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1. Introduction

The Finance Commission of India is a constitutional body established under
Article 280 of the Constitution, which directs the President to appoint a commission
every five years to recommend how the net proceeds of central taxes should be shared
between the Union and the states, determine the allocation among the states, and
suggest principles for grants-in-aid to augment state and local government resources.
The Commission is also mandated to review the overall fiscal situation of the country,
including debt and deficit levels, and to recommend measures for maintaining a stable
and sustainable fiscal framework in line with the objectives of equitable growth and
cooperative federalism (Government of India, 2015).

For the award period 2015-2020, the Fourteenth Finance Commission (FC-
XIV) introduced a landmark reform in India’s fiscal federal architecture by increasing
the states’ collective share of the divisible pool of central taxes from 32 percent to 42
percent—the largest enhancement since the Finance Commission was created.
Alongside this major vertical devolution, FC-XIV adopted transparent criteria for
horizontal sharing among the states, assigning 50 percent weight to income distance,
17.5 percent to the 1971 population, 10 percent to the 2011 population, 15 percent to
geographical area, and 7.5 percent to forest cover. The Commission also
recommended predictable, performance-linked grants to rural and urban local bodies,
enhanced funding norms for disaster management, and reforms to strengthen fiscal
discipline through amendments to the Fiscal Responsibility and Budget Management
framework.

These recommendations carried particular significance for Bihar, a state with a
comparatively low own-tax base and high development needs. The larger untied
transfers expanded fiscal space for targeted investment in infrastructure, health,
education, and poverty-reduction programs, while assured grants to panchayati raj
institutions and municipalities encouraged decentralized planning and improved local
governance. By providing both greater autonomy and stronger incentives for
accountability, the Commission created opportunities for Bihar to accelerate
economic growth and social development while reducing inter-regional disparities.

This study applies a SWOT (Strengths, Weaknesses, Opportunities, and
Threats) framework to examine the impact of the Fourteenth Finance Commission’s
recommendations on Bihar’s fiscal and regional development. The SWOT approach is
appropriate because it highlights both the enabling aspects such as enhanced fiscal
autonomy and local empowerment and the constraints and risks, including
administrative capacity limitations and dependence on central revenue flows. Through
this lens, the analysis offers a comprehensive assessment of how the constitutional
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mandate of the Finance Commission, as operationalized through the FC-XIV award,
has influenced Bihar’s economic and social development trajectory.

2. Review of Literature

The evolution of India’s intergovernmental fiscal transfer system has been
widely examined by scholars who highlight the gradual shift from highly conditional,
centrally dominated transfers to a more balanced, state-empowering framework.
Gurumurthi (2003) criticised the “gap-filling” approach adopted by the Eleventh and
earlier Finance Commissions, arguing that it rewarded fiscally weak states and
penalised those maintaining fiscal discipline—a pattern avoided in federal systems
such as Argentina, Hungary, and Indonesia. Isaac and Chakraborty (2008) observed
that the Twelfth Finance Commission increased the share of conditional and tied
transfers, deepening the vertical imbalance and constraining state autonomy.
Comparative analyses of fiscal rules (Lahiri, 2000; Kopits, 2001) emphasised the
importance of incentive-compatible frameworks. They noted that countries such as
Australia and Germany used cooperative arrangements to maintain discipline, while
the United States followed a rule-based approach, offering lessons for India’s
evolving federal structure.

As the Thirteenth Finance Commission approached, researchers focused on
improving the quality of fiscal adjustment and strengthening social-sector
expenditure. Hajra et al. (2008) recommended that the Commission incorporate non-
tax revenue efforts and social-sector spending as criteria for horizontal devolution,
while also encouraging higher capital outlays. Ganguly (2009) and Pethe (2009)
called for a move away from discretionary transfers and advocated incentive-
compatible formulas that would give greater weight to efficiency in resource
allocation. Rao et al. (2008) similarly urged abandoning the tax-gap-filling method
and incorporating accountability mechanisms to equalise spending on essential
services such as health and education. Chakraborty (2010) pointed out the inherent
tension in the Thirteenth Commission’s horizontal distribution formula, where fiscal-
capacity and fiscal-discipline indicators often conflicted, limiting progressivity.
Dholakia (2010) further cautioned that increasing the weight of financial-discipline
indices could inadvertently favour richer states and reduce transfers to poorer regions.

The Fourteenth Finance Commission (FC-XIV) marked a decisive shift
toward cooperative federalism and more predictable, formula-based transfers. Kumar
(2015) described FC-XIV’s recommendations particularly the unprecedented rise in
the states’ share of divisible Union taxes from 32 to 42 percent and the provision of
revenue-deficit grants to eleven states as ushering in a new phase of Union—state
collaboration. Sharma (2015) emphasised that the success of such reforms depends on
transparent and balanced intergovernmental fiscal relations and estimated that the
Centre would forgo roughly X1.5 trillion in 2015-16 compared with the previous year
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as a result of the higher devolution. D’Souza (2015) highlighted several innovations
in FC-XIV’s mandate, including the removal of the plan—non-plan distinction, the
consideration of demographic changes since 1971, the assessment of the Fiscal
Responsibility and Budget Management (FRBM) framework, and a review of public
enterprises for potential divestment. He also noted that FC-XIV substantially
increased untied transfers, enabling states to set their own development priorities.

Sharma (2015) and D’Souza (2015) both advocated strengthening the Inter-
State Council as a constitutional body with enhanced consultative and policy-research
functions to support collaborative federalism. They further suggested transforming the
Finance Commission into a permanent institution capable of annual projections and
continuous monitoring, rather than relying on five-year cycles. These perspectives
underline the importance of institutional reforms to sustain the gains from higher tax
devolution and to maintain fiscal discipline across all tiers of government.

Collectively, this literature traces a clear progression from conditional,
centrally controlled transfers to a more transparent, state-oriented fiscal framework.
The debate also highlights persistent concerns about incentive structures, fiscal
discipline, and the balance between equity and efficiency. This scholarly background
provides a strong analytical foundation for assessing how the Fourteenth Finance
Commission’s reforms enhanced Bihar’s fiscal capacity, strengthened local
governance, and shaped the state’s trajectory of regional development.

3. Methodology

This study adopts a descriptive and analytical design to evaluate the impact of
the FC-XIV on Bihar’s fiscal position and regional development during the 2015—
2020 award period. Primary data are drawn from the official Report of the
Fourteenth Finance Commission (2015-2020) and Bihar’s state budget and
finance accounts for the same years, covering tax devolution, grants-in-aid, and
sectoral expenditure patterns. Using the SWOT framework, the analysis examines
internal factors such as revenue capacity and administrative efficiency alongside
external influences including central policy shifts and macroeconomic trends,
enabling a balanced assessment of how enhanced tax devolution and performance-
linked grants shaped Bihar’s development trajectory. The scope is limited to the five-
year FC-XIV period and to publicly available fiscal data, so long-term social
outcomes and the full effects of national economic fluctuations or natural disasters are
acknowledged as contextual but not separately quantified.

4. SWOT Analysis

The impact of the Fourteenth Finance Commission (FC-XIV) on Bihar’s fiscal
capacity and regional development can be assessed through an expanded SWOT
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analysis that draws directly on the Commission’s report and related state finance data
for the 2015-2020 award period.

4.1 Strengths

The most significant strength was the Commission’s decision to raise the
states’ aggregate share of the divisible pool of Union taxes from 32 percent to 42
percent for 2015-2020, an unprecedented jump in the history of Indian fiscal
federalism (Government of India, 2015). This single measure substantially enlarged
the volume of untied resources available to Bihar and other states. Because Bihar’s
per-capita income was well below the national average during the base years, the new
horizontal distribution formula—which allocated 50 percent weight to income
distance, 17.5 percent to the 1971 population, 10 percent to the 2011 population, 15
percent to geographical area, and 7.5 percent to forest cover—favoured Bihar more
than many higher-income states. The Commission also recommended predictable,
performance-linked grants to rural and urban local bodies, nationally amounting to
%2,87,436 crore for panchayats and X87,144 crore for municipalities over five years,
from which Bihar received a substantial share given its large rural population and
relatively low per-capita income. These measures strengthened the state’s fiscal
autonomy, gave local governments a secure revenue stream for basic services such as
sanitation, drinking water, and rural roads, and reinforced the principle of cooperative
federalism by ensuring that funds were transferred on a transparent and formula-based
system rather than through ad hoc central schemes.

4.2 Weaknesses

Despite this enhanced flow of resources, Bihar continued to face structural
fiscal weaknesses that limited the full benefits of the Commission’s award. The state’s
own-tax-to-GSDP ratio remained around 6 to 7 percent, well below the national
median, reflecting a narrow tax base and weak capacity for domestic revenue
mobilisation. The Commission’s review of state finances highlighted that Bihar’s
capital expenditure and social sector spending were still constrained by shortages of
trained personnel, delays in project execution, and limited absorptive capacity,
particularly at the level of panchayati raj institutions and urban local bodies. Many
local governments lacked robust accounting systems and skilled staff to manage the
larger inflows, creating risks of under-utilisation and leakages. Audit and monitoring
mechanisms were uneven, and timely preparation of accounts was a recurring
challenge. These factors meant that even with higher transfers, the state’s long-term
fiscal sustainability and the quality of service delivery remained dependent on
improvements in administrative efficiency and financial management.

4.3 Opportunities



The Chitransh Academic & Research Volumel | Issuel | January 2025

The increase in untied transfers created important opportunities for Bihar to
accelerate human development and economic growth. With the Commission
projecting a national nominal GDP growth rate of about 13.5 percent per year for the
award period, the state had the fiscal space to expand investment in key areas such as
health, education, irrigation, and rural infrastructure. Predictable local body grants
offered an incentive for institutional reform, as the release of funds was linked to the
maintenance of audited accounts and improved financial reporting. This encouraged
better public financial management and capacity building within municipal and
panchayat administrations. The enlarged and more stable revenue base also positioned
Bihar to attract private investment and to develop public—private partnerships in
sectors like transport, energy, and agriculture, thereby complementing public
spending and creating jobs. If combined with effective planning, the greater fiscal
autonomy could help reduce inter-district disparities and bring the state closer to
national averages in literacy, healthcare access, and per-capita income.

4.4 Threats

Bihar’s fiscal path, however, remains exposed to several external risks. The
state’s heavy reliance on central tax devolution means that any slowdown in national
economic growth or changes in Union tax policy could quickly reduce transfers and
destabilise its budget. Future finance commissions could also revise the devolution
percentage or the weights used in the horizontal distribution formula, potentially
lowering Bihar’s share. The state is particularly vulnerable to recurrent floods and
other natural disasters that impose unpredictable fiscal burdens and require continuous
budgetary buffers for disaster relief and infrastructure rehabilitation. Moreover, shifts
in national political priorities or fiscal rules could alter the flow of performance grants
and other transfers on which Bihar’s development plans depend.

Overall, the Fourteenth Finance Commission created an unprecedented
opportunity for Bihar to expand public investment, strengthen local governance, and
pursue inclusive growth. Yet the realisation of these benefits depends on the state’s
ability to raise its own revenues, improve administrative and technical capacity, and
maintain fiscal discipline in the face of economic and environmental uncertainties.

Table 1: SWOT Analysis of the Fourteenth Finance Commission

Strengths Weaknesses
» Historic rise in the states’ share of divisible * Own-tax-to-GSDP ratio remained
Union taxes from 32 % to 42 %, creating only 67 %, reflecting a narrow tax
substantial untied fiscal space for Bihar to base and limiting Bihar’s long-
design state-specific development programmes. term fiscal independence.
* Horizontal distribution formula income * Heavy structural dependence on
distance 50 %, 1971 population 17.5 %, 2011 central transfers for capital and
population 10 %, area 15 %, forest cover 7.5 % | social-sector spending, leaving the




The Chitransh Academic & Research

Volumel | Issuel | January 2025

favoured Bihar’s low per-capita income and
large population, ensuring a higher per-capita
transfer than richer states.

state exposed to changes in
national revenue trends.

* Predictable, performance-linked local-body
grants (national allocations: %2, 87,436 crore for
panchayats and %87,144 crore for
municipalities) strengthened Bihar’s panchayati
raj institutions and urban local bodies,
improving service delivery in water, sanitation,
and rural infrastructure.

* Administrative and technical
capacity gaps in local governments
delayed project execution and
limited absorptive capacity for the
larger inflows of funds.

* Transparent, formula-based devolution
enhanced cooperative federalism, increased
fiscal autonomy, and reduced reliance on
discretionary central schemes.

* Weaknesses in auditing, financial
reporting, and monitoring led to
delays and occasional under-
utilisation of available grants.

Opportunities

Threats

* Scope to accelerate human-development
indicators literacy, health outcomes, rural
connectivity through sustained investment made
possible by the expanded fiscal space.

* Vulnerability to fluctuations in
central tax revenues or revisions of
the devolution percentage and
formula weights by future Finance
Commissions, which could lower
Bihar’s share.

* Incentives for institutional reform in public-
financial management, as release of local-body
grants required audited accounts and improved

fiscal reporting.

* Bihar’s disaster-prone geography,
especially recurrent floods,
demands continuous fiscal buffers
and efficient disaster-response
funding, potentially straining the
budget.

* Improved macro-fiscal stability and
predictable resource flows create favourable
conditions for private investment and public—
private partnerships in sectors such as energy,
transport, and irrigation.

* Political or policy shifts at the
national level may alter the pattern
or quantum of performance-linked

grants, affecting long-term
development planning.

5. Discussion

The SWOT analysis reveals that the FC-XIV created an exceptional
opportunity for Bihar to enhance fiscal autonomy and pursue regionally balanced
growth. The increase of the states’ share of the divisible Union tax pool from 32
percent to 42 percent substantially enlarged Bihar’s untied fiscal resources, a crucial

advantage for a state with low per-capita income and historically limited internal
revenue generation. This infusion of funds enabled Bihar to expand investment in
rural infrastructure, education, and health services, aligning with its development
priorities of poverty reduction and human capital formation. The horizontal
distribution formula, which gave 50 percent weight to income distance and considered
both 1971 and 2011 population figures, was particularly beneficial for Bihar’s
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demographic and economic profile, ensuring a relatively higher per-capita transfer
than many better-off states.

When compared with other low-income states such as Uttar Pradesh and
Madhya Pradesh, Bihar’s gains were broadly similar in terms of higher per-capita
transfers. However, states with stronger internal revenue capacity and better
administrative infrastructure, like Kerala or Tamil Nadu, were able to translate
additional transfers into measurable improvements in human development more
rapidly. Bihar’s weaker administrative machinery and lower own-tax-to-GSDP ratio
of around 6—7 percent limited its ability to fully capitalise on the increased funds. This
contrast highlights that while FC-XIV’s design promoted horizontal equity, the
developmental outcomes depended heavily on each state’s governance capacity and
institutional strength.

In the long term, the FC-XIV award underscores the evolving nature of
cooperative federalism in India. By granting states a greater share of national tax
revenues and reducing the role of discretionary central schemes, the Commission
strengthened fiscal federalism and empowered states to plan development according
to local priorities. For Bihar, this shift represents both an opportunity and a
responsibility: the state must build stronger fiscal institutions, improve tax
mobilisation, and enhance the administrative capabilities of panchayats and
municipalities to sustain progress. The experience also signals to future Finance
Commissions that equitable resource transfers, when coupled with incentives for
sound financial management, can promote regional balance while preserving
macroeconomic stability. Strengthening these mechanisms across states will be vital
to achieving long-term regional equity and ensuring that poorer states like Bihar
continue to close the gap with more developed regions.

6. Conclusion

The Fourteenth Finance Commission significantly improved Bihar’s fiscal
capacity by granting a larger share of central tax revenues and predictable grants for
local bodies. These measures expanded the state’s financial autonomy and created
new possibilities for targeted investment in infrastructure, social services, and rural
development. The Commission’s emphasis on formula-based transfers also reinforced
the principles of cooperative federalism and equitable growth across Indian states.
Bihar’s experience during the 2015-2020 award period demonstrates that while
enhanced transfers can widen fiscal space, sustainable progress depends on strong
revenue mobilisation, capable institutions, and effective financial management. Future
finance commissions will play a critical role in maintaining equitable devolution
while encouraging states to strengthen their own fiscal bases. Continued efforts to
diversify revenue sources, professionalise local governance, and build climate-
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resilient infrastructure will help Bihar translate these fiscal gains into lasting
improvements in economic and social well-being.

7. Policy Recommendations

To consolidate the fiscal gains of the Fourteenth Finance Commission and
strengthen Bihar’s long-term development capacity, the following key measures are
recommended:

1. Enhance Revenue Mobilisation
v Broaden the state’s tax base by improving compliance in Goods and
Services Tax (GST) and strengthening land, property, and stamp-duty
taxation.
v Introduce digital tax-filing and real-time monitoring to increase
efficiency and reduce leakages.
2. Strengthen Local Governance Capacity
v Provide regular training and certification programmes for panchayat
and municipal officials in budgeting, accounting, and project
management.
v Deploy e-governance systems for timely auditing, transparent fund
tracking, and participatory budgeting.
3. Institutionalise Disaster-Risk Financing
v Create a dedicated state contingency fund and expand the State
Disaster Response Fund for recurrent floods and climate-related
shocks.
v Explore catastrophe bonds, risk-pooling insurance, and -climate-
resilient infrastructure planning.
4. Maintain Fiscal Discipline
v' Adhere to a medium-term fiscal framework that limits debt
accumulation and ensures prudent borrowing.
v' Publish transparent, quarterly fiscal reports to build investor and public
confidence.

5. Promote Public—Private Partnerships (PPPs)
v Use predictable revenue flows to attract private investment in
infrastructure, energy, irrigation, and rural connectivity.
v Offer clear policy guidelines and risk-sharing arrangements to
strengthen PPP implementation.
6. Encourage Own-Revenue Innovation
v Introduce user charges for urban services where feasible and link them
to service-quality improvements.
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v Explore green levies or congestion fees in urban areas to create new
revenue streams while promoting sustainability.

These recommendations aim to reduce Bihar’s dependence on central

transfers, improve the effectiveness of local governance, and ensure long-term fiscal
stability while sustaining inclusive regional development.

References

10.

11.

12.

13.

14.

15.

Chakraborty, P. (2010). Revisiting intergovernmental fiscal transfers in
India: An evaluation of the 13th Finance Commission award. National
Institute of Public Finance and Policy.

Chakraborty, P., & Bhadra, S. (2010). Fiscal decentralization and state
finances in India. Economic and Political Weekly, 45(30), 46—54.
Das-Gupta, A. (2010). Qutput orientation of public expenditure: A
critique of the 13th Finance Commission. Economic and Political
Weekly, 45(30), 55-60.

Dholakia, R. H. (2010). Fiscal capacity criterion and the 13th Finance
Commission. Economic and Political Weekly, 45(30), 61-66.

D’Souza, J. (2015). Fourteenth Finance Commission: A paradigm shift
in fiscal federalism. Economic and Political Weekly, 50(21), 33-40.
Ganguly, S. (2009). Issues before the 13th Finance Commission: A
study of state finances. Reserve Bank of India Occasional Papers, 30(2), 1-
18.

Gurumurthi, R. (2003). Fiscal federalism and gap-filling transfers in
India. Journal of Indian Public Finance, 4(1), 15-28.

Hajra, S., Sen, P., & Roy, S. (2008). Recommendations for the 13th
Finance Commission: Strengthening social-sector expenditure.
Economic and Political Weekly, 43(12), 72-80.

Isaac, T. M. T., & Chakraborty, P. (2008). Intergovernmental transfers
and state autonomy: An assessment of the 12th Finance Commission.
Economic and Political Weekly, 43(26-27), 155-162.

Kopits, G. (2001). Fiscal rules: Useful policy framework or
unnecessary restraint? IMF Working Paper 01/145.

Kumar, A. (2015). Cooperative federalism and the 14th Finance
Commission. Indian Journal of Public Administration, 61(3), 395-408.
Lahiri, A. (2000). Sub-national fiscal rules: International practices and
Indian experience. National Institute of Public Finance and Policy Working
Paper.

Pethe, A. (2009). Toward incentive-compatible federal transfers.
Economic and Political Weekly, 44(6), 42—48.

Rao, G. (2010). Critical appraisal of the 13th Finance Commission
report. Economic and Political Weekly, 45(30), 67-74.

Rao, M. G., Singh, N., & Sen, T. K. (2008). Reforming India’s
intergovernmental fiscal transfer system. Economic and Political
Weekly, 43(33), 103-112.



{ The Chitransh Academic & Research Volumel | Issuel | January 2025

16. Sharma, R. (2015). Fourteenth Finance Commission and cooperative
federalism: Emerging issues. Economic and Political Weekly, 50(25), 23—
30.

17. Government of India. (2015). Report of the Fourteenth Finance
Commission (2015—-2020). Ministry of Finance.



