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VIEWS/COMMENTS/PROPOSAL  OF THE GOVERNMENT OF
KERALA ON THE MATTIERS TO BE TAKEN UP WITH JUSTICE
M.M.PUNCHHI COMMISSION BASED ON THE TYERMS OF
REFERENCE OF THE COMMISSION

1. The Inter-State Council is the only constitutionally
recognised body where the States and the Centre are both represented,
and which can therefore play the role of an apex body in all mattcrs
involving the Centre and States. But while the Constitution
recognises the Inter-State Council, it says nothing about 1ts
composition and membership. /r must be ensured that the
composition of this Council is such as to give a balanced
representation to the Cenire and the States.

2. The setting up of Constitutional bodies like the Finance
Commission which adjudicate between the Centre and the Staies is
now almost entirely the prerogative of the Central Government. State
Governments are never consulted about who should be the members
of such bodies. As a result, the Central Government selects hand-
picked persens for such bodies who do more or less what it wanis.
The Elevanth Finance Commission went to the extent of placing
"conditionalities” upon State Government, of the sort the Centre
would have liked and was insisting on, such as the carrying oui of
"power sector reforms”, even to access the funds that were
legitimately due to them. Indeed one member of the Commission,
Dr.Amaresh Bagchi, explicitly protested against this, and gave a
dissenting note. To prevent such situations, the composition of such
Constitutional bodies must be ratified by the Inter-State Council
where both the Centre and the States are represented. The Siates in

ther words must have a say regarding the membership of such bodies.



3. The Central Government currently enters into a number of
International Agreements like the WTQ, Free Trade Agreements, and
International Treaties, which have a direct effect on the States,
without consulting the State Governments. Such agreements impinge
on areas like agriculture which, even Constitutionally are the
prerogative of the State Governments; and yet, the State Governments
are never consulted. (Given the fact there is no system of
compensations in our country, where the gainers from such
agreements can be made to compensate the losers, this unilateralism
on the part of the Centre is seriously damaging the federal struciure of
our country. The Centre must be made to consult the States before
entering into any such apreements which affect States or which
impinge on areas teserved for the State Governments in the
Constitution. One way of doing this would be to ensure that all the
agreements are cleared by a revamped Inter-State Council where there
is fair representation for both the Cenire and the States. This Council,
if it ratifies any such agreement, can, while doing so, set up some
mechanism for ensuring that the affected states are adequately
compensated.

4. Freedom in matters of fiscal policy has been largely taken
away from the State Governments with the substitution of a Value
Added Tax, aiming to have uniform rates across all states, for the
sales tax which was the largest revenue source for the States, and also
with the enactment of Fiscal Responsibility Legislation. This violates
not only the spirit of federalism but also the essence of democracy,

since it prevenis the possibility of State Governmenis with different
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political-ideclogical outlooks, among whom the peopie choose, trying

out different economic programmes. Again Dr.Amaresh Bagchi, an
expert on issues of federal finance, had criticized this arrangement.
Even assuming that we wish to shift to a VAT-regime, it would be
much beiter, if, as in the early years of the European Union, only a
minimum VAT rate is fixed centrally for each category of goods, and
the States are left free to fit their own rates subject to this national
minimum.

5. The Centraily Sponsored Schemes have been criticized by
State Governments for a long time. The very assumption behind
having such Schemes is that the Centre knows better than the State
Governments what the prionity sectors for social expenditure are.
Since the State Governments are democratically elected entities, as
much as the Central Government is, such an assumption is out of
place. And since the conditions vary considerably across states, the
one-size-fits-all philosophy of Centralized Sponsored Scheme is quite
counter-productive. It is much better if the funds earmarked for
Centrally Sponsored Schemes are put into a common pool, preferably
through the Finance Commission, which is distributed across states
according to some clear criteria, stipulating. performance related
targets for expenditure on certain specified areas of the so.cial sector in
éccurdance with the states’ own priorities.

6. Likewise, the Central Government  attaching
"conditionalities” 1o Central assistance is completely contrary to the
spirit of federalism. [t amounts to an imposition of a particular
econromic ideclogy which the Centre happens to subscribe to on all

the states, and thereby preventing the people's choice of State
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Governments from making a difference to economic policies. The

most notorious example of this genre is the INNURM, which insists
that State Governments shbuld remove urban land ceilings and reduce
Stamp Duty to 5 percent as a condition for accessing funds under this
Scheme. The latter proposal is justified in the name of the so-called
"Laffer Curve", a spurious piece of economics, which has neither
theoretical validity nor empirical support. Even if the Centre believed
in this particular piece of economics, there is no reason why it should
impose it on all the states. Preliminary calculations suggest that
reducing Stamp Duty will entail a reﬁenue loss for Kerala that would
far outweigh the funds she can hope-to access from JNNURM.
Nonetheless Kerala has to accept these conditionalities for the same
reason that the peasant has to accept the terms dictated by the village
mnneﬁender.

7. State Governments have in recent times been systematically
holding surplus cash balances, a result of the FRBM legilation. These
are typically put into 14-day Treaswy Bills of the Central
Government, which earn 5 percent rate of interest. These funds
however come into the hands of the State Government through small
savings etc., which carry much higher rates of interest. On the other
hand the Centre when it accesses these funds repurchases its securities
with the RBI, which carry much higher rates of interest. Hence while
the states borrow dear to lend cheap, the Centre, by the same
arrangement, borrows cheap to retire debt that is dearer. Of course if
the phenomenon of such surplus cash balances could be done away
with completely, then that would be the best. But the RBI is of the

view that this problem is going to continue for some time. Ip such a
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case it would be much better of the RBI accepts these cash balances as
deposits at 5 percent interest rate, and, after keeping a certain cash
reserve, lends the rest to State Government at interest rates which
exceed this 5 percent only by an amount that covers the transaction
costs. In other words the RBI could become a bank for State
Governments, so that they can borrow at rates cheaper than what they
now pay. Since the borrowing limits currently in force can still
operate, this arrangement can only give states cheaper funds without
entailing any proftigacy on their part.

8. The Central Government has in recent years been issuing
guidelines to the states on the issue of devolution of funds from the
states to the LSGIs and on how planning is o be done at the LSGI
level. This is a violation of the Constitutional provisions which
clearly specify that it is the state legislatures that have to enact
legislation regarding how piarming is to be conducted at the LSGI
levei. Issuing guidelines about planning to the L8GIs, therefore, is a
State Government responsibility; the Centre does not enter the picture
at all. The Centre may desist from exceeding its Constitutional role
and entering into the domain of State Governments' relations with the
LSGls. To give the Planning Commission, which is a Departmental
body of the Central Govt., punitive power over States for not
devolving adequate planning tasks to LSGIs, would therefore a
violation of the constitutional rights of the States.

9. Service taxes are emerging as an important source of
revenue in view of the fast prowth of this sector. Currently the State
Governments do not levy this tax, which is in the Centre's domain. It

may be thought that the entire issue of which entity levies this tax is of
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little relevance, since the tax proceeds are going to be shared anyway.

But the State Governments are in a much better position to garner
revenue from the service tax, being on the spot as it were, than the
Central Government. At least certain specified service taxes thercfore
should be transferred to the State Government.

10. Though the Constitution of India provides for separate
sources of rcvenﬁes for the Uﬁion and the States, the ever-increasing
dependence of the States on the Centre has been the most important
issue in fiscal federalism since long. Hence the demand for increased
share of revenue for the state should be the guiding principle of the
States participation in the conference. The State Government would
like to raise serious objections on the instances of the Union
Government imposing indirect taxes on the State subjects. It is also
explicit that fixing of the different sums for different States in each
year as grants-in-aid of the revenues of such States is not based on the
principle of equity, but on extraneous considerations, that too beyond
the voted funds. Such practices need be discontinued. To achieve the
objects discussed above, suitable amendment to Article 268 to 281 of
the Cnnstitutior__i, which discuss the financial relations between the
Government of India and the States may be required.

11. It is also advisable that the adequacy of provisions in the
existing laws for building on and accommodating diversities may be
reviewed. Help of Inter-State Councils may be resorted to for solving
Inter-State disputes and Inter-Governmental issues.

12. State of Kerala has done remarkably well in Health, Social
Welfare and Education sectors because of historical reasons, high

literacy, metaphonical system, drastic land reforms and equitable
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distribution of income. 1t is difficult to sustain these developments

without iﬁnancial assistance from Central Govemnment. Kerala State
depends on Central Government for additional resources in all these
sectors to continue with the human resources development and to
sustain them in the years to come. The demographic transition of the
State shows a steady rise of ageing population in the years to come,
which will add lot of resources constraints on the State Government
for geriatric care and rise of non-communicable diseases. Therefore,
the State requires a special consideration in terms of resource
mobilization to sustain high degree of achievements in Heaith
Education and Social Welfare sectors,

13. Now a days the flow of Inter State migrant workman to
Kerala seems to be very high, mainly to the construction and aliied
sectors. The state has to provide fund for implementing welfare
schemes for those migrant Wcrké:rs for their better living conditions.
On constderation of the expenditure incurred by the State In this
regard Centre may consider to allot a proportionate amount to the
State where migrant workers are employed. Centre may allow the
State Government to make amendment in Central rules according ic
necessity to that particular State is concerned.

14. It is requested that the Centre may consult with the State
also while providing Special Economic Zone (S8EZ) in diffcrent
sectors, as some sectors will restrict the implementation of labour and
other laws. By creating SEZ certain group of people may have 1o be
evicted from the land, which wili create unrest, job ioss etc., among
them and also affect their traditional labour. So it is the responsibiliity
of the State to rehabilitate these traditional sectors. So while declaring,
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SEZ, Centre may convene discussion with the State concerned and

given consideration to provide job security and other scheme to these

evicted people for their welfare.

15. In interstate relations there ought to be provisions to deal
with undercutting of tax so that revenue rightly due to the States are
not competed away. Perhaps there could be a body, which legally can
force the erring States/Union Territories to correct such aberrations.
The databases of the Customs Department and the Income Tax
Department should be got linked with those of the States so that the
States are able to get their rightful revenue on items imported into the
country and sold in the States. |

16. The Centre is promoting the General Sales Tax (GST) as
the next big thing after Value Added Tax (VAT). The GST should
not be used as a tool to subsume taxes like Stamp Duty and
Registration Fees, Motor Vehicles Tax, State Excise on Liquor etc and
reduce the autonomy of the States even further.

17. There is an increasing trend of promulgating legisiations by
the Central Government without providing sufficient budget
allocations to the State for implementing the legislations, This aspect
may be looked info by the Commission and there should be specific
condition that if a social legistation is .pmmulgated by the Central
Government, the funds for the implementation of the acts should also -
be provided. Independent Planning and budgeting at the District
Level is really against the good spirit of decentralization. The
Panchayath Raj Institutions, though it is Local Self Government, have
not been properly recognized by the Government of India in
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implementing Central Schemes especially the schemes for welfare of

women, children, old age and destitute,

18. At present major share of the expenses on education
continues to be the resj:-onsihility of the States. There are no binding
guidelines on the transfer of funds from the Centre fo the State in
respect of education. Schemes tailored to the needs of educationally
backward states do not benefit the State of Kerala.

19. The State Government is not receiving the centrat assistance
in time. Most of the assistar_lcés are received at the fag end of the
financial year, which makes it imposstble to utilize the funds within
the financial year itself. Then revalidation of the unutilized funds
becomes necessary. So, as and when Government of India gives
approval to a Scheme, release of Funds may also be made soon after

the approval.

Bectigh Officer
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@nayenumwo -1
Rehabilitation training ESM/Widows/Dependents -Details -2007-08

| Ser | Distnct Name of Course Institution Expendi | No.of
No lure in Benatici
Rs  |aries
01 Thiruvana | Computer : Comp centre in 16250 19
- nthapuram | electronicOffice(CFO) { SainikCentre, l'vmp
Comp Maintenance : Comp centre in &U00
" Sainik Centre
Ivpm |
CEOQ&CCAL courses Comp centre in 133750 38
Sainik Centre
: e Tvpm Z
| Tnternet Connection : Clomp centre in . 7889
| advance - Sainik Centre ;
L | . Tvpm ' .
P CRO&CC A2 courses Comp centre Sainik | 33750 36
E - Centre Tvpm
Compute up gradation | Comp centre in 104620
Sainik Centre
e Tvpm :
02  Malappu - | Compuler Literacy Mal Institute of 18700 17
, ram Programme Entrrepreneur Dis. i
- - _| Pancyayat
03  : Pathana- Diploma in Office ET&T ol TCIL. 42040} 14
___: mthina Automation Pathanamthirta
: Diploma in Office ET&T ol TCIL. 36000 12
Automation Pathanamthitta _
04 | Kozhiko- | Data Lntry LBS Centre 59000 20
de Operator&Office Kozhikode
! _._| Automation —
; ! T.MV Diriving course | Athira Motor 72500 |29
' ) i riving School
05 | Kollam  ; Thplomain Desk Top | M/s Perfect 43000 15
| . Publishing ' Cotnputers
6 | Kannur Mobile Phone repaining  Television 36223 21
j COUTSE Techmcal Insiitule
i o Thalassery ;
Total | S02684% 001

In addition 1 Government plan fund of Rs 4 lakhs, a sum of Rs 102684/- has heen
expended from Amalgamated fund.
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