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Introduction

The character of Indian Federalism is
described as a federal structure with a
strong bias towards the Union. The Union
Government has upper hand in deciding the
criteria for sharing taxes and grants
between states and centre through. It also
takes major policy decisions through NITI
Ayog, earlier it was the Planning
Commission. Since 1991, the central
government began to introduce new
conditions for providing financial assistance
to the states and made significant revisions
in the transfers by the Finance Commission
and Planning Commission. The purpose of
introduction of such conditionality is
reduction of government spending. In India,
the state governments perform most of the
social services. Hence, the deepening of
reforms requires effective implementation
at the state level. Due to the coalition
politics, and the pressure groups surrounding
it at the state level, the state government
could not implement such reforms. So, the
states are in a pressure. On the one hand
central government, through various
channels put pressure on the States 1o
reduce their welfare spendings on the other
hand pressure groups and beneficiaries of
state welfare programmes are revolted
against any move to curtain their benefits.
These creates a unique political climate
across the Indian States. The Kerala is a

case in point. Kerala has well developed
network of welfare system. However, due
to many reasons, in compare with other
states in India, its resource base is small.
Allocation from Union is constituted one of
the major sources of its revenue. But many
recent initiatives of the Union government
create problems in the State politics. So, the
paper seeks to explain changes in the centre
financial relations and how these changes
affect state welfare in Kerala.

Centre-State Financial Relations in
India

The Centre State Financial relations in
India are governed by Articles 268 to 293
of the Indian Constitution. The Centre-state
financial relations in India refer to the
distribution of financial resources, revenue
sharing, and fiscal responsibilities between
the Union government and the state
governments. The term Centre-State
financial relations involve:

I. Collection of Tax: The Constitution
empowers both the Union and state
governments to levy and collect taxes.
The central government has the
authority to levy taxes on income
(except agricultural income), customs
duties, excise duties, and service tax,
among others. State governments
have the power to levy taxes on goods
and services, sales tax, stamp duties,
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