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The basic principle of federations is that the legislative and

executive authority is partitioned between the centre and the states 

not by any law to be made by the centre, but by the constitution 

itself.... The states are in no way dependent upon the centre for their 

legislature or executive authority. The states and the centre are co

equal in this matter”.1

- Dr. B.R. Ambedkar 

The above statement makes it quite clear that the Indian 

Constitution introduces a federal system as the basic structure of 

government of the country. The union and the states derive their 

authority from the constitution which divided all powers - legislative, 

executive and financial as between them. The result is that the states 

are not delegates of the union, but they are autonomous within their 

own spheres as allotted by the constitution. “The union and the states 

are also equally subjected to the limitations imposed by the 

constitution”2, for instance, the exercise of legislative powers being 

limited by fundamental rights, if any of these constitutional limitations 

are violated, the law of the legislature concerned is liable to be declared 

invalid by the courts.
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As mentioned above, neither the Union Legislature nor a 

State Legislature can be said to be sovereign in the legalistic sense- 

each being limited by the provisions of the constitution, the scheme of 

the distribution of powers and fundamental rights.

Legislative Relations

Chapter I of Part XI (Article 245-254) of the Indian 

Constitution specified two-fold division of Legislative powers between 

the Union and the States.

(1) with respect of territory

(2) with respect of subject matter 

(1) Territorial Jurisdiction

As regards territory, Article 245 (1) provides that subject to 

the provisions of this constitution, a State Legislature may make laws 

for the whole or any part of the state to which it belongs. It is not 

possible for a State Legislature to enlarge its territorial jurisdiction under 

any circumstances except when the boundaries of the state itself are 

widened by an act of Parliament.

Parliament has, on the other hand, the power to legislate 

for ‘the whole or any part of the territory of India, which includes not only 

the states but also the union territory of India [Art. 246 (1). It also 

possess the power of ‘extra-territorial legislation [Art. 245 (2), which no 

state legislature possesses. This means that laws made by parliament
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will govern not only persons and property within the territory of India but 

also Indian subjects resident and this property situated anywhere in the 

world.3

Limitations to the territorial jurisdiction of Parliament

The plenary territorial jurisdiction of Parliament is, however, 

subject to some special provisions of the constitution. They are,

(a) As regards some of the Union Territories, such as the Andaman 

and Lakshadweep group of Islands, regulations may be made by 

the President to have the same force as Acts of Parliament and 

such regulations may repeal or amend a law made by Parliament 

in relation to such territory (Art. 240).

(b) The application of Acts of Parliament to any scheduled area may 

be barred or modified by notifications made by the Governor 

(Para 5 of the V Schedule (3) of the Indian Constitution).

(c) Para 12 (1) (6) of the VI Schedule says that the Governor of 

Assam may, by public notification, direct that any other act of 

Parliament shall not apply to an autonomous district or an 

autonomous region in the state of Assam or shall apply to such 

district or region or part thereof subject to such exceptions or 

modifications as he may specify in the notification.

It is obvious that the foregoing special provisions have been 

inserted in view of the backwardness of the specified areas to which the
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indiscriminate application of the general laws might cause hardship or 

other injurious consequences.

Distribution of Legislative Powers (subject matter)

As has been pointed out at outset, a federal system 

postulates a distribution of powers between the centre and the states. 

The nature of distribution varies according to the local and political 

background in each country. In America, the sovereign states did not 

like complete subordination to the central government. Hence, they 

believed in entrusting subjects of common interest to the central 

government, while retaining the rest with them. Australia followed the 

American pattern of only one enumeration of powers. In Canada, there 

is double enumeration, federal and provincial leaving the residue for the 

centre. The Canadians were conscious of the unfortunate happenings 

in the United States of America, culminating Civil War of 1891. They 

were aware of the shortcomings of the weak centre. Hence they opted 

a strong centre. Indian Constitution-Makers followed the Canadian 

scheme obviously opting for a strong centre.4 However, they added one 

more list - concurrent list.

As regards the subjects of legislation, the constitution 

adopts from the Government of India Act, 1935 and divides the powers 

between the Union and the States under three lists. They are as 

follows: (i) The Union list (ii) The State List and (iii) The Concurrent List.
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The Union List

At present the Union List consists of 99 Subjects over which 

the Union shall have exclusive power of legislation. The Subjects 

mentioned in the Union List are of national importance, for example, 

defence and foreign affairs etc..

The State List

The State List comprises of 61 Subjects over which the 

states have exclusive power to make laws. The Subjects mentioned in 

the State List are of local or regional importance, such as public order, 

police and public health etc..

Concurrent List

The Concurrent List includes 52 subjects and both the union 

and the states can make laws on this list but in case of conflict between 

the Central Law and the State Law, the Central Law will prevail over the 

State law. The purpose of adding the List to the constitution was to 

secure uniformity in the main principles of law throughout the country. 

The details of Subjects in the three lists are given in the Table 3.1

below.
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Table - 3.1

Division of Legislative Subjects

Union List State List Concurrent List
Defence, Foreign Public order and Criminal law and

affairs, Banking, police, Local Procedure, Civil

Insurance, Currency Government, Public Procedure, Marriage

and coinage, Union Health and Sanitation, Contracts, Torts,

duties and Taxes Agriculture, Forests, Trusts, Welfare of

Railways, Highways, Fisheries. State taxes Labour.

Shipping, Airways, and Duties, State Economic and Social

Posts and Telegraphs, Public Services, Land Planning and

Foreign loans, Revenue, Taxes on Education Forests,

Reserve Bank of Agricultural Income, Adulteration of

India, Lotteries Estate Duty, Taxes on Foodstuffs. Trade

International Trade Land and Buildings, Unions, Electricity,

and Commerce, Alcoholic liquors for Newspapers, Books

Corporation Tax and Human consumption, and Printing presses
others. Taxes on the sale of and others.

Electricity and others.

Source: Basu, D.D., Introduction to the Indian Constitution, 1991, 
pp.281-284.

Residuary Powers

It is quite interesting to note that the residuary powers are 

vested in the union, while in the United States of America and Australia, 

these powers are given to the states. Article 248 says that, Parliament 

has exclusive power to make any law with respect to any matter not 

enumerated in any one of the three lists. This reflects the leanings of 

the Constitution-makers towards a strong centre. Another notable thing
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regarding to residuary powers is that “the final determination as to 

whether a particular matter falls under the residuary power or not is that 

of the courts.’’5

Predominance of the Parliament

In spite of a clear demarcation in the law-making power of 

Parliament and State Legislatures, Parliament was assigned a 

predominant position in the general Legislative field. If a matter 

happened to be included in the Union list and the State List, and if there 

was ever a conflict between them the Union List prevailed. Similarly, if 

there was an overlapping between the Union and concurrent lists, the 

Union list was paramount, and the concurrent list had priority over the 

State List. Clause (4) of Article 246 of the Indian Constitution further 

provided that, Parliament has power to make laws with respect to any 

matter for any such part of the territory of India as had not been 

included in a State, notwithstanding that such matter was a matter 

enumerated in the State List.

1. Power of Parliament to legislate in the National Interest

The predominance of Parliament in the sphere of law

making was established by several Articles of the Indian Constitution. 

Article 249, provided that, if Rajya Sabha declared by a resolution 

supported by not less than two-thirds of the members present and 

voting that it was necessary or expedient, in the national interest that
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Parliament should make laws with respect to any matter enumerated in 

the State List specified in the resolution, it becomes lawful for 

Parliament to make laws for the whole or any part of the territory of 

India with respect with that matter during the period the resolution 

remained in force. Such a resolution remained in force for such period, 

not exceeding one year, as might be specified therein. The Rajya 

Sabha, however, could extend the period of such a resolution for a 

further period of one year from the date on which it would otherwise 

have ceased to operate. A law made by Parliament, which Parliament 

would not but for the passing of such resolution by Rajya Sabha have 

been competent to make, ceased to have any effect on the expiration of 

a period of six months after the resolution had ceased to be in force, 

except in respect of things done or omitted to be done before the 

expiration of that period. This provision enabled the Rajya Sabha which 

represented the States, to put in the concurrent list any matter that was 

of local concern but had assumed national importance. The Rajya 

Sabha could do so anytime, emergency or not emergency.

2. During Proclamation of Emergency

Article 250 says that, the Parliament shall have the power 

to make a law on any item of the State List in case, a proclamation of 

emergency is in operation. Such a law shall apply to the whole country 

or any part thereof in the case of National Emergency (under Article 

352) and to any state under President’s Rule (under Art. 356) or
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Financial Emergency (under Art. 360). The laws of the state or states 

shall remain inoperative during this period to the extent of being 

repugnant to the law of the centre (Art. 251).

3. Agreement between States

Art. 252 makes a provision for legislation by invitation. In 

case, the Legislatures of two or more states pass a resolution and 

request the centre to make a law on a certain item of the state List, then 

it shall be lawful for the Parliament to make a law. Firstly, such a law 

shall apply to the states which made such a request, though any other 

State may adopt it by passing such a resolution subsequently. 

Secondly, such a law can be amended or repealed only by the 

Parliament.

4. For giving effect to International agreements

Parliament shall have the power to legislate with respect to 

any subject for the purpose of implementing treaties or International 

agreements and conventions. In otherwords, the normal distribution of 

powers will not stand in the way of Parliament to enact legislation for 

carrying out its International obligations, even through such legislation 

may be necessary in relation to a state subject (Art. 253).

5. Avoiding inconsistency

When a law of the State Legislature is inconsistent with any 

law of the Parliament, the law of Parliament prevails over the law of the

State.
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6. Accession of new States

Parliament by law can accede new States into the Indian 

Union. It can also make laws to this effect.

7. In case of failure of Constitutional machinery in the States

The predominance of Parliament was further established by 

Article 356 and 357 of the Indian Constitution. Article 356 stipulated 

that, if the President was satisfied that a situation had arisen in which 

the government of a state could not be carried on in accordance with 

the provisions of the Constitution, he might declare that the powers of 

the Legislature of that state would be exercisable by or under the 

authority of Parliament.6 Parliament might, Article 357 provided, 

delegate the law-making power to the President. The effect of Article 

356 would be that the Legislature of the state in question would stand 

dissolved or suspended and the law-making power would vest in 

Parliament during the period the proclamation of Emergency remained 

in force.

In addition to the Parliament’s power to legislate directly on 

the State subjects under the foregoing Articles, the constitution also 

provides for the centre’s consent before a bill passed by a state 

Legislature can become a law. Article 200 of the Indian Constitution 

directs the Governor of a state to reserve a bill passed by a state 

Legislature for the consideration of the President, if in his opinion, if it is
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passed into law, would derogate the power of the High Court so as to 

endanger the position which the court is required to fulfill under the 

constitution. Article 201 says that, the President shall have the power to 

give his assent to such a bill or return it to the state for reconsideration 

on the basis of his recommendations.

Thus, from the scheme of distribution of Legislative powers 

between the union and the states, it is quite evident that framers have 

given more powers to the Parliament as against states. The states are 

not vested with exclusive jurisdiction even over the subjects assigned to 

the states by the constitution and thus it makes the states to some 

extent subordinate to the centre. This centralizing tendency is no doubt 

inconsistent with the federal principle, but the framers of the constitution 

were more concerned with the unity of the nation rather than following 

the traditional requirements of a federal constitution. Besides, the 

central control was considered necessary for the purpose of achieving 

rapid economic and industrial progress”.7

Administrative Relations

The administrative relations between the union and the 

states may well be studied as under: (i) normal and (ii) emergency 

conditions. The constitution has devised several techniques of control 

to be exercised over the states by the Union government under normal
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circumstances. The states shall not interfere with the legislative and 

executive policies of the Union government.

Techniques of Union control over States 

In normal times:

Even in normal times, the Indian Constitution has devised 

techniques of control over the states by the Union to ensure that the 

state governments do not interfere with the legislative and executive 

policies of the union and also to ensure the efficiency and strength of 

each individual unit which is essential for the strength of the union. 

Some of these avenues of control arise out of the executive and 

legislative powers vested in the President, in relation to states. For 

instance, the President of India has power to appoint and dismiss the 

Governor, (Art. 155-156) and other dignitaries in the state, if they were 

found guilty.

The President has also got some powers relating to the 

legislation. His previous sanction to introduce legislation in the state 

legislature (Art. 304); assent to specified legislation which must be 

reserved for his consideration (Art. 31A), instruction of President is 

required for the Governor to make ordinances relating to specified 

matters (Art. 213), veto power in respect of other State bills reserved by 

the Governor (Article 200).
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Specific Agencies for Union Control

The fathers of Indian Constitution, in order to safeguard the 

infant democracy of India provided several means to control 

administrative affairs of the states. They are:

(i) Directions to the State Governments

The Union Government is competent to give directions to a 

state government and to secure compliance with such directions. 

President’s rule can be imposed, in case the State government fails to 

comply with any directions issued by the union government in the 

exercise of its executive powers.

(ii) Delegation of Union functions

The Constitution has enabled the union and the state 

governments to exchange their respective administrative functions. For 

example, the President with the consent of the State government may 

entrust any executive function of the union to the states (Art. 258) while 

legislating on a Union Subject, Parliament may delegate powers to the 

state governments and their officers in so far as the statue is applicable 

in respective states. Conversely, a State government may, with the 

consent of the Government of India, confer administrative functions 

upon the latter relating to State Subjects.

(iii) Disputes relating to Water

Article 262 authorises the Parliament to provide by law for 

adjudication of any dispute or complaint with respect to the uses,
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distribution or control of the waters of any Inter-State rivers and River 

Valleys under clause (2) of this Article. Parliament may by law provide 

that neither the Supreme Court nor any other court shall have any 

jurisdiction in respect of such disputes and complaints relating to water 

of Inter-State rivers and River Valleys. Under the Article 262, 

Parliament passed Inter-State Water Disputes Act, 1956. This Water 

Disputes Act empowers the Central government to set up a Tribunal for 

the adjudication of such disputes. The decision of the Tribunal shall be 

final and binding on the parties to the disputes. Neither Supreme Court 

nor any other court shall have jurisdiction in respect of any water 

dispute which may be referred to such a Tribunal under that Act.

(iv) Inter-State Council (Art. 263)

The President of India is empowered to establish Inter-state 

Council, if at any time it appears to him that the public interests would 

be severed thereby. The duty of Inter-State Council is to inquire and 

advise upon disputes which may have arisen between states. It also 

investigates and discusses subjects of common interest between the 

union and states or between two or more states, for instance, research 

in such matters as agriculture and forestry.

(v) Grants-in-aid (Art. 275)

The Constitution of India has given the Parliament the 

power to make such grants as it may deem necessary to give financial
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assistance to any state which is in need of such assistance. By means 

of this, the union can correct Inter-state disparities in financial resources 

and can exercise control and co-ordination over the welfare schemes of 

the states on a national scale. The Union government also provides for 

specific grants for welfare of Scheduled Tribes and development of 

tribal areas.

(vi) All India Services (Art. 312)

There are certain services common to the union and the 

states called ‘All India Services’, of which the Indian Administrative 

Service and the Indian Police Service are the existing examples. "The 

constitution also gives the power to create additional All India Services, 

if the Council of States declares by a resolution supported by not less 

than two-thirds of the members present and voting that is necessary or 

expedient in the national interests”.9

(vi) Advisory bodies

There are a few advisory bodies at the union level which 

co-ordinate the activities of the states in India, for example, National 

Planning Commission (1950) and National Integration Council (1986).

In Emergencies

The Indian Constitution provides for three kinds of 

emergency situations where the provisions available in the constitution 

can be pressed into service. These three situations are related to
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imposition of National Emergency (Art. 352) when there is war, threat of 

war or internal rebellion. The second situation is related to the 

breakdown of the constitutional machinery in the state where the centre 

intervenes through the President of India for the imposition of 

President’s Rule in the state under Article 356. The third situation is 

related to grave financial crisis and there is need to impose Financial 

Emergency under Article 360.

The Government of India, under proclamation of 

emergency, shall acquire the power to give directions to a state, on any 

matter. Though the state government will not be suspended, but it will 

be under the complete control of the union executive. During the 

operation of emergency, Parliament shall have the power to legislate on 

any matter in the State List. It can modify the provisions of the 

constitution relating to the allocation of financial resources.

Financial Relations

Money is the life-blood of all governments without which 

they could not function and undertake obligations to improve the lots of 

the people. Since in a federal polity two sets of governments operate, it 

is necessary that each of them has sufficient funds. It is well said that 

“No system of federation can be successful unless both the union and 

the states have at their disposal adequate financial resources to enable 

them to discharge their respective responsibilities under the
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Constitution”.7 To achieve this, Indian Constitution has made elaborate 

provisions relating to the distribution of the taxes as well as non-tax 

revenue and the power of borrowing, supplemented by provisions for 

grants-in-aid by the union to the states.

Principles underlying distribution of Tax Revenues

The Indian Constitution makes a distribution between the 

legislative power to levy a tax and the power to appropriate the 

proceeds of a tax so levied. In India, the powers of a Legislature in 

these two respects are not identical.

Distribution of Legislative Powers to levy taxes

The Legislative power to make a law for imposing a tax is 

divided between the union and the states by means of specific entries in 

the union and state Legislative Lists in the VII Schedule of the Indian 

Constitution. For instance, the State Legislature has the power to levy 

an estate duty in respect of non-agricultural land belongs to Parliament. 

Similarly, it is the State Legislature which is competent to levy a tax on 

agricultural income, while the Parliament has the power to levy income 

tax on all incomes other than agricultural.

The residuary power as regards taxation belongs to 

Parliament and the Gift Tax and Expenditure Tax have been held to 

derive their authority from this residuary power. There is no concurrent 

sphere in the matter of tax legislation.
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Limitations on States’ Taxing power

A State Legislature has the power to levy any of the taxes 

enumerated in the state list, but this power is subject to certain 

limitations imposed by the substantive provisions of constitution. The 

following are a few examples of this kind.

Profession Tax (Art. 276) A State Legislature is empowered to levy a 

tax on profession, trade calling or employment. But the total amount 

payable by a person or an authority in the state shall not exceed 

Rs.2500 per annum.11

Sales Tax (Art. 286) The power to impose taxes on sale and purchase 

of goods other than news papers belong to the state, but taxes on 

imports and exports and taxes on sales in the course of Inter-State 

trade and commerce are exclusive union subjects. Article 286 is 

intended to ensure that sales taxes imposed by states do not interfere 

with imports and exports or Inter-State trade and commerce, which are 

maters of national importance and should therefore, be beyond the 

competence of the states.

Tax on consumption or sale of electricity (Art. 287)

The State Legislatures shall not impose a tax on the 

consumption or sale of electricity which is consumed by the 

Government of India or sold to the Government of India for consumption 

by that government without the authorization of law of Parliament.
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Exemption of Union and State Properties from Mutual Taxation 

(Art. 285, 289)

The property of the union is exempted from all taxes 

imposed by a state or by any authority within a state, but Parliament 

may authorize to do so. Conversely, the property and income of a 

state is exempted from union taxation, but the other than the ordinary 

business of the government shall not be exempted from union taxation. 

The immunity again relates to a tax on property. Yet, the property of a 

state is not immune from customs duty.

A. Tax-Revenue of the Union and the States:

The distribution of the tax-revenue between the union and 

the states is given in the following Table 3.2..

Table - 3.2

Distribution of Tax Revenue

Union Taxes 
(Exclusive)

State Taxes 
(Exclusive)

Customs duty, Corporation 
tax. Taxes on Capital 
value of assets of 
individuals and companies 
Surcharge on income tax 
etc., Fees in respect of 
matters in the Union List.

Land Revenue, Stamp Duty except in 
documents included in the Union List. 
Succession duty, Estate duty, Income tax 
on agricultural land, Taxes on passengers 
and goods carried on inland waterways. 
Taxes on lands and buildings, Mineral 
rights, Taxes on animals and boats, Road 
Vehicles, Advertisements, Consumption of 
electricity, Luxuries and amusements, 
Taxes on entry of goods into local areas, 
Sales tax, Tolls, Fees in respect of matters 
in the State List, Taxes on professions, 
Trades etc.,

Source: D.D.Basu, Introduction to the Indian Constitution, 2005, p.327..
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Scheme of Distribution of Tax Revenue between the Union and the 

States

Article 268 provides the scheme of the distribution of 

revenue between the union and the states. The states possess 

exclusive jurisdiction over taxes enumerated in the State List. The 

Union is entitled to the proceeds of the taxes in the Union List. The 

Concurrent List includes no taxes. However, it is to be noted that while 

the proceeds of taxes within the state lists are entirely retained by the 

states, proceeds of some of the taxes in the Union List may be allowed, 

wholly or partially to the States. The constitution mentions the following 

categories of the union taxes which are wholly or partially assigned to 

the states.

(1) Duties Levied by the Union but collected and appropriated by 

the States (Art. 268)

Stamp duties on bills of exchange, excise duties on 

medicinal and toilet preparations containing alcohol, though they are 

included in the Union List and levied by the union government. 

However, it is shall be collected by the state governments which collects 

and appropriate these taxes, states by in so far by whom they are 

collected.

(2) Taxes Levied and collected by Union but Assigned to States 

(Art. 269)

There are certain taxes which are levied and collected by 

the union but are assigned to the states in which they are collected.
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Such taxes include like the duties in respect of succession to property 

other than agricultural land, estate duty in respect of property other than 

agricultural land, terminal taxes on goods or passengers carried by 

railway, air or sea, Taxes on railway fares and freights, taxes on stock 

exchange other than stamp duties, taxes on sale of and advertisements 

in newspapers, taxes on the sale or purchase of goods other than 

newspapers, where such sale or purchase taken place in the course of 

Inter-State trade or commerce, taxes on Inter-State consignment of 

goods,

(3)Taxes levied and collected by the Union and distributed between 

the Union and the States (Art. 270, 272)

There are certain taxes which shall be levied as well as

collected by the union, but their proceeds shall be divided between the

union and the states in a certain proportion, in order to effect an

equitable division of the financial resources. These are:

(a) Taxes on income other than on agricultural income (Art. 270).

(b) Duties of excise as are included in the Union List, excepting 

medicinal and toilet preparations may also be distributed, if 

Parliament by law so provides (Art. 272).
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B. Non-tax Revenues of the Union and the State 

(Source of Receipts)

Union States
Railways; Posts and Telegraphs, 
Broadcasting, Opium, Currency 
and mint, Industrial and
Commercial undertakings of the 
Central Government relating to the 
subjects over which the Union has 
jurisdiction.

Forests, Irrigation Commercial 
enterprises like Electricity, Road 
Transport, Industrial undertakings 
such as soap, Sandalwood, iron 
and steel in Karnataka paper in 
Madhya Pradesh, Milk supply in 
Mumbai etc.

Source: Johari, J.C., The Constitution of India, 1996, p.329.

Grants-in-Aid

Even though, the Union government assigns to the state 

governments of a share of the central taxes, but the resources of all the 

States may not be adequate to discharge their functions properly. The 

constitution, therefore, provided that grants-in-aid shall be made in each 

year by the union to such states as Parliament may determine to be in 

need of assistance particularly for the promotion of welfare of tribal 

areas, including special grants to Assam in this respect (Art. 273).

Finance Commission (Art. 280)

Article 280 of Indian Constitution provides for the 

constitution of a Finance Commission to recommend to the President 

certain measures relating to the distribution of financial resources 

between the union and the states. For example, the percentage of the 

net proceeds of income-tax which should be assigned by the union to 

the states and the manner in which the share to be assigned shall be 

distributed among the states.
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It shall be the duty of the Finance Commission to make 

recommendations to the President as to -

(a) the distribution between the union and the states of the net

proceeds of taxes which are to be or may be, divided between 

them under this chapter and the allocation between the states of 

the respective shares of such proceeds.

(b) The principles which should govern the grants-in-aid of the

revenues of the states out of the Consolidated Fund of India.

(c) The measures needed to augment the Consolidated Fund of a

state to supplement the resources of the Panchayats in the 

states.

(d) The measures needed to augment the Consolidated Fund of a

state to supplement the resources of the Municipalities in the 

State, and

(e) Any other matter referred to the Commission by the President of 

India in the interests of sound finance.

Borrowing powers of the Union and the States

The Union government has unlimited power of borrowing, 

upon the security of the revenues of India either within India or outside. 

The Union executive exercises this power subject only to such limits as 

may be fixed by Parliament from time to time (Art. 292).
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The borrowing power of a state is, however, subject to a 

number of constitutional limitations. They are,

(a) The state governments cannot borrow outside India. Under the 

Government of India Act, 1935, the states had the power to borrow 

outside India with the consent of the centre but this power is totally 

denied to the states by the constitution. The Union shall have the sole 

right to enter into the International money market in the matter of 

borrowing.

State Governments could borrow within the territory of India

The State executive shall have the power to borrow within 

the territory of India upon the security of the revenues of the state 

subject to the following conditions. They are given below:

(a) Limitations as may be imposed by the State Legislature.

(b) If the Union has guaranteed an outstanding loan of the State, no 

fresh loan can be raised by the State without consent of the 

Union Government.

Government of India may itself offer a loan to a state, under 

a law made by Parliament. So long as such a loan or any part thereof 

remains outstanding, no fresh loan can be raised by the state without 

the consent of the Government of India. The Government of India may 

impose terms in giving its consent as above (Art. 293).

From the scheme of the distribution of powers between the 

centre and the states it appears that the framers have opted for a
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stronger centre. Article 256 to 263 provide for Union control over states 

even in normal times through various ways. The centre has power to 

give directions to the states as to the manner in which they shall 

exercise their executive powers. The constitution provides a coercive 

sanction for the enforcement of the directions through Article 356. 

Thus, the state governments are not even in their own sphere 

independent. This is a very substantial limitation on the autonomy of 

the states. The control of centre over the states is also evident in the 

scheme of distribution of revenues. The sources of income of the 

centre are more than that of the states. While the responsibilities of the 

states in a welfare state are mani-fold. They are responsible for the 

well-being of the citizens. For this purpose, they need sufficient funds. 

It is true that states are assigned a considerable amount of income from 

taxes levied by the union, but they are still dependent on the union in 

this matter. The shares in taxes are given to the states on the 

recommendations of the Finance Commission. This is not a statutory 

body. A large part of the central assistance to the states are given on 

the recommendations of the Planning Commission which is a quasi

political body. These grants are discretionary. Out of the total grants 

made in a year to the states in any year only 30 percent is under the 

purview of the Finance Commission and the remaining 70 percent is 

discretionary grant given to the states on the advice of the Planning 

Commission. The financial adjustments between the union and the
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states must be studied in the context with the underlying principle 

accepted by the constitution viz., the central control for consolidating 

and strengthening the Unity of India. This tendency towards 

centralization in the distribution of revenues is seen in modern days 

practically in all federations. The ultimate responsibility for the welfare 

of the country rests on the centre.12

In this background, the demand for more autonomy, more 

powers and more funds for the state has become voliferous. The entire 

subject of centre-states relations have been reviewed by the Sarkaria 

Commission.13
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