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Financial Relations Bet,Neen 

Centre and State 

Indian government follows a quasi-federal system wherein the financial, legislative and 
administrative powers are divided between the centre and state. However, the centre has more 
control leading to great decision-making power. The financial relations between centre and state 
is such that the latter is often dependent on the former. As the constitution has not made any 
specific distinctions, the country's financial resources are mostly under the control of the centre. 
The state governments often have to do with scant resources due to which they often have to 
ask the centre for grants and subsidies. 
To enhance the grasp of this relationship, we have provided aspirants with the financial relations 
between centre and state UPSC notes. These notes are carefully curated to ensure that the 
basic concepts and important points of centre state financial relations are easily graspable for 
the aspirants. 
There are a number of articles in the Indian Constitution that have provisions stating the 
guidelines for the centre regarding the allocation of financial resources among different states. 
There are also tax distributions which define the financial relations between centre and state in 
the country. 

Centre State Financial Relations: Constitutional Provisions 

Various constitutional provisions define the scope of the financial relations between centre and 
state. Below, we have discussed these various provisions and the corresponding articles, as 
stated in the Indian Constitution. 

1. Article 268: This article refers to the stamp duty levied by the Centre but collected and
distributed by the States. The taxes derived from it are excluded from the Consolidation
Fund of India and are allocated by the state, which levies them.

2. Article 269: It refers to the tax charged on all purchases, sales and transportation of

goods that are interstate, except a few. These taxes are distributed by the state
governments but are collected by the central government. These taxes also do not add
anything to the Consolidation Fund. In the 101 st Amendment, a new provision, 269A,
was introduced. It deals with the GST and applies taxes on inter-state commerce that
are distributed between the states and the centre.

3. Article 270: It states that the taxes collected and levied by the Centre are to be
allocated between the Centre and the states. This applies to all taxes except for the
taxes referred to in Articles 268, 269, 269 A, 270 and 271.

4. Article 271: This article gives parliament the power to increase taxes on all goods
(except for those mentioned in section 246A) at any time. It states that the surcharges
contribute to the country's consolidated fund and will not be shared with the states.

Tax Distribution between State and Centre UPSC 

The tax is distributed between centre and state in various ways. To understand the financial 
relations between centre and state, knowing how the taxes are divided and distributed is crucial. 
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