of the State Governments following the expected pickup in 
economic growth and revenue buoyancy of GoI. Moreover, tax proceeds are an untied source of funds for State Governments, offering 
them greater autonomy and flexibility to plan expenditures based on their own priorities. Based on the higher share of States and expected 
revenue buoyancy of Central tax revenues, the FFC report projects tax devolution to the States at Rs. 39.48 trillion over its five year award 
period, as compared to Rs. 14.61 trillion between 2010-11 and 2014-15 (according to GoI’s Budget Estimates or BE for 2014-15). In particular, 
the FFC report estimates a 52% rise in tax devolution to States to Rs. 5.79 trillion in 2015-16 from Rs. 3.82 trillion in 2014-15 (BE).  

Aggregate transfers to States, which includes both tax devolution and grants, however are expected to grow at a relatively modest pace of 
15% to Rs. 8.65 trillion in 2015-16 from Rs. 7.50 trillion as per 2014-15 BE. This follows from a decline in total grants (including Finance 
Commission grants and other grants) from GoI to States to Rs. 2.86 trillion in 2015-16 (as estimated by the FFC) from Rs. 3.68 trillion as per 
2014-15 BE. A press release by GoI clarifies that in arriving at the devolution of 42% of sharable taxes of GoI to the States, over 30 of the 
existing 66 CSS were identified for transfer to the States, as expenditure on these Schemes was taken into account as State expenditure while 
projecting the finances of the State Governments. However, GoI has decided to delink only 8 of these schemes from Central support, in view 
of national priorities and legal obligations (such as MGNREGA).  Moreover, the share of the Union Government in the funding of other 
schemes will have to be decreased, to free up fiscal space and partly offset the increase in tax devolution. As a result, State Government’s 
own expenditure (net of grants) is likely to rise going forward. It would be critical for GoI and the State Governments to speedily adjust to 
the new expenditure sharing patterns to ensure uninterrupted service delivery at the ground level.  

Over its award period, the FFC has recommended total grants of Rs. 5.37 trillion (as against Rs. 2.59 trillion over the ThFC’s award period), 
divided into three categories, namely post devolution revenue deficit grants (Rs. 1.95 trillion to be provided to only 11 of the 29 States), 
disaster relief grants (Rs. 0.55 trillion) and grants to local bodies of States (Rs. 2.87 trillion, which would be passed through to the local 

                                                           
1 The FFC estimates the level of Union transfers to the States, aggregating taxes and all forms of grants including direct transfers to implementing agencies (that are 
being routed through the consolidated funds of the State Governments from 2014-15 onwards), at 49% and 47%, respectively of the gross revenues of the Union 
Government in 2012-13 and 2014-15. 
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bodies). Based on its assessment of the Union Government’s fiscal space, the Commission expects additional grants to the States of Rs. 14.78 
trillion over the FFC’s award period, over and above the grants of Rs. 5.37 trillion that it has recommended.  

Within the context of its recommendations of devolution of taxes and the magnitude of FFC grants (both of which have been accepted by 
GoI), the FFC report includes the Commission's projections for non-FFC grants from the Union to the State Governments in 2015-16 while 
maintaining the fiscal deficit of the former at 3.6% of GDP. GoI's estimates for the same would be available in the Budget for 2015-16 to be 
presented on February 28, 2015. The fiscal deficit target that GoI sets for 2015-16 as well as its other expenditure priorities would keenly 
determine the space available to continue to provide non FFC grants to the States. 
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