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CONTEXT: GST introduction has altered the resource position of the States, in 
addition to centralising the authority to levy tax.
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Indian Constitution - 
‘Quasi-Federal’

- Centre/Union - Primacy
- Financial Sphere
- States - ‘Real Implementers’
- ASYMMETRY
- Structural Authority v. Functional 

Responsibility

Centre as a ‘Dominant’ 
Construct

● Dominant Tax Handles: The 7th 
Schedule - constitutional & 
financial dominance; Union List - 
most buoyant revenue sources - 
high-yield taxes 

● Acute Dependency on Centre - 
Loss of Fiscal Autonomy

● Fiscal Transfers: Finance Commission - 
devolution and grants; Centre - implementation 
and timing.

● Dominance in GST Council: Centre - 1/3rd 
voting power

● Cesses and Surcharges: Articles 269 & 270; 
proceeds - exclusively to the Centre

● Borrowing Powers: Union - extensive  -CFI
● Emergency Provisions: Financial Emergency - 

Centre - direct states 
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States - Real Arenas of Governance 
& Economic Activity

● Extensive Expenditure Responsibilities: 
Core welfare & developmental functions 

● Grassroots Implementation: Central 
schemes - MGNREGS, PMAY, Jal Jeevan 
Mission; Implementation - state-led

● Democratic Accountability: State 
elections - local development, jobs, 
amenities & welfare - states -  primary 
arenas

Concerns in Centre-State Financial 
Relations

● Erosion of State Autonomy: Excessive 
use - CSSs - conditionalities - limits 
discretion.

● Vertical Fiscal Imbalance: Mismatch - 
Centre’s revenue & States’ expenditure  - 
creates dependency 

● Regional Disparities: Allegations -  
Finance Commission - do not reflect - 
financial needs; Concerns - fairness &  
transparency - allocation 

● Borrowing Restrictions: Article 293 - 
permits states to borrow; requirement - 
central approval

● Uncertainty in GST Revenue Sharing: 
timely & adequate revenue distribution 

Way forward

● ‘Fairer’ Devolution Formula - 60% & 40 %
● Capping Cess & Surcharge - 5 %

● Enhance Resource Devolution: 15th FC - 
vertical devolution - 41%, states demand 
- further increase

● Incentives v Penalties
● Strengthen Fiscal Decentralisation : 

greater autonomy - taxation & 
expenditure decisions - Local needs; 
Canada - greater fiscal autonomy

● Reframe the Centre’s Role in Joint 
Schemes: States - visibility &  credit - 
joint initiatives; current model - fiscal 
dependency & political friction.

● Reconstruct Fiscal Federalism 
Philosophy: Centre - constitutional 
facilitator; real delivery - states & 
panchayats; GST Council & ISC

● Adopt a True Partnership Model: Fiscal 
planning, revenue sharing & scheme 
design - cooperative federalism - equal 
stakeholders

● Transparent Revenue-Sharing 
Mechanisms: fair &  predictable 
revenue-sharing; GST Council - 
inclusivity, greater fiscal transparency 

Mains Practise Question
The evolving nature of Centre-State financial 
relations in India has significant implications 
for cooperative federalism. Critically examine 
this statement in the context of recent trends in 
fiscal devolution and suggest measures to 
strengthen fiscal federalism.

(15 Marks, 250 words)
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What is Carbon Credit ?

- certified reduction or removal of 
GHGs - tonnes of CO₂-equivalent 

- Mitigation OR Sequestration Projects
- Firms & Countries - Offset -  carbon 

emissions
- 175–180 million credits - Retired/year

Origin and Context:

● Kyoto Protocol (1997) - UNFCCC
● Created market-based mechanisms 

to reduce GHGs emissions.

Key Mechanisms under Kyoto Protocol:

● Clean Development Mechanism
● Joint Implementation
● International Emissions Trading

Evolution under the Paris Agreement 
(2015) - Article 6

● Article 6.2
● Article 6.4
● Article 6.8

Types of Carbon Markets

● Compliance Market
● Voluntary Carbon Market

India’s Carbon Credit Framework

● CCTS, 2023

Earlier Experience - One of the largest 
suppliers of CDM credits

Economic and Environmental Significance

(A) Economic Benefits: Creates financial 
incentives, Attracts investment, Generates 
additional income 

(B) Environmental Benefits: Promotes 
sustainable land use, Encourages 
innovation, Supports countries - NDCs

Key Features

● Domestic Carbon Market - BEE
● Sectoral Emission-Intensity 

Benchmarks
● voluntary Carbon Offsets
● National Registry and Trading 

Platform

Challenges and Ethical Concerns

● Agriculture-based projects -  
Underdeveloped

● Greenwashing
● Measurement and Verification Issues
● Exclusion of Local Communities
● Land Conflicts
● Price Volatility
● Equity Concerns

Way Forward for India

● Ensure Free, Prior, and Informed 
Consent 

● Transparent Benefit-Sharing
● Strengthen MRV System 
● Integrate with SDGs
● Build Institutional Capacity
● Balanced Regulation

Mains Practise Question

Carbon markets have emerged as an 
important instrument of climate action. 
Discuss their significance and the 
challenges in ensuring equity and 
environmental integrity, with special 
reference to India’s Carbon Credit Trading 
Scheme.
(15 Marks, 250 words)
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Q1. Regarding the Centre’s fiscal dominance in 
India, consider the following statements:

1. Buoyant tax sources give the Centre 
constitutional and financial dominance.

2. Under Articles 269 and 270, the proceeds 
from cesses and surcharges are shared 
with the states through the Finance 
Commission’s recommendations.

3. In the GST Council, the Centre enjoys 
one-third of the total voting power.

Which of the statements given above is/are 
correct?
a) 2 only
b) 1 and 2 only
c) 1 and 3 only
d) 1, 2 and 3

Answer: c

Q2.Consider the following statements 
regarding Carbon Credits:

1. A carbon credit represents the reduction 
or removal of one tonne of carbon 
dioxide or its equivalent greenhouse 
gases.

2. Carbon credits can be traded in both 
compliance and voluntary carbon 
markets.

3. In India, the Bureau of Energy Efficiency is 
the nodal agency for the Carbon Credit 
Trading Scheme.

Which of the statements given above is/are 
correct?
a) 2 only
b) 1 and 2 only
c) 1 and 3 only
d) 1, 2 and 3

Answer: d

Q3. Regarding MERCOSUR, consider the 
following statements: 

1. It is a regional trade bloc in South 
America aimed at promoting free trade 
and the movement of goods, people, 
and currency.

2. Its founding members include India, 
Argentina, Brazil, Paraguay, and Uruguay.

3. India currently has a Free Trade 
Agreement with MERCOSUR.

How many of the statements given above 
is/are correct?
a) Only One
b) Only Two
c) All Three
d) None

Answer: a

Q4. How many of the following statements 
regarding the Non-Aligned Movement (NAM) 
is/are correct?

1. NAM was formally established at the 
Bretton Woords Conference.

2. India is a founding member of NAM.
3. NAM members are bound by a mutual 

defence pact similar to NATO.
Select the correct answer using the code given 
below.
a) Only One
b) Only Two
c) All Three
d) None

Answer: a

Q5. Regarding the Carbon Border Adjustment 
Mechanism (CBAM), consider the following 
statements:

1. It is a carbon pricing mechanism 
introduced by the European Union.

2. It aims to prevent “carbon leakage” by 
taxing imports based on their carbon 
emissions.

3. India has already implemented a similar 
domestic mechanism for its exports to 
the EU.

Which of the statements given above is/are 
correct?
a) 1 and 3 only
b) 1 only
c) 2 and 3 only
d) 1 and 2 only

Answer: d




