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8004992/2024/FIN-CSFC A

Fitteenth Finance Conmmission

Vertical Fiscal Imbalance

6.4 The Constitution empowered both the Union and the States to raise revenues from
differentsources of taxation and also assigned responsibilities to incur expenditure through

Figure 6.1: india’s Vertical Fiseal Gap (2018-19)
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subjects in three lists — Union List, State List and Concurrent List — in the Seventh Schedule. By
Constitutional design, this distribution has assigned higher and more buoyant taxation and
resource ratsing powers to the Union Government whereas higher responsibilities for incurring

expenditure have been assigned to the States. /
6.5 For example, in 2018-19, the Union Government raised 62.7 per cent of the aggregale

resources raised by both the Union and States, whereas the States spent 62.4 per cent of the
aggregate expenditure of the Union and the States (Figure 6.1). There is thus a structaral vertical
tmbalance which necessitates orderly transfer of resources from the Union to the States. A¢ an
aggregate level i 2018-19, the States could generate their own resources to meet only 44.8 per
cent of their total expenditure. This means that the remaining 55.2 per cent needed financ mng
through vertical vesource transfers and/or by contracting debt.

6.6 Due to this basic design. the Constitution has stipulated that the Finance Commission
assess the vertical fiscal imbalance which is likely 1o arise during its award period and
recomimend the sharing of resources based on such assessment.

Vertical Sharing

6.7 Finance Commissions, historically, have been recommending a proportion of the texes
collected by the Union Government for devolution to the States. Until the Tenth Finance
Commission (FC-X), separate percentages were recommended for devolution of income tax and
Union excise duties. However, after the Eighticth Amendment (o the Constitution, net procezds
of all taxes' (after deducting cess, surcharge, and cost of collection) collected by the Union are
shareable with the States. These constitute the divisible pool of taxes. The States' shares in the
divisible pool recommended by the last four Finance Commissions is given in Table 6.1

F0and 279 read wogether defines 'Net proveeds of taacs” as 1l the wes, eveepteess and surcharges, reduced by cost of collection
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