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The Report of the Fifteenth Finance Commission











The Fifteenth Finance Commission (XVFC)‟s ToR was unique and wide ranging in many ways. The
Commission was asked to recommend performance incentives for States in many areas like power
sector, adoption of DBT, solid waste management etc.
Another unique ToR was to recommend funding mechanism for defence and internal security.
The XVFC‟s Report is organised in four volumes.
Volume I and II, as in the past, contain the main report and the accompanying annexes.
Volume III is devoted to the Union Government and examines key departments in greater depth, with
the medium-term challenges and the roadmap ahead.
Volume IV is entirely devoted to the States. We have analysed the finances of each State in great depth
and have come up with State-specific considerations to address the key challenges that individual States
face.
In total, main report has 117 core recommendations. Vol-III and IV has numerous suggested reforms for
the Union ministries and State governments respectively.

Vertical devolution:









In order to maintain predictability and stability of resources, especially during the pandemic,
XVFC has recommended maintaining the vertical devolution at 41 per cent – the same as in our
report for 2020-21. It is at the same level of 42 per cent of the divisible pool as recommended by
FC-XIV. However, it has made the required adjustment of about 1 per cent due to the changed
status of the erstwhile State of Jammu and Kashmir into the new Union Territories of Ladakh and
Jammu and Kashmir.
In XVFC‟s assessment, gross tax revenues for 5-year period is expected to be 135.2 lakh crore. Out of
that, Divisible pool (after deducting cesses and surcharges & cost of collection) is estimated to be 103
lakh crore.
States‟ share at 41 per cent of divisible pool comes to 42.2 lakh crore for 2021-26 period.
Including total grants of Rs. 10.33 lakh crore (details later) and tax devolution of Rs. 42.2 lakh crore,
aggregate transfers to States is estimated to remain at around 50.9 per cent of the divisible pool during
2021-26 period.
Total XVFC transfers (devolution + grants) constitutes about 34 per cent of estimated Gross Revenue
Receipts of the Union leaving adequate fiscal space for the
Union to meet its resource requirements and spending Criteria
Weight (%)
obligations on national development priorities.
Population
15.0
Horizontal devolution:
15.0
 Based on principles of need, equity and performance, Area
overall devolution formula is as follows.
Forest & ecology
10.0
 On horizontal devolution, while XVFC agreed that the
45.0
Census 2011 population data better represents the present Income distance
need of States, to be fair to, as well as reward, the States
Tax & fiscal efforts
2.5
which have done better on the demographic front, XVFC
has assigned a 12.5 per cent weight to the demographic Demographic performance 12.5
performance criterion.
Total
100
 XVFC has re-introduced tax effort criterion to reward
fiscal performance.
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Revenue deficit grants:


Based on uniform norms of assessing revenues and expenditure of the States and the Union, XVFC has
recommended total revenue deficit grants (RDG) of Rs 2,94,514 crore over the award period for
seventeen States.
o

Local Governments:
 The total size of the grant to local governments should be Rs. 4,36,361 crore for the period
2021-26.
 Of these total grants, Rs. 8,000 crore is performance-based grants for incubation of new cities
and Rs. 450 crore is for shared municipal services. A sum of Rs. 2,36,805 crore is earmarked
for rural local bodies, Rs.1,21,055 crore for urban local bodies and Rs. 70,051 crore for
health grants through local governments.
 Urban local bodies have been categorised into two groups, based on population, and different
norms have been used for flow of grants to each, based on their specific needs and
aspirations. Basic grants are proposed only for cities/towns having a population of less than a
million. For Million-Plus cities, 100 per cent of the grants are performance-linked through the
Million-Plus Cities Challenge Fund (MCF).

o Health:
 XVFC has recommend that health spending by States should be increased to more than 8 per
cent of their budget by 2022.
 Given the inter-State disparity in the availability of medical doctors, it is essential to
constitute an All India Medical and Health Service as is envisaged under Section 2A of the
All-India Services Act, 1951.
 The total grants-in-aid support to the health sector over the award period works out to Rs.
1,06,606 crore, which is 10.3 per cent of the total grants-in-aid recommended by XVFC. The
grants for the health sector will be unconditional.

XVFC
has
recommend
Grant Components
2021-26
health grants aggregating to S.no.
Rs. 70,051 crore for urban
1 Revenue Deficit grants
294514
health and wellness centres
2 Local governments grants
436361
(HWCs), building-less sub
centre, PHCs, CHCs, block
3 Disaster management grants
122601
level public health units,
4 Sector-specific grants
129987
support
for
diagnostic
infrastructure for the primary
i
Sectoral grants for Health
31755
healthcare activities and
ii
School Education
4800
conversion of rural sub
centres and PHCs to HWCs.
iii
Higher Education
6143
These grants will be released
iv Implementation of agricultural reforms 45000
to the local governments.
v Maintenance of PMGSY roads
27539

Out of the remaining grant of
Rs. 31,755 crore for the
vi Judiciary
10425
health sector (total of Rs.
vii
Statistics
1175
1,06,606 crore minus Rs. 70,
051 crore through local
viii Aspirational districts and blocks
3150
bodies and Rs.4800 crore
5 State-specific
49599
state-specific grants), XVFC
has recommended Rs. 15,265
Total
1033062
crore for critical care
hospitals. This includes Rs. 13,367 crore for general States and Rs 1,898 crore for NEH
States.
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XVFC has recommended Rs. 13,296 crore for training of the allied healthcare workforce. Out
of this, Rs. 1,986 crore will be for NEH States and Rs. 11,310 crore for general States.

o Performance incentives and grants:
 XVFC has recommended grants of Rs. 4,800 crore (Rs. 1,200 crore each year) from 2022-23 to
2025-26 for incentivising the States to enhance educational outcomes.
 XVFC has recommended Rs. 6,143 crore for online learning and development of professional
courses (medical and engineering) in regional languages (matribhasha) for higher education in
India.
 XVFC has recommended that Rs. 45,000 crore be kept as performance-based incentive for all the
States for carrying out agricultural reforms for amending their land-related laws on the lines of
NITI Aayog‟s model law incentive-based grants to States that maintain and augment
groundwater stock.
 Growth in agricultural exports production of oilseeds, pulses and wood and wood-based products
 Apart from above, following is the snapshot of grants.

Defence and Internal Security




Keeping in view the extant strategic requirements for national defence in the global context, XVFC has,
in its approach, re-calibrated the relative shares of Union and States in gross revenue receipts. This will
enable the Union to set aside resources for the special funding mechanism that XVFC has proposed.
The Union Government may constitute in the Public Account of India, a dedicated non-lapsable
fund, Modernisation Fund for Defence and Internal Security (MFDIS). The total indicative size of
the proposed MFDIS over the period 2021-26 is Rs. 2,38,354 crore.

Disaster Risk Management:






Mitigation Funds should be set up at both the national and State levels, in line with the provisions of the
Disaster Management Act. The Mitigation Fund should be used for those local level and communitybased interventions which reduce risks and promote environment-friendly settlements and livelihood
practices.
For SDRMF, XVFC has recommended the total corpus of Rs.1,60,153 crore for States for disaster
management for the duration of 2021-26, of which the Union‟s share is Rs. 1,22,601 crore and States‟
share is Rs. 37,552 crore.
XVFC has recommended six earmarked allocations for a total amount of Rs. 11,950 crore for certain
priority areas, namely, two under the NDRF (Expansion and Modernisation of Fire Services and
Resettlement of Displaced People affected by Erosion) and four under the NDMF (Catalytic Assistance
to Twelve Most Drought-prone States, Managing Seismic and Landslide Risks in Ten Hill States,
Reducing the Risk of Urban Flooding in Seven Most Populous Cities and Mitigation Measures to
Prevent Erosion).

Fiscal consolidation




Provided range for fiscal deficit and debt path of both the Union and States.
Additional borrowing room to States based on performance in power sector reforms.
A threshold amount of annual appropriation should be fixed below which the funding for a CSS may be
stopped. Below the stipulated threshold, the administrating department should justify the need for the
continuation of the scheme. As the life cycle of ongoing schemes has been made co-terminus with the
cycle of Finance Commissions, the third-party evaluation of all CSSs should be completed within a
stipulated timeframe. The flow of monitoring information should be regular and should include credible
information on output and outcome indicators.
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In view of the uncertainty that prevails at the stage that XVFC have done its analysis, as well as the
contemporary realities and challenges, we recognise that the FRBM Act needs a major restructuring and
recommend that the time-table for defining and achieving debt sustainability may be examined by a
High-powered Inter-governmental Group. This High-powered Group can craft the new FRBM
framework and oversee its implementation. It is important that the Union and State Governments amend
their FRBM Acts, based on the recommendations of the Group, so as to ensure that their legislations are
consistent with the fiscal sustainability framework put in place. This High-powered Inter-Governmental
Group could also be tasked to oversee the implementation of the 15th Finance Commission‟s diverse
recommendations.
State Governments may explore formation of independent public debt management cells which will
chart their borrowing programme efficiently.

What has led to the coup in Myanmar?
(Source: Indian Express )
Context: The Myanmar military grabbed power in a coup on, ahead of a scheduled meeting of the country’s
newly elected Parliament.
Details:
 Aung San Suu Kyi, who led the National League for Democracy (NLD) to a landslide win in the 2020
elections, and the de facto leader of the ousted government, has been detained, according to reports from
Myanmar. President Win Myint has also been detained.
 In a broadcast on its own television the military declared a one-year state of Emergency.\
 The military takeover came after a week of rumours and speculation ahead of the scheduled opening of
Myanmar‟s newly elected lower house of Parliament.
 Amid heightened civilian military tensions, and following statements of concern by the UN Secretary
General and a group of Myanmar-based western embassies, the Tatmadaw, the Myanmar military, had
put out a statement on Saturday declaring it would protect and abide by the Constitution.
What triggered the coup
 The military has alleged that the general elections held in November 2020 were full of “irregularities”
and that therefore, the results — a sweep for NLD — are not valid. It has questioned the veracity of
some 9 million votes cast in the election.
 The military had demanded that the United Elections Commission (UEC) of Myanmar which oversees
elections, or the government, or outgoing parliamentarians prove at a special session before the new
parliament convenes on February 1, that the elections were free and fair. The demand had been rejected.
The military’s Constitution
 It was the military that drafted the 2008 Constitution, and put it to a questionable referendum in April
that year. The NLD had boycotted the referendum, as well as the 2010 elections that were held under the
Constitution.
 The Constitution was the military‟s “roadmap to democracy”, which it had been forced to adopt under
increasing pressure from the west, and its own realisation that opening up Myanmar to the outside world
was now no longer an option but a dire economic necessity. But the military made sure to safeguard in
the Constitution its own role and supremacy in national affairs.
 Under its provisions, the military reserves for itself 25 per cent of seats in both Houses of Parliament, to
which it appoints serving military officials. Also, a political party which is a proxy for the military
contests elections. Its share of seats fell further this time because of the NLD‟s sweep.
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The army’s allegation
 A military spokesman said earlier in the week that the Tatmadaw had found 8.6 million irregularities in
314 areas across all states and regions, and that this indicated the possibility that people had voted “more
than once”, or had engaged in some other “voting malpractice”.
 The UEC has said it had found no evidence of any voting malpractice or fraud. It has said that each vote
was “counted transparently and witnessed by election candidates, election staff, the media, observers and
other civil society organizations”.
 The army chief called the 2008 Constitution “effective”. Each section of the law has a purpose and
meaning, he said, and no one should take it upon themselves to interpret it as they pleased. “Applying
the law based on one‟s own ideas may cause harm rather than being effective,” he was quoted as saying
by „The Irrawaddy‟.
 He also spoke about how the military had revoked two previous constitutions in Myanmar.
Democratic transition halted
 The speech and the army‟s assertion prompted the United States embassy and diplomatic missions of 15
other countries and the European Union in Yangon to issue a joint statement “oppos[ing] any attempt to
alter the outcome of the elections or impede Myanmar‟s democratic transition”.
 Myanmar‟s democratic transition had been a work in progress. The results of the 2020 election, held
during the pandemic, were being seen by the NLD as a mandate for its plan of constitutional reform,
through which it aimed to do away with the military‟s role in politics and governance. But this was never
going to be easy, given the tight constitutional restrictions for amendments.
 But the hybrid system was a huge shift away from what it was until 2011, the year the military decided
to release Suu Kyi from her nearly two-decade-long house arrest, thus inaugurating its “road map to
democracy” on which there has been slow progress.
 Suu Kyi had been more reconciliatory towards the Army than was expected even by her own supporters,
to the extent of defending the Tatmadaw at the International Court of Justice against accusations of
atrocities on the Rohingya. The stand-off over the elections was the first serious face-off she had with
the military since her release.
Text of the statement by diplomatic missions
 Following is the text of the statement jointly issued by the diplomatic missions of Australia; Canada; the
Delegation of the EU and European Union Member States with presence in Myanmar: Denmark, Czech
Republic, Finland, France, Germany, Italy, Netherlands, Spain and Sweden; as well as Switzerland; the
United Kingdom; the United States; Norway; and New Zealand.
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