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THE KEY STRATEGY IS FISCAL EMPOWERMENT OF STATES
The Centre Must Recognise That Winning The War On COVID-19 Is Linked To The States Being
Armed With Enough Resources
The scale of disruption caused by the COVID-19 pandemic has never been seen before. Even as
we are in the midst of the second phase of the national lockdown, there is no clarity on the time it
will take to come out of the crisis, the extent of damage it will inflict, and the cost of relief and
rehabilitation required. At a time when governments, both at the Centre and in the States, are
fiscally stressed, the pandemic has forced them to undertake huge expenditures to save lives,
livelihoods and reduce distresses and even more, to create a stimulus to revive the economy as we
map the exit strategy.
Need for relief
The speed of economic revival will depend on how long it will take to revive economic
activities and the volume of stimulus through public spending the government is able to provide. It
now appears that the lockdown will be lifted in stages and the recovery process will be prolonged.
The country is literally placed in financing a war-like situation and the government will have to
postpone the fiscal consolidation process for the present, loosen its purse strings and finance its
deficits substantially through monetization. This is also the time for the government to announce
relaxation in the States’ fiscal deficit limit to make them effective participants in the struggle. It is
also important for the States to realize the importance of health and priorities spending on healthcare services.
Being closer to the people, the States have a much larger responsibility in fighting this war.
Public health as well as public order are State subjects in the Constitution. In fact, some States were
proactive in dealing with the COVID-19 outbreak by involving the Epidemic Diseases Act, 1897, even
before the Government of India declared a universal lockdown invoking the Disaster Management
Act, 2005. Of course, the Centre under Entry 29 of the Concurrent List has the powers to set the rules
of implementation which states, “Prevention of the extension from one State to another of
infectious or contagious diseases or pests affecting men, animals or plants”. While Central
intervention was done to enable, “consistency in the application and implementation of various
measures across the country”, the actual implementation on the ground level will have to be done at
the State level. Furthermore, States are better informed to decide the areas and activities where
relaxations should be done as the coronavirus curve is flattened. Hopefully, there will be better
coordination between the Union and State governments instead of claiming credit and apportioning
blame.
Focus on health and economy
The acute shortage of protective gear, testing kits, ventilators and hospital beds has been a
major handicap and the immediate task of States is to ramp up their availability and supply. In
addition, the disruption caused by the lockdown has caused untold misery, and providing relief and
rehabilitation to migrant laborer’s and informal sector workers had to the focus. The pandemic has
underlined the historical neglect of the health-care sector in the country. The total public
expenditures of Centre and States works out to a mere 1.3% of GDP. In 2017-18, in per capita terms,
the public expenditure on medical and public health varied from an abysmal ₹690 in Bihar and ₹814
in Uttar Pradesh to the highest of ₹2,092 in Kerala. The centrally sponsored scheme, the National
Health Mission, is inadequately funded, micromanaged with grants given under more than 2,000
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heads and poorly targeted. The focus of “Ayushman Bharat” has been to advocate insurance rather
than building wellness centers.
Besides protecting lives and livelihoods, States will have to initiate and facilitate economic
revival, and that too would require substantial additional spending. Hand holding small and medium
enterprises which have completely ceased production, providing relief to farmers who have lost their
perishable crops and preparing them for sowing in the kharif season are other tasks that require
spending. In fact, States have been proactive. Kerala came out with a comprehensive package
allocating ₹20,000 crore to fight the pandemic. Almost all States have taken measures to provide
food to the needy besides ramping up health-care requirements.
Extensive revenue losses
While the requirement of States for immediate expenditures is large, they are severely
crippled in their resources. In the lockdown period, there has virtually been no economic activity and
they have not been able to generate any revenue from State excise duty, stamp duties and
registration fees, motor vehicles tax or sales tax on high speed diesel and motor spirit. The revenue
from Goods and Services Tax is stagnant and compensation on time for the loss of revenue has not
been forthcoming. In Karnataka for example, it is reported that as against the estimated ₹12,000
crore every month, the State may not be able to generate even ₹300 crore in April. As the recovery
process will be staggered, it is doubtful whether tax revenues will register any positive growth in
2020-21. Not surprisingly, the State has decided to monetize land through auctions to get money
besides regularizing unauthorized constructions by paying high fees.
The position regarding tax devolution from the Centre is even more precarious. To begin with,
the tax devolution in the Union Budget estimate is lower than the Commission’s estimate by ₹70,995
crore. In fact, the Budget estimate for 2020-21 itself is a huge overestimate when seen against the
11-month actual collections in 2019-20. The required growth to achieve the Budget estimate is
33.3% over the annualized actual collection. The projections are that the growth of nominal GDP in
2020-21 will be just about 4% and if the tax revenue increases by the same rate, devolution to the
States would be lower by ₹2.2-lakh crore than the Finance Commission’s estimate. This results in a
loss of ₹9,173 crore for Tamil Nadu, ₹9,000 crore for Andhra Pradesh, ₹8,000 crore for Karnataka,
₹4,671 crore for Telangana, and ₹4,255 crore for Kerala. There is a strong case for the States to go
back to the Finance Commission with a request to make and give a supplementary report.
The war on COVID-19 can be effectively won only when the States are armed with enough
resources to meet the crisis. But as mentioned earlier, they are faced with stagnant revenues while
their expenditure commitments are huge. There is only limited scope for expenditure switching and
reprioritization now. Their borrowing space too is limited by the fiscal responsibility and budget
management limit of 3% of Gross State Domestic Product (GSDP). Faced with an acute fund crunch,
Kerala floated 15-year bonds but was faced with a huge upsurge in the yield to 8.96%. The
announcement by the Reserve Bank of India on the increase in the limit of ways and means advances
by 60% of the levels prescribed in March 31 could help States to plan their borrowing better; but that
is too little to provide much relief. Therefore, it is important for the Central government to provide
additional borrowing space by 2% of GSDP from the prevailing 3% of GSDP. This is the time to fiscally
empower States to wage the COVID-19 war and trust them to spend on protecting lives, livelihoods
and initiate an economic recovery.
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Meanings of Difficult Words:
1. fiscal empowerment (noun) – an approach
that focuses on improving the financial
security/financial outcomes.
2. arm (with) (verb) – provide, equip, furnish.
3. pandemic (noun) – the worldwide spread of
a new disease; The illness spreads around
the world and typically affects a large
number of people across a wide area.
4. in the midst of (phrase) – in the middle of.
5. lockdown (noun) – an emergency protocol
implemented by the authorities that
prevents people from leaving from a place;
An extended state of confinement/
encirclement/isolation of a person by the
authority.
6. come out of (phrasal verb) – to no longer be
in a bad situation (crisis).
7. inflict (verb) – cause, administer, impose,
exact.
8. rehabilitation (noun) – the action of bringing
(someone or something) back to a normal.
9. fiscally (adverb) – financially.
10. stress (verb) – pressurize, burden, overtax,
strain.
11. livelihood (noun) – source of income, means
of support, subsistence; means of making a
living with the basic necessities (food, water,
shelter and clothing).
12. distress (noun)
–
difficulty,
trouble,
suffering.
13. stimulus (noun) – impetus, boost, incentive,
fillip.
14. revive (verb) – recover, restore, improve.
15. map (verb) – record in detail (the
distribution of something).
16. exit strategy (noun) – a planned approach to
terminating a situation in a way that will
maximize benefit and/or minimize damage.
17. revival (noun) – recovery, restoration,
improvement.
18. prolong (verb) – extend, lengthen, protract,
stretch out.
19. postpone (verb) – put off, defer, delay.

20. fiscal consolidation (noun) – it is a reduction
in the underlying (basic) fiscal deficit and
public debt.
21. to open/loosen the purse strings (phrase) –
to increase the spending of money (whereas
“to hold the purse strings” means
to decrease/control the spending of
money).
22. deficit (noun)
– shortfall,
deficiency,
shortage.
23. substantially (adverb)
– considerably,
significantly, largely.
24. monetisation (noun) – in general, it is the
process of converting something (e.g. an
asset) into money.
25. fiscal deficit (noun) – the difference between
total expenditure and total income of the
government.
26. prioritise (verb) – treat (something as very
important).
27. public health (noun) – the branch of
medicine handling public health; public
health is also the science of protecting and
improving the health of people and their
communities through education, policy
making and research for disease and injury
prevention.
28. public order (noun) – it is essentially the
absence of disorder – the quiet and orderly
behaviour of people in public space. It
involves people behaving sensibly and
rationally, and respecting others.
29. outbreak (noun) – sudden appearance/
occurrence (of a disease); outburst,
epidemic.
30. epidemic (noun) – widespread disease/
illness; outbreak, plague, scourge.
31. invoke (verb) – cite, refer to, adduce.
32. concurrent list (noun) – the list which
includes the power to be considered by both
the union and state government (as given in
the Seventh Schedule to the Constitution of
India).
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33. implementation (noun)
– execution,
enforcement, imposition.
34. infectious (adjective)
– communicable,
transmittable, spreadable.
35. contagious (adjective) – relating to a
disease/infection that can spread rapidly
from person to person through direct
contact, by touching a person who has the
infection; communicable, transmittable,
infectious.
36. on the ground (phrase) – in a situation/place
where things are happening really/
practically.
37. flattening
the
curve (phrase)
– In
epidemiology, the idea of slowing a virus’
spread so that fewer people need to seek
treatment at any given time is known as
“flattening the curve”.
38. credit (noun) – praise, commendation,
acclaim, admiration.
39. apportion (verb) – divide out, allocate,
distribute; earmark, set aside, designate.
40. protective gear (noun) – safety gear;
protective clothing, helmets, masks or other
garments or equipment designed to protect
the wearer’s body from injury/disease.
41. ventilator (noun) – a respirator, a
device (used for a patient to breathe).
42. handicap (noun) – impediment, hindrance,
obstacle/difficulty.
43. ramp up (phrasal verb) – increase.
44. untold (adjective) – immense, boundless,
unlimited; unstated, unmentioned.
45. misery (noun) – pain, distress, suffering.
46. informal sector (noun) – informal economy,
grey economy is the part of an economy that
is neither taxed, nor monitored by any form
of government.
47. underline (verb) – emphasize, highlight,
underscore.
48. historical (adjective)
– actual,
existent,
factual.
49. neglect (noun) – negligence, dereliction of
duty, lack of concern, irresponsibility, laxity,
failure to take proper care/action.

50. work out (phrasal verb) – amount to, come
to, form.
51. mere (adjective) – no more than, just, only.
52. Gross domestic product (GDP) (noun) – a
measure of economic activity in a country. It
is the total value of a country’s annual
output of goods and service.
53. per capita (adverb & adjective) – per person,
for each, individually.
54. abysmal (adjective) – very bad, awful,
terrible.
55. micromanage (verb) – to control every part
of an activity.
56. grant (noun) – allowance, allocation,
allotment, contribution.
57. advocate (verb) – support, promote,
champion/espouse.
58. facilitate (verb) – make easier, make
possible; assist, help, aid.
59. hand hold (verb) – support, help, guide.
60. cease (verb) – bring to an end/halt/stop,
conclude, terminate.
61. perishable (adjective)
– easily
spoilt,
biodegradable; relating to items likely to
decay quickly, especially foods.
62. kharif crops (noun) – monsoon crops; seeds
sowing in the beginning (Jun) of the
monsoon and harvesting at the end of the
season (Oct) in the South Asia.
63. rabi crops/sowing (noun) – winter crops;
seeds sowing in the beginning (Nov) of the
winter and harvesting at the end of the
season (Apr) in the South Asia.
64. come out with (phrasal verb) – present,
offer, give.
65. Comprehensive Relief Package (noun) – a
comprehensive package should have
simultaneous reliefs across different realms
(area of activity) (for instance, tax
compliance, relief for poor, RBI monetary
policy interventions, and relief for middle
class in terms of EMI, internet rate
subvention and most importantly an
increase
in
investment
in
health
infrastructure).
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66. needy (adjective) – poor/poverty-stricken,
underprivileged, impoverished.
67. cripple (verb)
–
ruin,
destroy,
damage; paralyse.
68. virtually (adverb) – effectively, practically.
69. motor spirit (noun) – it is also known as
gasoline (American English), or petrol (British
English), is a transparent, petroleum-derived
liquid that is used primarily as a fuel in
internal combustion engines.
70. stagnant (adjective) – inactive, sluggish,
slow-moving/static.
71. forthcoming (adjective)
– impending,
coming, approaching, nearing.
72. stagger (verb) – time/spread out at intervals
(of something as they don’t happen at the
same time).
73. monetise (verb) – earn money, generate
revenue.
74. tax devolution (noun) – tax distribution.
75. vertical division/ distribution/ devolution
(noun) – it means the distribution of the net
earnings (proceeds) of taxes of the Union
between the Union and the States.
76. horizontal
division/distribution/devolution (noun)
–
the allocation between the States of the
respective shares of (proceeds) earnings.
77. precarious (adjective) – uncertain/unsure,
insecure, unreliable/risky.
78. to begin with (phrase) – at first, at the
outset, at the beginning.
79. projection (noun) – forecast, prediction,
estimation/reckoning, prognosis.
80. Finance Commission, India (noun) – A
finance commission is set up every five years
by the President of India under Article 280 of
the Constitution. Its main function is to
recommend how the Union government
should share taxes levied by it with the
states.

81. supplementary (adjective)
– additional,
annexed, appended.
82. expenditure
switching (noun)
–a
macroeconomic policy that affects the
composition of a country’s expenditure on
foreign and domestic goods. More
specifically it is a policy to balance a
country’s current account by altering the
composition of expenditures on foreign and
domestic goods.
83. prioritisation (noun) – the activity that
arranges items or activities in order of
importance relative to each other.
84. fiscal responsibility (noun) – the act of
creating, optimizing and maintaining a
balanced budget.
85. Gross State Domestic Product (GSDP) (noun)
– it is defined as a measure, in monetary
terms, of the volume of all goods and
services produced within the boundaries of
the State during a given period of time,
accounted without duplication.
86. fund crunch (noun) – an acute shortage (or
“drying up”) of funds.
87. float (verb) – offer, sell; introduce, launch
(e.g. shares for sale).
88. upsurge (noun) – sudden increase or rise of
something.
89. yield (noun) – profit, gain, return.
90. ways and means advances (WMA) (noun) –
a facility for both the Centre and states to
borrow from the RBI. These borrowings are
meant purely to help them to tide over
(sustain) temporary mismatches in cash
flows of their receipts and expenditures.
91. prescribe (verb) – order, determine/specify,
stipulate.
92. prevailing (adjective) – existing; current.
93. empower (verb) – equip, give the power to;
improve strength, make stronger.
94. wage (verb) – engage in, carry on, conduct (a
war/campaign).
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