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To What Extent is India a Union of States?
From “Quasi Federalism” to “National
Federalism”
The first article of the Indian Constitution presents the country as “a Union of States”. But there are
different forms of federalism in the world. The kind of federalism that has been established by the
1950 Constitution in India has been defined by experts as “cooperative” because of the prerogatives
it gave to the central government at the expense of the states. However, lawyers like former Chief
Justice of India, Fali Nariman, have gone one step further and described this institutional system as
“quasi unitary”1. This centralization of power is evident from the proportion of the fiscal resources
cornered by New Delhi – and redistributed to the states. It has also found expression in the growing
importance of Centrally Sponsored Schemes (CSSs) consisting in massive programs of
development and social policy spending which were traditionally coordinated by the Planning
Commission, the arm of the New Delhi in this matter.2 These CSSs are often seen by the states as
“patronizing instruments” limiting their autonomy. 3
Most of the state governments tended to resent this domination of “the Centre” – a key formula in
the Indian political lexicon - even though New Delhi, on many occasions, let them take credit of the
implementation of CSSs vis-à-vis the voters benefiting from them.4 At the helm of the government
of Gujarat for 13 years, from 2001 to 2014, Narendra Modi complained that the Congress-led
government of Manmohan Singh (2004-2014) exerted an over-centralizing authority. As a
candidate to the post of Prime Minister in 2014, he promised to give more autonomy to the states.
The Election Manifesto of his party, the Bharatiya Janata Party (Indian People’s Party), committed
itself “to ‘place centre-state relations on an even keel’, ‘strive for harmonious centre-state relations’
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and ‘revive and make more active moribund forums like the National Development Council and
Inter-State Council.’”5
But Modi and the BJP are a part of the Hindu nationalist movement, a school of thought which has
traditionally been in favor of a unitary state for defending more effectively the culture of the majority
community.6 For the first time in Indian history, the BJP won an absolute majority in the Lok Sabha
(the lower house of Parliament) in 2014 and Modi had become Prime minister. In the first part of
this paper, we will show that the Modi government has not been fully faithful to the decentralizing
agenda that Modi had articulated during the campaign.
In the second part, we will observe that such a policy is not only at odds with the spirit of the
Constitution, which codifies in detail the Indian federal system, but also contrary to a strong
tendency of the Indian political trajectory: the rise of regional parties for over thirty years, a political
development that refers to cultural, economic, and social realities that all companies investing in
India have faced. We will explore them too, in order to evaluate the diversity of India, which the
economic liberalization of the 1990s has accentuated further in socio-economic terms.
Map 1: The Indian Union
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The Centralizing Tendencies of the Modi Government
Narendra Modi’s government is heir to a political tradition that has never fully accepted the cultural
diversity of India, believing that the country’s identity is embodied in the Hindu majority and in Hindi,
a northern language spoken by less than 50% of Indians. While Modi, who had governed a state of
the Indian Union, Gujarat, seemed to give reassurance of his support for federalism when he took
office, the country has experienced a noticeable process of centralization over the last five years.

Institutional and financial reforms
Few weeks after taking over, in his first Independence speech of August 15, 2014, Narendra Modi
announced his plans to dismantle the Planning Commission, a creation of Nehru, which, in his view,
had been responsible of excessive centralization of power – after all, the Prime Minister, since
Nehru, presided over the Commission. In January 2015, the Commission was replaced with the NITI
Aayog (National Institution for Transforming India Commission)7, a new body that was supposed to
“bring states to act together in national interest and there by foster Cooperative Federalism.”8 The
cabinet resolution establishing the NITI Aayog explained that the “States of the Union do not want
to be mere appendages of the Centre” and it endowed the new body with the task to reshape this
relationship in such a way that states became “drivers of national development.” Indeed, Narendra
Modi often refers to NITI Aayog as “Team India”, suggesting that it stands for the collective formed
by the Centre and the states.
Secondly, within the NITI Aayog, a panel of Chief Ministers, headed by Shivraj Singh Chouhan, the
then head of the government of Madhya Pradesh, recommended the reduction of the CSSs from 72
to 30 and the recognition of a clear distinction between the CSSs forming “the core” of New Delhi’s
social programs and those which were not seen as priorities. In the same vein, the panel
recommended that the share of the flexi funds which is a allocated component within the centrally
sponsored schemes (CSS) to provide, increased flexibility to states to meet local needs &
requirements and to foster innovation in building efficiency within the overall objective of any given
scheme at the sub-head level could be shifted from one of the CSSs to other programs according to
the circumstances, should increase from 10 to 25 per cent of the total9. This component also deals
with relief during natural calamities or internal security disturbances."
Thirdly, in 2015, Narendra Modi also accepted the recommendations of the 14th Finance
Commission to increase by ten percentage points, from 32 to 42 per cent the state governments’
share in the divisible pool of taxes in order to improve their financial autonomy.
Thirdly, the BJP started to fulfill one of the promises it had made during the 2014 campaign, which
is to create regional councils bringing together states with similar problems so that they could share
their best practices. Indeed, the Modi government created the Himalayan State Regional Council,
which is now made up of Jammu and Kashmir (which then had no government), Uttarakhand,
Himachal Pradesh, Arunachal Pradesh, Manipur, Meghalaya, Mizoram, Nagaland, Sikkim, Tripura,
and some districts in Assam and West Bengal.
But this Council was created at the very end of Modi’s first term, in 2018, and it was the only one. In
fact, most of the BJP’s promises of decentralization have not been implemented fully and others
have, on the contrary, resulted in more centralization.
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The recentralization of power
The recentralization of power under Narendra Modi resulted from both, institutional developments
as well as political practices.
-

Institutional contradictions:

The decentralizing intentions that the reforms mentioned above reflected from 2015 onwards were
contradicted in many different ways.
Firstly, NITI Aayog remained a weak institution. Not only it was much smaller than the Planning
Commission in terms of staff, but it lacks expertise in many domains. More importantly, it has no
resource and grant distribution authority. As a result, the power that used to be exerted by the
Planning Commission has, in fact, been transferred to the Ministry of Finance.
Secondly, another major institutional reform, the introduction in 2016 of the Goods and Services Tax
through the 101st amendment to the Indian Constitution, had a clear centralizing effect. This Indian
version of the VAT, which was intended to unify the national market by harmonizing the fiscal rules,
reduced the financial autonomy of the states which, till then, were fully in charge of their sales taxes
- whose rates they could change according to their needs10. In the name of “shared sovereignty”,
the GST (that replaced the sales taxes and other indirect taxes) is monitored by a Council where the
states have only two thirds of the voting rights. The Centre, which owns the remaining third has
presented this reform as a sign of its commitment to federalism, but many states have expressed
their reservations because any decision can only be made in the GST Council if it gets 75 per cent of
the votes – a proportion that gives a veto power to New Delhi, a power centre which, on the contrary
can prevail if it gets the support of only 19 states. Here, it must be noted that these states may be
very small as in the GST Council each state has the same number of voting rights, irrespective of its
population. It must also be noted that the decisions of the GST Council are binding to Parliament –
in contravention to the principle of parliamentary sovereignty.
Thirdly, in 2017, the Modi government had the Inter-State River Water Disputes (Amendment) Act
passed, which was supposed to handle these problems, but, in practice, the Supreme Court
resolved the legal dispute between Karnataka and Tamil Nadu regarding the Cauvery River by
requiring the creation of the Cauvery Management Board, which the Modi government established
only after the Supreme Court itself followed it up with him. The conflicts opposing the states of Delhi
and Haryana on the one hand, always concerning water issues, and, on the other hand, Karnataka
and Maharashtra regarding issues of defining their borders, were not handled by the authorities.
Fourthly, while the BJP had promised to revive the Inter-State Council, this body-which has been
created for promoting cooperation between states (see below)-has been convened only once
during Modi’s first term.
In addition to these institutional contradictions, the Modi government’s practices have not reflected
a strong commitment to federalism.
-

Exerting power, the concentrated way:

First, in contrast to the initial discourse of Narendra Modi vis-à-vis the Centrally Sponsored
Schemes, the importance of these programs has not diminished: while Modi resented the CSSs that
had been initiated by his predecessor, he was naturally more favourably inclined towards those he
initiated himself. The Swachh Bharat Mission (the Clean India Mission) is a case in point: its budget
jumped by 288 per cent between 2014-15 and 2016-17. The Pradhan Mantri Awaas Yojana, a
program intended to build houses for the poor, saw its budget rising by 51 per cent over the same
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period. As the name of this scheme suggests, most of these initiatives were closely associated with
the personality of the Prime Minister, whose photograph was almost systematically shown on the
ads publicizing these programs. Correlatively, the communication budget of these CSSs
represented sometimes more than the operational expenditures.11 This political (and even
electoral) dimension of the CSS was criticized by opposition ruled states “as the prime minister
directly claims credit for flagship national schemes”. But the politicization of the CSSs was not the
only problem they took exception of. They also denounced the fact that the Terms of Reference of
the new Finance Commission, in charge of dispatching funds between the states (see below), for
the first time mentioned that one of the criteria presiding over this distribution of funds included the
states’ “achievements in implementation of flagship schemes of government of India…”12
Secondly, Narendra Modi did not consult the Chief Ministers even when taking decisions with
consequences as significant as “demonetization,” a term used to describe the abrupt withdrawal in
2016 of 500 and 1000 rupee bills, or 86 per cent of the currency in circulation.13 This order from the
central government, decreed in the name of the war on dirty money and corruption (on which it had
no significant effect) crippled the informal economy- which employs 90 per cent of the active
population, who were suddenly deprived of the cash that they generally use.
Thirdly, some politicization of the position of governor, which according to the Constitution of 1950
must establish a “living connection” between the states and the central government, has also taken
place over the last five years. Named for five years, officially by the President of the republic, but, in
reality, by the Prime Minister, the Governor is supposed to ensure that the Constitution is respected.
This position, which was initially held by qualified individuals was gradually reserved for figures
from the party in power, for whom the Prime Minister sought a golden parachute, a cushy donothing job, or a reward for services rendered. In this way, the position of Governor has been
politicized and governors have played a political role in the service of the party in power. This
development reached its peak during the term of Narendra Modi, who named BJP veterans to
positions of governor and was able to count on their support. For example, in the state of Goa, after
the 2017 elections, the Governor, in a surprise move, called on the BJP to form a government,
although the Congress Party had a larger number of representatives, though still without a majority.
The Governor admitted to having taken this decision after asking the advice of a minister in the Modi
government, which is not in the spirit of the Constitution, but allowed the BJP to form a
governmental coalition. The same situation played out the same year in the state of Manipur. The
role of the Governor was also controversial in the state of Delhi, which does not enjoy as much
autonomy as the others and whose Chief Minister, Arvind Kejriwal, has been one of the most
vehement opponents to Narendra Modi. In this state, the Lieutenant Governor has made the life of
the government particularly difficult.14
Last but not least, in another infringement on good constitutional practices, Modi’s government was
the first, since the 1990s (see below)15 to make use of the President’s Rule, an emergency procedure
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that allows the central government to take control of a state.16 It abused this rule in Arunachal
Pradesh and in Uttarakhand, where it wrongly claimed that the government — led by the Congress
Party — no longer had a majority in the assembly. The Supreme Court had to force the government
to reverse its decision, something that had never previously occurred in Indian history. The attitude
of the governor of Arunachal Pradesh had been criticized so strongly by the Supreme Court that he
had to resign.
The imposition Governor's Rule (a local version of the President's Rule) also seemed abusive in
Jammu and Kashmir in 2018, given that a coalition of political parties allowing the formation of a
majority had emerged when the decision was taken; in fact, this was the reason for the decision.

Financial Tensions
A similar gap between the election promises of candidate Modi and his practices as Prime Minister
can be seen in the financial domain. Traditionally, the states are in a delicate situation here insofar
as the tax revenue that was attributed to them in 1950 (sales taxes and farming income taxes) is less
than what the federal government collects (income tax, corporate taxes, customs duties, etc.). The
states are partly responsible for their chronic deficits because for decades they have preferred not
to tax the farmers in order not to alienate these voters, who are still very numerous and vulnerable.
But in any case, taxes on rural dwellers would not suffice to counter a strong tendency: the taxes
that are more and more profitable are those that the central government collects and those levied
by the states currently allow them to fund only 45 per cent of their expenses, versus 80 per cent in
1950.
Traditionally in India, financial transfers from New Delhi (which collects most taxes) to the states
were carried via three mechanisms: the CSSs, the Finance Commission, which distributes twothirds of the total and attempts to reduce regional disparities by taking into consideration the level
of mass poverty and demography, and, on the other, the Planning Commission, which was replaced
in 2015 by the NITI Aayog, as mentioned above.
The Finance Commission has posed new problems under Narendra Modi. The Terms of Reference
(ToR) of the Fifteenth Finance Commission intend to use the demographic criterion in a way that the
southern states deem unfair, given that their efforts to reduce the birthrate is bound to have
detrimental effects. While the Fourteenth Finance Commission had determined its distribution by
weighting an older census (that of 1971) more heavily than the most recent one, precisely to avoid
penalizing the southern states who had made efforts to contain their demography, the ToR of the
Fifteenth Commission considered only the census of 2011. Consequently, for one rupee of income
tax from Kerala, this state would receive only 25 paise (cents) in return, Tamil Nadu, 40, and
Karnataka, 47, whereas Uttar Pradesh, on the other hand, would receive 1.79 rupees. In reaction, in
April 2018, Kerala, Andhra Pradesh, Karnataka and Puducherry met in April 2018 and protested
against what they considered an unfair project.17 West Bengal, Punjab and Delhi joined them in this
protest one month later. They’ve have written a letter to the President of the Republic, who is
supposed to be a neutral head of state...
Last but not least, as mentioned above, to improve the financial independence of the states, it was
decided in 2015 to increase by ten percentage points their share in the divisible pool of taxes. But
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this measure, which was announced to great fanfare, turned out to be of little benefit. In 2016-17,
on average, taxes collected by the states represented only 45 per cent of their resources.18

Political Centralization
Conflicts between the Modi government and state governments are particularly intense when the
latter are led by parties other than the BJP. For instance, Kerala, which was headed by the
Communist Party, resented the fact that, after suffering from catastrophic flooding, it was not
allowed by New Delhi to accept aid offered by the United Arab Emirates (with whom the state has a
close relationship because of the Kerala migrants in the UAE).
According to K.K. Kailash, “non-BJP opposition has often noted that agencies like the Income Tax
Department and the Enforcement Directorate have been selectively used to target opposition
leaders in different states. In November 2018, two states (Andhra Pradesh and West Bengal)
withdrew what is called their ‘general consent’ that allowed the Central Bureau of Investigation
(CBI) to function in their respective states. Things took an ugly turn in West Bengal when the CBI
attempted to interrogate and arrest the Kolkata Police Commissioner in connection with their
enquiry in two corruption scandals. The fracas in Kolkata and the public spectacle it generated was
not in the spirit of cooperative federalism.19
But the centralization of power does not affect only states led by opposition parties. Modi is at the
forefront during regional elections even in states which are old BJP strongholds. The BJP no longer
runs in provincial elections behind a regional leader who is projected as the next Chief Minister in
case of victory, but behind the Prime Minister who then designates the Chief Minister after the
victory. From 2014 to 2017, this allowed Modi to hold mini-referenda supporting his image of
invincibility almost every six months and this has prevented the emergence of regional leaders who
enjoy their own legitimacy — and who could become rivals. This modus operandi was illustrated
starting in 2014-2015 with the nomination of Anandiben Patel, Devendra Fadnavis and Manohar Lal
Khattar to lead, respectively, the governments of Gujarat, Maharashtra and Haryana. The role that
falls to individuals without, sometimes, any political base, weakens the party and strengthens the
centralization effect, since some of these Chief Ministers return to New Delhi to take their decisions.
The Modi government’s centralizing policy not only goes against the Indian institutional
architecture, but also the political trajectory of a country where regional or even regionalist parties
have continued to be strong for 25 years and where the urge to centralize, historically, has always
been the cause of dysfunctional tensions or even of crises.

The Teachings of History
Federalism is older than the Indian Union itself because during the colonial period, the British had
already divided the country into a dozen provinces (with the addition of a myriad of princely states
led by more than 500 Maharajahs and Nawabs). These provinces were the first to benefit from the
process of democratization that was implemented through the reforms of 1909, 1919 and 1935. In
1935, the Government of India Act granted a form of government and parliamentarianism to these
provinces, which, therefore, constitute a political framework older than the nation state that was
born in 1947. They were granted important prerogatives in the 1950 Constitution, even if, following
Partition, a trauma that gave birth to Pakistan, the Congress opted for a stronger government than
it had previously envisioned within a system of “cooperative” federalism.
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“Cooperative” Federalism ?”
The Constitution of 1950 established three lists for the division of authority between the Centre and
the states: the list of the Federal Union has 97 articles where we find, naturally, everything related
to national defence, international affairs, communications, and currency; the list of the states has
66 items, including police, education (until higher education), health, agriculture, industry, and
local governance. This last point is very important because it allowed the state governments to
maintain the municipal councils under their control, despite the 73rd and 74th amendments to the
Indian Constitution which, in 1993, sought to strengthen the municipal level in the hierarchy of
levels of governance. Finally, the Concurrent List has 47 areas on which the Centre and the states
are supposed to work in collaboration.
In practice, in addition to this Concurrent List, the central government and the state governments
are called on to collaborate on practically a daily basis in the context of a federalism that is, indeed,
called “cooperative,” in contrast to a more classical type (such as that seen in the United States).
Not only do the areas of responsibility overlap, but also the implementation of laws passed by the
national parliament falls to the states, except in some areas such as those related to sovereign
power (defence, foreign affairs, etc.). Moreover, it should be noted that the national civil servants,
who are the heirs of the elite Indian Civil Service under the British, which was renamed Indian
Administrative Service (IAS), shuttle back and forth every three years or so, between the state
where they are assigned and New Delhi. They are the living symbols of this cooperation between
the Centre and the states.
The centralizing bias of Indian federalism is not only due to the role of the powerful administration
of the IAS, but also to the way in which the upper house of parliament, the Rajya Sabha (Assembly
of States) is appointed. Intended to represent the states of the union, it has a number of
representatives that is proportional to the populations of the states, and not an equal number of
representatives per state as is the case in the United States, for example. Indeed, the problems of
the states are not discussed in this assembly in particular.

Nehru, or the Art of Defusing Tensions between the Central Government and the States
As the constitutional framework left politicians wide room for maneuver, the degree of
centralization and decentralization of power varied a great deal throughout Indian history, with
each phase of centralization leading to a crisis.
In 1947, the provinces inherited from colonialism were problematic because their borders had been
drawn arbitrarily by the British and they therefore included linguistic groups as varied as, for
example, in the province of Bombay, speakers of Gujarati in the North, Marathi in the centre, and
Kannada in the south. Similarly, the province of Madras had speakers of Tamil and Telugu, etc. After
1950, the contradictions between the linguistic map and the political map was especially
unsustainable since India had officially recognized 22 regional languages in the Constitution and
the dominant party, the Congress Party, had based its organization chart on the linguistic criterion
as of 1920, at the request of Mahatma Gandhi. The leaders of the regional branches of the Congress
Party thus demanded that Nehru make the borders of their states respect the linguistic boundaries.
Nehru refused in the name of a relatively centralizing vision of the nation as a community-ofcitizens-transcending-regional-identities. The result was an open crisis within the Congress Party.
To resolve it, Nehru yielded, and, starting in 1953 and even more after 1956, the redividing of federal
states on the basis of the linguistic criterion suddenly gave these states a new cultural and political
coherence, as if they were now little countries. Not only provinces developed strong identities, but
they were headed by regional “bosses” often well entrenched in their strongholds.

Nehru was a good sport and adapted to this new power relationship, allowing the assertion of the
states. He adapted so much, in fact, that he took care to consult the heads of the state governments,
whether they belonged to his party or not, on all important issues. To do this, he wrote them a letter
every two weeks, which also had the goal of informing them of his projects and accomplishments.

Indian Federalism, a Collateral Victim of Indira Gandhi’s Populism
Nehru’s daughter, India Gandhi, gradually broke with her father's practice. Starting in the 1970s,
she centralized the political decision-making process in a system that was perfectly parallel to her
populist style, through which she attempted to connect directly with Indian citizens in order to
short-circuit the party bosses who wanted to control her. From that point on, she avoided allowing
the regional bosses with a strong base to establish their authority within the Congress Party, for fear
that they would resist her. Instead, she installed men whom she had selected herself. In the states
governed by the opposition, she attempted to undermine the Chief Minister and did not hesitate to
use the President's Rule. While this procedure had been applied only 10 times between 1950 and
1967, it was used 40 times during the following ten years. Indira Gandhi continued to use it after her
return to power in 1980 (after less than three years in the opposition between 1977 and 1980), with
her reign marking the first apex of Indian centralism.

1990-2014: The Assertion of Indian Federalism
The 1990s marked the beginning of a “refederalization” of the country for three reasons. Firstly, the
judges on the Supreme Court, who, until then, had supported New Delhi in its centralization efforts,
changed their minds. In 1994, they declared that, as Indian federalism was part of “the fundamental
structure” of the Constitution, it could not be jeopardised. Then, in the case of S.R. Bommai v. Union
of India, they indicated that the use of Article 356 is subject to the approval of the two houses of
Parliament. Between 1997 and 1998, the President of the Republic K.R. Narayanan used this
argument to refuse to apply the President’s Rule as the Prime Minister demanded.
Secondly, Indian states benefited from the weakening of the federal government, which sped up in
the 1990s. On the one hand, due to a deficit, the federal government cut social aid so much that the
states sometimes picked up the slack to maintain aid at a level that was bearable for the population,
or to maintain the universal nature of the aid (as in the case of the food aid of the Public Distribution
System). On the other hand, the economic liberalization of 1991 (also due to deficits that led to a
structural adjustment plan supervised by the IMF) liberated the states from the oversight of New
Delhi in many areas. In particular, it allowed them to attract foreign direct investments (FDIs) and
to negotiate financial support with international organizations such as the World Bank or the Asian
Development Bank.
Thirdly, the redecentralization of the Indian government can be explained by the electoral decline
of the Congress Party, which lost and did not regain its majority in parliament, ceding power to the
Hindu nationalist party, the Bharatiya Janata Party or BJP (Party of the Indian People), and regional
parties. These parties, which usually exist in only one state, ended up capturing 50 per cent of the
votes in general elections. As no single national party could govern India alone anymore, the country
entered the era of coalitions. In 1991, the Congress Party needed support from the outside. From
1996 to 1998, a “third force” made up of regional parties formed a government. In 1999, the BJP
created a coalition, the National Democratic Alliance (NDA) that was made up of 15 regional parties
and would lead India until 2004, when the Congress Party created its own coalition, the United
Progressive Alliance (UPA), which would govern India for ten years due to the approximately 20
parties that participated in it at one time or another.
The era of the coalitions was naturally favorable to decentralization: to obtain the support of
regional parties, the BJP and the Congress Party had not only to offer important ministerial

portfolios to their leaders, but also remain attentive to the regions, even investing in them to
develop their industry, infrastructures, universities, etc.
In addition to its effect on political practices, this tendency towards increased recognition of states’
rights took the form of governmental decisions on the institutional level affecting the future. Firstly,
the coalition government of V.P. Singh created an interstate council in 1990. Comprised of the Prime
Minister, six of his ministers (including the Minister of the Home Affairs) and all the Chief Ministers,
this new institution was intended to promote decentralization, especially the transfer of additional
funds to the states. It met 5 times during the 1990s and 5 more times during the following decade.
It met only one time under Modi, in 2016. These meetings were an opportunity to condemn any
abuse of the President’s Rule, which, in fact, was no longer used except in the quite unusual case of
Jammu and Kashmir in 2018. Secondly, in 2000 New Delhi granted the request of three regions who
were seeking to have additional states created: Uttarakhand, Jharkhand and Chhattisgarh. In 2014,
one more state, Telangana, was created. Thirdly, the senior civil servants of the IAS were gradually
integrated into the state governments to which they were assigned to the point of being recruited
by a growing number of government leaders to be part of their cabinets. While in the past the states
saw them as “the eye of New Delhi,” they now appeared to be “the eye of the states” when they were
appointed to the federal government.20
While the trajectory of Indian federalism is not at all linear, a strong tendency can be detected
through the assertiveness of the federated states, which are not only governed by regional parties
that are as important as the national parties, but are also necessary to form majority coalitions in
New Delhi. This tendency toward more decentralization, which the victory of the BJP, with only 31%
of the vote, has sought to counteract since 2014, is the political reflection of regional diversity that
is based on cultural, economic and social criteria.

The Indian Mosaic: From Socio-Cultural Diversity to
Economic Competition
Indian federalism is not only the product of the linguistic diversity of India. It also expresses
disparities that can be measured by many social and economic indicators-something to which
foreign companies investing in India should pay attention. Foreign companies soon realize that they
are establishing themselves not only, or even not primarily, “in India,” but in Tamil Nadu, Gujarat or
Maharashtra.
Not all Indian states attract investors-far from it. Maharashtra alone represents one third of FDIs,
followed by the state of Delhi with one fifth, and the four states of Karnataka, Tamil Nadu, Gujarat
and Andhra Pradesh together count for about 5 per cent of the total each. The last quarter is
distributed among approximately twenty states. These disparities are linked to public policies that
could change with governments, but also to more structural factors such as the state of
infrastructure and the quality of human resources-as well as that of the local government.21

Unequal Policies to Attract Investment
Some states have attempted to attract foreign investors by implementing specific policies that
generally combine three parameters:
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the development of Special Economic Zones (SEZs) offering advantages in terms of
taxation, customs duties and labour law.22
special access to the land required to establish operations (and, especially, to build a
factory).
simplified procedures reducing the time required to begin industrial or commercial
operations.
To measure the attractiveness gaps among various Indian states from the viewpoint of this last
criterion, New Delhi introduced a ranking based on the World Bank’s “Ease of Doing Business.” In
2018, the top five states were Andhra Pradesh, its neighbour, Telangana, Haryana, Jharkhand and
Gujarat. While this ranking differs from that of the favorite destinations of foreign investors, it is
because other factors must be taken into consideration, beginning with the level of
industrialization.
These disparities have something to do with the state-wise density of the SEZs. There are 40 in Tamil
Nadu, 31 in Karnataka, 30 in Maharashtra, 29 in Telangana, 20 in Gujarat, 19 in Kerala and 19 in
Andhra Pradesh.23

Uneven Industrialization
One of the most important types of infrastructure for manufacturers is naturally the energy supply,
which was for a long time extremely troublesome, with inopportune electric outages requiring
companies to build their own power plants. The problem has practically disappeared. It continues
only in a few of the least industrialized states, such as Jharkhand, Bihar, and Jammu and Kashmir.
In fact, the infrastructure performance of Indian states goes hand in hand with their degree of
industrialization. The five states with the most factories are Tamil Nadu (37,378 factories in 201314), Maharashtra (29,123), Gujarat (22,876), Andhra Pradesh (15,719), and Uttar Pradesh
(14,463). While these five states had 53 per cent of the factories in India in 2014, the density of these
production plants was of course greater in the least populous states, Tamil Nadu and Gujarat, which
represent two models of industrialization in India, each in its own way.
The former is more open to labor intensive manufacturing activities, while the latter has more large
capitalistic companies: in 2013, Gujarat represented 17.7 per cent of the fixed capital in India, but
only 9.8 per cent of its factory workers, while Tamil Nadu represented 9.8 per cent of the fixed
capital, but 16 per cent of the factory workers.24
This results in noticeably different industrial cultures that often reflect old social structures and
affect both business circles and administration-and even the political sphere. Tamil Nadu, has
myriad towns of average importance that are specialized in industrial activities ranging from textiles
to mechanics and which were each originally supported by a dense fabric of small and mediumsized businesses. Gujarat, which has had international trade since at least the 19th century and is
known for the business sense of its merchant castes-which are very influential locally-shifted to
industry in the 20th century and gave rise to the country’s large companies (Tata, Ambani, Adani,
etc.). Their economic ethos has penetrated all spheres of society, with politicians and civil servants
embracing economic logic and protecting businessmen against government intervention.25 In
contrast, in Tamil Nadu, while the merchant castes played an important role, including very early on
22
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in international trade, they never dominated society. Political authority and bureaucracy remained
relatively external to the business world, allowing the economic fabric to develop in a more
balanced, independent manner.26

From the North-South Division to the Syndrome of the BIMARU States
The environment created by the overall development level of a state is important to economic
operators, one reason being that the higher the overall level is, the more the local market will thrive
and the more educated the human resources will be.
From this point of view, the gap between north and south has continued to widen. But in addition to
the north-south division, it is also possible to isolate a group of states who are the inheritors of the
BIMARU states. In the 1980s, this anagram, which meant “sick states,” referred to Bihar (and
Jharkhand, which was then part of that state), Madhya Pradesh, Rajasthan and Uttar Pradesh. While
these four states still have in common poorly-controlled demographics (see graph), Rajasthan has
changed category, while Orissa and West Bengal have become “sick” based on the maps below.
Graph 1: A demographic transition with varying geometry

The per capita GDP of the three richest states represents 300 per cent of that of the three poorest
states, while it represented only 150 per cent in the 1990s. Economic liberalization has resulted in a
widening of the gap between rich states and poor states.27 The following maps display a more
finely-honed analysis by distinguishing the cities from the countryside and by using household
expenses as the indicator, which is much more relevant that per capita income. We observe that a
state like Maharashtra, which is prosperous because of Mumbai, suffers from an agricultural crisis
linked to an alarming rainfall shortage and reduced groundwater-phenomena that are also present
in Gujarat and elsewhere.
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Conclusion
The recentralization of power that the Modi administration has sought during the last five years
partly explains why India is now considered to be a case of centralized federalism, like Australia.28
This march towards a unitary state is partly due to the concentration of power in the hands of one
man, partly the reflection of the BJP nationalist Hindu ideology, a vision of the world that strives to
impose the culture of the majority community of India on everyone else-as shown by the increasing
use of Hindi by the authorities.29 Ajay Kumar Singh convincingly argued that, as a result, India was
heading towards what is known as “national federalism”, a variant of this “ism” that he defines as
follows:
“In this form of federalism, sovereignty and autonomy of units have no intrinsic value. Units are
viewed as partners in the national governance agenda of the federal government. For national
federalism, the term ‘cooperative federalism’ acts as signifier of collective governance.”30
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One of the main features of this version of federalism listed by Singh must be emphasized: “the
Centre and states are viewed not as distinct and separate structures but as parts of one integral
national whole”. This is perfectly in tune with the ethnic definition of the nation that the supporters
of the ideology of Hindutva are propagating.

This approach is counter to the reaffirmation of states’ rights by the Supreme Court and the effects
of economic liberalization, which have all contributed in their own way to the renewal of Indian
federalism starting in the 1990s. Moreover, Narendra Modi’s attitude is somewhat contradictory
insofar as he attempts to concentrate power in New Delhi while inviting the states to assert
themselves economically. He called on them to embrace a form of “cooperative and competitive
federalism” on the occasion of the launch of NITI Aayog. His political centralism goes hand in hand
with a certain economic liberalism-at least in theory- for in practice, the former dominates the
latter, establishing an Indian-style “crony capitalism” with detrimental effects.31
Certainly, the Modi government may consider that “cooperative federalism” is something of the
past, as the BJP’s hegemony is conducive to a new form of “national federalism”. After all, the BJP
has won an absolute majority for the second time in May 2019, jumping from 282 to 303 seats. But
this success runs parallel to many setbacks at the state level. In fact, the BJP has not won any state
elections, except in very small states, since 2017. Not only it has not been able to win in Rajasthan,
Madhya Pradesh, Chhattisgarh and Telangana in 2018, but in 2019, it has also failed to win in Orissa
and Andhra Pradesh, two states which were voting for their assembly and their Members of
Parliament at the same time. Very interestingly, many voters supported BJP in the Lok Sabha in
order to keep Modi as Prime Minister, and for other parties for the regional elections in order to have
them rule their states. This disconnect shows that regional identities remain strong and that
federalism, therefore, is well entrenched in Indian politics.
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