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Still no recognition of the third tier

Primary task of the Union Finance Commission

•The Finance Commission is constituted by the 
President under Article 280 of the Constitution,
mainly to give its recommendations on the 
distribution of tax revenues between the Union 
and the States and amongst the States 
themselves.

•After the passing of the 73rd and 74th 
Constitutional Amendments, the Finance 
Commission has allocated resources from the 
central divisive tax pool to local governments.

Recommendations of the Fifteenth Finance Commission

Higher vertical devolution

•The vertical devolution recommended to local 
governments is raised remarkably high. From a 
meagre share of 0.78% of the divisible pool with
an absolute sum of 10,000 crore by the ₹

Eleventh Commission, the Fifteenth Finance 
Commission raised it to 4.23% with a reasonably
estimated amount of 4,36,361 crore.₹

•Compared with the Fourteenth Finance Commission
there is a 52% increase in the vertical share.



The 15th Finance Commission has recommended two 
types of grants  basic and tied–

•Basic grants are untied and can be used by the 
local bodies for location-specific felt needs 
except for salary or other establishment 
expenditure.

•The tied grants can be used for the basic 
services of (a) sanitation and maintenance of open
defecation free (ODF) status and (b) supply of 
drinking water, rainwater harvesting and water 
recycling.

•Previously the finance commissions like the 
11th FC have tied specific items of expenditure 
to local grants and now the 15th FC has raised 
this share to 60% and linked them to drinking 
water, rainwater harvesting, sanitation and other
national priorities in the spirit of cooperative 
federalism.

•However, it reduced the performance-based grant 
to just 8,000 crore  and that too for building₹ —

new cities, leaving out the Panchayati Raj 
Institutions (PRIs) altogether.



Performance-Based Grants (PBGs)

13th FC

•(PBGs) link performance in pre-determined areas 
with access to and size of funding, applying 
clear and transparent allocation formulas.

•The performance-based grants which were 
introduced by the Thirteenth Finance 
Commission earmarked 35% of local grants.

14th FC

•The Fourteenth Finance Commission, however, cut
the performance grant share to 10% for gram 
panchayats and 20% to municipalities with the 
conditionality that all local governments will 
have to show improvements in own source revenue.

•Municipalities are additionally required to 
publish service level benchmarks for basic 
services.

15th FC

•An important recommendation of the Fifteenth 
Finance Commission is the entry-level criterion
to avail the union local grant (except health 
grant) by local governments which is 
performance-linked.



•For panchayats, the condition is online 
submission of annual accounts for the previous 
year and audited accounts for the year before.

•For urban local governments, two more 
conditions are specified: after 2021-22, fixation
of the minimum floor for property tax rates by
the relevant State followed by consistent 
improvement in the collection of property taxes 
in tandem with the State’s own Gross State 
Domestic Product.

Entry-level criteria a significant movie

•The Eleventh to the Fourteenth finance 
commissions had recommended measures to 
standardize the accounting system and update the
auditing of accounts, but there was limited 
progress.

•Therefore, the entry-level criteria of the 
Fifteenth Finance Commission are timely.

Will it bring substantial change in the system?

•The Eleventh Finance Commission published the 
fiscal data of all tiers of panchayats and 
municipalities in its report. But the data proved
defective.



•The Twelfth Finance Commission did not publish
any local fiscal data.

•The Thirteenth Finance Commission published 
data online and some researchers did use them.

•Unlike the previous commissions, the Fourteenth
Finance Commission conducted a sample survey 
covering 15% gram panchayats, 30% block 
panchayats and all the district panchayats besides
30% municipalities, presumably to ensure 
quality in canvassing data. The results too were
not published.

Concerns

•The Fifteenth Finance Commission nor the 
earlier finance commissions have examined how 
and where the financial reporting system has 
failed.

•Without reliable data ensuring good 
governance would not be successful.

•The Fifteenth Finance Commission claims that it
seeks to achieve the “desirable objective of 
evenly balancing the union and the states“.

•Recognition is not awarded to the third 
tier in this balancing act.



•Although the Fifteenth Finance Commission 
outlines nine guiding principles as the basis of 
its recommendation to local governments, there 
is no integrated approach (in contrast to the 
recommendations of the Thirteenth Finance 
Commission). It is forgotten that public finance 
is an integrated whole.

•The Fifteenth Finance Commission though 
stresses the need to implement the 
equalisation principle, it is virtually 
silent when it comes to the local 
governments.

•Efficiency Compromised: In the criteria used by 
the Fifteenth Finance Commission for determining
the distribution of grants to States for local 
governments, it employed population (2011 
Census) 90% and area 10% weightage, the same 
criteria followed by the Fourteenth Finance 
Commission.

•While this ensures continuity, equity and 
efficiency criteria are sidelined








