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A 13ST Mcr 
It is a bolcHtJ f1elcj view tloat tloe yeveV\.L<e assigv\'VlAe"'t pyoble~A iV\. a {ecjual set L<p is less 

cf1allevegiveg tloave p,'oble",-s witveessecj ive ivctergovem,VlAeve,M fescal t. "ve.';fers fyo"",- t~e {ec>eral 

to stC1te ooverll\.ltlAeVl.ts. T~e ~ssue of chaltev..Cles to iV\.t~rCOO\/trV\."",-eV\.tal trClV\.sfer st,.lstevv.. aII've;;{ 
-' ".J -' <..J 

posstbl ~ alttyveattVes of avoic-itveg tloeVlA cjic> veot loowever, attract VIA"clo attevetiove tve IOtlotopta as 

ti1etl deserve. 110ts paper is t~eve especiall(j targete? to fell tfle gap ive (flo, ,egarcj. 

IVltet0oveyV\.;..v...eVi..taL {t.scuL tnAVl.s{er (tV\. EtVil.opla) LVl.voLves two trClV\.s{e rs. Flrst, we V!C!ve grch·\.ts 

(v.veco",-,httove"l aV'.c-i coV'.c-itttoveal) (flat tfle {ecjeyal gove''''-'''Aevct cjevolves to ti1e states . secovecj, 

tViere i.s rtveVl.ue s~ClI"i.V\.g wViue the fed.eral gove rV\.vAeV\,t .;v.lA rts. ll.1t reveVl.L.{es. it hC1S colLected 

{I'DIr....... tile c.OV\.CU t'l eV\.l jU.t'i.c;C(Lc~LOV'l.-S eVl.vl,sagect L,{V\.c{er" article ~!=: of tile covv:;titUtLOl't . 

Ivd.t'r0cven.'\.V\Atll\tClL fiscal trav-"s':ers LS especialL(j c~laLLeAei.V\.~ LVI. tho-:e COL-<V',,·_yles \~/lieYe SLAb 

~'\.ati.ovl-al eV'¥tt.:i.e.c:. a~'e subStOV\.:.LClLl1:::1 o.tpev\'O:~Vl.l Ov\, t~e {e.cierCll goveYVl.VlAcVl.t to covey tltl~ tLOV\'S 

s~{/.e of (flet" expevecjitL<res. Et~topta is aWcoVl-g sL<cf1 coL<",tyies w~eye ovee WV\, obse ,ve ;"L<ge 

ftswl t~Abalovece tetWeeV\, tfle two tte. s of goveyvc",-e"t t"at left t"e states to expect fecje .'al 

t"ClV\.<;fei$ for tt1etj cOlAle( V\.ot cover V' .... ore tVlaV\. 2Dfo of tlle!..t' eX1JeV\.c{Lture tMtOL<0:.-t tilei.t' O~'IV'~ 

SOL<rces. After rev,ewtveg tfle extst,veg l,teyatC{yes ove ftscal lya"s{ns. exp lo rtveg t"e exl'eyievcce of 

tflree fe:;;era l coC{vetrtes ove ti1e issC{e, avecj avealtJztveg tfle tax assigV\.w.evet Clve~ ftscal tyavcsfer 

provLsLDV\.$ of tt1e r-DRE COV\.stLtl.{tLOV\. Wltltl tne Cl.{yreV\.t. prDc.tlce. tYle pDper wO!A.Ld. V'Ao.kt Lt clear 

t"at t~e 2007 ave~ 2003 gyavet fO "VlAL< las, tfloL<gf1 al'pyectativeg tve tfleiy atte""pt to yec(tftJ tfle 

gap betweeVe reveV\.L<e wpactttJ avecj fescCll vctecj of tfle states (as cjata allow), tS problew.attc rOY 
lloe!:1 {)o vcot e""plotJ vaytables COVl<pllYocle across ,,,,,ts of gove n.-.V>l.evets o"cj tloe yole o( ,"e I-IOF 

oV\.ttj covO'\vt.\.eVl.ces aft.er the fej,e iaL goverV\,V' ..... eV\.t r!A.Lec( OV\, tnt SYlo.re c(i.t;t.e,-s.::.'l as CI r::gLoV\.JL 

sc<tSt"tJ, [fie oygaVe cL<Yrevetl[j ev.t'L<stecj btJ t"e fi OF lo prepoye gyavet aVl.d yeve""e shO,t"g 

rarlt'Av..la ~Vl.c( l!\<1.octLftl tVie SYlate of tv,e stcf:..e CIS CtrGUV'A.stC!V\.ces. cYlaV\.ge LS V\.O~ effectLve. T lie pap::r 

aygL<es tOat t;" e pyevaleVet vertical festal i,,,bala,,,ce of t~ e states iVe Et;"iop ta coC{l~ veot o",ltJ ile 

recti.fled. U'lrougYl (i.scat traV\.s{er$ C!V\.C( vIe snould. SOL<gl1: sovv~e other op:~ov ... s :0 eVLo1,:po'/ltt' ttle 

ftSWl Wl'acittJ of l~e slates sC{cfl as ~ricjgtvcg the gap cetweeve reve",-ue l'0:ev.ttol aV'.~ actual 

tevevtv..e cftlrlc states, revts.LhV\.g tv,t F-DRE coV\.shh{tLOV\. (LVl.clucHVl.g tn e C(; v~cv..rreV\.t jt.{ri.s~ict~ovt) 

·~o ""'LV. I'~.ore tax j[,{r~sGh.choVl.s to tt1e states., ClV\.d. eVl.v,Clv~clV'_g tv,e~r role at least ~V\. rcv::v~lI.: :: 

S:'...{r:es :'.<.cll-{s,LveL(j aSc;t0V'~ej, to tlleViA . 
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CH A PI~& ON E :l,'!"lT RO V OCTI Ot} 
1.1 Backgrou nd 

Fi ~cl l I-t,tk'rali sm is essentially the ch()ic~ and di stributioll of fi scal th.:ci s ion making po\\'-.'r across 

multi ll'\ 'ekd go\'Crnmcllls. [ To di strihute ti scal dec ision Illaking f1t)\\\..'r aCrl)SS multi h,.'vdl'd 

gO\t.'rnmt.:nt s. SOIllC countrit."s im pk' ll1 el1ll:d fi sca l d('cl'nlraliz~ltioll wherc..: as othl'fS opted only lu I' 

(k'cunct.'l1trat ion u r ccntralizt.'d deci s ion Ill:.lking \\itilollt actua l fiscal lkcl'nlralization.~ Thl'I\~ 

~Irrh.:ars to he..: scholarl~ unanimity on thL' oCIlI..."it s a country could tkri\ L' from li se!! 

ck'cI..-'ntrali7ation h~call sl' the negat ive multiplier l'fI~ct s or [i scal cl'1l1r~ lIi sm arc 1'1l0rlll(lllS and 

ab,}\ ·~ all in~ol1lp 'lIibk wilh Ih~ ckllwnds or k ckrcdi SIll. 

II is no\\' ~llllos t t" O decades since the l'eckra l s tru ctu r~ is s~ t up In Ethi op ia b\· th,' adoption or 

th,' i'rdns itional Chan.:r in 19') I and the subsequen t ratilieat ion or th~ Fetkral J)~lllocrali c 

Republic o r Ethi op ia (rDRE) Cons tit ution in 1995. The Constitution has al so di stributed the 

li Sl'~ 1 decisio ll mak ing powers l1L~t\\ 'c~ n the fcdc'ral gon . .'rlllllen t and lhl~ nine r~ g i onJ I StalL's . The 

theo ry of li sc;t1 deccntral ization. in ter alia . in\'o!veS the ass ignment of rL'spollSibililics and 

functions nc t \\"l:cll the fceiL- faJ go\'crnmcnts and thl' suh-n:Hional gO\'l..'rI1I11CI1 1S and 1hL' ass ignml'nt 

01' t ~ l \.atioll pU\\l:rs. \\ ' hill: the I(Jrm..:: r imposes n dUl)' l)j' l'.'\pl'nditur...: . th....- [alk' r \,.'ntitll,.:s the bcar\.'r 

fur rl', '\..'lHll' C:1p~lcity 10 L'.\c'rci ~l.' it s cxpcnditurc: duties. 

1I 0\\ewr, it is usually contended that the exp"ndit ur~ res ronsibiliti~s il11p,1Scd up l1l1 sub-nati onal 

g~}\L'rnl1lL'nIS t~Jr nlLlrC excecd their n.:"cnul.;.' po\\c r \\hich puts them in dis~ld\ 'antagL'ous position 

b: k,ttillg Ihel11 substan tially (h:penden l on Ih~ centra l go\'c rllJl1~'nl at Ih~,: ~.'\pcn s!"'· of prl,:judicing 

th~i r autonol11),. In ot her " ·ords, the d istribution of th~ laX bas.: ( re\'L'lllI~ 1'0\\ <' r) or sub-nat ion,1i 

g(l\ "rIllllent s and the demand lo r publi c goods (t he ir ~xpL'nditurL' duties ) docs not 1()ll m,· ~qu a l 

p'-llll'rn .. lilt! thi s gi\'l'S ri sl' to till' l'tllCrgl' ncl' o f li scal i mh~llallcL' s , \ 'cnical or ho rizontal . 

A \ enica l fi sca l illl b~d a ll(, C' ~)l'('lIrs w hen 0\\ n rC\'Cl1li1': ~llld ... ·.\pcl1diturc c ~ l pncily \ )t' \'aril's !c\'c! s 

u!' ~U\L' rllllll'n t \\ithin :J Icdl'r~lIj \..)1l ;Ire unt...'qu:ll. .l 11 is thl' rL' ~ ull 01';111 ;lllocalioll df ('.\pc lldittll'l' 

I ,\ bu ;\ l o~ l' ,) . I· i') \." :11 r nh.:ralbJll and ib Di ')( OJlI l·JH :.. ,J\ ,Jl I;tbll.: :11 

. last \ bi l l'd on 15 10 201 0 
: IbJd 

'~)lL'S ~)t1 fi scal J"l'l k r:1lislll. Se n ict' 1) (' 1i\t'r~ :l lld C<lp:1 c i!~ nu i ld ill~: ThL' l':bl' 01 l) hiopJ.L ;n :Ji l:,b ll.: al 
. Lb [ \ i...,i l l'd on I." 1020 10, 
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responsibilities with higher cost than the source of re venue nssigned to sub- nationa l governments. 

Hori Lo ntal liscnl imbalance. un the othe r hand. occurs whe n the own li sen l caracities o f sub­

national gO\'t: rll l11~nls or the same level dirrer.-' II ('merges lIsually as a n.:sult of t:·I.\ ba~c..· due to 

un~\ 'C' n distribu tion of ('conomic ft: SQu rc('s and oC li \'ity ac ross rL'g ions \\ here as ('.xpcnuitun.: 

requirem en ts arC' spr('ad morc e\'enl).~ 

One of the r rincipal object ives of the la\\s and r olic ies on liscal feder;di sm is thc'll tu at least 

minim ize . if not gel rid o r. Ihese fisca l imbal ances that occ urred hetween the ICtk'nd go\'crnllll'IH 

and n.:gional gon.' rllllll.."nt s on Olll' hand and among n:gion:iI go \ 'crlllll l'llb 011 the oth\.."'"L /\ s suc h. 

the proble l11 o l' li sntl illlbalane'e requires nlL'asures th ;1I include the prtwi sinn ufsubsidies as well 

as policies that promote balanced growth of regiona l eCLl IlOllli es and their taxat ion bases. The 

mos t C0l11 1110 n practice is rroviding !edera l li sca l tra nsfe rs or subsidies to bridge the li scd gars 

in lhe regiona l go\'ernlll('llt s. 

Intergovernmental lisca l transfe r IS. the refo re. an allocation by the federal gOI·ernment as a 

l11 eans o f bridging the li sca l imba lances (ve rti ca l o r hori zonwl). Intergovernmenta l Ii scal 

transfers in\'oh'e IWO main decisions: the fecit-'ra l go\·~ rlllllc.:n l llt.!cJ s to <.kciJ(.' on tht:' aggr~gat(' 

rool of ledera l grants and the pool h~lS to be di stributed among the respe( til"l' 100Ier sub·n;lIion ~d 

gl.)\t'rnmenls.o The I'c:Jt'rai go\'!.~·rnIllC' nl 1l1i.1y lISC dillercll! raralllc.!ters hUlh to d('citit.! on tht.! 

aggregate pool and the 1I1ll0UI11 thaI is going to b~ di stributed to sub-nntional gon:rlllllt'nb. II is 

submi tk'd tha t the Illost conventiona l \\'ay to dis tri bute the p{)o l among sub-nationa l go'"crnrnc ll ts 

is the use o f some grant distribu ti on forl11ula that takes in to account di fk-ren t factors. The grant 

fonllula is. hOll'eve r. one of the· most contes ted issues of li sea l fede raii sill in Ill anv . iI· no t 1ll0S l. 

kdcr", ions and is usual lv subjected to frequ ent rel·isiollS thruugh ;,,·oid ing. modil\'ing the IIc' igh t 

;Iltached or including ec'nai ll criter ia IIhich a re hc lpl\d to rule ollthc gr;ull tha t lIil l be deluiled 

un each s llb-n ~lIi ollal gl)\\.'rnlllent. Nlany schotll rs or fi scal kJerali sl1l. 111('n.::1'0I"l'. a~rt'(' {hat 

intcrgm·erllmental li scal trans l;"rs arc acco mpanied by Illult i dimensiona l challenge'S that h;lIl1per 

d .... ·\oltltion pr t!rnrlls Ih l\)ugh formula s :tlllcn:lblc 10 al l J1~lrli l' S . 

1 lhid 
Ahu 1\1 (1::~"". I rn ~'rn~' 1 Su urC'~'. supra 1I0[~> J 

'· lh,J 
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Elhiuria is !lOI an e'xccpliun III lhc.:~c chalknges of intergovernmental fi sca l transkrs gi\'c,~'n thl: 

substantial ,kpencknce ora ll the nine regional stat es on thL' I","'w l go \'ernment ' anel the rcgional 

inequalitic:s or resou rce e ntl u\\ me nt s, The challeng.es o f in tcrgcH'c rnmL'lltal fisca l tr:lIlsfc:rs in 

Ethiori :l. then, re vo h 'c amund thesc lactors ol' li sca l imbal ,"lCt's, I:u rther, thL' \\eights attacheel to 

Ji l l~ rL'llt \a ri:lbk~s _ the.: justitinltion flH incl usion or nol Uf S:lllle is al su cil:dlcngillg, T ilL' absence 

o f L'xpli c it const itutional pl"lJ\ is ions to spec i(\' the absolute or rl.:'lati\ 'c [J1 ~ l gn itli lk 01- i:lggrc:gatc 

buelgetary r oo l lor the i'cdcra l grant is a lso thcre to tak e some sharc in the clwllengcs 01' 

i : thiopian in tc: rgoycrllllle.:ntal li se,lI transkr. TIll' practice.: of the Il ull~L' 01 rL'd('r~ lti o n or 

I'requL' llIly re\ ising tilL' grant l"llrmula is o n~ i llustration th: lt signili(' s 111.)\\ chalkng ing thl..!' li sc~ 1 

tnlll skr in tilL' present Ethiopia is , 

In Ihe Llhi l)pian Cllll t(..:' ,\L intergo \'l'rnmcnta l li scal tri.lll skrs al so in \o h'~s rC\'l'llUe sharin g 

g~ n ern tL' cJ th roug h the reeleral administration o f taxes \\ hi ch are the concurrent p(l\\ers or bo th 

thc federa l and reg iona l s tat~s as pe r ani ck 98 of the F[)RE Co ns titution , l3esi,k s the 

ambiguities rose, these provi sions have been pu t in to encc t in th~ form o f sha red taws ,,·herc 

thL' fl.'tk'ra l gon~rnnlc: nt k\'iL's and collec ts thL' taxl'S. ""hill' thL~ stat~s a r~ ~Il titkd to till' procL'ed s 

ari sing rrom the ta" es, Thi s I'clk ra l admini strati on o rthe shared ta,\CS is al so "ith it s o"·n threat s 

1.2 S ta te", en t o f tlH' Prohlelll 

It is contended that tilL' grant lormula Or Lthiopia 11:1S 

r 
c,:::J ~ 

'- .0., t1nivC1~(';) 

\ 

~'- , \, t!......1 .. \16 ,ulCiJ C"'-­

" 1~(oDl o 
lx'en 1I11I?!e 1llellfl'" 10 ,Idjlrcss 'the 

e\ pend i t ure necd sol' rL' g i ona I sta tes :lI lel the prl)\ 'i s i on 0 I' sel'\ ' iLL's and ele \'e I (l pmen t hL'neti t s to a II 

t:tilillpian in an equitable and lili r nlllnnn as stirulatcd in thL' FDRE constitution S On thL' other 

h<lnd , as I ha\ 'c mentioned it abo\e, the ckgreL' or dL'CL'1lf r<l I iz:1t ion of L' .\pL'n<liturL' is highcr than 

thc' dq; rl'e o r clL'l'entralizatiu ll or rt.:\ 'L'IlUe thl'rc:by C<Hlsing a grl' ~1t di\'L'rgL'Ill'(' bc t\\l'CIl sou rce' o r 

I"l'\CI1UL' and !'ufl l'lional L' ,,\PL'llditul'c obligations o j' rL'gio n:d s t ~llL'S ut' Lthiur ia, ACL'ording!~" one 

\:;I n l iL'duL'L' that I IlL' CUITL'nt pr~ l ctil'C' o f illtergo \ crnlll l'nia l li sc~ 1 tr ' lIl ~ ll.TS (\\ hich I'q) J'L' SL'IltS bu th 

II I' dlk-t.l'd Ih:11 in Elhh)pi:l , I'C\\..'lllh,;' lkTl'nlr~lli/;I1IUIl is h; t ~l r 11 ;1ITO\\l'/" Ih; lI) l"Pl"!l..!11 url' lkTl'lllrt,li/<!l i lHl Ihl.' 

"pp,! rl'lli rOI1Sl.'ljlJl.'I1Ll.' ut' \\hieh j, [Ill' l'llllT~I..'lliX o( \lTIIL,tI !i ~t'; ll i'llb.d;1I1Ll'''', \u!lllTIL'~ t ll: , Ihl' rq;ion;d 
:!ll\l'nllllL'l1 h ));I\L' ;, cOlllhilll'd l."pL'nJilUrl' r('~r'on " ibilil; or' a b\..)u I 3.l u o l l( IOU! cotlsl)lid.L[I..'d ~l)\lTlIlllCn[ 

l'\Pl'lI~jllurl' \\ hal' ;I ~ Ill l'ir ... 1I ,lr\..' ll( t)\\ 11 rnl'l1Ul' \\:1 ... JU ~ I :!bl)Ui 17 lJ u , Ibid , 
' '\llll':-' llll Fi ... l':ll l l' (kr:di ~Jl 1. ~l'I'\ iel' rklr \ l'f'; an~1 Cap:KII~ Btlildin~ : Till' Cbl' () ( r·: lhioI1r ,1. Irlll'rrl('1 SlllllTl' , supra 
Ihlll' .l 
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re ve nue sha ring o r concurrenl laxes and redera l grams) in Elhi opia is accompanied by mulli 

lilcered pro blem s, This siudy. Ihcrd'o re, re vol\'es around such exi sling chalknges and 

incons islenc ies in Ihe praclice or inlergll\ 'crnme nla l li scal Irans l'ers in Elhiopia and oplions o r 

bridging Ih,' huge liscal dependence orlhe slales on lelkrallrans li:rs, 

1.3 Resea rc h Questiuns 

To ked o n Ihe prob lem slatemcnl Ihal is rul pre \ ious l\', Ihe re search "ould ans"cr. Oil leas!. Ihe 

queslions \\'hi ch are lisled here under illu s lr~lIivel y , Acco rel in l,!h . Ihe Ihes is is cclll1lllilled in 

respollding fo r the lallowing rrl.:.'liminar: qu('sti o ns. 

,. \\ 'hal are Ihe p""iliarilies orlhe 2007 alld 200<) gran I formulas i'rotll Ihe earlier l<'lIl11ul :ls') 

,. Whal are Ihe r ros and cons oi' Ihe 2007 anel 2009 gran l fo rmula of Ihe Ii ouse of 

Federalion0 Whm facl OrS hindered Ihe success rul adop li on andlo r implemenlation o l'lhe 

grant l o rIl1LlI~ s? 

,. \Vila t are the exper iell ces of Nig('ria. I ndia and Germ~lIlY on inlcrgO\'ern IlK'ntn! fi sca l 

Irans i'ers0 What lesson could Elh iopia der ive rro m those e,speriences0 

,. Wha l advanlages and potenlial problems could be anti c ipated rrom Ihe i'edera l 

adm in islrali o n o i' the laxes concurrently g iven by the FDRE consliluli on to the k cicral 

and sla te govcrnlllc.'nts of Ethiopia? Is th(: formula currentl) bi..'in~ aprlicd lor s lwri!l~ thL' 

tax rcvcnues \\ 'orthy of buying by the regi onal stalL'S'? Arc there SO III t.' (on ClIITt:1l1 tax 

~ ss ignments Ihat sholiid have e.\c lii s iveiv beell reserved 1<')[' the Slales') I lo\\' dn \\ 'C 

cval u~tc' Ihe currenl Ia.\ ass ignmenl uncle I' Ihe 1:I)Rl Conslilulion in light o j' Ihe general 

Ih,'ories o r /I sea l l'cdcr"lism') 

,. Cou ld Ihe size o i' the aggrcg" le poo l de\'ohecl to Ihe li:clern l go\'crnmcnt be ,ill still,'d 1'0 1' 

be ing lili r and proper" Whn! principles are lhere 10 delc'rminc Ihe pool0 ,\re thc regiona l 

sia ies \\'orse ofl/ belle r olT by Ihe s ize or Ihe aggregate pool Ihal is going 10 bc del'oh'cel 

among Ihem0 \\'ha l role shouldlhe IIOF ria l' in thi s regard ') 

,. 1-1 0 \\ ' ci'li:Cli vc is Ihe orga n enlrllstcd \\ 'ilh Ii sea l Ir;1n s /"rs in Flhiopia',) 

r ! 10\\' do \\1.... gu a\\a}" \\ illl till' hUgL' fiscal dL'pt..'ncll..'nce or till' stales un 1h(' l"l'tkral lr ; l1l~krs'? 

.'\rc thert..' 1lt.'CeSs ili('s to study the di sparity bl'l\\'('cn the !"('\ '('IlUc.' pot(,ll t i:i1 and ;Ic tll :tl 

re\ 'enlles o r Ihe st"les . 10 revisil Ih,' FURE Conslilulion. 10 evaillate Ihe income la.\ la\\ s. 

tu c\':ilu,lI,' Ih,' alilonOnl\ ' ui' I Ill' "~lIl'S Ull Il ,sing 111"ir t",s r"le, "nel has,' s. lilr Ihl' 11 01' 10 

I"c'('(lI11I11I..'I1(.1 the gl..:.'IlL' ral pool th~1t shou ld (X' di spL'rsL'd t() ,ilL' SI;!tL' S . ;tlld so Gil'! 
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1.6 S ignifi cann' of lh < Sludy 

"ril e resea rch. being spec ifi cal ly dc\'o\ccl \0 intc rgo\'\.' nlmc llta! li scal Iranskrs or I': lhiop i<l. is 

hoped to acid 011 the c.'.: istin g literatures for il is sp('c iti ca ll~\ wrgc\cci. Since the re searc h n.::\ 'ol\ 'cs 

around lhe grallt formu la ,,"hieh is ctlrrl...'llll) [X'ing ~Ipp li l'd h:' 1111..' 11011:-;1,: 01" h_'lk ratit)l1. it is 

bc iic\ 'cd that il contributes \0 SC ITe as :.1 refe rence lor the cflicicrH adoption and /or 

implell1entation or sOllnd grallt fo rmul a. Thi s is ('\ 'Jele n! II"om thL' I~lct Ibn1 !Ill' c\pcricncl..' or thrL'C 

federal COlilltries on intcrg()\ 't.'rIllllclllnl li sca l tran s!Crs would he rC\'j('\\\:-d that sC r\ 'C as a IllCdllS 

or comparing <lnd cont ra sting till' Ethiopian liseal practice ,,-bieh is helpful 10 cOllcludl..' \\ l1(:tI1('r 

it is cl('\ 'oicl orcriticisllls and to take a remcdial action acco rdi ngl: ', 

I:u nh,"/". the discussiolls 011 pros and COilS ol' th,' 1007 'lild 1009 ~ra llt lill"lllul"s is hoped 10 ndd 

a ll illput liJr I'uture for",ulns or the house , It is nlso be llcli cial ill l'llllilinrizillg the diftC rell t 

altnllat i\ ','s thai cou ld efkcli\'ely boosl Ihe liscal cap"Cil\ ' o f Ih,' sl"leS so Ih'll Ih,'\ \\<"tld be' 

relin'ed of the kckr,tI Ir'lll sfer s. Generall\'. the study \\'ould be \'iwl lor readers 011 the Illcnns of 

cr~ldil'ating liscal imba lancl' s through in tergO\'('rlllllcl1la l fi scal transk r~ and till' clwlknges in 

attaining that \ '1,:'1': end. 011 lil(' 0111('1' hand. till,:' stud:' would pI:!: a pi\UI:tI role in gr<lspillg 1111..' 

probkms associi:l(('c! \\llh 111(' I~dcra l admini stratio n 01'111(' concurr('lllla,\('s. 1il(' fllrtllllias clc\'is('d 

lw the IIOlc. tax sources Illade cOllcurrent in the Constitution :lnd the poss ible' SOIUlioils to go out 

or tht'Sl' llleSS(,S. 

1. 7. R<s<a rrh !\l t lh odo logy 

T hc stud\ ' \\ 'ill eillploy :I mixed method resen rch . Accordin~ I )' , it \\'ill <lescripti\"h allahzc the 

theo retic:l1 nlld prnctical challenges o r intcrgo\'c rnillell tal li sca l transfers ill ICderations the 

prillcipal foca l poillt be ing the Ethiopiall li scn l system , Funher. so me nu mcrical cOllsiderations 

\\'o ul d a lso be mack to. inter alia. sign if), the extcllts of li sca l illl baiallces. rc spective shnre o f the 

states I'rolll the ~e ll e ral pool. and re\'ellue sharillg iimllula de \'is"d b\ Ihe II OF , The study IS 

princip<llly baseci 011 1'1..' \ 'ie\\'ing the rekvant lileratures 011 intcrgo \'l..' rllllll'lltal jl scallr,-tn s !~'r s. 

Tlw l' .\lx~rit'nct' of i\Jigl' ria . Inciia anci Gerll1~IIlY 011 in \c'rgc)\"('rnlllt'Jll<11 liscal transl'ers \\ollid he 

gi\'l' !l ",;pl..'ci.1I l'll1phasis. Thl' i\!ig('riall 1' ,\I1l'ril'ncl' will lk' rl..'\·il'\\·('t! bl..'CaUSl' it i:-i :\fric<l's IOllgl'st 

st.lllding (' .\<.1Il1pk or'l k tkr:iI S:S[Clll of go\ ' crl1~lI1cc ~llld Ihcrl' arl' :11:'0 sti!f ch,I1kngcs 011 ilS 

11 :-il'<!1 "\·:-ill'l ll-a ch.lIkngl' \\ hil...·h rn<.t\ ' C\'l' 11 l..',\cL'l'd Ih:.tll tht: :-i~IIllt: lhat Flhi opia LICl'S. 'i Indiall 

" Ldmol1d J. f-.: c!ILT. Ltll!1ic Fl, tio.:r:lii slll . Fisc ;)1 rcfn rlll. l)l'\l..'lop!1ll'nt and [knHlcr~IC~, in I-Ihi\lpla. ;1\ail~lbk' ~II 
. [;1'.1 \ isi ll'd llil I." 10 ~ Ul() 
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sys t~1ll of illt~rgo \'enl lllcnta l fi scal IranSrcrs is al so go ing to be studied whl:n~ the b~l s ic Ill:l:d 

approach~ s alld ll1~thoel of allocatio ll of !o!rallt s),s tc'll1 01' Et hiopia "'as cxplor~d li'o lll I\Jr the li rst 

timc in 199-l :lIld it is :l cou ntrv that is citcd as ~rk'C li\ ' L' to accolllmndatL' dirI'L'r~ nt inl~rcs t s,!O The 

L'.'.:!1\.'riL'IlCI,.' of CiL'rt1l3JlY, ~ I hi storical k'ckralcolllllr! \\ it h \\1..' 11 dL'lillL'd linancing systL'Ill S ~)f sub­

natiollal gU\ 'L'J"llI11Cnl which 110\\'L'\'I,.'r contillue to Ix subjectcd to periodic reform s I I, is :lI so 

conside r('d, 

On the u thL'!' hand. sL' mi-structured il1t('I"\'ie\\"s \\()ldd :d so hL' tl) ack with the cOllccrnL'd p~lnie s 

alld oi'tici oli s at the leeleral !c\'c! (such as the I lo use 01' F~eI~ratioll, the ~lilli s tJ'\' of Fi nance and 

I:colloillic l)cwlopmelll, alld the Elhiopiall Rn'elluc' alld C ustOIllS I\uthorit \' ) alld stoile le \ c'I , 1\11 

appraisal of dOila reportc'd 0 11 the li scal trall skr trc'lld s through years ill ICthiop ia \\ould al so be 

gi\ 'el1 spec ia l care, Aho\'e all. the FDR!.: COllstitutioll alld ot her rc'!c-\ 'olill la\\'s 0 11 li sca l trall skr 

\\ 'ould be an:llyzC'ci and lL'sted against Ih(' practice, 

I ,S Lilllit:ltio ll s oftl", St ud y 

I'rolxlb'" the Illost importal1t limiwtioll o f thi s study is a comprc'he ll s i\ 'c' stud,' alld illlen'ic'\\'s 

Ethiopia o\\.'Ing t0 thL' time and linancinl co nstraint s that is 1 ~lC l.' d ill doing thi s researc h, 

According'" an inten'ic\\ ' is onl\' made \\'ith the Re\ 'enue and Fil1a l1 ce Ilure:lus officiai s 0 1' the 

Oromian "nd Amhara stall'S and /\ddi s I\haba Cit\' Admini stratiun and it is on'" their dUC lllllelltS 

thm is used in the study , There \\'as al so a problem associated \\ith the nll lH I\ 'ailabil it\ 01' reel' III 

data on some considerations that IOITed the \\Titer to dCfxnd hi s al1al ys is on earlie r data, Non­

availability al1d in vol ul1 ta rincss of concerned inten'iewecs bo th at kdcral and state lewl is al so 

thc'!',' to ta~c' some share ill the limitati ons or the papcl', 

(01 i\tol\.'S 0 11 I i ~<:;t! F\"lk r(ll i ~111. Sl'['\ i( \.' Dl'l i\l'r~ alld Cq)d(il ~ Huildillg: T il \.' Chi.' or Lt llillpi:1 ill1 \.' r!l('t ~OUr'l'l', Supr;r 
thIll' ~ 

II ~uri, r Hll"')ch ;lIld J0-..\..' t\1. DlIran(Ed-..). Fi"i,·.tI 1-\.'lk'rali ... 11l ,!lId Politic!! Ikl'l'llIr;rli/,lIilHl: I. l'~"'lHb (r\)1ll Sp,rill. 
(jl'rt11 .rn~ ;rnd Clllada. I.dH{\rd I.I!:-';l[' I'uhli..,hin;; l.illlilt'J , l t-:. l iS!\ , ::OOS, P,I 
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j -9 Q r~ a."'ZtlttOf'\ oHhe Poper 
The pilpL'r i s di"idl..'d in to si :-.: Ch' l p1I..'rs. I\ftL'r thi s introduct ion. chap ter \\\0 is tllL'rL' tn r(' \ iL'\\ ' II1(' 

!".'\ isting lilcr<l tun.:s th at signil ~\ ' the Ilt..'cd 1'01' in tc rgo\\.:: rllllh."[ltal fisca l tr;lll skrs. I I is p:lrt icuLlrl y 
illlcrl'sh .. 'd in int rod uc ing till' theon .. ' li eal points on inll'rgt1\\:nl!11Cllta l li sctl I ranskrs til:!! \\"{wld 
hI..' disclIsst.:.'d in a beth.' r tIL-I .l il ill the s ubsequcllt chap tL'rs \\ 'j,b pr;rct ic:d cOlls i(kraliulls. Fi sl':!! 
tr;lIlsk r is Jllostl." tl1 l..'I"I..' tn bridge 111e "lTt ieal :lJld 11Ol"i/.\)I11: l l li scal im halallcL's and 1h .. : Ch<lPtL'f 
\\lHtld di scliss thclll logctlh.'r \\i111 the (\\\) lllL'ch:lni s lll s of li seal If;:tllsk r: rt,'\\'I1U\'" sJuring <tlld 
grams (bol h condi tion:ll <11lc! lIIlCOlldilj OIl~t1). BL'I 'o rc di rectl\" di scussing tl1l.,: 111.: 1.,:<.1 Ill!" 
inll,'rgO\\,Tllllh .. 'n tal li sc~ 1I trall sfers , it \\'()uld gi \ L' a brie r pictllrL' or li sc~! 1 lL'lkr:!lisJll ;!l1d prillcipiL's 
o f ('xp(,lldittlrL' and rL'\ 'L'IlUL' as:;ignnh,' nt :; , 

ChaptL' r 1111'1..' (' is parti c uLtrl~ ' cO [lCL'l'nt.'d in rL'\ iL'\\ ing tl1(' exper iL'llCL' or llHL'C I~(kr~d UHllllriL'S 
((Jermany, Ind ia .. and N igcria) 011 intcrgO\'L'nllllcntal li :;cal lr<.tusk!'s, A sL'paralL' Ch<lplL'r is gi\Cll 
for thi s ('xpL' r icllct..' lx'call sI...' it is hdprul in getting a ck;lr pictun: of li scaltranskr orthL' L'olllllriL's 
[n Ollt' arca, ThL' chaptL'[" di scllsses ill bri L'j' L' ,\pL'IH.lit ut'L' and rL'\ 'L'[HIC :tSSiSll ll lL'lllS, li scal 
i1l1h~tla tl cL' s. bO[TO\\ 'ings, int('rgl}\ 'L'I'!1fllL' !1 ta l fi scal transkrs ~1I1d cil;tlkngcs l)f l,:tcll u,' 11K' IhrL'c 
j'L'lk'ral ClHlIltriL's (lnd cnds ill indic~ lti llg thl' cOlllp<tra ti\ 'L' kssons Iha t i:: lhinpi;! could dr;l\\ from 
thl' ro r('i~n e .\p(' ricllCl' S, II is begi nning '"rnrn chapLL'r rOlI r that thL' Ix!pcr dirL'('t!.' cOll s idcl~ tilL' 
I:thiopian fiscal s"s tel11 as it is stipu lated in the 1'l)1{l, constitu tion , The ch c'llleT is toulh' dl'\oted 
l)1l di scuss ing th l' e,\IJL'nditurL' and l"e\'I,,'l1u(, ass iglllllL'lllS, /\ 11 atlL'lllp l is :tlso mad\.' :b to \\ h(,lhl'i' 
t ilL' I-: Ih iopian re\'L' lllll' assignll1(,llt is in cOllformit: ",ilh the princ iples o f rc\ '(,lllie ;!SS ig[1Il11.'1lIS, 

ChapteT fi"e d i r~c tl l' concerns th~ challenges to the fi sca l tra nsli: r " 'stC[ll ' oj' Flhil1pia anei SOIlle' 
op lions to red uce Ihe huge dcp~nd e nc e oj' the stat es on fi scal transil: rs, Spec il ically , Ihe c hapt~r 
\\"L1ld di sc uss the lega l j'nlIllC\\orks fo r li scal Intnsli: r in Ethiopia_ ho \\ li seal imhalance is 
pre, 'ak' nl in Ethi opia_ r~ "enUe sharing and it s problems, Ihe "ari ablcs o r Ihe ~()07 and 2009 grant 
Il)l"lllulas and Illcir pecul iariti es fro m carlie!' formula s, institutional frallll' \\o[l s ~\Ild SUllll' options 
eli' em po\\e ring the ,!lites , 'I Ill' linal chapler (chapte r si\) \\oLlld Cll[llmUnic'ate 11ll' lindings 01' Ihe 
slUd ~ ;!!ld some rel' O IllJll('[1{bli~l!lS Ih('["L' rrum, 
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the c~1l1 ral to thl..' sub nati olla l gO\'l.'rnmenls. I~ Thi s may also ill\·o h ·1..' assigning cxpcllditlln: and 

rC\l..'nllL' rcsponsibilit il's bc t\\l'L'lllhL' kdcr~tI and rcgion:!1 glH'CrtltllCllts ~lIld thc Ilccd to rl'etif: till..' 

fI sca l gaps arising then: from , The inll'rn ~l!i () tlal cOllllllunity is \\ '1.'11 awarc of kdl..'r:!Ii slll tllL' sl..' 

cla: 's probably than (lny othcr l illlc in hUlllall his1Or:·. Fc(kralislll is alkged 10 SL'r\ 'l' \ 'anI..H!S 

pllrp~) S L' S lhal could not hI..' crketi\ 'L'I:' handkd 11:' othcr forms of st: lI l ' f ~)nllation struc tures, 

\\ ithout compromi sing rq;i onnl :-lutonomy. \\'e 111:.1:' sa l"cl:' ill\ 'oln.~ both th<.' el'[11r:11 and rL'giot1:l1 

gO\ 'crnll1cnts in a \\'a:' \\'e arc bencilting frolll dccentrali zation and \\ ithout undermining Ihe \ it:1I 

rl)k 10 hI..' pl:.1~·cd hy the cClllral gl)\·l'rntllCIlI. I II or(kr 10 do so . " '1..' 11L'cd to undcrsl:ltld "hil'll 

functions and ill slrullh.'nts '-[1"1..' hl..'st el'ntrali/,cd and "hieh ~Irl' bl..· st pl:[CL'd ill I hI..' sphcr\.' ~lf 

decent ralized 1C\·d s or gowrnlllcnL Thi s is the sub ject Ill;llter or li sc ,,1 redcr"li slll." 

Through it s basic l'c;:lturc oj'di\ ' iding po\\\:r bCl\\ 'CL'1l the t\\O tiLl's ot'gO\·L'rlll1lL'IH. kdL' rali slll Jll : I~ ' 

also L'ncompa ss di\'iding it s L'.\pL'nclit urc :lnd !'C\'cIHIL' i'L'sponsihiJitiL' s. Fiset! kdL'ralislll is in 

gCIlL'r~d di\ 'idi ng thc li seal aSpL'cts 01' thc (unctions o( gO\'t.' r!lmL'lll (L'\PCllditurL' :lIld rL'\ ·I..'I1L! c 

ass iglllllL'IHS) and thL' subsequL'nt nccd for intl'rgo\,crnIllL'ntal li scal tran sfl..'r lx 't\\L'Cn thL' tiLTS o ( 

go\'crlllllcnt. II is principally l'OIlCl' rllccl ill all ocating c\pcllditurl.." r(' spons ibilili\.'s. th\.' re\ 'L'ilUL' 

gO\'lTllIl1clllS through illtergo\' crJlIllL'lltal li sca l trall s f~'r s. Olll' l)j' thl..' important L'klll\.'Jlts u j' li sctl 

1~'dL'r~ tli s ll1 1'1'0111 thc hq~illilillg has thu s Ix' ('n rccogll ltJ~) n or t ilL' J1r~)hahk Ileed ((\r 

illtL'rgo\ L'rllIllCllti.lI grants to closL' Ihe revellUl' g:[P, CO ll s icl('r~tbk allCl1l1011 h~l s hL'l'1l dL'\ 'otcd W 

the' appropriate des ign or such grants in c1ilTercllt (eder"tions. 

One aspec t of'fi sca l fedcra li sm is assig ning responsibilities bet\\een the nat ional "nd slih nati onal 

go,·crIlments (oll o\\·ing bo th economic and po litical paral11eters. The COlll1110n un(krs t ~\I1c1ing in 

thi s regarcl is that amollg the all oca tion. rccli stribution and stahiliz~,ti o n roks o r the gm·c rllmcnL 

il is \\ isc to gi\'e thL' sub n,lIi o l1:11 gon:rl1llll'llt s the allocation role (S~I\ ' L' for tIH .. lS\.' alloca tions sLic h 

I: For llHln: on th.'Cl'rllr:lli/:l1io!l. rl..':h .. h.'r~ al'l' rl'fL'rrl'd [0 Jon:tt h:Ul Rotkkll. Gunnar I:. E~kl'l:lIId, :rlld .klllll ... Lil\lId: 
( Eu s). I·b<:al Dl'Cl' llIrali/,r[hHl ;lIIulhl' Clulit'ngl' o j' liard budgel Constraints. In[l'lIdlll'linll ;uhl O,a\ il'\\, Ihl..' ,\11"1 
Prl· ... '. L~llld()Il. Engbnd. ~OO~. I~~hl·IIJ CllI.\k' , ·I~ s ul..· 'i 01 V(·rticllI1l1h;tI.rrKl· in [ll1i(lp i;r·, FJllt'l;;In:: S~'[l'm uf l- isc;rI 

Ikl'l'llirali/.IIIOIl· . In l ~ht'[1J Clh)k' tl.:d). ('H'III f)~'I'I'I/,r(//I:ufl(/1I1I1 f:.llti"III!J . :\ :\ l I'll·"'''', 19')-1: I...:ibl\' .\1I1;;l':;. ·Ih .... 
COlll't'PIlI.tl l·r:rllll'\\urk fur '-i ... .:.11 1)"'l'l..'rlll'.ili/:H iull· . ill I,'ihvlt! Clwk' It'd ). (/\('(d /),'\'IIII',dl:tlfilJl/ IIII,'/lill/llil . ,\ ,\ lJ 
l'l'l·.,..,. JiN~: \\ ·,tll:rcl· E. O,lll'~ .• 111 I..,..,.I~ (1Il I 'i~Gd Il·lh:l'.di..,lll. J~l\JfII.tl ()( l l"lllh)llllL' I IIl·r.lIllIL·, \'II!' .~-, ,\(1_.3. 

III I)t) 

t ; \\ ,tll.tl·l' L. O:lk'). , Ill I ') .... t~ \)11 /-i "'l'all t'dl-r;disill. JUUI'Il,rI tJt' LI..·{1110rHK Likr.ttUll'. \ ' \11. .":.~ . \~I .":.. I tJI){J. P. II ~ I 
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as ckfe nse thm pro\'idcs se rvices for the entire populati o n of th e country) re se n ·i ng the other t\\'o 

to tilL' ce ll tral gOVl'rIlll1Cll1. The role o( go\'ernrnl'llt in ma.\illlil.ing suci:d \\'L'lbrc through public 

inco l11e distriblilion :lnd sl:1bil i zation arc rl'g:II'dl'd as suitahk ItH till' (1..'11Ir:1I gO\'I'Tnmcl1l. 1 ': ~lch 

assignlllellt h:1s its O\\·n .ill stillcatioll s. 

1:01" ill sla llce , 10 lIlleiuSI:llld lil.: lilC! lila! lile all ocll ioll i"lIllcli o ll siloilid be la~,'n carl' o i" l" lile 

centra! gO\'l'rnlllellL it IS bettc r to consider \\ 'Il:lt \\ 'ill Iwppl.'ll il' it \\ 'as rcg ul :ltcd through thl.' sub 

nati()nal gO \'tTnJllCllt s, I!" the sub national gO \'l'r1111h .. 'nt s \\cre assig lh' d \\ ilh till' rl.'sptmsibilit: ,) 1' 

rl'd istribution (uncti on. 1111....' ri ch \\ '()uld llli gr<.l lL' to thos,,' sub n:l ti 0I1: 11 l'!ltitics th :1t 1l:1\ 'l' not :l'l 

l'mb;:1I1I'd such functi ons, 1-I0wL'vcr. if thi s ta sk is gi\\.' n (or thl' cClltr:t! gO \'l'n1Ilh..'1l 1. il \\ould 

sliccess i"lIlh' aceompli sillilc I"S ~ oi" reeii siri blili oll oi" inco ml' i"rom lile ricillo lile poor across ,III 

thl' c iti ze ll s uf till' /l-ckr;:nion, I~ \Vc cou ld :tl S() cill' thl.' inc:l p;Jcit: of th\..., sub naticJl1~t1 l"lltili\...' s to 

c lrr: ' out the stabi!iz;:lti o ll !'unctioll of the gO \'(TllIllCIlt as Oll(' u f I Ill.' I"l'!.\ sons to assrgll such 

rl' spu ll sibilit:, to till' Cl'lltr;t! gO\'C /"Illlh:' 1l1. 

,\rll...'r the assignl11l'l1t o f thc c.\penditurc r~ s po n sib ilitie s i s dOll\...'. th\...' 11C,\t ;11'1....' ,1 of emphaSIS is to 

<'lSsign tIll.' rC\'l'IlUe rl' spol1sibil ili es . till' Illeans through " 'hich thl' ~O \ ' (' rnmCIH S could IJI....' r fo l"ln 

their l'.\j1\...·ndi turl.' rl.'spo lb lbil itil.' s, Follo \\i ng thl' ;I.Ssigllllll' llI t)( (ull c ti ons . tile tiel ::, 01 

gU\ emlllents arc con!Crred o f ta.\ing pO\\ 'I.' rs ill i.I \\ 'i.l\' that possihly r('due l..: d istortions and tha t 

bl's i Iii Ihe ir ass lgnl11 cn l 0 1' i"lIll cli ons as il wOlild be made ckarl'r in Ihc i"ou nh sl'cli oll 01' Ihis 

chapl l'!". 

The ()Ihn aspeci ol' li scal leciera li s l11 is (icl'i s ing inlergo"l' rIlml'Il I,II li scal Iransl'ers Ihal is , infer 

,,/ill , l11ean l 10 bridge Ihe horizoilial and , 'enie,,1 li sea l illibalances Ihal is inc,iwblc 10 cxisl 

bct \\"t.' t.'n the Icderal and regional governmcnts and among the rc giona l go\'crnments. This is the 

e.\clusi'l' dOl11ain oi" sl'C1 io ll 1 ,5 oi" Ihis chapllT II is 10 bl' rl'milld Ihal h,)\, ' Ihe e.\pcllllillirc allei 

rl.' \ L'IlUt.' assignlllent s and thc suhsc Cju\...'llt li scd transfl'r is hl.' ing 1l11l!cn:rh:cll in rtillopia IS not 

cons idl.' rl.'d hl.'I"l' as the: ' :1 1"1....' matters Cll \ 'l'red undcr chap ter Il)llr and rl\'C or th\...' papL'r, 

1 1 1\ ,11..'1' OI.l) .. Esoll . I JI..'r"lk'C I i\ I..'S. 
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2.3. E.xIH':l1di(un.: Ass ignments 

Thl' assignment problem or the a ll ocation of l".\pcnditun:, rl~ gu lat ory. and ta.\ function s to ,'"rio us 

ordcrs or governme nt IS till" most fund aml'llwl ISSUe 111 a kd('ralioll, 15 Any type oj" ktkral 

(lITilngl'1lll'nt invokcs a di vision o( !"ullctions bl..'!\\'l' I..'1l till' kdl'rnl :llld state gO\'l'nlllll..'llI S 

(l'.\pl'nditu rl' ass ignlllent ) as \\'ell as ass ignml' nt o!' dil"li:rcnt sources ot' rl..'\ 'l'lllll' to dilll'rl'nt tiers 

0 1' gtH'Crlll11Cll1 (rl..'\ 'CllliC assignment), Till' lit l'riHUre on fi sc;ti k(kr'llis!ll argues thai lin:lIlcc 

should Illll(),,· runclion . 1(, 

That is 10 sa~' , :lss igning rl'spons ihil itics for spending, including the l'.\ercise or rcgul;l!ur~ ' 

functions III liSt prl'Cl'til' Ihl' assignllll'nt l)/' rl'spollsibililics ltH ti.l.\<'llioll hcG1USl' ta.\ asslgnlllent IS 

gl'lll'rally guided by tile- spending requircments o f the different organs of gO\'CTllll1cnt and canllOI 

lx' dct(,l"milk'd in nd\'<' lI1 cc , It Illay also be sa id lhal c.\!x'nditurl' ass ignlllent is more i!llporl~!Il! 

Ihnn reven ue assignment for there (Ire /"undamentCl] ,ju sti fi cations 10 dcccllt rali ze.:.' C.\PCIH.Jitlll"e 

ass igllllll'!lIS than sa mc or rC\'l' nLH~ assignments, The.:.'IT arl' rrillcipll'~ o j' c.'\p~nditurt.' (l Ss ignfllL'nls 

Ih"l il·lllllollc'd properlv would re sull in c'nicic'nl delil ·cn· or public sen iccs. In Ihi s sceli oll I "'ll 
IXlnicularly cO lllmill':ci in discussing such princ ipks b.:lor.: de"ling "ilh Ihe conslillllion,,1 

divi sion o r Iegislative- c.\("clui\'c rcsponsibilities , 

2.J.I, Prin c iples of [.\(H.'ndifuf t Ass ignm en ts 

On eflieient provision of 1'1I1)lie se n 'ires. public services arc prOl'ided mosl dlieielllh· Iw Ihe 

jurisdict io n hnving cont rol 0\'('1' the minimutll ge.:.'ographic area thai would internalize hl'nclits and 

I, I .. 17 N I I d ' I I costs 0 suc 1 prOVIS ion, J ('\\,,]"( ll' css, some egree of centra co ntro or compensatory ~r{!nt 

may be warran led in Ihe provision of se rvices in sOllle cases . These cases includc spalia l 

e\lcrnal ilics, econom ics or scalc, and acimi ni slra live and compliance eosl s. Spalial e\ICfna lilies 

aris.: when the benefils and eosls or public s.: r\'ic es are reali zed bl non re sidents and should bl' 

rectiliL'd by compe nsato ry grants, In economics 01' scale . certain sen 'ices art.' largcr than a local 

.jurisdic lion lor COSI clleeliw provision . On Ihe olhe r hanel . cenlralizcd adminislralion gcner'llh 

k~lds 10 !O\\'L' r ~ldJllillistrali\ ' e costs associ:ltcd \\ 'ith fin:lIlcins public sc n 'iccs , 

I' : \11\\;11" SIl~lh (I..'d) , GlubJI Di;lIt);;ul' 011 r=-~'(h.'r Jli-; tl1 Vululll(, IV, th l..' Pr;l("li(~' or Fi sc;1I Fl'dcr;ilistl1: cOlllp:II':ni \(' 
PlT" p l'l'li\l' ~ , IlllrodllUioll, Pr inciples or Fi 'j('ill Fl'ckrali sl11 , Publi -.; ilt'd (or r'OnJill or" Fl'lkr;ui (111S, i\lc Gill - ()Ul'l'll ' S 

lllli\l'r'iil\ Prl' '>Y I.oll t!dll, ~007 , p, 9 
) 1> Il'id 
I' l bi d 
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011 n:di~ t,.jhu(iol1 rol e of till' publi c sec to r. it is cO llllllonly argw:J th ~lt l..'fI~('ti\c: n: <..li str ibutiull is 

IS 
poss ibk only through n~ltjoJllll programs b~ tll l..'a ns such :lS progrl..'ssi\ I.' t ~ l.,\ sySlI..'l1l s. 011 

pn )\ ' jsioll of quasi-puh lic goods (ser\ ' jcL':-j pro\' jdL'u by the pub lic Sector hut they arl..' b\ \' irt'ue o f 

tll L' ir tcchno logies esse nti ~lll:' pr i\',1(c goods slIch as health and education) gi\ 'el1 that hCJlI..~ !i t 

acc ruc mainl:' to rcs ilkllt s of scpar~llL' j uri sdictions. stich Sel'\ 'iCCS \\ould tx ' pro\'idcd b\' sub 

n:ltional entities, Ikre. thL~ national gO\'LTnI11L'I)( ' s i ll\ 'oh'L'l11cIH is ,iu stiliL'd to L'Il SlIre IHJriznl1t.i1 

.tnd minimulll st:1IHbrds l)f Se l'\ 'iCI..· jll nll.jurisd icti on s. 

/\ s 1 ~1 r as th e.:' pn.::S l'I·Yatioll of inl <: rllal COIIIIIIUIi lII:td~l' l is COIlCL'rtlL'lL it IS arglll,.'d that the 

klkral gO\'L' rnI11 L'llt is hL'SI su itL'd to re gulatL' L'COIH))llic lIcti"it iL'S such as inter- stalL' l'I.H})tllL'J'CC 

and ill\ 'cstl11cnt. I
'1 On econumic stahilizatioll fU IH: tioll. it is ClISlO!1lal': to arguL' that the k lk r.ti 

gll'err1l11el1l shoLi ld be re sponsib le lor siab ili za li on po licies heCILlSe sLich policies c;lnnol be 

carried oul ('fk('ti\l..'l~ hy loc al.iu ri sd i c ti olls . ~tl 0 11 thl' ol hL'r ham!. puhlic :-; e['\ ' iCL'S ,, 'hose llL'IlL'/its 

arL' consickrL'd ll atio ll ~ d in scope slIch as dctCnse and !o n:ign pol i(: C:1I1 ol1ly lx' pro\' jckd b:' thl' 

reck-rOll gO \ 'Cfll lll l·Ilt.
21 In gL' llL' ral. although such principks may SL·I..'1ll correspond \\jlh \\h ~ ll is 

real ized in mall\ ' COll lltril..'s \\·jtb kdcral struclUres. it is gainsaying th :ll minor dille l'l'llCcS dul..' to 

cOlllllry- speci fi c !:\(,10 1'::; m ight prL'\ 'ail, 

2.J.2. C on st ituti o nal Di\ 'is io n uf Ll'gislati\ '':- [ .H:c uti\'(:~ Rt':-;po li s ihiliti l..'s 

Among the Illall: I'caturL'S of kdcrali slll. o ne is both the 1 ~' (kr;t1 gO \ 'L'J'IlIlll'llt and state 

gO\'!..'rJllllL'llts l1a\'L' their 0 \\11 kgi slati\ 'c. ('"cell li\ 'c. and judiciary PO\\!..·],s , 11 is tl s uall~ thL' kdcral 

conSlililiion Ihal cklll"rcal,'s Ihe juri sdiclion of ~ac h po\\','r, In_principle , Ihe re spllnsib ilil' lor 

"',\pend ililre in federal Slal eS corresponds 10 Ihe e,\lel1l of Ihe legi s lali \'e "nd ,' ,\eCllli, 'e 

respuns ibililics di siribilled 10 Ihe ledera l go\'c rr1m e l1l and statc go,'erilnlent s," Tha t is 10 sa\' , Ihe 

manner o f the el i, is ill n o f expendilure r,'sponsibilities \\ill be " fk ,'led by the des ign of the 

leeicral ,,'stem, particillarly the di"i s io n of lcg is lati "e and adl11illi stral i'e pO\\'ers, 

IS Ill .. P. 10 
I" It! .. I). II 
: .. Ibid 

, 
:1 Ki llrt' '\l ug~~. '1 1lt' C{llh:t'plll :d J'ralllt'\\llrJ... fu r r i:-.cal [)t'l'l·IHr;lIi/:Hillll '. 111 1 ,llt'IU Cllok ( t·lI). Fnnt/ 
f)",'('llf/,i/" : UI/(lII/1l l.fllllI/'i,/ . :\ ,..\ l ' 1',\· ... , . ! 9<) ~. P.·j 

:.' Sull)lIllJll N igu 'lsi l' t 1'111)). I ' i,>cd I c~kra I ism in I h~ EI Il iurian 1.1 lillie b.t :-t'd I· t'lkf.1I '~'lt'lll. \\ (II" Lt'gJ I Publ i:..hl.: rs. 
20(j(l, P. 57 
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In gt.:: 11 (' raI lerm s. Ihe di vision or Icgisblive po\\'crs and rcspollsibilil it.:: s may Inl l under ~ :\ dll ~ i\' (', 

n .. ' s iduar~' , t' UIH' UfTt'lIt , fl ';UIH.'wurk, and impli ed (l0wt' r s " 'hose dcl:li led consitkratiulls ~ Irl' 

ht.::) ond Ihl' reach or thi s thesis. :!" It is usual ly witnl'ssed in 1l1(1Il~ ' (clkral countries tha t 

expl'IHlilun .. ' rcspoll sibilit il's arc 110t pro\'ickd ill th e Il:(kral constit ut ion ill a c lear manner unlike 

Ihe.' ass ignJllL'llt oJ' legisla tiv(' and 1' .\ecwivC' n:spoll sibilities.1.l 

It is th e e.\ecu tive di\'ision or po wer b(.,t \\\~ 1'11 lilt.:: fedl'ral and the Slate: go\'crlllll ellt s th ~ 1t I S marl' 

\\ 'orth~1 a I' con side ring wll ile discll ss ing e.\penditurl' rl.'spollsibil il ies. Although the gl'l1eral 

principle expect s cn ch ti er or governmcnt 10 bC[lr til\..' responsibilit y to adll1ini sll'" ,til Illailcrs on 

\\ hi L'h it has legislati ve I)()\\'(,:r, it l11a~ ' bl' sOllll'times till' cas e: tll ~ 1\ o Il l ' tier ma;. admini ste:r thl' 

aCli\'itie:s \\ 'hose I~\ \'s are enacted by thc other ti e:r. In thi s regard. th e:rc (I re dominan tl y two 

appro:lChes 1'0 1' Ih" all ocalion or c.\eCllli\·c runclions in fi.'clcral couiliries ." The li rsl approach is 

ciual kderali sl1l advocaled bv olde r fcd erali oll s such as USA whcrebv each lier o r gO\'ernllll'lli 

has Ihe responsibi lilY 10 c\CCU le Ihose mailers 011 whi ch il has leg islalive respolls ibili lV. 

COlll pa tibk \\ 'it h recognizing the all t ono lll ~ ' of' l'nch otl1 (".'r. thi s app ro ~l!.: h rl.'se:n 'cs for e:ach ti er or 

go \ '(' rnlllcllt to C.\ CC lltl.' those matters 011 \"hieh it has cnacted kgisbl ioll s. 

The s<'colld approach is illiegralcd federali sl11 \dl ere one lier of gm'erl1l11enl h;IS Ihe bu lk of 

k gislali ve pO\l 'er \I 'hile rese]'\ 'ing Ihe bulk or Ihe re spollsib i lily or Ihe adll1ini slrm ion 10 Ihe olher 

lier. Gerl11 any is usuall y ei led as Ihc princ ipal ach 'ocalc of such approac h. In Gerl11 any. Ihe 

k dera l go\'CrnI11Cnl i s pril11 aril y cOllccrned wilh po l icy iniliali oll. larl11ul ;lI io ll and icgi si;lIion anel 

Ihe Lander (SlalCS) arc requ ired 10 do Ihe bulk of Ihe acil11ini slrali ve busilless o r such po l icies and 

icgislmions, f3\' way o r conc lusion. il co uld be said Iha l a clca r appr"c ialion or such issucs is al so 

il11pon anl in adci i li o ll 10 Ihe princ ip les o r c\pen ci ilurc assignl11 Cn iS 10 devi se Ihe c\pcllclilure 

r<'sponsibi l ili es o r eac h lier o r govern l11Clll in c fTcClivc manner. 

hlr rk: lr ar'prl'ci:uiolls o r' such classi !i c:ni olls Ul1lll'r I IlL' Eliliopi:1Il COll sl ilUlioll ~l'L' S(l/0I11()!l N igLl:''i iL', I:iscal 
I L'tlL'r,di..,J1\ in I ilL' Elhiopiall Llhnic based Federa l S~:'I('Ill . \\'olfLI..'g.:1I Publishl'r'). 200(,. CI1:!plL'r 3). 
:'(.. ;I..'tlr;!l' A nckr:,on . 1'j:'l' :l 1 I l'tkralislll: Cnlllpa r j~ll ll or [ ' pL'riL'rKL'" o( Fl'dL'r ,ll iOIlS (/\ mi1:rric), Forll lll \,.)( li.:ul' l'aLiolls, 
~()J(J. p I~ 

:- 1{\\Il;dd Wa il s. ('oOlp.lring i'L'dL'ral S~:o.ll.,'rn~ , Third Ldi:ioll. ,\l .. :( i rll .. 0111:.'1..'11':0. LJl)i\LT:,il~ l)rl's5. ,\ loll lrl'nl & 
I..: rll ~ "'[dl\ I.Dlldon, It il:!CL ]O()B . P. ~ 7 
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2..... Rcvcn'H.' AssignI1H.' n(S 

A s i t was rr~\'iollsly rdl~ctC'd. fimllleL' follows function. The logical l 'x tension o f assigning 

l'.\penditllJ'L' n:sJ1onsibil i ties to dilrL'J'('nt tiL·r::. or go\'crrllllL'nl is ass igning revenue powcrs for the 

gO\L'rnl11L'llt needs n..:"\ 'L'llue so urces to accomplish its fUllction s or n ... ·\·L·!1t1l' rl' sponsibilitiL·s. In 

nddressing the issue or thc allocat ion or re\'!.~l1l1C rai sing powcrs. thL' main qUL'stiOIl is IHJ\\' thL' 

ta .\a ti on pO\\ '('r is distrihuted hct\\l'(:n til l' tiers o r gO\'L'rn III l'l1 I in !'L'der;]I s~'s tel1l. The principk or 

1<1 ,\ assignlll('nt in\ 'oh'L'S iss lIes Stich as \\ 'hat type or tn:-.:cs should be tc\ 'jcci and collccll'd b~ ' 

\\ hich Ic\ '('1 o r goveJ'IlIllC'I11. and on \\'l1at pr incip le s?:!/! 

2A.I . Principl es o f R C\'(' llu t' ass ignlll ent s 

A number of SOlllelillles co nfli cling pr inc iples arc involved in Ihe elleCli\ 'e ass ignllleni or 

ren..:"ll ue raising pO\\ 'c rs alllong governmen ts in !Cck-ra ti ons .. Some prillciples ad\ 'oclk' lo r Ihl' 

desirability o f federal assignmC'llt and some for ass ignmcnt to lhe constituC'nt units. Among thL' 

principks that f~lvo r ass ign in g ta:-.:ing powL'r to the rcderal gove rnment. OIlL' is IhL' ad lllilli s j ra ti \'(' 

ad " :lnl a:.;c o f c..'c ntral iz in g cl,rt.:1in k.inds or rC'YL'nuL' kV~ ' illg and (Lllicction.:! i !\lliJthL'r is 

a \ 'o idin g ta x ('o lll(l (' l iti o ll alllong constiwC'nt unit s tha t \\'o uld inl1uL'llcl' mobile compani(s and 

indiv iduals to locate in a p:lrticular reg ion. Another considerat ion is t:quit y . Thi s r(quires <' 1 

COllcentrati(lnl)f rcn.:nucs ill thl' fL'dcrnl gO\'erlllllent in or(kr that itlll;l~ pl<'l~ · a J'eJi strihllli\ 'l' roIL-

10 avo id sharply din"renl laX Ie\cls among consli luenl unils " 'ilh \'aried "eallh, 

Ronald WailS has also indicalcd instances ,, 'hl'n sub n~l cnlilies could be l' I\ 'ored 10 rai se 

IT\'CnUC so urces, These inslances arc Ihe need 10 pro illole acco ulilabilily, la \ cO IllJl l' li l io li for 

be tt ... r poli ci('s and for (~ n s llrill g rtg ional aut o no m y ,2N To enhance accoulltabilit: or 

go \'ernmenlS 10 Iheir eicclorales, il is ol'len arg ued Ihal governmenls should be rl' sponsible 10 

rai se 1110s t o f the re\ 'Cllll('S they spend. Furthermore. some economists ':lvor a IllCnSlIr(' of tn.\; 

co mpetition as a positi\ 'e encouragement fo r better polic ies alllong gU\'I~rnlll~llt s. Ultilll<ltci :'. 

Ihere is a lso Ihe desirabililY Or SlaleS ' aUlonomy ""Iherlhan dependcnCl' nn iCdcrallranskrs, 

;\n,, 'a r Shah. 0 11 hi s pari, emphasized Ihal 1()Ur genCl'.1I principics I'l'qllire L'onsilicralion in 

assignIng la .\[ng po\\\,.'r~ 10 \ ~lri~)lJs gU\·crIlll1('nts. 29 First. the ('conomic l'niLiL'nc~ ' critcrion 

~ " "ihrl' Mogl's. su pra I]lJ!i..' 21. P.S 
2- Ron:tld \\ '<1115 .. supra IlU!l' 2:' . P. 96 
~, III id 

;" /\ 1\\\;11' SIl:lIl. supr:111011' I:' .. P. ~O 
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In a llocation o f ta.\ing powcrs. there arc eonllieting co mpromises made bctwcen administrati\'C 

e!"lic icncv and li sc:d indepe ndence "le Whik thc kderal gOl'Crnrncnt is bl's t suited to adrninister 

the ta.\ efkctively. !i sca l independence requires each order 01' govcrnment to raise adequate 

re ve nues to e!"lieientl)' accornplish the ir e~penditure re sponsibilities, In n1<ln )" ir not 111 0St. or the 

federal cOlllltries. "eighting has always becll ill 1~lvor or the enicicnc~ ' crit cri on \\·hi ch allo"·s 1'01' 

the conccnt ration o(l11o]"c la .\ing pO\\l'rS in Ihe hand s o1'tl1c Il'der~1I gU\·l'rnlllCIlI. 

The li sea l ill1b~ll ance may eithc r be \'('rtical or horizolltal. Ve rti cal liseal imbalanc(' occurs 

\,·hen constitution~i1 l y a ss igned kckral and slale gC)\' l'rllIllCI11 re\'CllLH .... ' S do not match their 

cOll s titlltion ~l!l~ ' ass igncd expenditu re respoll s ibilities.·\'\ The k ckral gu\·crnlllcnt \ls\lall~ edlke!s 

re\ 'cnuc eithe-r from ta.\ o r t'orl' ign aid and borrowing \\ hich c.\ccce! it s dircct c\ IJenditurc 

responsibili ties," This \\i ll create a ve ni ca l li sca l irnba lancl' \\ 'hen the re\'enlle or the kderal 

go,·c rn ment is compn rec\ \\·itb the S~lllle of' the rcgional S\[\tcs \\·hich do not ha, ·c substantidl 

ta.\ing po\\·cr and bO [To,,·ing power ('rom foreign sou rceS . 

The second rorlll o r imba lance is horizontal li scal imbalance, Region,]i \ 'ariations in the 

cor respondence bct\\ ·c~n revenue baSeS and e,\pc'nditure requirements C.\l s t III most kderal 

system s. Th is inCOll s istellcv bCt,,·('ell I"t,:> \·Cll Ul' rZli sing r(, s poll s ibilit~ 1 and li seal Ilcl'ds of 

go\·crnment as thl' sallie level in a I~'dcratio!l is ~no" ·n as ho rizontal ll scal imbalancc .. ~5 

Accordingh', horizo ntal li scai imb<llancc ha s t\\'o co mponent s, First. it in\ 'ol\es th" \:tri:tti ull uf 

r"""nue capacities of di lTerelll sub nmional enti ti es so thm thev ,Ire not :Ible to pro\'ide thei r 

citizens with se rvices at the same level on the basis o f compar<lble ta" leve ls , Second , it in\ 'oh'es 

('\pcIHlitu r(' need s or di!rer~ ~H sub nati ona l ent iti es becallse or \·ar iatiolls in socio- dcmog raphic 

clwracteristics or thei r populmions, suc h as popul mion di spe rsio n, urba ni zation , soci<l l 

composition and age structure and the cost of prov iding se rvices al'i'ected by such lilctors as the 
• 

scale of public admin istration and the physical and economi c erl\'i rOnlllent 3l
, 

- Ak p;1Il K. Lkpo. ·Feder;1i Repu blic of Ni:;L'!"i:I·. in ;\ n \\~lr skIll ( ('d). ~I GI~)b: 1i D i:llogli l' on FL'dL'r~tli::.m \ ·o ! I V. flie' 

/lrIlCflct! IIr Fi \ (·u/ FederulislII : ( ·Ulllp {II"Ulil·e /'er.l/h' l ·tin'.I" . ["'ub!i sl1('ci fo r Forum or Fe'd eral ions. 1\1cGi!! · Q lJl..'l.'lh 
U lli\L'r ~i [~ Prl..' ~s . M o n(rl..' ~!1 ,1Ile! f-..:in gs ton. LO(l(klilo l [h:1c:1 . 1007. r . 2 1-1 
.. !{ull;tld " ;lth. "upr,t 11(1!1" 25. P. 103 
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sllrplus ill [h.: r~'\l'l1l1L' ll l"lhl' (~'dl'ral :; U \l'rl lll1 ~'Jll in l:th iopi(l anu \lTl ic,tf li.,cll i lll b .. iJ rlC l..' il l 1 ~ l hlup i : 1 t)l1l ~ \': O Jl Cl' rn~ 

~\ hL'11 I lll' I"L'\ l 'I1U t.' 01"[ 11.: Il 'lkr,1l ~O\ I: rt1l1 h' rH i., l"l)lllp.l1"l·d II ilh Ih(' salll l' ni" l hl' .,1;11":'> . 
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I{onald Wails r ointed OU I Ih;lI \'erti cal fisca l imo;dance oecu rs ma in h ' fll!' I\\'O reasons, \) F irsll~. 

it has ll sual ly beL'1l fo und (h.'s irab le 10 :IJl ocatl' thL' major t:lxi ng pO\\'l' rs to thL' Il' dL' r ~ 1 1 govcrnment 

bl'CaUSl.' they arl~ closely rL'lalL'd to I ll e dl..'\ · l~[OJlmt.'nl of t il L' custom s lInion ;lIld more bro;I<.Ily 10 ;111 

it l'ntls in it s \\"inning the lion' s share or the n ... ·' ·clltlL'. ThL' second rl';ISOn is that. no lll ,tUl' r 111.) \\ 

Ci.ll\.' rul l}· the ori ginal designl..'rs or the Iccic r,lI ioll may attelllpt to match tbl' l\.'\ 'l'IlUC sources .. lIld 

thl' cxpL'l1ciil li rc ass igllllh .. 'llt s or e;:tch order or gon:Tlllllcnt. 0\'("1" timl' the signilicancl..' of dilfcn.:1H 

J - J _ .:)._. I nl l' r g,o n .'f" 1l 111(' nl :d Fi s r; tI T r a ns fe r s :111 0 (1H.'i f Typ (.·s 

Onec' \\ 'e have ascertained Iha l Ihe possib il il\' o r horizon la l and \'c,rtic;i! fi scal imb"lancc is 

jill" ilabk. therl' h;ts to bl' a 11h.' ch ~lIl i S Ill dL'\ 'iscd to bridgL' th~ liscal gap ~ that occur b~t\\ 'L"l'n thL.' 

fede ral and state gO\ 'l' rr1IllCtlt S l) r among the lattcr. Such gaps can he Illitigall'd through a trans lL'r 

of.\ predell'rmi lled share oC ill most cases. the rc\'~nllc S colkct~d by the k lkral gl)\ L"rll 111('11 1. II 

is at Ihi s ,ju ll ctu re I h~ll the i 5~ Ul' of illlergO\'crnlllcntal li sctl tral1s l\.'1" is rai sed. Dillel"l'l1t scholars 

or fi sca l kde raii sill propa)'aled Ilwl I h~ sc fi scal illlb;ll'lnc~s ha\'e 10 be r~Clilied b\' de\i s in)' 

uii'li: renl Ill~ans. 130;1U\\,;1\ and Shah contended Ihal I h~r~ arc 1\\'0 broau "" IS Ihroll )' h \\'hi ch 

li :.;cal gaps arl' 1\:'c l ili('cl .J ~rh1..' lirst is rl'\'CI1Ue sharing \\hilL' till' S~ l' Ulld I ~d ls under Ihe gl'lleral 

rubric 01 " I~deral- ~latL' trall sfL'rs. RC\ 'ellllc sharing and gr~lI1t s (11"(lI1 s rcr~) ~He lilel"e li.)rc lile I\\n 

nwin Ill~an s IllI'ou)'h \\'hich li seal illlbalances are handkd. Th is sub- secl ion is particlilarl\ 

interested in discussing Stich l.'ssential means . 

Ihid 
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2.5.2. I . Rrvc n ur S ha r ing 

R('\ 1.,.· l1lll..· s h~ring is a IllI.;.'<1 n s of addressing n~Ttical li sea l imbalance whereby onc: o rdl'r of 

go \\.'rr1Illl'nt has unco nditional access to a spcciticd sharL' or r('\ ' l,.' /lUL'S colk'clI:cI by :ll1othel" 

on.kr . .w Thl' l:lCl that it is ullconditio!l:11 rL' IH.krs till' state the autonomy to USe it ill thL' priorities 

thc y SC I. QuilL' CO III III on ill developing count ri es . r('venu(' sharing addn.:sscs multiple objeclivL's 

stich as hridg ing thL' fisca l gap. promoting li scal ('qualiz~ltion ~lIld I\.'gional cic"clopmL'llt anc! 

stimulating t ~l.\ clron s by s tal(' :111d local go\'CrnlllL'lll s.,l\I I\ll i ssue' may be rai sl'd li S to whether 

rl'\ 'I..'r H!L' sharing could be regarded as the SlalL' s ' 0\\ n r('\ 'CIHlI..' or as trall s f~:r frolll the f('deral 

go\'crllJl1L'Ilt. It i s sometimcs nOled that rcv~nlle sharing is 11ll" s t ~ IICs" 0\\'11 r('\ ·Clllll'. Il o\\·c\·cl". Ihis 

1IIH.il"rSI<lnding is labl'lL'd as mi sknding bccnllsc thl' statL'S do not cOl1lrol 11ll'" allluunt or the 

pron.'l'tis l'spcciall: ' when Ihe federa l gO\'CrlllllL'll t 1L'\ 'iL's these ta:\es and SCI Ihl..' ralL' s.41 

Rewnll~ sharing SlrllC llireS arc Ihrce I(lld: "Ihe I'"pe of kderal revcn ues 10 b~ shar,·d. Ihc 

propon ion 0 f I hosc re\ 'cn lies Ihal \\ 'i II go 10 I he SlaleS as a \\'hole . and Ihe a Ilocal ion of I he shared 

r(,\ 'ellUL'S among Ihe siales". -l~ The r('\ 'l'IlUC SO 1IIT L' 10 be shared could eilher be single or 

combillalion of' s(,vera l federal l<.1.\es. II is cOl11l11only undcrstood I h:1I s ingk or n~IITO\~er ta:\ 

b<.lSl'S do not get l'llough revenue sourCeS 10 the s taleS and arc le ss li~ely to : 'ield ;1 secure suurce 

of re\'enlle so Ihal il is IIsually argued in la\ 'or of broacl- based la.\es, IOunhn, Ihe proponion of 

Ill<" shared r.;wnue Ihal \\'ill be de\ 'olwd 10 Ihe Slales is '·.\IX·Cledh' based on Ihe e.\pendilure 

As I ~ lr as the means or dis tributing the revelllle amongst Ihe stales is concerncd. !hcrc arc 1\\'0 

rule s: p r ill t iplc uf d c ri valion a nd rq llil)' l"o ns idrra li u" s,'3 In Ihe 101"l11er case. re\ 'cnIlC' arc 

Irans li:rred 10 Ihe Siaies in acco rd ance \\'ilh \\'he re Ihe fede ra l revenues \\ere rai sed , In Ihc laller. 

each Slale 'S sharc will reilec i bO lh il s lax capac ilY r~lali\ ' e 10 olhe r pro\ 'inccs and ils need lo r 

fllnd s 10 li n<lnce Ih ~ prov ision of sOl11e siandard leve l 01' public sel", ices. The rllk 10 adopl is 

(kp~nde nl "I' 011 Ih" pu rpose 10 be achic\"'d Ihrough olhn forills of li sen l Irans fi:rs such as gra nl s. 

13,,;,,1\\ ;1)' and Shah ;llso artirlll Ihat: 

"J AIIH,lr Shah. supra nOlt' 15 . P. 11 
~II Ihid 
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Ithieh <?l Ihe furmulas is approp"iatl.! ciept!lfcis un \I'hul ulhl.!r federal- sllIle lrall.~"Ii..' rs {'xisl 

alollgside wilh r1'1"I.!l1u(' shuring, (l /"('I'{'l1ue sl/Urill.!!. is fhe lIIuin I1/(.'011.\" .lin" gc.·ffil1~ 

!locO/uliliurTal .lime/il/g If) Ihe slules, il (jlight ill Iwillciple to he dl's(1!,/I.,:d f(J //fel'l Ihe 

,,/lil'<.'/he (~fji.'e/e,.al- slalt' /rull.~/l''',' , H-/r ich inclllde SOli/(' {'cllwli:(l fiOl/ ('ulII/,0nt'lI/' II 

Fc(krati ons have ass igncd different orgnns \\ 'ilh the power to determine the sharc to be di sb ursed 

to the Sla teS.4:\ The most guaranteed l'o l"ln of dcll' rlllinatioll fo r ["e\TIlLIc sharing for thl' states is if 

il \\'~ s pn1\ 'ided ill Ihe f eeler~1 cOlls lilUli o ll as il is Ihe case ill Ihe Federal Repu bli c of (jerrn,U1\', 

Re Ve llUe sharing structures IlW~" also be determined by the <I(h ·ic .... · alld rl.'COllllll\..·/ltlat ion of lju;l s i­

illdCJxlldell1 bodies Ihal ex ist ill some fCd crmi oll s such as Illdia allel N igeri~, The usual pracl ice ill 

this reg~IJ 'd is to ass ign the !"ccil- ral go \ ' 1..' J"I 11 11 I..' 11 I to dl..'cick' o n the ;11l10lll11 or the re\ 'clllll' 10 he 

shared \\ itll thl..' sta tl'S and milking it accolilltabk 1'01' thl..' syste lll at thc c:\pc l1 se of affe-c ti ng tile 

int~res t or the stal es for the fC(kral gove rnment may c ha ll g~ the formula frl..'quentl y. 

Re\ 'enue sharing is prai scd for il prol11oles Ihe autollOI11V of Ihe slales Ihro ugh ils lump sum alld 

ul1conditional a\\ 'ards, lor il s Ik.'\ibility tt) se rve as an ~qllalizing ! ~ l c tUr. and presc n 'ing a ful!~ 

ha rmoni zed ta:\ sys tl'l1l,4 (' They arc sO llletimes CYl' ll prckrrcd to ull conditi onal grant s s inel' thl' 

al110unl of" Ihe re venue sharing increases ill proportio n 10 Ihe growth ill Ihe federal tax \\'hile Ihe 

ull cond iti ona l grullt Illay need till' c:\prl.' SS deci sion of the federa l gO\ 'e-rnlllent to inc rease the 

I . I 'I ' '7 I' I ' I I' , " " I' S 1~1I\.· 01 Ill' stall'S In sue 1 Ill stancl'S. ,-C\'CIlU l' S w ri ng las a so It s O\\'n 1"1 sr-:: S . . /\llll)Jlg otlers, 11 

gi\'CS no d isc retion to tile- states to ha\'c :1 S~ l y 011 the alllOlill t to he di spe rsl..'d to theill. Furthl· !". th ..... 

rormula l11 ay not refleci Ihe aClllal expendilure Ileeds of the slales , Moreo\'er, il l11a\' a lso expose 

Ihc SlaleS 10 the ri sk assoc i~ted \\'il h unanlicipated changes in Ihe feeleral lax base, Moreo\'er. 

give ll Ihat revcnuc shari ng essl'llI ial ly Ieavc Ihc SlaieS \\ 'ilh liltle taxillg powcr. il is presul11ab ly 

suitable onl \' fo r Ihose In,xes Ihal are olhe lwi se deel11ed to be unsuitable fo r decen lrali zat ioll , 

2.5.2.2, G ranl s: Uf1('o ndili onal and Condi li ona l 

The second l11 ea llS of' dealillg \\ ilh fi sca l imbalance is gr~1l 1 o r Iransfi:rs, They could broadly be 

c lass ilied in 10 1\\'0 categories: uncondi liolla l and condil iolla l grams, Ullco lldiliona l (gcnera l 

purpose) granls arc pro\'i,kd as ge ll eral budget suppo rt \\' ilh no condiliolls '1Ilached, Such 

I I Ihi d 
l' Ill . I' . 295 
1r, 1.1 .. P . .:'\)7 
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Iransfe rs :Ire: inlc l1 th:d 10 preserve loca l a llt onOI1l~ and to C'nhance..' ink'r juri sdicti onal , .. 'q uity,,-N 

··(Je..' !lcral purpose..' grants arc Icrllle..'d block Iran s l~rs \\'ilel1 Ihey ,In: used 10 pro\'idc bro~ld support 

in a general are..'a o r sub national e..'xpelldi lUres (e,g, cducat ion) \\hill: allo\\ing rL'cipiellt s 

d iscn:t ioll in allocat ing the fund s among specific uses ... .'!! I\ccordingly. bloc k grant s f;tli in lile 

grey area IlL~t\\ 'eL'1l gelleral purpose and specific rHlrpo s\,' granl s :IS they pru\ 'idc bud ge..,t support 

"ith fe..'\\' str ings :Itt:'lchcd ill a broad bu t specilic area or sub n;l\i on~I1 e,\pelu..liture..'s, On illl' other 

h;tlld. it is common to \\ 'itness fOl'lllub- basl'd general purpose grant s. 

Conditional grant s (spec ific jlurposl..' tran sf\.'rs). on th\,' other h:tnd. ,t re..' ill l(,lltkd to pro\ idl' 

th ~ purpose of cond itional grant s is to inlluence the li sc,iI deci sions o t' the state gO\'ernlllents 

c.\pl'clL'dJ~ ' \"illl the c.\p re ss ink'll l of achie\'ing some objec ti\ l' of the t'cdcra l gO\ ' L~rllment. 

/\ccordingl:', \\hik unconditional grants nrC' lI S ~flll in the red uction of hori zon t~1 disp~ riti cs , 

conditional grant s arc L1 sed fo r fos tering national pri orilie..'s and 10 SlT\ 'C spccific . efficiency 

l 'nhancing gO~1l s , U IlJi~e Llll conditionZlI gran ts. cond itional gr~l!lt s nrl' 110t a\\nrckd b~ISL't 1 on 

I~H ' l1lul ~ 1 \\'hich le<1\ es Ihl..' !l1 ~ tller O il Ihe disc retionary PO\\e..T or th\,' fl.' ticral go \ l'l'l1 111('11 I. " I 

Condilional gr: lllts rna: ' eilher be matching or non- Ill n lchin g . :'~ .\l atching grants n:quirl..' gr;,n1t 

rccipicllts 10 finan ce a specil i ed pe..'n': e..'tllag(' or \,',\pendilUrl' usi ng tll l'i r O \\-n J'(' sourccs, 

Conditioned 11 0n- matching IrallsICrs provide a g i\'ctl !c\'L'! or fu mb \\ itht)LJI local l1l ~lI c hit1 g as 

lung as the fund s a r~ sp~nt lor a IXlni cular purpose, 

l\rgullle..'Jlts (I re ra ise..'d for and aga inst unconditional and condition:t! grants. To begin " 'ith those 

argul1lents that I,,, 'or c.,2.ncii tioncll grant s, it is justilied on the allegation that it prolllotc's tlte 

accountab ility or th~ kder,,1 gO\'Cl'Ilnlcn t to the tax payers b\' 'Ill:lching conciit ions on ho'" to 

spcnd the tax col lectcd frolll thclll, "'; Thi s argul11cnt is especiall\' dominated in thc US ,, 'hcl'(! 

conditi"n,,1 trall s li:rs acco unts lo r 100% o f k ckral transkrs to tile' st"t c's, Th~ cbs,i,'al "rgulllc'lll 

(or 1I11L"~)Jld i tio ll :l 1 gra llts is Ih:11 i s enhances the autonomy of sta ll..·~ b: ;dlo\\ illg thl..'l11 to U:-'\,' til L' 

tr' lIl s li:r in "reas th c' ), dCelll propc'!'. I:unhcr, it is cOlllc'llcled thai ill tl lOSC kderatiolls " he re the 

.1', ,'\n\\;1I" ~h;d). )lIPI':1 tHIl l' 15. [I , ~ .:' 
'" Ihid 
"I 13d;l\h\,l~ ;1I1d Sh :lh, "upr:l nolo..: 3 1. P .~,~\) 
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region~ 1 unit s or governlllent have parlialll~l1lary excclItives res pons ible to their own kgi slatli rc:s. 

it has hcc:n a rgued tha t these go\'crilments can be he ld re spo ns ible j() [" the usc or unconditional 

tran s!c rs through the ir accountability to their own k gis laturl's and hl..'Jll'c ('kctoratL's.5~ 

2.5.2 .J.Th~ Gnlllt Forllluia alld it s Vari,," lc, 

Th l'TL' arc 1\\'0 importallt issues in apportioni ng li scal trans!"cl"s rrom the !Cdcl":!! to sta l L' 

gon:- rnlllcnt s: deciding the gcnc ra l poo l to he di sPersed \0 Ihe stalL'S and appo rti oning the gCllcral 

pool amo ng the states. Thi s inc v i tabl~ ' invoh'l'S cOlllpkx iss lIl.'s . !\ s I ~ lr as the o rgan dete rm ining 

the gellcral poo l 10 be di spcrsl!d to the sImes is co ncerned. there [ 1I"l: difkrenl orgall ~ ac ross 

Il-ci.:ralions enlrustcd with s uc h a duty " 

First. the ratio may b~ stipulated in the kdcral Co nstilution as it is the case in Ge mWIl \ ' :lIld is 

cktc rmi necl w ilh the partic ipation of stat~ s in the second chamber 0 1· the Fc'de ral H ous~s 

([Jllnt!esrl/f in German y). Second. it could al so bc clete rmillcd by the rcd~ ra l go'nnment li p on 

the recoml11e ndation of i n dcp~ndcn t commi ss ions as is done in India. Thi rd"'. it coul d be 

d1..~t~ rlll incd by an :lei hoc negotiation bcl\\'CCIl the I(-dera] and state g o \ 'crlll1ll"l1t s as it is the case 

in Russ ia. Finall y. it might be determined b,' the unilatera l act of the kder,,1 government. 

Oncl.' Ihe gl'J1cral 1'00 1 is de termined. the ill' ,\ ! illlpOn ~ lIl1 iSS lIl' i s apportioning thl' pool alll o n g the 

Sla tes. /\ 5 We h ~I\ ' (' nln.:ady said . it is u s ual l ~ ' Ih~ case thai suc h bll s irll~ s s is carried out throu gh 

gra nt forlll ul as , It must be po intecl ou t that the appropriatencss of ,j fo rmu la or the constituellt 

criteria the rco fd cpc llds heav ily on the t've oft ran s fc r instrllmcllt alld the obj ecti"cs sought to be 

ac hievcd,'" II is expectc·d tha t \\ '~ need to take· clin;" rent , 'ariabks in to accoull t to dn'isc Ihe grant 

forl11ula, The variables used shou ld ha"e the necessary qual iti es to dri , 'e the best ou t o r it. Sen 

and l rcbesch have cnlllllerated the cond iti ons lo r the valid ill co rporal ion and il11pkl11elllation 01· 

a gi " ~n variab le in the grant io rl11ula 57 The,' co nte ll d that thc variable should. infe/' 1I1i1l: 

lk stati stic }lly sOlln d ;lIld cOlll pi kd using ('0111111 011 principiL's . 

• , Id " p, ItJ~ 

Sul\llllil!\ j\.j ~ lt"S i l· ( 1' 11 1)). ' E lh it1 p i:l' S Fi sC,tl F~\I\,:r, tli " l l1: a Cl)fb l illl l i(1I1al ( h ~'r \ i ~' \\' III '\ "'''~'I;t i-'i ':. cllll ,md 
G~' ladh'\\ (\ ~::, ~' f~1 ( I. lis) , /1I.\l1Il1lioIlU/t:ill,l!, CrJII,\ { I//lI/II /w /iHl I {/ Ild ,h.' Ru/e {II L U ll ': TUI\ 'lIrd, II C()l1\( i fllfiulIld 

P/'odin' i ll Uhio/N'(/, L Illiop i;m COIlSlilUli tlll :!I La\\ Sl'ril..' ~ , Vol. ll l. :20 10, p, 11(1 
<." Tap.l" K , Sl'Jl :llld Chris[nph 1 1\~ bl..' ::,ch, l '5 1..' \) ( Socio- I: corl tlln ic C r ill'l i,1 l ~lI' In l l' rgu\lTllllll..'llw l T r: IJl ::, kr. 
!: (O llililtic alld Poli l ll..' ;11 \\ I..'d...l ~_ \ \ l l. 39, No, 26 (JUIl , ~ () - Jul.~, :!OU-lJ, p, 2 7-1") 

Id ._ P _~7 51 
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Be availJble and com pa rabk across unit s of governments. 

13(' as UP~IO-(l:tlc as poss ibl~ <llld rc gul ;H ! ~ ' rcvic\\cd. 

- COlile frorn an indl'pL' l1licrlI source 10 lilt.:' (.' .\1\.'111 possihk SO th~1I thl'Y cannot bl.' nwnipulatl'd b.' Ihl...' 
dirrl'renl k\l'l ~ OfgO\'l·r1lt1lL'll1. <l nd 

- I3c diffl...'rt.'111 in ('ITeet (rom other \'jJ riabll's. 

2,:;,:1, Rationales for Fi sral Tra ns r,' rs 

An\\ar Shah has di scussed s ix obiec lives o l' li seal Iran s lc rs.." The lirsl and probably Ihe principal 

purpo se of transfe r is br idging thL' li scal gap. T o d~al with the \ 'lTli ca l fi sca l gap. IH)\\ ·~\ 'L·r. \\ c 

sho uld nOI haslen 10 use Iransk rs whic h shou ld onl" be used as a las l rCSO ri, II is \\ ise 10 exhausl 

other al ternati ves as n:ass igllllll.·n{ or responsib il itiL's. tax <kCL'll lraliza lioll . and t~l.\ b~lSL' sharing 

(bl' al lo wing sub naliona l govcrnmenl s 10 Ic\'\' suppkmenlalY rniCS on a nalional iii" base). Onl y 

as a la st r("so rt should rL' \ '('llllL' sharing or formula based transICrs be considered in or(k r to Jell1 

\"ith thi s gap. This is bec ll LlsC' the latt er 11<1\ '1..' th e tcndency to ,,·t'llken £!ccolllltl1bility to 11.1 .\ pa:crs. 

The ol he r objec li ve o r li sca l lran s lcr c'o uld be br idging Ihe li scal di" ide Ihr'lLlgh li seal 

equa li zat ion I,-an skrs. Th is purpose is 10 dca l \\'ilh the hurizorrt:r l li sra l ilrrb:oI:rrr rl's pe rsislcd 

among Ihl..' sub national emilies. The main purpose hl..'re is bringing the equa1trCl1tnh:lll o!' citizens 

nation\\'idc irrespec li ve o r 111\: ir place o r res icience. Such trans!Crs are made \\'ilh Ihe purpose or 

redi slribuling re vcn UeS rrom kllc r,o lrs 10 Icss -\\cll ,o lr slm,'s. In such cases . l11uch cl11phas is is 

gi "en 10 equalil)' ac ross Ihc kdcrationthan liseal efiiciency ..''1 

Th is is a case (,, 'en \\'hen the sc hel11c is a g ross one linanced by Ihe Icekral governl11enl because 

Ihe linanci ng it self cO l11es rro l11 !Cdera l general revenues Ihal arc dnl\l 'n predol11inanll y rrom 

re lat ivel y well- o lr slalcs."o Il erc, gra nls rro l11lhe rede ra l gOI'e rnl11 en llo siales/local gOI'erI1l11enIS 

can elil11inaIe d il 'fercnces in ne l li scal benelils ir Ihe Iranskrs depend on Ihe la.\ cap;lcill' or eac h 

Slale rel ali ve 10 olhcrs and o n Ihe relative nec'd lo r and COS I or pro'iding public se lyi ees. 

Ilo\\·cl'l'r. il is arguedl ha l it is hellc r ir li seal equaliza lion programs la ~c in 10 aeCOUlll Ihc li sea l 

capacill' o l' lhe SlaleS k;l"ing 11ll' lisea l need eons ickralion In be lil kd b,' condi li ,)n;l l grunls . In 

Ih is Clll1neClion, IJo;rd\\;rI ' and Sh:lh argue Ihat: 

.. ~ An\\;I)" SI1;\!1 . ~\Jpr; 1 rwlL' I~.I). 2X 
,., (il..· or;.!~· l\ndlTSllll. ') upr:t 11\ 1\1:2 -1. Il. S() 
, OO:ld \\ .t~ and Sh.lIl. :-.upr.1 n ... lIt' 3 I . P. ~ 11 
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.. . ill Ih..: illfer !!SI uj" ."impliciIY, truI1SpVI"(' I1(: I'. lJnd ue("owlfah iJ;f.l'. il would he helft!/" ./iw 
slIch prograllls to fUcus Oll/Y Oil ./ise(l/ cOjJacity Cl/IIUIi: Ufio/l to (/1/ ('XIJlicif slantiord . . 

risco/need COf1llh!lIsutiol1 is hest deo/I lI 'illl tllr()u,!!,11 .\J}(!C ~"fic jJW"jJO.H' Irllllsf~rs l iJl" lII t!ril 

l.!.ooJs. as is dOI1t! i ll 111 0." indus'ria/ ("u i/Illries " .M 

/\11 in all il co uld be said Ih'lI more Ihan Ihe redi slribulive fu ncli ons of fi scal Ir'lIl skrs 10 brid ge 

tilt: v~rt i tal fi scal gap. tran skrs to sub national gO\,l' rnm~nt s art: al so typic:lll y hi gh l ~ ' 

redi slribulive hori zonlall" in Ihe sensc Ihal Ihe l' cO lll pcnsaiL' for differences in fi sca l capacil" o f 

the r~cipil'nt jurisdiclions. 6
:! In general eq ual izat ion tran sl"ers arc. to liSt: the \\'L) rd s of Robin 

13 0ad\\'av , Ih e Iii'<' bluod of kd er:olion s Ihal 1' le ili l,lIe Ihe deec'llirali z'lIion of li scal 

responsibilities b\' ;Iddr('ss ing the inequities and incrti cic" llcie5 that \\'ould n ... ·:-;ult from 

deCL'nlrali zation of spcnding and revenue rai sing responsibil ities. h
., 

Thirdlv, li sca l Iranskrs could al so help 10 sc I ,,:olion:o l minimum s l" nda rds, Thi s is achiel'cd 

through condi tional non - matching output based conditional grant s that !"e!lett n3ti onal cni c i (' n c ~ 

and eqllil l' concerns , FOllrthly, fi scal Iransfers could be II sed 10 cu mpe nsa le for henefil 

spi ll o n .... s . For r~g i O !l :ll and local governmcnt s !~ICC the proper incen ti , 'cs to pro\'idc the correct 

1c,'c1 ot' sc: rvicc: s Ihal vic' leI spi llove r benclils 10 re sidenls ot' olher jllri sdict ions, Ihe federal 

g O\ L'rnmcnt pro\' ides ll1:ltciling conditional grants. 

On Ihe olher hand, li sca l Irans tCrs cOllld a lso serve as a 1001 10 inl1u l' nce luca l pr iur ili es, As 

d i n~'rent tiL'rs of go vcrnlllL'nt i[H~\ ' itahl~ ha\"C their O\\'n arl.?a of prioritie s. the Il'deral gO \'LTIlIlll'tlt 

could o nly ind llce Slale and loca l gow rnll1en ls 10 folio\\' priorilies establ ished bl' Ihc nal ional or 

S l a l~ governments by Llsing its spending pO\\'cr to pro \'ide mmching transfers. Al so. li sc al 

lrans lc rs ll1ay be I' ita l to dea l wit h infrastr llclure dclicicncies and crealing Illi cro econoill ic 

sub ililY in depressed regions, Th is is II sllall y done through capital grant s, The" often crente 

1:lc ili lic:s that arc nO I l1lai nlai ned by sub- nalio na l gOl'crnlllellls, \\'hich eilhc'r reillain IInconl'inced 

of the ir ulil ity or lac k Ihe Illeans 10 prol'ide regu lar II pkecp , 

II is u s uall~ ' contended that poorly ass iglled grant systems Clln cn:atc pen'erse inccnti\ 'cs lur sub 

national gO\'Crtltllcllts on dili gently pursuing their [\" 'L' !ll ie and L'xlk'nditlirL' re spollsibiliti es and 

"I rd .. P. 37 ) 
".' Rubill lloJd\\ ~l~. 'lfllt'rgO\(TI1I1K'lltal Rcdi slribut i\(, Tr;lIIslt'l"s: EI"fic il' Il(, ~ and Eq lJi l~' in [ lhi ... h:1I1l Ahm ad <llld 
Gi\lrgil) Brosi\ ) ( E{b ). lIulld /JOOA. u/Fl\cu/ Fedcr(l/i\/ll. Ed\\ ard Elg;lr Ch\:III..'nhaHl . lJ I( . ~on !1:1lllpIlH1. r. \A . USA. 
~O(l.s . P. 35 5 
t' : BOJd \\:I: :l nd Slwh. ~\JprJ Ill)ll' -' !. P ..... 76 
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on their ertic iency, To go away with this problem o f Pt,:'r\ 'l'rse incentive. it is argued for the li senl 

transfer endeavors fo r the enhancement of tax effort and expcndi ture crric ienc),.64 In addi tion to 

Ihese objec li vcs. li sca l Irall s l-':rs Illav al so bc used 10 ac hievc polilical goa ls6
; Thi s is cspeciallv 

trllc whe ll the li sca l dccentrali za tion is made tu Iii or Sl'l'\ '(' polilicil deccntrali za tion, Theil. 10 

li\'l' ",ith tilC' realit \', the re rna\' be a case of tran skr of somc resources "simply 10 keep some 

economiclily J1on ~ vinblc local go\'Crnm Cnl s ali\ 'e 1'01' political rl'a solls," 

2.5 ---' . In stitutions fur Int l'rgo \ 'C' rnlll l' l1tal Fisc tl Tr:lll s f~ rs 

II is lIsually COJ1il'lltkd Ihat lX'cause the \':iluL's of Ihe L'xpenditure alld rC\'l'l1ue ~lssigJl!llI'!lIS 

ch~lIl ges o ver liml!. Ihl!rc ha\'(' to be institutions and proccdurl's Ihat rl.·gularl y ~1l1l! rtain s thl! 

changi ng verti ca l and hori zonta l liscal imbalances. There arc /'our di stinct patterns across 

ICderaliolls 10 ckal ,,·ilh sllch Ill allers . III SO llle cOlllllri es such as Auslralia all ellll el i ~L illck-pellcie rll 

e.'\pl!rt tom l11i ss iol1s estahlishL'd by the i'cckral gO\'I:rnlllcnt :11'(' eilirus ted to detc:rmine the 

intl!rgovernmcntal ti scal transfer formulas as a purely deci sion making or mere ad\'isory bod y, tI() 

While /\uslra li a has all ad- hoc cOl11l11 iss ion. Ihe Indi all coml11issioll is conslilulionnlly cnl rellchcci . 

Ill sleaci of il11pania l boely. Ihe cOl11l11i ss ioll could also be rcpreselll"li'>e bod,> of bOlh Ihe federal 

I 
(,7 all t stall' go \ crnll1cl1t s. 

The second pallern lo llo\\'s a cOllslilllli onal slipulal ion 10 Ihe elfeCi Ih:1I suc h Il Jallers should be' 

rl.' so lvcd through an inlcrgo\"t:rnl11cntal coullc il or thl! kderal and state.: gO\'crnl1ll' ll1s as it is 

pracliccci in Malaysia'"' In Ihc Ih ircI pallern . Ihe Irall s fers arc decided b,> Ihc second chal11ber of 

Ihe I:eeleral Houses bUI Slales arC forill ally rep resel11cci in Ihose chal11be rs 10 panicipale in Ihe 

approva l process."» The class ic case here is Ger l11 any. Canada is olle o f Ihe many couiliries Ihal 

follow Ihe lo un h pa llern ,,·herc Ihe e1e lermi nal ion o f Ihe equal izalion lrall s fc r alld olher lransfcrs 

are ciclcrmilled by Ihe feele ral govcrnmerll whe re Ihere arc no Sink repreSelllali,>cs70 An ob,·iou5 

problem wilh Ihi s pallern is il s pOlc rllial 10 jeopardize Ihe al1lollolllY of lhe S1n ICS as Ihc feckral 

~,~ Ehli..,hal1l Ahl1lad alld nob St'arir..·. ·On Iht' Illlpl t'llh.' llIclliorl of trall st"ers III Sub '\'1niol1<11 GO \ l.:rtlllh.:nl s·. in 
I::. lhishalll AllIlwd and Giorgio I1rosio (I~d s ). I/alld Oouk o( Fiscu! Fl!dL'I"(f/i"lI . Edn ard Elgar Chdlt'llh~Hll. Uf--:. 
i\urthalllptull. i\i )\ . USA. ::!OOS . P. 3S! 
h' K itH\: :-' 11)gl's, :'lIpr.l 11i)!I.: 21 . P. t2 
I", I{ oll,tl d \\'al1s. supr:1 Ihlll..' 25 . I'. 115 
I'" ;\11\\;11" Shall. slIpr;! IlOll' I). P. 36 
I,' ROIl ;dd \\'all:-. . ~lIpr;llh)[l..· ::">i . P. 115 
.. " Ibid 
,. Ibid 
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gO\'t.~rnment gr~atly in vo lves in th~ matl ~ rs or the sta teS. Thi s problem could in some ~~ t Cl1 i be 

OVC rCO I11L' by im posing con stit uti onal res tri c ti on 011 the federa l government nOI to o\'erride tht.' 

state decisions. 71 

Th L' re is al so anot her p3t1Crn kn o wil ~ I S an all il1du ~ iV(,' that USL'S ~1 1l inlL'J"gu\'L;rnllll'llt~d- CUIll ­

Icg islm i vc-c um- ci vil-soc iety cOlllmi ttee w i th equa l representation rrom all the constituellt units 

bu t cha ir~d by the federal gO \'ernlll enI. 72 A ltho ugh it has an ad vantage o r b~ing all inclusive of 

th e Si'lkt..' hokkrs (lnd being silllpk a nd transpa rcllt. it has al so :I di S; Ic.!\"IIlI ;q;e o r tkadlock 

Ill' C l lIS,--' or it s lItl 'lIlimily rL'q ui rcl1lcn l. Il o \\c\ · I..~r. s llch pallcrn n la~ ' be 111<.) I"L' important tlmn 

ck tennination th rough indcpclldclH commissions. Thi s is bccause pol iti cs is internalized in stich 

institutions unlike the grant cOlllmissions that do not alia\\' far political input and th~r~'or~ tl'nd 

" 
I I I ' 7\ 10 opt or com p L~\ ane nOI1- lr,lIls IXlr,--'nt so 1I1101lS .. 

- I '\11\\;11" Sh;lh , ~ \lpra noll..' J 5. P. 36 
. : !ll );ld\\;1:- ;lnd SI1,II1. supra nolL' 31. J). ~X7 

Jd. P .l() 1 
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( 11 11' 1 U< IIIIU.I .- l Oin 1(,'\ 1. \1 ' 11<11 '\(1" ()'\ 1'\ 11 .1,(,(11 1·. 1,,\ 111 . '\ I II. 

11 ,,( II II{\'\'-II ·. I' " 

tr:lIlSIL'rs. Sol iciting th t,; e.\j1crie Il Cc or some fl, tk'ral cOlilltriL's on th\..' iS SLJl' at hand is imj1urt;lllt to 

comp;lI\' lil(' matlL'!" \\ ilh IIlI.? Ethiopian s ; 's tl'1ll <lnt! help 10 1ll~~L' Ill'CL'S Si lr.', tllodili catiolls. if any. 

Fur thi s purposc. the L' ,\ j1t.'r iL' IlCl' ofGcJ"many. Nig\..·ria .. and Ind ia \\illlx' disclissed in thi s ch~lptL'r. 

:\ scparalL' disclission or the C'xJ)cril..'ncL's o( sllch l'\)lllliril's in thi s cl1: II1 \1..'r is hdic\'I. .. ·d to gi"l' <l 

bl'uc:r pictLlrc of Ilh .. ' exper iellce or a gi\'c..?ll coulllr; ' 011 li se;!1 Ir<lll st-..'rs ;It ;\ l illl\..' so Illal \\\: could 

S,',' \I h'lI lesso ns In cxlr,'cl J"or Elhiopin. 

To givl' a SO I1lL'IH)\\ ' com prl..'JlI.:,'l1si \'l' systelll oflh(' l'xpL'ril'llCL' of each coullt ry. an attempt is mack 

10 oridl;' discuss ho\\' l.'xpl'nJitun: and l'eyel1UI' rl..'spon sihilitil's arc :l ss iglll'd . itO\\ rar prl..'\·uklll i~ 

li scal imbal ancc. ho\\' li ll' stalC bO ITO\\ 'ings an.: being Irl.'<ltl'd alld 110\\' it is Ir: ing \0 IJrI.' \ 'l'111 son 

budgL'\ conslrainl s. how is il undertaking intl'rgo\'crllllll.'lltal li scal trailS fer bl' il grallt or !'C \'l'IlUI..' 

sharing. nnel \I·h;1\ are' Ih,' cha llcnges persiSled III Ihe li seal Irans J"e r sl'S!cm or Ihe counlrl' and 

ho\\' is it progrl'ssl l1g \0 lix S.:1 III I..' , A!"tc r this IS cOllllllllnic~!ll'd, 1he chapter al so has a final 

Illlport:1Il 1 sl'c tiol1 10 deal ",ilh the possibk k ssons Ihn! Elhi o pi ~ l could dra\\' fro m thl' 

COIll p~!r~lt i \ 'I.' ex IJI.'ri I.' neeS, 

3-:Z. feJ~yru ~p\J\J(j·c:. ofGeY~o,h'1 

'!:J 2:i 0",- It9 ~f\Ij\(tI't oftXpv1dtiure q;"C./ R,.e(entJ-l" R~~.sibli-tks 
A s pcr 'lrIick 70 ( I ) or Ih" Basic La\l· or German\'. Ihe Laneler halT iegi slali I·e pO\l ers as long as 

Ihe Conslillllion does no l ass ign a Icgislali\'c compclcnc)" 10 Ihc Ccdcra l gOlcrnl11cn l. I·he 

,,""p,'I,'nee o r Ihe L'lIleler on law m a ~ in g is non-c-,i Slc' llI or compromi scd il· Ihe Iccler,,1 

glHcr1lllll'n t is gl\ 'CIl nn C,\c!usi\'e juri sdict ion on Ihe mat\l...'r. ill \\hich ca se I ,antler would onlY 

hal e In\l m"~ in g pO\ler iJ" thcy nrc e-,press ly aUlhorizeci by Ihe kelc ral lall· (anicle 71). o r iJ" Ihe 

m,lIler lidls under Iheir conc lliTelllju ri sdiCiion \lhere Ihe li.-tilTal gOI"l'rllm,'nl \l ou lel 011 11' hale 

kgis !:lIi\'(' competcnce " to the l' ,\tcnl that tilt' ('s tahli :.;illlH.'nt of C' qui\ 'alellt li\'in g l'tJllditi o l1 s 
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t hro ug hout (h(' fc<.it' n tl territory or t he ma int en a n ce o f lega l or {'co nomi<' u ni ty n.·Ud CT S 

f<:de ra l r eg ulali o n n cc<:ssary ill (h e nati o n a l int c rc s ( ·7..J 

Th~ long histo ry of dom inance of th~ fl'dcra l gO\'ernl11~nl nv~r thc La[1(.kr whic h is s trl'n gt h ~ ll cd 

by the kdcra l go \'c.:rnllh.'nt winning most or the concurr .... ·nl juri sdictions and that cst30l ished ;1 

pe.:culiar uni ta ry r .... · d~ral state is ck sc ribcd in the.: fo llo\\'ing manner: 

The strollg fi.'c/erul r ole 0 ,\ lo;d c/OH'II ill fhe COlI.\t;IIfI;()I1 alld till' Slroll,\!.. elllpIIllS;,\' UII !Ill' 

('{Illulil.\" (~( liI';l1g COI IC/il iulI\ ill Cierl/wlI.\ ·. lugellll'r ,,;111 II lIi.,/(}r;C{l/~\· rO(}/~'c/ \"ke/Jlici\/I1 

uhOfll dl'Cl'lIlru!i:l'c/ soll/!ill llS hu rl' led lo (1<.'1"11/(/1/.\'\ c(}(}/h'ralin' II/(}c/l'/ (!l f/i\l',d) 

jl'dl'l"u/i.\11/ Till' rOl/ge (~r 1.lIlld rt'SIJ(Jllsi/li/ilics is lill/iled hL'cuwe file /ec/erol .l!.() \ ·(' /"II/1 ll'lI! 

has IIst'd COI/CII/T;.'II! legi.,lufiof/ eXfl' "sh'e~\' (llIll lh llS expmu/l'c! ils resl ,ulIsibi/it it!s lIl"/"').\ ' 

/illle. 

On the othc r hand. the rc arc difrcrcnt arcas " 'hcre bo th ordcrs o f gove rnlllcnt havc CO lll111 0n 

linanci ,1I re sponsibi li ty o,'er Ill"ttcrs providcd in thc l3asic L,,,, . ICor in stance. ani cle ~ I" of thc 

Bas ic La\\' ell un ciat~s that in cases or juilll lask~· . \\' h ('r~ t h~ kd~ral gove.: rnmen t parti cipates III 

thc d ischarge o f" the rc sponsibilitics 01' the Lander in arcas tlwt arc bcnl'iie ial fo r all citizcn s III 

tile federation and :11"(' nccessa ry lo r il11pro\ ' ctl)~nt s or li ving conditions, the kclcrali oll is rl'quired 

to linancc at least halfofthc expcndi turcs of such responsib ilitics in cach LOlld 

/\ s far as the re.:ve nuC' ass ignmen ts bc t\\'ee n the fede ra l and the Lanele r go \\~ rn t1l('nt arc concerncd. 

\\ \~ could d isce rn Iha l cnch orde r is SO mdl0 \\' rest ri cted fro m unibllerally changin g it s t<l'\ re\ ' ~nLle 

withou t the co nscn t of thc other though the re striction is Illorc lenicnt lo r the kderal gO'"Crnlllcnt. 

The l'cck ra l governmem has SOIll (' (IutoJlomy to change the tax revc n u~s on some Il:1 .'\es without 

thc need to sec ure the consen t of the ot her cO l11 pared to Lande r tax revcnues. whose b'lSCS and 

ratcs a rc passed by the fede ra l p"rl ia l11 cnts o"'ing to it s conc urren t jurisdict ion (exc l' pt fo r real 

estate purchase t,l.\ " 'hosc ta x rat e co ul d be fi xed bv the Lunder ). )(' 

/I nicl c 108 of the l3asie La" spcc ilies the a llocation o f" rcspons ibilities lo r collecting. handl ing. 

'lnd spcnding taxcs. The LOllder h", 'c the princ ipa l responsibility lo r l<1 \ adm ini s tration. II 'hile 

thc k cle r, 1I governlllcnt "d lllin istl'rs kdc ral taxes. thc LUlld('/" 'trc rcsponsible not only lor 

" .J '\n iL"h,: 7] (~) nelli\,.' 13a ~ ic 1.;1\\ 1,}!"(;L'/"I11,1I1\ 

., L:l r" P. Fl..'ld and .lur~ I..' n Von I l il~I..'n.·1 ~'d~'ral I{~ public orGcrn l( 1l 1~ · . i ll All\\<I!" Shah t~'d) .;\ (i/()/J,,/ Di;!logUL' un 
II..'lk r;J! ic;1ll \ '01 IV. Thl' IJ,.tI~·f;("(' oj" r"l'ld Fl'dl'l"fI/I\/1I" CU/IIINtrolin' f't'n/h'Cfil'('I, Publi sllL'd li.u· flll'UIll or 
Fnkr:lIll1ll!), McGil! - QUL't'lb l :lli\t't"'lit\ Pit'::,::,. :'IUllllt·JI ,l ilt! Kill ~')!\)Il. I \)lldl)l1. 1111;1(.1, ~007 . P. I:;; 
-I' r\r!II.:lc 10:; (~,\) o!"thL' U:hic L:I\\ \l1:(jl"lJll'IIl~ -
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ad min isterin g s t ~lte taxe s, but al so the commo n ta.'\cs. Generall y , it is pr,)v ided that the k<.kral 

gO\\,'rrlmenl accounts for almost ha l!' or tala] government spending in Gl..'r!ll ~ln )' followed by the 

Londer rhnt spC' nd Ill o re than onc-third nnd the loca l governmcnt s 17% 0 1" the tOlal gO \'enllllcnt 

spend ing,77 [, 'C'n il" thi s li g ure signifi es that the fl'deral govC'rnm (..' J11 CO\'L'!":) grL'ateSI s h ~ lre or the 

sllL'nding. the Lunder and the loc(J] go vl..'rll r11elll S arc st ill unahle to ('lll..'c t i\"Cly linallCc their 

e,\pend i lure responsibilities, Thi s creales {\ \"(,~rticat li sen I imb::l lance , 

3-2'2- 0i<I- '(Q.I"~G<; I fiSo:>.llin b().I.C\flCE' 
11 i:-; "h~L' rtl..'d th~1t thl..' Lunde/" coul d nOI <.k ri\ 'C cllough rL'\ 'I..'IltIL' SULln..:e~ !\,'quirL'd It)!" tl1l.,.'ir 

e.'\:lx'nditure rl...' spunsibi li ties and spc nding c rL'ating a ve rti ca l li sctl im b"JLlIlc (' lx\\\ 'cl..'n thL'1ll ;!l1d 

Ihe federal go, 'c l"lllll cn t. Thi s lisen! imbala nce is Htlribuled to Illany 1" .. lctors , First. Ihl..' most 

important la.\l'S as measured by their re\'enue : the personal and corporat(..' incoJlle la,\eS as \\ 'c ll as 

Illl' \ 'al ue adtkd ta.'\: arc ,joint ta.\es (while 660/0 ot"lhe federal ta:, rC\ 'l'IlUC comcs II'om such sh:'lrl'd 

la.'\l'S. 85.4%) or the La nde r' s ta.\ re \'enuc and 6,L2% o f thei r Iota! rc\('l1UC comes I"rom same 

source) the re venue t"rom \, 'hich is shared among the fede ral. LOlldC!)' , and local go \ 'crtlments ,7X 

Second . il is allribu led 10 Ihe disproporti ollal la.\ rel CIlUe IIhi eh is accornpclI1ied bl· Ihe illabilil)" 

to 11 ,\ the U ,\ b~hl' <lnd ra il' (save lo r dL'lL'rminil~ g Ihe rate of the L1.'\: [(-H' ;Icquisition o j' rl..'lIl l'SI .. I!(' 

as pL' r article 10.5 (2) of the l3as ic La\\ ') fo r ensuring unifo rmity of la.'\-b ~lsl' and ta.'\-r~llc ac ro ss 

Ih l' Lunda re sullillg ill lI'ea~ 1,1.\ perlo rmance o f Ihe L{{nder. II is eOllklllkd Ihm Ihe federal 

gOI·crr1melll collects up 10 65% of all I he rCl 'Cllues of lhe fedcrali oll 7
<J 

3-2:-3 @I'\. StAt!? 5DI"I'OU.Ji ,,~ a.f~J Soft &ud3<Zt (Ons-tro.hrl-s 
T hl' '~Ic t 1hal the ronde)' are no t autonomo us cilher in th e rl'\ 'l'llllL' alld c,\penditLirc sick that 

re 'iui res Ihcm 10 provide millimuill public sen·ices forces Ihem 10 rel y 011 lrall s!"ers alld 10 use 

bOITO\\ 'ing as a I1lcans of Jinnllc in g their e.\penditure responsibilitil's. The borrowing on il s pan 

creales a high burd"11 011 Ihc Lanrier Ihm Ihey co uld nOI pay il from Iheir 0 11"11 so urces . As a resu ll. 

sonIc rUlli/a sUI'd Ihe fed e ral gOI ·C rr1merli befo re Ihe Conslilulional Cou rt Ill r a baii oul lI·hie h 

j 'eld ;md f ! ;I:;C Il , 5lJl1r:l no l<..' 7), p , I.lS 
"~;\n ir k I Uo \.1) ~) (!l1l' n<1 <; ic L{I\\ ot'Ccl"lllan\ 
"' I ' 

l;l'l)I~L' :\ lllkrsol1, ~lIpr;1 11OIt' ~ -t, I), 37 

29 

i" '7 1'~--;7 

""- 1::.- t1nivo!Jo1e, 
\ l:lc;, HV6 ll<l& 

o lD,op' .. 



\\;lS pr~)\ ' id\'"d by thL' IL'ck-ral go\'crlllllclll ill Ihl..' fo rm or \ ' ('I'tiL'~1I L'(Hlditiollal grants tl1 ~lllda1L'd to 
n:d ll ce Ihc' publ i c (kbl or Ihe LOlldel', XI' 

SOlllC <Irgul..' that thi s bailout cn.:atL'S <1 soft budg(,t constraint 011 the ruode,., XI T his rL' sult for 
Londer oni('i~tls to 1':1(,(, strong in(,L'1l1i\ 'cs to lill~Il1CL' public expl..'nditlll\.'s \ 'i" debts bCLltJ~I..' tlll..'~ 
klltl\l' Ihal, ill Ihe elld, Ihere \li ll be a bailou1." III 2006, Ihe COllslilulillllal COlin or GerJllell)\ 
rules that a b~l il ol!t is oilly givcn \\'hell the fedcral gO\'L'J'llIllL'nt decbrcs :1 st:1{L' of L'lllcrgellcy, S3 
!\ ccordill gl: , it is 11l:ltk Ck';II' that it is di !'li eu It in thL' futurL' ({)t' <I single /.ul/(/l(l bring (l stl it for:l 
b;liJOll\ ag:linst till..' Constitution:ll COtlrt, 

?f2:.4 ~I\ Ji'\ t~r~ o\"Qrn IItQI1{p./ fis<'''Il TI-e;;,~fers 
J\S a Illeans or bridging thl' \ 'cnica l (lnd horizuntal liseal imbalances. the Ge rl1l~1I1 fiscal 
L'quali7aliol1 S~'stclll pro\ 'idL's lor four Stl'ps.X-I First. thl' rUlldL'r \\ '~)LJld colki..' t ta .\es fnJIll tllL~ 
re wllue S()lllTc'S ass iglled l(l Ihem (anick 106 (2) or Ihe Ilasic I,a\l ), The rCWllue "r Ihc L.llllder 
is panie ul ;lrl y important fru l1l the j o int ta.\ ('s "hl'rL' thl' 1'1.' (krClti~)J1 and tll(' Lunder sh:!I1 s h :l rl' 

cqlJ:t Il ~ ' Ihe rc"Cllues rrolll income taxcs anei corpor:l1iontaxes (artick 106 (3) orlhc Basic I.a\l ) 
on Ihe principle or re sidellCe ~nd Ihe rc ""nu~ from Ihe "<1ll1c ~eiei('d la,\ s h~11 accrlle 10 Ihe 
indi"idual I.lIlId<'l' on n pCI' capi la basi s (pll)lulalioll bel sc'd) (anicle 107 (I) 01' Ihe Basic I.elll ) 

Cllrporale II)COI))c' laxes (in bO lh cases equal \lilh Ihe sh are or Ihc' !'edc'ral go'enll))erl1) di, 'ilkd 
~lI1H)ng the Lon(/er 011 tilL' basis orth~ (l11l0Ullt nf ta:-':L's collec ted by rCYL'nUL' authoritil's \\itl1in thl.' 
lerriloJ'\, ~~,~ o r Ihe re\'(' llllc rrom Ihe V /\'1' \loulei be lk ,,,h 'cd 10 Ihe 1.1iI1i/l'r in genc'ral and 
apportioned among I he III on an equal PC I' eapi18 bas is \lhich is a simple I'orm ol'equalizalion,'; 

The second SICp in Ihe eqlJ8lizalio ll sys lem is Ihalup 10 "5% o l' lhe rc" 'cnuc orlhe VAT is uSeeilO 
inerc'ase Ihc li scal posilion 01' Ihc poorer stall'S, Thi s Slc'P cl oes ,!Iso h,,, 'c' a cons lilulional basis 

.. ' 10 1'l'ld illH.l Hagen, supra not~' 75. P. 139. bailout is 111~' kind 01'<111 add it ional fundillg Ihal is pro\·ickd \\h~'n an cllIi l~ \\{luld uIllcn\ ise bl' LJllabll' 10 SCI"\ ice ils obli~a l iolls 
SI Soli Budgl'! Con straint ck'scribl' ::> a S illJalio~l \\l1l'rl' an (,l1li [~ c:tn m,ll1ipula [~ ib ;H.TI,.'~S III fllnd " in tJlH.k ~i rabk \\a~. \\ jll1 ,I ,>ofl bU<.lgL'\ (ol1 "lrail1l. tl1(' lll(lrgillJI belll'lil l'\Cl'l' lh till' 1l1ilrg i ll:l1 ensl uf ;lddilill lUI ::>pl..'llding b~ [ill' Lalllkr. \\ il h tI ll· Il':-,ulI Ihal t h('~ l';111 l'\ \I.'I"Il ,tI ill' pan o( til l' ell ... 1 to Illl' 1<1\ p;1~ ~·r ... ill 11l~ u tha ... t:lk' ... 
" B l';!k J(llhjlll::-.~n. ·f ' i ... cd l :l'lkr;di~1ll in GCl"Ill;lll~: f' rllhklH~, f' nlplh,lI~ :J IlJ l'1l.1Jll'l·' !~ II f 'lIlld;UHl'll l .d Rdl)flll::> '. III C.It\lj~1l \h,hJ[I,' and \\ ;u.k' J ; ll"ob~ (hI ... ). (;l'rIIl(//1 1- .. 'd,'/""h,t11111 //·O/}\If;OIl. f{ olllll' dg~. 1,\lndLiIl ;lIld i'.l'\\ York.. ::'Ul0, 

... (,~'orgl' ;\lllk' rsoll. :->lIpr;! Ilull· 2--1. 1' . 2-1 
.~: f l 'I .. ! ;)II.! I b :;cn ... upr'1 Il(ll~' 7::" . 1' . 1--13 
:0,' H\1;llh\'l~ ,11ld Sh.1 h. ~!I) LI Ihlll· J 1. P. 199 
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under art iek 107 ( I ) o f Ihe 11",ic La \\', Accordingly. " 'hi k IhreL' qua rt ers of V AT arc 

apportioned 10 Ihe Lander acco rding 10 popliial ion. anol her quarter is re sennl lo r Ihose Slales 

that arc cons i d~ rcd fi nanc ially weaK. They rccei,"I...' s llppkll1~lltary transfers from V AT in on.kr to 

10SIer Iheir Ii seal pOlenlial. 

The Ihird Illl'111 of Ihe Ii sca l equal iz' lIion in Gen11:111\ ' is "Ihe hori zon lal Il se,tl eqll,tli z' lIion 

belll'een Ihe Lander " here Ihe SlaleS ", ilh a measure o f Ii seal capacil )' belo,,' Ihe rlleaSlIrL' of 

equa lization n:cci\'c grants from Ihos(" simes \\"jlh a measure or fi sca l C1P~Il.:ity abo\"c the Jlll'a SUrc 

or equalization." It is important to note that state-s lale cquali z~ltjol1 is a sl...· coIHJ-ti~.T cqu ~ tli i'.ati o ll 

process, Thai is. sl,Hes ' Ii seal C:'1XICilies include re"elllle s li'om Ihe V /\'1' ,, 'hich "rL' ,ilread)' 

"equal ized", Wil h Ihi s melhod of lI suallv uncond il io nal nailire . Ihe Il sc,,1 eapacil" of IhL' poo rer 

LUIlIie l" is Iili ed up 10 90% o f Ihc naliona l a, 'emge, One could 'IS suc h nole here Ihal Ihe 

L'qualizalion S\'Slelll onll' concerns on las lering on I) Ihe Ii scal capacil\, of Ihe LUllda lI'ilh lillie 

or no rega rd to cxpcllcliturc llL'cd s. This form of L'qualizal iull arrangl.'lll l.' 1li accollnts for ()2 ~o llf 

Ihe eqllaliznlion among Ihe Lunde/, xI' IIS uncondilional nailire is illlper'lI il'C la r Ihe LOllli"I" in 

conkrring sO lll e level of aUlonolllY On Ihc Illanner o f spending on Ihe I'u nd, The costs of Ihi s 

so Jidaril~" [11\.' yearly tr(lll sicrs o(r~ sourc~ s rrom \\ '(,SIIO I ': [l st Ihe \ '011l111(, o!'\\'h icll is ~Jlort1lou s: il 

C{)["J\-'sponds to Illore 111 :111 l\\'iCL' Ihe orli cial de\ ' cloplll~l1t aid or all indu s lriali z~d (Olllllri...:s to all 

I I , "I Id X7 '- evl' opIng counln...:s [[1 Ill' '\'or . 

In the fou rt h slep \\'(~ lI'ould find a \'~rtical grant sys lclll where sOllle L((!lda ar~ enlilled 10 

rec~i\'~ funds frolll Ihc federal governmenl as per artick 107 (2) of Ihe l1 asic I,a,, ', The L((lIda 

Ihat cO lild get thi s. usually condilion~l . fu nd should cilh~r be Ihose in need of ass isl:lnce to 

fu rt her lift Iheir li sca l capac ity or the nell' L{(nder to reduce spec ilic burdens before Ihe 

uni ll cat ion and 10 dc, ll lIi lh high slruc tu ra l ll nL'lllplo)'me rll, T his slep is e\pL'c led 10 lift the li sea l 

capacit" or Ihe /. ((I(Ii"I" to 97,5% of Ihe national a' cragc, In addilion 10 slich steps, specific granls 

nl:1V lloII' fro lll Ihe t'cder,, 1 go"ern lll clll to the Lande r fo r projects under Ihe joilll tasks cmegar\' 

for reilllbursclllclll of Lande r l'or ICdcrallv Illandaled e\pendillires. and la r specilic proj L'cl s 

r~lalL'd to thl.~ creation 01" uniliJrm il: or li"ing condilion s.s,,; Onl' surpri sing kature 01' the Systl'tll 

'to Ron;lId \\' ;t(( s. SU p!":l notl~ 2:'. P. J JO ,. 
. J',HtI Ikrnd Spahn . I\Llin [aining liseal l'quiJibriul1l ill ;1 i"L-tkr,l[ioll: (jl'rlll;lrl~ a\ail.tbk' a[ 

1:1.,[ \ i"j[l'd \.)rl ()~ (j:, ~() I J 
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in Ihis regard is Ihal on avc: r<lge Ih~ Ie-de ral govc-rnlllcnl onl y CO\'l'rs 1.3,3 or Ihc cxpendit ure 

responsibil ities orthe La nder,x'} 

Olll' problelll of thl' l'q uali z;l\ ion sys lelll in Gl'rman y is Iha l it has pl'l"'erse inCl' ll ti\'l' c frect inlh~ 1I 

it lead s 10 high(T horn)\\ ing and Slll'nding by thc '-mu!e,. \\ hich puts a prcmium 0 11 liscd 

i111pruch,'ncl' ;l ltlllHlgh it has :'111 ad\ '(l!l tagl' of cll)sing till' liscd g"lp and III 0 rl' import, llltly Ilwt it 
l)() , 

Sllloothcs Ihc incollk' s hoc~ s :' 1I11ong I Ill' i.mu!er s i gllilic~lIltly through the :l'ars, II l~ usually 

unde rlined t h~1I the intcrg()\ 'Crlllllcntal lisea l trans I'Lr of thc Gl' rJll;11l s:'stel11 is nOI \\ 'c/COllll'c! by 

cithe r ric!h .. T or poorlT 1.~IIH .. kr,'JI T hc poorl' r L:llldl'r argul's tlut Ihl' l' qu~di/,;'ltjOIl SYStl'1l1 is 1101 

cllough !C.H tlll'lll to CO\'l'r th",'ir inc rl..' <' lsing CXlk'lldilllrC I"cspollsibilitil...·s and till' highe r 11lT capila 

('XP~ !l C! i IUl"e requirclllcnts , T his is bcc(l Ll sC the SYSIL'1ll only la l..: es ill to aCClHlllt Ihe liscal capacity 

of the Lander. not their expenditure needs. The ri cher Lanele r. on their parI. contends thell th,' 

sys tcm l'IlCOurag(' s lill;Jllci~d ll1isma])i:lgl' Jll ~ llI and j1L'n:tlizl'S Ihosl' Ihal arc good lill;l!lcia! 

managers. They Ila\ 'l' also b('ell SUPllortl'd \\'jth til l' \'il'\\' that cxcl'ssi\ 'c solida rity is Sl'l'n 10 l' lltail 

abSl' IlCI' o( accou ntab il ity , abscllce of reg ional growth initiati"l' s, !:leI..: or intercst 10 dC\ 'l' !Op 0\\'11 

rc so urces ... mel (' \ 'l' ll ll1or;1I haz;:lrd anc! waste at the statl' k\'cl, Thl'~ ~llso argul' th~1\ thl..' !~·dcral 

gO\t,.' rt1llll'l1t is illtl..'lltio lwll: ' 1~I\ ' orillg thi s policy ttl \\in 11101'1..' pO\\l'r in it s 1~l\or, This Ill' Cl':-; ~i t~I\l' :-' 

(or , I IOll lkr call "or J'1...'I 'oflll ing t11l...' Gl' l' ll1;ln liscl.d ! (-dl'[,di~ll1. 

.j.l·5 Col'tQ.Il'pOrv.1"j .IssueS an ihe &111\o.lt fA'Scql Fd~It\I~1I<\. 
~I herc arc dilrer~1l1 disputes concerning the presl'nt fUllctioning 01' thl:? liseal sys tem in Germany, 

/\ s it " ·,, s cO ll s id~reel above . the currellt cqua lization s'·stell1 has inco rrec t in c~n tin' s fo r both 

poem:: r and ri cher SW t ~s to raise ll10re reve nue . Thi s as it ll1a'. it is al so con tended that gi'·,' n Ihe ir 

di sparate r-Tritori a l areas . po pulatio n size. and. si nce I~·u n i l i ca ti o ll. levcls o f eco lloll1ic 

de, · ~lof1 ll1 en l. it has b~e n argued that te rrit orial le la rll1 is rwc,·ssan· irthe count n · is to ~tchie'e it s 

go:rI or~qui"aknce o l· li,·ing condi ti o ns. butthc ea rl ier allell1pts to do so ar~ all futile"! Wit hout 

the specia l :tss istance or the li::dera l govc rnll1~ nl. poorer st:lleS could no t pcrforll1 the .join l lasks 

as rl'quirl'c1, II is l' \ ell argul'c/ tllat unless slich territorial rc org:..lllizi.tti o n t ~ lkl'S pial'\,,' . It IS 

inc, irablc tha t th~ riche r stales "oulel sue the Icdera l go' · ~rnll1~rll bell11e Ihe Constitution:ll Cou n 

"I \'.' Ill ,1Ild Ib~\':n, :-. upr;! 11\,)](,,' 15, 1',1-14 
"" Id .. I' 14-1 ~ 
'" !<on:t!d I • . \\ ' ,III '" l'.lul I Johson . I \,'dcr:di ..... lll 111 (;(,,'1"111 :111: 

Ll, l \ i si h.' ~1 011 {IS 0 5 ~ U I I 
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pra~ ' ing for decreasi ng Iheir li nHnc i:l 1 ob li ga ti on to Ihe poon.:r stales, /\ Iso. it is n,:col11llll:ndcd Ihal 
nOI on ly Ihc re vc nue capaci lY. bUI also Ihe liseal need o f Ihe Lander should be cqu:dizcd. 

On the other hanc!. the connic\ 011 equalization. and hcnce the tkgn.'e or interregional solidarity . 
as opposcd to gr(, ~lIer frcedom to the act or lo\\e r tiers of gO\'I..'rnlllcIlL lind hCll cl..' s uhs idi:tl"it y. is 
illustr,nti\,1..' 1'01' 1111..' funcialllciltal issues that arlo.' at st<l"C in GI..'rlllall~ ' , "13 That is 10 sa;'. the 
equa l i zat ion arral1gclll~ n l thai requirl..' s richer /.onlier to contribute to Ihe poorer Luncler to fo :;; tl..'l' 
so liclaril\' is in direci confrontali on lI'ilh Ihe principic of subsidi ari l' Ihal princip:dl\' aeil·oeales 
for po\\el" 10 rl..'lll~lill .11 thl' lo\\'er 11..'\ '1..'1 of gO\'erllll1Cll l so long;\::; tlll..'; .. Ire capahk of rcgul:lting it. 
Thi s requires (I mcchani sm 10 strikc 11 balancl..' bl..,t\\'(,'ell introci uc ing ruks that grant stales I1H)I"I..' 
:lUIO IlOm~' over taxes and promoting competition among Ihem \\ 'ithoul undermini ng Ihl..' principII..' 
01· so lidarilY. I-I o"·e,,c l". as il sland s now. re lo rmint! Ihe linancial Conslilulion (Rel(JrI11 II ) and 
lerrilor ia l relorm (Reform II I) arc consicleredlhe ··/lW illluiiw.r('s ·· ,,·hicl1 arc dirlicuilio inlrude 
and rea li ze ill Ihe Ilea l' future. 9

..J 

OI1~ rCllwrkable l'eaturc or the German ICdcration i s its proxiJ1lit~' ror adopt ion 10 changt: , 
Adjus lmenls in Ihe fccieral balance h ~I\'C bCe'n accompli shed ,·in Cons liluliona l amcndmeili. 
inlCrgo"crnmcnlal relarions. and judicial rc,·ie"· all of II'hich h~l\ ·c prowd rciative"· Ilcxihlc . 
Il o\\,eyer. as 1 ~lr as irlle rgo\,crIllllcllwl relation ships an..' co nce rncd, Ihe insti tutiona l culturl..' " 'hich 
puiS a premium on consensus can mcan Ihe indelinile posipo nclllcni of difli culi policy choices. 
Ihc so callcdjoin l deci sion Irap"'; Inlhi s connecli on. Jonalhan I,odden submilS Ihal: 

" II/eli/pIS /() ilflpn)\'(' fhl! I!fli6':1I (~\' (!f' ' he !)/(h!ic sector i ll Cin'll1ull), (!Jillll /£/il heel/liSe.: (~IIIII.! 
d~llh:I/I1.1 ' (!(hril1gil1g together (I re/i)l'/I/ coalitioll ill (/ systelll wilh so 111(111.1' e.fli..~cfin' l'I!{O plu,n:rs. 
For these r eaSOI1S, hOffle,\' ol'(!/'ji.l;coljedera/is/JI Il'ill cOllfinue Iv he 1I ke.rjl'(l/ u/'e a/the Cer/llan 
po/ilical /w /(/scapl! ill Ille y ears (llil!od 'J{, 

The 5' Slcm is also IiKCd \\"ilh Iran sparenc" and accountab ililY concerns ."7 On accountabililY. il is 
submilledlhal accounlabilily is ckcreasccl as Ihc L{{lIder pay Ihe bill lo r somc !Cderall,· mandaled 

'I; Pa ul i3anu Spn hll. supr<lllo\t.' S7 
'II CaroJ~n i\ lOOl'L', \\ ',Hk Jacuby, ;md ;\nhur 13 , Gunlicks, 'IrllroduClion: GL'rnwn FL'daalisrtl in Transi rion:', ill C.l ro[~11 \1001'1..' and \\'ack Jacob,\ ( [ (1:.), (;<'/'I"U II Fl'd .. 'l'lIli",,, ill humill'J/1 He/ill'lll'- ill a ('/JII'I.'II'I/U/ SW{l', RlHllk'd~l'. l .ondtlll alld j\' C\\ "l)fl. ~O !(J, P, 9 
'J' \\ ' all ~-"nd Il l)bsoli. ~lIprillloll' 91 
"( ' J~lfl;l!han Roddl'r1 . ' Soli Hudgl'\ CUIl!:ilr:li llls ;!nd ul'nn;uI Fl'(krali~Ill'. in Jon:1\11:111 Roddcn . GUIl Il;-J1' ES!..l'[;lIld, ;llld JCllnil' 1.;1\ ,1('1-. (Eels). F" nrl DeCl'III/'uli:Ulid ll alld (lie C'/,.t/lellge 0/ /lord blldg('( ('(/I/"I'O;II{' , Ihl' i\tlT [)rl'SS C,l111hr i d~l', ,\ l as<;':1cllu<;'l'lb Li.lndoll. England, ~003, P 59 
,, ' \\ alh ;md I loh:.on, \upr;\ 110!l' l)! 
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ini tiatives, Transpa rency is <lI sa alkgL'd to be decreasL'd through the inlL:rdepcndcnt network or 
sha rcd taxe s. c:qunlil.<ttioll transkrs. L',\pcndi ture responsibili ties, and eVe ll ck cisioll making 

insti tut ion s \\hich renders it practi ca lly imposs ible lor \'OlerS to idcnti!,y which go\'crnlllL'nt is 

ta.\ing or spendillg !'or particular purposes, 

J .J. The 1{<"Illlb li r of India 

J.J.1. 011 Expcntiifur(' and R(,\ 'ClIlIC Assi glll11clH s in Indi :. 

The di"isioll or rL'sponsibilitics bL't\\'L'ell the union gO\'CI'IlJllCOl and the stalL'S in India is pru\'ided 

ulldcr schcduk SC\'CIl or Ihe COllslilUliOIl. II could be gellc r;lIh· said Ihal \lhik Ihe COllslilUli o ll 

has sL'lxlralc stipulation s 10 the u ili o ll. stale. alld CO llcurn.:nl li S1:-). \\-i tl1 tilL' rcsidual PO\\L'r rL'sL' I'\ 'L'd 

10 Ihe Uilio ll govc rnl1l elll , il oplcd 10 roll ow a scpanll ist approach 011 divi siOIl or Ihe laxillg 

respollsi b j J i I ics \\'i I hout pro\' iei i ng cOile 1I ITt.' III .i 1I ri sd i ct i 011 0 r ta.\ i ng po \\'L' r lk'i WCC 11 1 ill:' un i 0 II (lilt! 

Ihe SIak' govcrnll1el1ts. /\ s Stich both the cL'lllra l and l ilL' stale govl'rnlllents colkc! thei r 0\ \ '11 

. 'JX source 01 re \'C I1U~, 

Thi s in cfleci mcans Ihal Ihc ri ghl 01' levying a lax belollgs exclusively 10 ,,·hi ch il is ;lSs iglled in 

conlraSI 10 Ihal of cOllcu rrcnce. III I: ICI. Ihi s sepanili sl app ro'lch is viabk onl\' ill Ihc kgal sell sc 

because then: are.: ill praclice \'ar iotls arL'as or COIlClIlTL'ncy bct\\CL'n thL' 1\\0 ordcr;; or goyernll1e.: 1l1. 

; \ 5 such. we could di scerll Ihal Ihe Indian s), slem is \I·il h a subs!;llllia l COlli raSI \I ilh il s Gerl1lall 

coulllCrpari \I here cO ll currCll1 !axes COIlSlillllC for Ihe mosl il1lpOrlall1 rC\·Cllue or bOlh Ihl' kderal 

and La lld ~ r gl)\'L'rI1I1lClltS . In India , "the states sharc in c'\!lcllditurL' 011 rldministrCJl i\'t' sC I"\'i ces is 

abO UI 68 perel'lll: on soc ial services. 83 percenl : alld on eeollomic sen'iccs. 'lbOUI I\I(}- Ihird s: 0 11 

prov iding ccluca lion, public heallh . and fa mil y wei rare. Iheir rok is 900/0"."') 

Go\·illda I{ ao has indi cated Ihal Ihe ass ignmellt of responsibililics ill Illdia is cC llirali zcd . IUIJ The 

lirSI inclicalor or Ihe eelli ral izatio ll o l' lhe assignmelli s is Iha l residual po"er be longs 10 Ihe uili on 

governmcnl un like Ihe case o f USA und Elhiopia whcrc resid ual pO\l·cr. al leas!. in principle 

belongs 10 Ihe Slales. IOurlhcr. Ihe uili on govcrIllllell l is aU lhorized 10 reorganize Ihe lerrilor\· or 

the states and could di slll iss the state gO\'Crlllllcllt allcging lilal It IS no! 1\II1C1 ioning according to 

"~ (It'urg,,: :\I llh.' r :-l)l)' :"IUIl !";1 nOlI.' ~..t . P. JX 

"" {\. 1. Cio \ ind:1 Rall. 'Rl.'publi c of Ind ia' , in , \11\\:11' sh:lh (l'J), a Globa l D i:lll)~\J(, 011 I C.kl,di')Jll Vol 1\' . The /J/"Ud/t'(' 

of FI\('u/ Fl',/cl'u!i,/// ' ('oJlJ/IIII'II / in' 1\'I".'I,et,til'l'.\ . PLJbli~hed for rorum o( fl.'tia:llion .... \1t.:Gill - QUl'l'!l::' Un i\ \ . .'r::,il~ 
Pr\.' ::,~ . .\\on lrl.':11 :!nd Kill~~!lln. 1.~\l l(kHl. 1111.1(;1. ::007, P. 156 
II'" Id., P. 159 ~ 
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the Consti tuti on, It is also the un ion government that cont rols major plall s tral~g i e s and cont ro l 
o\"er major financial institut ions, ;\s I ~l r as ass ignmenl of rcv('nuL'S is concerned. it is the cen tral 
government that wins Illost or th e broad- based ~ l nd progress ivc ta:\l'S, T he s t~l1 es ha ve also their 
assigned ia:\l'S, the mos t importa nt on re venue prot! uct i\'iIY bcing thc sa les li.l:\ , 

3.3.2 . 0 11 S tale Bor row ill g ill Ind ia 

Statc bo rro\\ 'ing is ~ sc' rious concc rn in I ndi~ , It is nl lq;cd tilat o\'cr thc \'cars. thc Statcs or Indi a 
ha\'c sought to fill~lIlCe their increasing nced s fo r cxpenditures th rough 10(ll1s rather than b~' 
r;li sing adcl itioll(ll 1;: 1.\ revenueS and/or charging lor scn 'ices ckli\'crcd , lUI Thi s has Ie'd 10 the 
States rUlln ing large rl' \ 'CnUC Lllld fi scal deficit s and acclllllul~ltillg ull sus tainable debt burdcns, In 
India. borro\\'ings arc lIsed not oll ly for financing capital cxpcllcliLUrcs but al so 1"I.!ClIITerH 

c'xpc nditures, It is rq)o rt cd th~t in 1998-1999 on ly hall' or the stalcs ' borrowings we re used to 
finan ce capital cx pcncliLUres so that the rCIll:1ining sh:1re \\as consumed Ie I' n':C UlTl~ nt 
~x pe n di t ure s , Ill, Unlike thc case of Ge rmany. \\here thc I. andcr could borro\\ from c,\tcrn'll 
sources. the India n states could on II' borrow from domcs ti c sources, [ ven thi s borrowing is \\ 'ith 
importanl condition that if'!i1e sW tcs are indebled to the cl'!ll ral gO\'crnll lL'lll. \\ 'hi c h is thc case Cor 
all Siales fo r ass ista llcc is gi\'l 'n 1'0 1' the SlaleS as a lo~n by th e Cl' ntr:1[ go\'c rlll1l c llt as [Xl rl of the 

I I ' I . I I ' "" Cl'll lra p a n. securing lle COll s..: nt 01 t 1e centra government IS Ilcccssary, ' 

It is contended that the cente r has not rully e,\e rcised hi erarchi ca l con trol ovcr sta tc bOITO\\'ing 
'lilt! market borrowings o r the state s do not retk~ t crcditworthiness. \\hi eh con tri bu tc to the lack 
li t' li scal d iscipl ine amo ng the statcs, "" On thc othc r hand. it is the cxpectation o r being bailed 
out by the centre that unde rli es the tendcncy on the pan ofa sta te to incur expenditurc beyond it s 
available rc\ 'enues and reso rt to im provide nt borrowing. In rae l. it is argued that the cxistence o r 
hierarchica l li:dcra l structure in India where the ccn tra l gm'C rnmcn t has muc h dominance over 
thc sta tes and the legal rc stric tions on the bo rro\\ 'ing abilities or the states is capab le to creatc a 

"II I.ullic~ I krl..:diil Onit. ,Inti 1\\;trJ.. f< idt'r, lndi;,'s In!o..'r~o\ t' lllIlll'IIl:t1 '[ r,tn~t~'r S~ ~ll'lII :llld Iht' I, i~c:tl Condition of ihc :--'1 ,lit''::.. ~006 iI\ aila blt~ al , Ia':il \ isi lt'u on [<> U-l ' ~O I I, I": G0\ ill(b JCIO, SUpl;t 11 011.,' 99, p , 1(,9 
,,,' t<l , 1' , t 61J 
1,,1 Uni7 ;Jnd Ridl'r, SUp !':1 11tHl' 101 
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haru budget constrainl. IU
) The rcd ~ral ~Hrangemcnt has al so sllccc~dcd in imposing n relat ive ly 

hi gh hard budget constraint. 

Ilo\\'c"er. Ihe 1~,c I Ihat Ihe lines or aUlhoril), and accounlabililY have becollle blu rred across 

1c\'~l s or governme nt whi ch results ill softening or budget constraint s or in s t~lIe !c\'el 

c.\lx~ctatjons that the ir budget cons traint mi ght sOftell, Inc) Further. til,' c.\i Slen CL' o r thl' vl'rtical 

imbalnnc~ and lack of' su ffi cienl inCenli\'cs ror bc tler pCrlOnll<lnCc by the slates creat cs a moral 

hazard problelll and cxpeclation s lo r li sca l adju sln,e'llS I'ro lll Ihe cenlcr' ") William ~ Ic Ca ncn 

has conc luded hi s anicle on Ihc Indian Slale chalknges o r li scal d isc ipline s''' 'ing: 

l'ulilicul .Ji'u:l!,Ilh'lIfUliOJ1, ("oalilio ll ~() I \'''lIllh'III.\ (II Ihe.' <." .. '111.:,.. lIml gUI'C/"/III1e.'llh 0/ ,hUrl 

duraliull 0/ !l//: s{(lIe it.!l·el h(/\"(~ II/(It/e coordil/utillR 1}()li lic.:s h~'lll"eel/ Ihe {"(,//IeI' alld (Ii.: 

slales d{/}icult {Jocl reduct!d the ('e lll er's e/fi.>clil'e Il 'ill to curillil populisl policies hy Ihe 

s/{I(es. This has led /() cli/licul!ics, hUI hierarchical culliro/. ... (:'1 '('1/ i/e/~jfJr(wl ill {} caUliolls 

01" lUll/hearted 11 1(11/1 1(:'1". hUl 'l ' IJI'('I't!'lI ed /(11!~'fll'r{'d sfufe (lccess fo credit ... . ·II/ho ugh dehl 

oMigutiulIS jill' /I/ ().,I slo le .... ore 1I/(/llUgeuh/l.' \t 'itll reu .... u/luh/e I Jr(Jgrulll .... e/li)1"fs 1(1 dUh' (II 

jisco/l'urrecl iul/ lIuI 'l' /luI hel.!/I e(l/w l fu fhl! cllUl/engl'. /fI,\ 

3,3,3, On Fisca l I ",h" l:lI"'" in Indi" 

i\S il is Ihe cas~ in olher counlries, Ihere arc also bOlh venical and hori zontal lisc" im balances in 

India , II is argued Ihal Ihe presence or horizonlal illlbal '"lceS made il nece SSiJ rI ' 10 conslilulionall, ' 

cr~ak' vc rti cal jmbalanc~. I\s 1~lr [IS the n~nic[ll liscal imbalances arc concerned, GO\ inda R'10 

pl'llvid~s Ihal: "The SIale governmenls in 2002-03 COlleCICd o nl y -1 1 % o r 10lal currcnl re\enucs, 

bu t Iheir share in total curr,'n t ~.\pe n clitu re was 57 pe rcent. From th~ rC\ 'CJllK' sources ass ignccllo 

Ihem, Ihcv couldli n"nce only 54% of Ihcir CIllTcnl exp~ndilures, In olher \\'ords , Ihe Sla leS depend 

on ccnlrallransi'ers 10 li nance abo ul 46% orl heir cu rrenl expend ilures",'''') 

II could be po inled oUllh"l cenl ralizat ion of pO\\'er or levy or taxes and dUli cs is highn Ihan Ihe 

cel1l ra li za lion or colkcl ion Ihereof, \\'hich in lurn is higher Ihan Ih~ cen lralizalion of 

III' William .J. 1\ 1 cC:1I"1I..'I1 . 'Th(' Chall""II);!t' oj' Fi sc,iI Di sc iplint' in 111 ... , Indi:lll St;I! ... 's·. ill .lul1a( h;m Rudd ... '11. Ciullll:t r S. 
Ls~ l'Iand. tlnd kll l1i ... ' Lil\:lc~ (Ed .... ). Fiscal {){'("('l/{rali:uliul/ (llId til" cll(dh·II,I!.~" 0/ /lard IJIII~l!.l'l ClIIl\lrailll\, Iht' 
)\11 r l'r ... '~s . C;lIl1brid~I,: , l\t:I ~~:ll"llll~ ... '(h I.Ul/dUll, !..:n~lillld. ~003 . P .~-ll) 
II", Ibid -

.,,' Ill .. I' . ~;-;~ 
IP~ Id., P. 2,s .l 
I,,·j Gl)\ inda Rall, ~upra nnl l' ()C). P 16~ 
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appropriat ion. wh ich in turn is hi ghc r than the centrali za tion of expenditure. 11(1 With :III it s 

shortcomings. howc\'cr. it is gene rally argued that both thl' linanct' and the Planning 

Comm iss ions arc increasingly !'avorin g sta tes in order to make them C.\L'C tltL' ta sks due to them 

by making available morc and Illorc resources. t II 

There arc al so ho ri zontal li scal il11balances in addition to th.: \'Crtic:l1 li se," il11b:llances. Let alone 

the e.\pccted , 'arjulion bC-lwCCIl the I I moulltainolis states (clcsignalL'cI as spcci:lI· category Sla te s) 

and the general C(ltcgor~ ' states. it is submitted that great variation lliso C.\iS1S among the general 

or spec ia l calcgor~' Slates. There is a marked va riation in Size. rc\ cnuc rai s ing capilcit~· . 

expcnditure necds. li sc ,,1 eflorts. cconol11ic char:lCieristics :lnd other , 'ariablcs, (jeller,"I\', it IS 

said I11n1 though then: is considerable tk"ulution of resources to till' states. the transkr s ~, s t t,!111 IS 

I . " II' I I I) css prog ress I \ 'C In It S a oeatlon among t lC states. -

J,J A. O n Int crgovCI'nlll cnta l Fisca l Tra nsfers 

As a \\'a~! or hridging the li sca[ gap. the Indian Constituti on pro\ idt.!s for rt,!\ 'cnuc sharing from 

the central taxes and grant s , As per arti c le 280 o r the Constitution, it is the Finance CommiSSion 

that is authorized to recol11l11end the proceed s of the reve nue sharing and the grants to the sta te s. 

There is also tilL' Phll1ning Commiss io n \\'bi eh gives plan a sS iSIanCL' h: \\<I}' of gr(lllts. \\ 'hik' the 

Finance COl11l11ission on.krs ullconditiona [ grants. till' trans ll'rs or till' Pl anning Commission 

(whic h is mainl y concerned "'i th de, 'clopmcl1l projects) arc substal1lialh' condi ti onal. '13 Thirdly, 

va rioll s central mini stries also gi\'e spc'c ilic purpose transfe rs for \arioll s cl' lltra[ SChL'llh~S \\ ith or 

withollt mntching rcquirl'l1lcnt s. [n Indi a. thc celltra [ go\,crnlllent is authorized to pruvi(k grants 

to state govcrn ments for any purpose. whether that purpose is unde r redera l government 

juri sdict ion or no l. ' " Accordingly. the ccn tral gove rnmcnt could also spend on areas o n whic h it 

has 110 icg islative aut hority, 

It is the Pl an ning Com mi ss io n that plavs a great rok in suppiemc'nting I'uncls l'o r the state plans 

and also in prO\'iding runds l'or se , 'eral sc hemes. sponsored b,' the union government ministries, 

II" p. ". C lwtlb~~ (cd) . '[\OIUliOIl or Ullll)l1' SlalL' Fi sc al Re lations ill Indi 'l : rHO S\l...'p~ FOr\\,lrd and Olll' Sl~p 
B,lck\\ilrd·. in Filt ,,11'('(/l'I'tlli\/I/ ill II/dIU . I)CI.:P :l lld ()I,:cp Plfb licui o!l ~ 1' \ L LIlL. '~'\\ DI,:lhi . ~OO ·1. P J I 
III Id . 1'. ~ I 

I I: J\. C. K. Nillllbill r. 'F l'd ~'rfll St;lll' Fin:lIlce R~I,l!ioll s in Indi:1: th~' Post Lihn:lli L<ltio!l I'l' rilhl" . in I), K. Cllaubl'} 
(~'d), rlH',,1 Fedl'I'tI!i.\/I1 ill IlIIliu. Dl'I.:p and Dl'~p Publi catiulls P\I. Lto .. ~l'\\ Ddhi . ~OO -l. P. S ~ 
II : RlI !l. I1J \\ .Ill S. "upr:1lloll: ]~ . p , 113 
II I Id .. I'. 101 
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,,·hich arc carried out by the state Ie \-.:: I admini stralions.'" The last rorm or transkr is criti cized 
lo r it s condilion~ilit\' (which lVill "rkct local au tonomy) and lor ils being di sc rctionar\. I 10 IVe vcr. 
it lakes il11porwnt share o r the planning ass istance lo r it acco unts lor ,)0% o r the total plan 
ass istance and l-t% ortolal current tra nsfers,llC> 

A. Finan e .... C Olli mi ss ion Trans fe rs 

TIll' lirSI 11":1!1 s i'cr or the commi ss ion is n .. '\ 'CllllC shn ring. Thi s is a lllcch.:lnisll1 \\ '!ll'l"l' Iht.: S I ~It L' S arc: 
enlitled 10 c la im a certain portion orthe proceed s rrom all the central taxes. It is on ly in 2000 Ihat 
thL' Constitut ion . through i ts 80lh i11ll~l1dJll l· 1l1. l'llti\l cs the st.:l tc s to (' I<lim n.:,' \ '('lllll' shar ing fnHll .111 
c,,'nlral tax(' s but hL'ro n.: that it prov ides onl}' for IJL'rSO Il ~ll inco lllL' 1'- 1.\ illld union exci se dUlil's. 
Olle re(lSO I1 lo r illllcllding the ConstilUtion in thi s rt'gard is because the fede ral governlllent Ix~gan 
\0 pay mo rc e mphas is 0 11 r('ve nue sources whi c h :11"(' nut subjec t to 1"l'\'t.'IlUL' shar ing ;lIld a 
di sillcenli\ \..' on cnl~c ti\ 'cly handling those 1 ~I .'\CS \\ hi ch an~ subj ects 10 thL' rL'\ 'cnuL' sharing, ! 17 

RC\'L'Il11e sharing i s a dominant form ur tran sfer to the st .. I1CS \\ 'ithin thL' Finance Commi ss ion 
trJnsli:rs. In the year 2005. the Iwelfth linane ial com l11i ss ion has recom lllended the di stributi on 
or '>0 .5 percent o r the nel procceds o r cenlral taxcs 10 be di stribu led among the statcs."s In the 
\·ear cO I O. the recoillmendat ion o r Ihe thirt een lh I: inanec CO lllllli ssion to de\·o " ·L' 32% or the net 
proceeds 0 1· Ihe centra l taxes was accepted by the ccnl ral go\'e rnllleni expected to last until the 
\·eiU 20 15." 9 A licr Jsscssing and dcterilli ning the alllou nt Ihat should be de\·o"·ed 10 the sta les. 
the ICin Olnce COlllllli ss ion lirst de\·olws the shared re\·enuc rro lll the cenlral w'es to Ihe stalL's. It 
is only after apportioning Ihe shared rC\'enues J1llong Ihc stmes Ihat the cOlllmi ss ion \\·ould go on 
10 de\'o l\'e granl s- in- a id if there arc post de\'olution budgetary gaps. The apportioning is Illade 
through grant formu las, 

T hL' percenlage sha re o f the grants-in-a id by the Finance COlll l11i ss ion is Illueh less Ihan Ihe sa llle 
o f the re\'e nue Irans /Crs Ihrough tax shming. It is also experienced IhJI Ihe proportion or lax 

I I~ I> , 1-: . Chau bl..·) (\.'<1), ' F('dcraiistll in India: ,Hl Introduc tion' , in rls('ld Fecll'l"uli.\1/J ill 111(/1(1. DI..'t.'p and Dl't'P Puhlicllilll1) \"'\ L Ltd .. ~OO"L p, 7 
I I" (11)\ ind:1 1{:ID. ~IJpr: 1 1101l' 99 , p, 1(17 
II" Bu.ld\\ il) :lnd Sh:ti1. ..,upra nol~ .11. P . .lO~ 
I I ~ (;0\ ind;1 f{ ;IO. ~upr;l !lull" 99. P. 165 
II" Cill\l'rllIllt.'ll t or Indi;1 i\1inis[f') 1)( Fin:lI1Cl' Dq).I r1!l1l'll[ or I::.Cll IlOlllil' 1 \t'!:lir ~ . L\pblliHllf') I\klllllf'illldllnl a~ 10 [ht.' ,\c[il)11 'I a~t'll 0 11 thl' Rl'(OIlHll(,IHi:1li\)IlS ~ l ad\.' h) [h~ -I hint'l'mh Fill:1I1Ct.' Cotllllli..,..,iol1 in it.., Rl'[llln Submilll'd 10 tht' [Jlt· ... h.knllll1 [)\.'\.' l'mlxr 30. ~OO() 
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sh;:-tres to total lin,lllcial rl"sourccs rccoml1ll'll<.kd by till" Fi nance COlllmission has bel"11 incrl'Hsing 
while tha t of gr<lllls- ill- .Iid has hl"l' n constan tly decl in ing, 120 It is submitted that ",illl tax 
devo lutio n accounting !'or Ill"arly 90 percellt of the rl"\ 'l" lllll" Irans!\:rs on.l:linl"d by ,hl' Fin;lIl ce 
COlllm iss io n. thl' gr<1nts-ill-aid kl\ 'l' lost their teeth as ~ lI l cqlltlli/.in g <lnd di sc iplining 
instrU11l1" 11 t. 121 On thl' otlllT hane!. the Slk'ci;ti catl'gor~ ' sta les obt:rinllH1rl' th:111 XOu/u or till' tr:llls!\:r 
or the Finance COlllmiss ion in till' form of grams. 122 

The Finance Commission adopls Iran sfe r lormula s Ih;lI arc meanl 10 pl;l\' an equ:i1i za li on 
(ullction. \Vhik thL' Fill<lllCL' Commiss ion transkrs !L'nd to ha\'c ;:-tn cqualization efreCIS t:lking 
accourH uf difkrL'Jlc\..'S aillong st:ltL'S ill population, pl'r capit ;l illl'OIllL' (h) <.ktl.'rr llilll' thl' ti.I.\i.rbk 
capacity o f the statl's) . area. l'conomic and rural in, 'rastnlctur\..' Ill'eds, and tax ctfort s: PI :lI1ning 
Commi ss ion Ir'"15I,' rs lor speci lic purpose projecls Icnd 10 del'" equ,liiz'lIion eireCIS Ie-' 

It is submiucd th~lt the Finance Commi ssion s transkrs art: much Jllurc cqu:lIizing (llall thL' 
Planning COllll1lj~sio !l 's because the critl'ri on of pCI' capita illL'lllllc' disparities is much mort: 
equalizing than the populatioll criter ion. T he Finance Cornmi~s io n' s formula \\eight s income 
disparitil's 1ll uch morl' hl'a\ il: Ih:l!l the PLuming CO lllmi ssion ' s formula (6~.5 Vl'rsus 25 pC I' cent . 
rL'spl'cti\ 'c l:): and thl' PI:lllning COlllmission \\'eigh ts population 11 H) rL' he;J\'ily tl1;111 the Fill;I1lCC 

Commission (60 ".,-,us 10 pCI' celli , re spec li\'el\' ), 12' Tile ekm,'nl 01' back\\ardness is ;il so 
includl'd in the tax devolution to scn'e as an equal iza ti on factor altho ugh II is criticized as beillg. 

110t specifically t;lrgct\..'d to li scal l~, di sach ';lI1taged slates. 

Ho\\e\'er. il could b,' said Iha l lile lorllluia or Ihe Finance Commission is pursuing Ill,)!'e Ih<1n an 
equ;rl izalion objecli"e because Wx e no n and fi sca l discipl ine arc al so in Ihe fo rl11ula, Ie; 

Equalizal io n has bCL'n runile r blulllcd by lile fae l Ihm Ihc pa rl i,rrnenlar, rcso lulio n requires lile 
commissions 10 us,' Ihe 1971 populal ion ligures in lile Irans l'e r lo rlm lia \\ hene, 'er il is lI sed for 

I~(O Saibb:lla Debi, 'EJucaliolwl Filll111Ce in India: [ill' Rol\.' or fin a!lrl' COllltlli ::,::, iOI1' , 111 I'. K, Ch<1ub(': (l'd) . Fiscal F~'dl'r(/Ii.HII ill 11/(/;(/. Dl'l'P <1lld Dc!.'p Publications p\ I. Ltd .. NL' \\' Dc-Ihi. 200-L P. :W~ I~I Alllar('sh Ibgchi. rift: Yl',u'S ot' Fi sc al FL'(k'rali srn III Indi:l : : \11 :\pprai s;iI. a\aiJabk at 
b "l \ i:-.ilL'd nil I ~ U5 :::U I I 1' . K. Chaubl': (l'lil. . 1:\ n l ll l ill !l or Unil)ll' SUIt' l ' i~Cl l l{l'l,lIiOlh ill Intli;I' . in 1' /\ (',11 I- l'd,r, :!/l 1I/ i l/ II/dill , ~ lIpr<1 ih lll' i Ill . P. 37 

I> Rlllulll \\ ' ;r(( ~ . ~ 1 1l ' LI !Wlt.' ~ 5 . P. 11 0 
l:J On i7 :tIlt! R ilkI'. ,"lIpr.! Ilu ll' ) U I 
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inl~rs tatt." di stribution to prov i d~ an incelltive for population control. 1:.'(1 The critic isms against 

thi s stipulation arc whether it is proper to illL'Orpantle population planning po licies in the trall skr 

systell1 and if it is proper the re rell1ains a problell1 fo r those sWt es with increased population not 

because o!'more ll-rlilil\ ' !'::ltes but because ul' inc rease in the Illigr;ltioll r ~ ltes in to the slates and 

enl~cti\ 'c 1llL';:1su rL'S in rl'dllc in g Ill ortality rates, l:.'7 

Th is as it ma\'. the ga p tilling methodology o f the Fill~lllL'e Commission is crit icized lo r t\\'O 

grounds, I:.'X First. it is critic izcd that tile Ilh.,' lhodo[og~ ' dOL'S not 1 ~ lkL' in to accoullt tilL' fi sca l 

dis;lbilit ies or l' .\J)('ndiIUl"e nl'L'li s or tilL' lo \\' incollle Slate s Ihal fL' su llL'd the L'xi sling interstate 

Jilrert'nce in cxpenditures 10 perpetuate, Second , the gap lilling methodology createS pen'crse 

ill ct' nti\'cs in that it kad s to l1egati, 'e incentives to ta ,\ c lron and expcnditure econo my, In efkct. 

states sho\\ 'ing large de!ic it s in their budget get re\\'arckd \\ 'hile those that 1l1 ~ lI1a ge their finan ccs 

better su lfer It is because 01' such prublems that it is "r:cued that the tnrnsl"r S\'stem I"c~s both 

equit!' and incentive alt hough there are d il lerent attempts being undertaken to rectify that. 

B, P lan C Olllllli ss io n Transfers 

Unlike the Finan ce Comm iss ion , the plan commission is not estab li shed b\" the Constitution o r 

India ,lIlri il is ;lIT"t'd th;}1 this commission is an t: of the 1ll~lr1y in st<lllces th :n rdlcct the c('ntr~d 

dominance in the' country and that greatl y undermines and o\erlaps the jurisdiction o r tlte 

cons tit uti onally mandated organ- the Finance Commission, It is pointed ou t tltat ~trllun d 30% or 

the rn'enue !l aws from the uni on budget to the states are dispen sed lo r sta te plans through the 

Plan ning Commi ss ion. 129 Thcse transtCrs arc made thruugh dl...·\·ising a formula that may be 

mudilied b) the Nati onal De\'elopment Council, \\ 'hi ch is chaired by the !' rime Min iste r and is 

composed of higher oi'li cials from bot h the centra l and state go\"ernrnents and members of the 

Finctnee Commi ssion , Some argue that since bot h the state and the uniun 1l 1'li cial s 'lre represented 

I> tll )\ ind.! 1{ ;IO . S\Jpr~1 l1u[~' 9 lJ, I) , I (l () 

<," Cil!\I! I .. b Jel l \. Ch:lfl ~ jl1g CU lll lHlrs ill Fi sc;Ji l - l'lkr,ll j~11l ill Ind i:l , :\\;t il.l h lc at 

1.1'.1 \ i:.il('d Ull 1:-; OS ~ () I I, 
I ~~ lill\ illd :l I{ ~w , sup!':! 111111.' \)9, p , I ( l() 

I : " :-=;IUrJ\\:Hl K, Sill :;. l1. " 't.' lkr,d Tr,llbJt- rs in InJ i;J: :11l Ir ![flldul' ti ll !\ ', in p, K, C h:w b.:: (nl ), ri\l":! r ','d<,!'.t/i'ill/ ill 
11I.h. I, Dl't'P ;m d Dl' <.:P Puhlicu il l ll 5 1'\ I. I.ld., 200-1. P. I': 
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inth~ Council that approl '~s the' ruic's bas~d on whieh th~ 1) 1:lllnin~ Commission maK~S th~ :Iward 

. I . . I . I I . . I lIJ 
[or P (Ill a Ss lst,IIll'\..' lor I h: Sl; I \C S. 11 1:IS t Ie 111('1"11 0 1 tr:ll1 sp:lrcllc y .. 

The transl'cr is clil 'icled in tllll pans.
,
·lI hrst. 30 p~rc~nt llr the' rund is reserl'ed lor the spec i:iI 

categorl' sw tes. Th~ 70 percent rund "I' th~ commission is re'serl'l'd rur th e' ~ener:iI categorl' SWt~ s 

\\hich arc :Ipponiulll..'d b('\\\I..' cl1 Ihl' staleS baSl'd Oil ;.1 !'ol"!llLlLi the \ ',lri;lhks 'lllti the weights or 

which is 60% to populatiun. 25% tu p~r capita GSIW. 7.5% to liseal m:lIlaf'ellle'nt, and th~ 

reillaininf' 7.5% p,'rc~nt to sp~cial probic'ms. lh~ liscaltransi'crs in Illllia hal'~ lI 'itnessedl'arious 

problems.l.l! First. Ihe Illultiple institutions witb ol'erlappin~ jurisdiclions h:II'e blurred the 

obj eTtil'e ol'the Iransi'cr. Second, aCl'llillmO(l:Jlin~ dil'l"relll pllrposes has Cllmplicated Ihe Ir:lI1s l<:r 

rlJrlllul,1. Thi rd, Ille' systel1l is Iwt We'll designe'd tll aehiel'~ equ:ilil.atiun ,lIld to ~n s ure Illininllllll 

SCrviCl' levc..:l s ill thl' slates. Fill:tllv. it dol..'s al so have .1 di sincentive l,[h:c \ 0 11 ti sc~d 1l1;ltl:lgclllcnl 

in the states, 

J,J,5, Oil ( hali clI!.:l'S or Ihe Illlli a ll Fiscal Fedendis ill 

It is contended that the Indian li sca l ICderali sm has I>"ed di l'iCrent challenges attributed to 

problems r~lalcd to both polici~s and instituti ons and changing political and economic 

1'1l\'irOtllllcIl1.
1
.l.l Thl' [irs! ch;dlcngl' is dl'h . .'rioraliol1 in SI:llI..' linancl's Iha\ r\..'stllt in under providing 

1'01' the l1l"int~n,lIlCl' or inrrastnlctur~ and social llevclopm,'nt. Th~ li scal health or th~ states is 

b~ing incr~asingl y d~tcriural~d. S~cOIllI. th~r~ h,15 he'e'n a signil'lc:1I1 t incr~as~ in th~ liscal 

inequalities 01' the swtes. This inere'ased ineqllalitv is due to the "lei th:lt states lI'ith a stronger 

manlll~lcluring b:ls,' and II ith better m:lIl~t access ha\'(' benelile'd through the economic 

liberalization unlknaKe'n in the' COllnlr\' in 1,),)Os. The [conomic liberalization has also created 

interstate s:lIcs t,l.\ one'.\ponS 1'1'0111 on~ state to 'lilother th~ consequence or which is to dil'ide the 

economy in to sel'Craltari l'J'zunes, 

Glulnilil.aliun is als" another eh'ilkn);e tu the Indi :1I1 lisc:iI kder:llism. II has iniluence un Ihe 

states It)r the )' arc principally liabk fo r the provision or competitive se rvices and physical 

inrrastruclures Ih:1I Ill,1\' ,II so call a policy tOll'ards encouraging the panieip:lli on ol'the private 

1111 Ibid 

P I GO\ intla l{ilO. sup!";' nolL' 99, I) , 167 
I: ~ Cilwillda I{ao. sUprillll)ll.' I ~7 
I:; Govinda I{;IO. !:>lIpri\ no!\.' 99. P. 170 
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inWSlor, The ()Ilenin~ 01' Ihe Indian l'l'llnOI1lY has alsll resulled in Illss ul' rel 'l'nUl' I'rum cuSlulllS 

which relllains:1I1 impurwnl c1dlcnge 10 repl:tce il bl' olher su urces ur rel 'l'lllle, 

The 1ll0S1 illlportani ch:tIlcnge un Ihe Indi:ln lisctl i\:lkralislll is argul'd III CUllle r1'011l Ihl' 

changing polilicalel1l'ironlllenl.The ilouri shing ol'lllany plll ili,al partil's up onlhe demi se o r lhe 

COJlgr~ss IJarty \\ illl COJ1lI1L· tili\ · ~ t\,'latiollship bl.,.'!Wl'l.,.'l) thl' cCl1tL' r ;JIlL! 1hl...' Slale S ,Ind ~1I110Ilg thl.,.' 

Sia ies has caused conllicls WhOSl' re so lulion becuille ,I I'ilal challenge lor Ihne 'Ire no elleclil'l' 

lllechanislll Itlr cun il ic i rl'Slllulion, 1\ 111reol'<: r, Ihc\' also l:lcK lu rl':lch a cunSl'nsUS Ull 1ll :ljll1' pulicy 

issues 01' Ihe nali on, anci wilh lillie prubabili lY or being re - elecled: Ihl'l prl'i'cr 10 pu rsue 1'0 1' short 

le rlll policies Ihrough II'hich III II in ekelion Ihan resurting 10 soliciling Itl!' Illl'diuIll and long lerlll 

pol icies, Finalil, Ihese all ch:t1knges hal'e calkd It) r rcitl1'1lling Ihe Indian li sca l i\:derali sm, 

3, ~ , Fedl' rall~cpublil' 0[' Nigeria 

3,~, I. On Expcndilurc and I~ cn' nlll' ,\ ' 5igllllll'1l15 

In Ihl' Nigl'ri'l ll li:[kr:lIiun, 11lL' 19'J1) COllsli lulion (Seclion I(Hlr) prol'ides Ihe c,Xciu sivc kdcra l 

pO ll 'ers and Ihe ['O IlCUITCIlI pOII'ers II here bOlh Ihe Sl<1 le alld Ihe i'cderal ~ol'erllillen i hal'c pOII'crs 

wilh fl'dl'ral d01l1illalll' l' all d Ihe r cs idllary pOll'e r II'hich is re served 10 Ihe sta les, As such, one 

cou ld n o t~ Ihal thl.,.' Nigl.,.'rillil s tall'S do not 11;1\'1..' l' .'\clLlSi vl.,.' I'llll111l'r:l!\.'d po\\'~rs save for thl' 

res idua l' \' pOllers, On ass iglln1l'1l1 01' expendilure respo11sibilil il's, il is l'xpecled Ihal Ihose 

fU11Clio11 S whose benl'li ls :Ire 11alio11.t1 arc ~ i l ' c:n 10 Ihe i\:dera l gUl'l'rIlIlle111 and Ihose II'hose 

be11ciils .Irl' local bUI has a lendellc\' 01 ' crealing spillowr ellecl s are groupeci uncie r Ihe 

C011CU ITeI1l lisl. 011 rel'e11Ue r,li sing powe rs, Ihe kg isla lil 'e pOll'n 01' import:ln l rel'cnues such as 

impo rt dUlies, mini11g renls and ro\'allies, pe ll'Oicul1l proi'1 1 1<1 X , corpor:lle income 1<1 X , excise 

dulies a11d I'alue added 1<1 X , and personal incoille lax cOllle un[kr Ihe jurisdiclion ur Ihe kde ral 

~ol ' ernllleni IIhik Ihe stall'S arc required 10 do Ihe collec lion and Ihe :ldlllinislra lillll business u -I 

~.-L 2. Oil Fisl'a llillh a\alll'l's i ll I\ ' i),!l'ria 

Nig~ r i<l is 011(' ot'thns(, cOllnl r il..' s \\h~[\~ we C[lJ1 \\'iII1C SS a g r ('~t \'a r i ~ l liol1 bl'l\\"Ccll lhc surplus unit 

(Ihe Ii:de l'al gUl'l'rIlllll' lll) and Ihe dl'l icil unil (Ihe S!<Ile gOI'el'lHllelll S), II is reported lila l in Ihe 

I;~ I{onald \\'am. supra /lOh.' ~5. I), 213 

42 



year 2000- 200~, Ihe leder;1i :;o,','rlll11enl has 9X% ot" Ihe 101;1i re, 'enlle g,'n,'raled in Ihe Nigeri;11l 
!\:(kr<. ]lion bl't l)rl' lh~ inll'rgO\'\.'I"lllllCIlI<l] ti scal tl' <' lIl slL·rs .1 \~ 
ll1l,.'J\.' :-11'1.' dit'f\.'!\ .. '111 L1C!\)rS dCc!<.II\:d [\.'sponsibk' 1'01' the cl.'lltl'dli/ ... lIiull trends or thl' n,:vC!1UC 

rai sing powers in Nigeria, J:1ll 111;llllle I Oio has discussed Ih;11 Ihere is no li sea l li:der;liisill in 
Nigeria , ralher li sca l ceniralislll, I Ie- l'il,'d Ihal "di sco nlinu;lIi on 0 1' exporl dUlies and sales I:1X on 
agricullural produce, siandardizali on 01' perso n;1i income 1;1..\ rales Ihroli ghoul Ihe counlry, 
Ihereby ensuring Ihal Ihe sl;lIe go,','mlllenis become po\\erkss 10 eh;lnge Ihe r;lIe s: inlroduclion 
0 1' unirorlll I'liet prices Ihroughoul Ihe cOlln lry Ihereby reilloving Ihe pO\\'er o r sl;lIe go\"e1"1lIllCnIS 
10 b 'y pe1J"01eU111 sa les Wses : Ille lak,'over by Ille rederal 111ili\;lry gowmmcnl or ;tli o lT- sllore oil 
rm ;li lies and renl a III I \\illl il I Ill' l'1"osion or Ill,' prilll'iple- or deri";llion principle- ill lisc;tI 
allocalion t"rom abolll 50 p,'I"c,'nl 10 less Illan 10 pereenl belo r,' ri sin g 10 Ille Clirreni leve l or I J 
P\..'I"C(""111 0 1' Ihe di stribll\.lbk· P~) ol" a 1\.' 1111..' insl<lnccs signi I'yin g Ihl' incap;lci laling tn.:nd s 01' sl;lIcs 
from their rcv\.'nuc rai sing po\\'cr ill till' Nigerian fl'dl'ralinn. l.\II 

I ' I ' I I' [I "1 '1'1 -;\ 111...'I11P1 S \\ '(' I\~ mall' III t 1(' P,I S\ \0 go <\ \\ ",1 y' Will slie 1 I III )~l allCI..? S. . lC t lrsl attempt was 10 

assign 1110re allocalion rolcs 10 Ille kdel";llion \lIlicll \I'as nol success rlll b,'c~u se il is Ille mtc Illal 
could et'ticienll y be perror111,'d bv lo\\"er level gove rn111enl s, Tile ol her opl ion was reass ign ing 
mo[\,' 1~I.\:i]) g plJ\\'~[,S to thl' lu\\'\..'1' k \'cl gO\'l'rnm~n t s which was <1!;,lil1 !lol slIccess ful beca use of' 
Ille low enl()J"ce111enl l';lpacilv "I'IIll' 11Iwl'J" k",'1 govern111,'llIs, Til,' (111)' re111aini ng oplioll in the 
Nigerian case Ih,'n bel"ll111eS III d,', 'is,' ;1 IOr11111\;1 1'01. r"'enue sh;lrill g, II is lll:1nikslecl thm 
i11l,'rgovl'J"nmelll;1I lise;]1 Ir;l11s lL'r accoun lS lor 89% or Ihe lOla I sin Ie re, 'enues in Nigcri :I. 1.1X 

3,~,3, Oil lI(}rrl1\\ ' in ~s In I\i~cria 

A1110ng Ihe l'.sclusi, 'e li sls contCrred l(l Ille kderal gO",'I"n111e nl. Ille Cunsl ilulion e111powers il 10 
bmro\\' 111011"), 1'1"0111 d0111eSlic :111l[ exlern;1I sourCes lo r IIle purpose 01' eililer Ille kdera l or Ille 
51;11,' govern111enls , D,'spile suc ll slipulalion, il docs nol see111 Ih ;1l Ihe kdcral gowrn 111enl Ilas 
ctlecli veh pursued rq;ul;llioll 111cchanis111 s 10 c(llllrlli borJ"Owings ul' Ille stales, 1.1') Tile Slate 
g.OVCrtltlll'IlIS III Nigeria cuuld gl' i a loan from cXlcrn~li suurces so long as it is appnH'l 'd and 

li'leI .. I' , 101 
I.~" [1IIIll:UllH .. 'I Ojo. lhl' Pn lili(.:s uf Ih'\l'lHlI.' :\!ll)l';l\ioll and l{l'soll rn.' COll lrol ill Nj~l'rj<l: Impiicil iolls fur F('(k'I"<l1 Sl,rbili\\", r~'''l'l'ol(;/Jn·rI/III/ C(, . \nl. 7 lll) . I. ~OI(J. pp. l:'i-JS 
1~ 1 !\h.P~1I1 [kpo. supra IlOll' 32. I) ~ I:) 
1; )1 Run;dd \V ;)[I:'. slipra Ilul ... ' 25. 1' . 10:; 
1;.) AklKlIl EJ...po, SlIprJ 11011.' 32. I) . 210 
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gu~ralliecd b, the kder,d go, el'lll11ent ,md it is Cllntclllkd that thc lkht aeClllllldatil"l ClI' thc :;r, 
statl'S is rriglll~·ning.I .. HI Thl..' r~ :tn: critic s !h~H bl~llll(, 1hL' klk'r~t1 gu \\ .. ' I'll llh..'ll I 1'01' it L!o\".'s Ilul <. k"i sl: 
l'fkl'tivl,.' 1llL':lIb ur slI p('["\ 'isioll Ull Ihosl..' sta lL' s 1I1l:thk to p:l~ Ilh.'ir th.:bt s. 

3.·L ..t, 0 11 InlL'rgo \'l'rnllll'lIlal Fisrai T r all sfl'rs In i\,i gl'ria 

It is usuall, ' cOllll'nckd that in Nigcri,1. thc allocation 01' e,sl'cnditurc rl'sponsibilities ,mel t'1:\ 
jurisuiction 11:15 rai sed li:w(,1" l'onh:llliolls cOlllpan:d It) till' iSSlle or inll'rgO\',.: rnJl)l'tlla] rt,;VL'I1Uc 

reciistribution, Therc is a bro'ldly held vicw th'lI .. the: vital probklll or 1l:tkr,d linance in Nigeri" 
is not so Illuch that oralloc"ting tasing powcrs, as or,dloc'lIing thc rc"cnues produced bv l'e:c1eral 
taxcS bctw<:cn thl' various gOl'crlllm:nts or the: kdcr"tion," I," Thl'l'l' arc two Illain catcgories or 
rCl 'enue b"sc:s whl're thl' three ticrs or gOl'l'rnlllcnt jointlv pool their re:vcnue lor I'uture: 
intcrgovcrnllle:ntal re:di st ribution, Thl')' includc the Federation ;\ ccount Re:ve:nue:s ancl Value 
I\ckkel la.s RCl'Cnue:s: each or these: pool 'Iecollnts is share:d with a di stinct sharing 
arrangl'l1h:nt. I-I~ Vl'r1ic;11 ri,,!\ 'cl1l1l' trllllsll'r in Nigeria comes in a \'ariL'I~ ' or ways such as tax 
sharing. tlllcondiliutl~!l gr'lnts. block grants. condition.1I gr:tnts .llld ll1~l1ching g.r.lnts. 1·1.\ 

As p~r scction 162 ol'th~ Constitution, Nigl'ria cstablishl'd thc RCl'L'llliC i'dobili z'lIion ,\llocation 
and I.'inanet..? Comll1ission \\"hieh is l'1l11'1lstt..?d to rl'vil..'\\' and r("commt..?nd r("\ ·l' llUl..' sharing rules ill 
thc Ii:cknilion cvcry li,'c ycars and to solici t to cnsu r~ modilications lI'ith ch'lI1ging rcalitics, As 
such , although l'irlu,r1ly all I'cvenucs ,Ire: levied and colkciL'd by thc kderal glll'Crnmcnl. thc 
Constitution providcs lor a "Fccieration i\ccount" in to which Illost or the rcvenucs arc paiciwith 
allo"ttions rrom this accoun t being Illadc to Ii:cicral. statc, and local gove rnillents (which the 
Constitution I'ccogni/,c as thc third til'r 0 1' govcrnment), In thi s sense, the kderal govc rnlllcnt 
adllliniste:l's anci collects Illost 01' the lucrative taxes , but it doe:s so, on bchal!' or the cn tire 
li:de:ration sincc thc proceeds rrolll the tases "re to be share:d aillong thc var ious ticrs,l' ,1 

IJIJ J. I~a\\a Ebi t.\\u. till.' Politin l)( Fnh.:r:lii ::' 11l ill Nigl'ria. !\Il IntruductiUll, ,\duJ1i s alld t\bbl'~ Publi shing Ltd. London. England. 2007. P. 255 
IJI N~\\achlJk\\ 1I Orji, PO\\l'r- sh; lrillg.: Tlh.' Ekll1l'llt or COlltinuity in Nigl'rian Polilics. t\ di ssl'rl,l1ion slIbm illcd in parli,li rlillilillll.'111 of Ihl' l"l.'tjllin.'llll'l1b rur thl' lh:grl'l' of" DllC\n1' l)r Phill) ::.oph~, ("l'I1I1'al [uroPl':lIl Univl.'rsity Dqxlrlll1<.:111 or I'lfiilicd SCi":lh:l', 1111dapl.' ~1. Il llllgar~, ~OOH. P. I ~ I 
I ·I~ Id" P. 122 
" ,' lei .. 1', 113 
UJ ld .. P. 119 
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Thc' r~comm~llllalioll or Ih.: commissioll Ilc'~d s "ppl"Ol';1I hI ' hnlh hULIscs 01' Ih~ p"rli;unCIlI. Th~ 
Commissioll is r~pr~ s ell\;llil'~ in Ih"l il COIlSiSiS 01'" chair perso ll "Ild Olle me11lbc'r rrom e"ch or 
{h ~' stak' S and Ilh,' klh.,'r~tI capil~l1. 110\\1....'\1..'1". it is SOllll'lillll'S th e cas\..' 111 :111111...' I'l'l' Olllllh .. 'IHlalions o r 
the COlllmission an .. ' subjl,.'c\ \0 the Illod ilicati on or thl.! ti:eIL'r.d gO\'l,.'rntlh.'1H in its 1'.1\'01". }\mong 
Ihe cOlllelll iOLIS i ss Ll~ s prcl'aklll ill Ihe Nigeri"l1 reCkr;llioll c()nc~l'I1illg Ihe I'c'deralioll ;\ CCOLlIlI. 
\\e CLlLlld Inc'llIion Ihc' spc'c'ial l'L1ml \\ hich is dedLiCIed 1'l"Om Ihe i'eckr;rli on ;\CCLlLllll, 1,1< /\llho Li gh 
thL' SUPI\.'lllC Court or N igeria \\~IS slIccL's;·.;i"u l ill \'oiLling thL' l k 'dliCliull l ) j"t hL' ~pL'c i;tI rund !'rom 
Ih~ Federalioll ;\ (COLI 111 1,1". Ihe deci sioll \\ '''S 1101 elr~clive b~caLls~ Ih~ Pres idenl ol'lhe Federalion, 
Ihrough his CllIlSlilLiliolla l po\\er 0 1' presidelll ial order, s imply illcr~a sed Ihe sh"re o r Ihe kdcral 
gowrr1melll I'rom Ihc l:cdc:r;r1ion /\CCOlllll rroln 4~j% 10 56% Ihal illlplic'div indLides Ihe special 
1'L1llds, II is reponed Ihal in rc'di slribLiling Ihc speci,,1 rLlnd, Ihe l'edn;1I gUI'Crr1 lnenl "pprop ri ;lIed 
more Ihan 82 , ~ or Ih~ special I\,nci s \\hich re sLilled Ihe Icckr;1I gOl'errlmenl' S aCILIal sh"re in Ihe 
Federalion ACCOlll1l10 5~,7 perCClll,I ,' l 

Ass iglling sLlhS I,rrlli,,1 sh"re ol'lhe l:eckr"liun ACCULlllI 10 Ihc i'cdcral gUI'nnlnc'nl ma) be jlls lilied 
bl,.'callsl,.' the !l'ck-rat gOVC l'lllll l,.'nt is al so assigned \\';Ib more c ,~pl· Jlditllrl,.' re sponsibilities thall the 
lo\\er lel'el gOI'c:rlllllc'llIS, The Nigerian Iccieral gOl'Crrlrnelll cOl'ers al,nosl 60% o r Ihe tOlal 
cxpcntlilurc or the ~o\'I...'rnl11enl or I hI...' k(kr:lIiol1 .l~x I I 0\\'1..' \ ' 1.: r. il i~ holdl~ ' arglll..:d Ih~1l lh<.: kderal 
gOl'ernmenl should reduce ils in l'o ll'clllelll in llluSI 0 1' its prociuClion "nd alloeali on roles by 
crealing conducive elll'irOnlllc'll1 lill' Ihe p'lI'1icipali on ol' llle privale sectm so Ihal il s share rrolll 
Ille Fecieralion ACcounl is also reducecilO alloll' rnore sha re 10 Ihe lower kvel gove rnlllenl s,14 '> 

Th<: blend guvernlnenl has dil'iCr<:rll are;ls 10 spe l1d il1 dill('r~1l1 S\;lIc'S 'lild il Illay b<: sometimes 
Ille case Ihal ;1 Slale rnay g<:1 itselr al a greal adval1tage bc'Cause or Ihe kderal spel1dil1g il1 the 
Slale Ihal1 its share Ihrough Ihe I'eWlllle shal'ing, nul Ihe Nigc'rial1 SI'Sieln is chalk l1ged as il lel1ci s 

Il" A~pall U'IJl). ~ upr;1 Ilo h.' ]~. I' . ~ 16. 7.Svo or Illl.: ,H:cruab of 1111.' h:d\.'r:llioll 1\I.'I.'0Ul11 i::. r\.'sl..'rvl..'d for Ill\.' sp l.!(,;jal fllnd L'OI1:.isling u( \ lIriabl.:s. h:dl'ral Capi[,1 rl..' rr ilOr~ (I °0). ::' labili z<l lion (0.)0/0). t)\.'ri\ ,[\iOII ( 1%), Dev.:lupllll.!l1l or l11il1\.'r,1I pri.ldu('illg. ilr.:as (3° 0 ), ,HId Gl'llI.'ral \.·('ulug~ 0%). It is argu .... cllhal Ih .... 11 . .'d .... .. al gOV\.'I"IUll t.: III should alone be rt.::.pon ~ iblt.: rur 111(' d\.'\ \.' I Upllll' II [ of Ill\.' ('apilal I t' rr ilu r~ as Ill\.' ~ Iah.' gUVt"rlUIlt'IHS a 1'",' :!lUIl\,.' rt' spoll ::.ib k' ror IIll'lr 0\\' 11 Sial\.' (,Ilpilal Il.!rrilork' s. Furtllt.:r. il is cOlllt.:lld\.'d 111<11 il is Ih\., f\.' ::'POllsibil il ) or Ih,: ('\.'Illl'di go \\,.'rnlllcni 10 <llllelioralt.: t:cological dis:1Slt.:fS \\ ilh Ill\.' SI:II\.' gO\ anrnt'1l1 cOllce rrh .. 'd. And 0\\ ing 10 Ille high rt.:\('nuC' shart.: or Ihe oil producing ar",'IlS in III",' di slr ibulion formula. 11I\.'f\.· is no Ih.'l.!d 10 rt.: Sl.!rv\.' s p",'ci~1 1 flilld rur cl\.'\",'loping Iht.: re g. ion . I II, Nk\\<lt'hllk\\u Orji. ::'lI pra no"-' 2-1--1. P. 12). i\llll)llg 0111\.'1' Ih ings. Ih~ Sllprl'lll~ ('Dun ruled 111<11 all lirsl lin\.' (iI:dul'lilllb t'rl)IIIIIl \.' h 'lkr;llil lll ,\(CUlIIlI (l'\\.'\.'pllh~ [l1il'l\.·\.'n P\.'["j_·\.·llIllerl\;lliullj ;U'",' ll lh.:OIl:-'lillJlioll:ll. 11- Ill .. P. ??) 
I~~ (i",'org\.' !\lldl'r ~n ll. :-' llpra nol",' 1·1. I) . 23 
11'1 Akpan 1.::1..1'0. su pra nOI\.' 32. I) .? I g 
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to gi\ ~ pI\.:krl'l1ti~tI tt"l ... ·attlletlt ror so t1l l ' st.l[eS and argltl'd ror till' tllinitll il.:lt iotl ur Ihe surplu s 

rUllds rrol11 Ih~ hal1ds or Ihe I,:dnod gOl'ernl11~111 lI'ilhoul cOl11prol11isil1g Ihc' rok 10 b~ plawd Iw 

Ih" kderal gO I ' ernl11~111 10 l11"il1l"il1 Ih~ Ul1ill' or Ih" sub l1ol1iol1a l Ullil S a[lll 10 gi, ' ~ Ih~ Clllllllr)' " 

sel1se ol'I1:l1iol1,,1 direClioll. [' II 

tb,ll pl~l~s Ulll' ur Ihe dotllin:llll !" uk's ill Ihe Nig\.'ri:lll rctkraliun. III i'-'i gl'ri;L pupul ;lliol) has bel'l) 

us"d "s all il1d"x or 11,,~d.[; [ I:sS" [lIi"lly. hOIl'''l\'r, Ihe pri [l cipk 0 1' l1"ed e[llphasizes Ih" l1"ed 10 

l11e"l cxp"l1dilure del11"l1ds 01' sub l1aliol1,,1 UllilS ill order 10 carr v OUI desirable serviccs. Ol1e 

CIHllk llgl' on pupul<l1ion is till' te mktl cy o f so me.: stateS 10 Illllnipulate till' CL'Il S11S report \0 win 

l11uch r"I'''l1u" Ih"l1 Ihe )' \llll[ld hal e 10"\ rull l' obla il1"d . [.'2 The olher ra CIOr l:rkel1 is inlcl'l1,,1 

rCl'cnue clTol'1 (8 .. 11 ). I\llhough Ihi s "IClor is 1ll,,:r[1I10 "l1courage S I"I~ S 10 look il1l1'"rd al1d Iry 10 

IlHl:--:imi zl' 111L'ir ink'mal rl~\ ' l'llLtl' gl' tll'rali ng PlHL'lltials . il has serioll s ubst<.ICk'S in reducing il in \{) 

praCli cc'.lh" l11ail1 crilicisl11 urlhi s lilclor is Ihal ill ' lil s 10 r"cogl1iz" 111011 r~I ' ''llI[e "lYon is a r" sull 

or a cOl11bil1:l li oll or 1\1'0 raCIOrS- la.\abk c:[pacil), allli \a .X "nan. i\kp:III npo sub l11il s: 

... (/ s/(Ih' lI'ilh Mg.11 laruh/!..' CUIJUC;I.I' hl/ ,' lI 'il h !OI\'I.' I" lax rules wul illl'/jiciel]/ lux 

Udlllilli.\lruli(J1/ /lUI.\' .\Iill hm't' highr.'r illll.'I"1I0/ 1'1'1'L'IlUe or u higher f ulit) oj"illlerl/u! 1"1'1'\.: 11I11! If) 

reCl/ln'1I1 l'\"!J.'III/illlrt ' r l,lalh'e {II (I/Ili/her \lOh' \1 'ill , /o"'el" luxuhli! CUPUl.."i'.I' hilI high luX elj()l"/ . 

l"I'L'/\' i.\. '''('J"\'jure. (III 11I .... .:l'III lIeed /0 cll' l'iw (i heller illdt'x ojlO.\" "jlo", .. 11/(/lIIlIi/ .\lIe" illdl'x 

i.\ cle I 'i.\ ed, /he 1I 't!igllf l.."uI"I\'IIIII · gi\"l' 1I /() illlal/ol rel'l'II/IL' eltOI"/ ill "uri::ol/lu/ ren'HIIl' 

(ll/ucclfiulI .,/'oulel hI! \'t'/~\' l11illll11o/ I
.'.1 

Land lIla ss (lcIT"in ) ( 10.7% in 'lggr~g:lIc) lI'as ~1I1 0 lh"r 1~l c lor considered ill Ihe horizoil ial 

r" I'''llu" all ocalion bU I \I ' h ()s~ \lei ghl is ollp[c'd 10 be reduced du~ 10 Iheir problem or 1101 bC~1l 

Ih roll'lI opeil io Ilollioll,d debale as il is Ihe COl se \lilh [Ill)sl vari:lbks.['·' III Nigl'ria gr"oll c'mphasis 

is giv"l1 l'or <'<llIal;I)' uf s lal l'S (l',! uil)') It)r Ihe variable is givell Illore Ihall 45% or Ille Ir:rllsler 

1'1'0111 Ih~ r ed" ralioll I\ CCOII[lI. COlllpollible wilh Ihe logic 0 1' I'cdcraii sill Ihal cOllside rs eac h SIaIC 

eqllal :rllli illlkp~lld~[lI, Illis prillcipk :1I'gu" Iha l sllb ll:lIional e[lIilies should receive eqllal sha res 

01' i'cdernlll' deril'ed r"I·"IIUCS i[Tc'SPCClil'C or popilia lioll alld cO[lIribulion 10 Ihe accouill o l'lht: 

I\U Ibid 
1\1 I,a\\a Ll:l ig.\\lI. '>lIP!";! IlOll' I·W. P. ~()() 
1\.' ;\kpall Ekpo, ~lIpra IlOIl' 3~ . P. ~ I) 
I\~ Id .. P. ~20 
Iq Ibid 
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Icdc,.,lIiOI1. I« This meal1s Ih:1I ,'"eh SI,II,' ,.,'ccil'es 811 e'l u,,1 sh" ,.e or Illi s po rli lll1 OI·lhc l'cc!c,.al io l1 

Accoul1l "cl!a,.dkss orlhc SHllc ' S pllpul;llioll 0" eO IlI,.i bul iolllolhe 1:,'lk,.,lIillll /\CCllU Il I. Thcre arc 

\'ariollsjuslilic("!tiol1s gi\,~11 rut' incoq1lJraling this critcriull and cUl1r~rrillg it wilh principa l weigh! 

il1lhe Ni~cr iall iClkr'lIion, Nbl"dwblll Orji disclIss,'d Ih,lI: 

/-"inf. il i.\ W .... !,II('c/ 11/<1/ lite l}fille//l/e /\ '('o.l!.lIi:n flil' l'l'uli'.I ' "lUf CClch 'lUll' gU\'l'J'J/II/('1I1 hus (/ 

lIIinillllllll n:,\/ )(}1I.\ihilily. which i., tu slIslaill (/ hwic scl uj l}Jfhlic .Il1l1e fiulls (/1/(/ iw{ifllliulls 

irn:sl)('cfil'l' oj'il.\ .l!,l'()grllll/iicu/ " i:l'. !}(Jlm/afioll ()J' .fiscal ("(/I'(I(';{.I' ,\'l'ClJlldil', Ih..: 1)J'illcle1e u/ 

(!(Illulify 0/ slUfes rt'IWf!st'llfs Ih t' /i.\('('/ aspecf 0/ Ill e (j\'('ru/,chill.1!. 1)1'(1('(;('(: oj sYIIlIIIC!lric(// 

.k<ierulislII ill ,Vigaiu . Illis IJI'uClic{' 111U1/(k.\iS in flie COIlIlIlillll('IJ/ Olflll' elili.' In cI'('ole stules (~l 

l'e/(ffil'l'I.I' eqllu//){)/w/(lfifJII. (IS Wl'1/ m I.!(/uci/ com/ifl/fi (Jllal. /I.!g(l/. (lIIdli ... cu/ pm l\'n . thirdly. 

fhi.' Iwinc/I,II.! ()lc(/l/o/if.l· I~r\f(/h'.\ (·(JIII/h'I/SOh' ... · :\fU fl'.\ flim nmld /llIf h(,IIl'liI ./nlll/ olll!!!' c r i f('rio 

clut' f(J dlei!' .'III/ull .l!,{'ogru/JiJicul .d:'l'. pu/wlu/io/l orjillul/ciu! ('u/hldfY.'.io 

I\ S iI suk erilerion 01' dis iri blil ion , hOll'el'cr, iln ilrl!"Ill,'1l1 h~ l s I)('ell Illalk 11"11 Ihe IOl! ic or polil ical 

equ~lilY 01· su b naliollal unils, \I'hi ch il!norcs populalion, is likel \' 10 cre'll c inequali lv o r 

dc\'elopmcill in Ihc coull lry,l;J Tiri s Ilas mcanl Ihill beC;luse 01' l'lrl!e ciii'li:rences ill Ihc sizc o r Ihe 

SlaleS, pe r capila rcl'cnues hal'\' ill 1:lcl l · aried.I ;~ II is al so argucd liral acco rdinl! Ihe variable or 

cqll,Jiily or sl al,'S sllilslallli,Ji weil!llI in Nigcria cOli ld creale all clldless demand 01' ciilTercnl 

groups 1'01' sla lehood rur Ihey would gel grcil l Irall slcr in Ihc name or equalily al'rcrwards,I;<) It is 

also cir:Jilcllged Ihal equitv would b,' bellL'l' guaranleed b)' disiribllling rcSOLI rCeS In per capila 

Icrms sillce lire cilizcns Ihrougir Ih"ir SlaiCS arc Ihc Ullim~lIe reeip ienl s orlir.: Icderal Clineis, 

I' robabl) Ihe most conlrol'crs i ~d or Ihe \'ariables ill Ihc rc l'enlle allocalion rormula is deri\'ation 

prin dp le or rcl'enue clllllrol.1 1>O II is cha l lcn~ed b,'C'llISl' il makcs rich slales richer and poor 

S l at~s pOL)r~'r ~ ' nd g.~ n l'ri.lkS illlcrgrulip I!.'nsi on ill a lL'dl'r'lli otl Ihal slri\l's It)!" Ihe unity or Ih!.' 

cOlllponell1 unils, Opponeilis or lire dcriva lioll principle clilim Ihal il 1I'0uid cllcourage the 

de l'ciopmelll or Ihe rich rCl!ions \I·hile Ihe rcgiol1s endoll'cd \lilh less resourcc 1I'0ulciiag behind 

in socio-ccollomic devclopm,'nl. 1-I (1I\·cl'cr , proponcnls or lk ri l'al ion principle sce il as ci'lic ien l 

becallsc il clw blcs ,'acir rcgi oll 10 r,'c,'il'c rcl','nucS liral arc proponiollalc 10 Ihcir con lribulions, 

Ihercby promolinl! 1l,1Iiona llrcl!ional cconomic dcvc!oplll,'ni by ellco liraglllg all Ihe regions to 

I~~ IS[J\\(J El iagwu. ~lIpra 1l0ll' 1-10. P. ~06 
I\hN~WIlt'hu~\\lI Orji . ~lIpr" null.: 1·11.1 ' . 136 
1\' 15:1\\<1 EJiag.\\ u. supra nulL' I-la. P. ~07 
I~)( Ronald \Va!t ~ . supra nulL' ~), P. 111 
IS" , I' 0 ,. '6 Nr.wm:lu r.\\U rJr . ~upraIlO IL' 1~I.Jl.I .) 

IhIl Akpan [~ po. ~upra noll? 3~. P. 1~ 1 
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feckra ti on. I<! Thi s mca ns th'll c'ach state rc'Cc ivcs an equal sh"rc or th is portion ol'the I:c'deration 

Account rcg"rdkss o l'the stillc' S populat ion or cont ributi on to the I:cdcration /\ ccou nl.lhere arc 

va ri ous justili cations given l'o r incorporating thi s critcr ion and conlcrrin g it with principal we ight 

in the Nige rian !i.'deration. N""lchukwu Orii di sc ussed th"t : 

/:inl. il is (/r,\!,IIl'd (/IU( Ihl' In'illciJl/l' /" {'{"{J,I!,lIi:es !Ill' rculify Iltul ('(lch .\Iu/(' ,\!,U \'{,I"IJII/ (' III I/Us " 

millillllllJ/ n.:.\"/}()wihiiily. widell is 10 slislaill (/ husie sci oj" pllhlic jill/cfi()lI.\" ullcI iWfilllliulIs 

irl"('sl)('Clil"C! (~( ils ,\!.l'ogruphiuil sl::('. 1)(Jplfiufiol/ OJ" .liscol copac ify. Sec()ndl.I '. IhL' 1)I'illcil)lL' (l 
(!(Ilicilily (~( sImes represellts the /i.\c(/I {/.l,peCl (~/ Ihe ()\'eui/"chillg IU'ocfice oj .\)llI/lJIetrical 

.kdl'ru/is lII ill N iger iC/. This IwueIice IIIUJI{ji.:sts ill Ihe C()J/IlJ1 itlll(,1II (!l fh~ {'/ilL' to creull' s{(lles (~( 

rel(ftil 'e~ \ ' e{l liul IWjJillofioll. (IS \l'dl (IS e(l /wl COII.\ ti llll i()Jw/, legal. wul/i.l,co! jJowers. Thirdly. 

Ihe Iwindele o/ec/liuliIY /~/SIClIt'S Cllllllh'IIS0h'S s/u(es I/U/I cOlild 110/ hL'Jh'/iljro/JI milt'/' eri/('r io 

cllle lu Ih eir SIIIU// geugraphical si::e. P()I}fdu lio /l or/il/ul/cio/ capucity. /56 

As :r sule cri terion or di stributi lln . hOll'e ve r. :rn :r rgul1len t h:r s been l1l :rde th"t the logic of polit ical 

equality or sub nationa l unit s, which ignores popubtion, is likel y to crea te inequalit y or 

dcvclopment in the country. I;) Thi s hns meant thnt because or I"rge dil'krences in the size of the 

sta tes. per capita rcvcnues ha ve in I'aet va ried.I !X It is al so urgucd that according the v:lriablc 01' 

equality or states substantial wei ght in Nigcri" could crea te an endless dem"nd or clif'fCrcnt 

groups for statehood for they would ge t great translcr in the name 01' cquality ai'terwards.I!<) It is 

al so cldlenged that equity would be bettcr guaranteed by di stributing reso urces in per capita 

terl11s since the ci ti zens through their sta tes are the ul ti l11ate rccipicn ts of the federal fund s. 

Probabl y the 1110st controversial or the var iables in the re venue allocati on lo rl11ula is derivation 

princ iple or revcnue co ntrol. 160 It is elwllcnged because it nwkes rich states ri cher and poor 

swws poorer and gencrates intergrou p tension in a I'cd erati un that stri"es Illr the unit,' o r the 

cOl11ponent units, Opponents or the derivati on princi ple cl'lim that it wO lild encourage the 

developl11ent 0 1' the ri ch regi ons whil e the rcgions endowed with less re so urce wou ld lag behind 

in soe io-eeonomic de Velopment. Howe ver. proponcnts or derivation princip le see it as crlicient 

becall se it elHlbles c'ach regi on 10 rc'ce ive revcnucs thnt are propo rti onate to their contributions, 

thereby promoting nationallreg ional economic devclopmcnt by encouragi ng al l the rcglons to 

I~~ lsa\\a El iagwu. supra noll.' 140, P. ~06 
"hNl-.wachuk\\uOrji.sllpra noll: 1-11. P.136 
I~~ Is,l\\a Eliag\\ u. su pra nOle 1-1 0. P. 207 
I~:< Ronald Watt s, supra 1l1111' 25. P. II I 
Il', N,"'acilu,"u Orji, supra rWle 141. I'. t 36 
IhO !\\..p~n Ekpo. supra 11 0 [(' 32. P. 2~ I 
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ickn lil)' and cxpl oil rel'l'nUe so urces wilh in Iheir localilies."" The princ iple is el'en clell:ndcd 
rro m eq uitl' grounds whi cll alleges that a state with a bu lk 01' resources should benclit more than 
what others receive'. It is als" deli:nded because the principle encourages usi ng one 's resources 
elTeclivelv wi thout a subslilnti ;li Cxpccliltion or transre r rrom olhers and 10 di scourage a clai m lo r 
st all~hood or rl'cogniti on as 11 loc ll government ~x pccti ng Ir ~lIl s fcrs from ot llL'rs. 

The Constitution al so prol'ide's that at least 13% or the re l'enues rrom natura l resources should be 
del'olved bascd on Ihe principle or derivation to give more capita rel'enue to natura l resources 
producing states. The ract tha t thi s Iwight is bc ing reduced through the years rrom 50% to one 
perce lll and no\\' 13 % is stil l claime'd as unjusl and unfai r to answer len the expenditu re needs of 
th l..' r~gioll. Th~ region is grl'~ttl y ~.\po s ('d to hi gh l'l1 virOIlIl1Ctl l:ll tkgrad :t tiu ll and pollution which 
is indica ti ve or the ex tra ordinarv e'xpenditure needs or the region. I:url her. the manner in which 
the lederal governmcnt m;ln:'ges the re so urces togethcr \\'ith Ihc poor management and corrupl 
prac tices or the onicial s or the rq; ion has cxposed Ihe peoples 01' the region to severe 
hardsh ipsH,2To alle viate such problems or the region and in a m:lnner that is considered as a 
welcome mo ve. the lederal gOl'ernmen t has es tabli shcd the Niger Delta DevelopmcllI 
Comm iss ion (N DDC) with va rious revenue sources in 2000 although some have still challenged 
its institu tio nal competence in e lleetil'C ly unden;lking its m:lIldate. ,(>J 

In addit ion to the Federati o'l J\ecou nt. the ol her so urce or rewn ue subjec t to li sca l transle r in 
Niger ia is the Value Added Tax II'h ich \\'as introduced in 1994 rcplac ing the states' sales [ax. '6·' 
Since 1999. it is distribu ted at the r;lIio or 15%. 50%. and 35% to the rederal. sta te. and loca l 
gO l'e rnments re spcCl il'e'l y. Thc hori zD ntal 10rl11ul" I(H "IIDealillg re l'CllUCS rrol11 V J\T is bascd 0 11 

the lollowing criteri a: deri l"lIio n. equal it y or states. and pop ulntion: II' hil e the rc ve nues arc 
shnred as 101 1011'S: liliy percent based on deri vat ion. 1'0 1'1 ), percellt bnsed on equalit y. and ten 
perccnt based on popu l'l ti on.'I>< Somc states where the bulk or VAT re venues arc derived have 
ex pressed diss"ti si'actioll wilh the V;\T hori zontal nllocation rormula call ing lor the appl ication 

lid Nkwachukwu Orji . ~ lJ pra nolL' I II I. P. 13<-1 
161 ROllnld Wan s. supra nOlO: 2:'. P. :) I 
If,\ N~wacllll"\\1I0rji. ~ lJp rallo[L' 1~1, 1', 156 
L u~ Id .. P. 125 
lh\ Id .. P. I ~6 
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01' hundred perc:el1l derivalion princ:ipic in Ihe dislribulion ur V AT rewnucs in urdc:r lu max imi ze 

Iheir re venue rrom Ihe source,166 

J , ~,5 , 011 C ha llell ges or Fiscal Trall s rers in Nigc' ria 

Vnrious problem s nrc wilnessed on li sc;]1 Irnnslers in Nigcrin,I67 One problem is Ihal Ihe !'cderal 

governmenl IS engaged in auivili", or divc:ning some proceeds or Ihe leekral revenue I'rom 

including il In Ihe ICederalion 1\ C:C:OUnl. Such proc:eeds rrom Ihe illegal diversion are used in 

aC:liv ilics which arc nOI Ihe responsi bilily or Ihe Slale and local gove rnmenl s, The proceeds arc 

also being used lor Ihe de velOJlmenl aClivi li es or so me SlaleS inlhe soulh in a nwnne r Ihal s igniry 

prcl'erenlial Ireall11ell1, II is in order 10 aven Ihis problem 'Ind 10 provide Ii.) r Ihe proper cuslodial 

or Ihe I' ederalion I\ ecoun l Ih 'll il is recommended lu es labli sh ,\ ccou nlanl General 01' Ihe 

Fede ral ion 10 make il responsible lo r Ihe mainlenance and uperalion ol'lhe Federali on Aec:ounl. 

On Ihe olher hand, il is tliI'li cull 10 de vise a hori zontal re ve nue sharing rormula Ihal wo uld be 

acc:eplable lu all panics c:unc:crned, II is reponed Ihal sinc:c 19~6, Ihe guvernmc'nl has de vised 

aboul I\\'eilly hor izontal revenue sharing lormulas bUI none ai' Ihcm ha ve enjoyed complele 

acceplance, II'~ In a manner Ih :11 considers Ihe Nigerian !'cderali sm as a I'ragik expcrimenl 

IOge lhc' r II illl Ihl' probkl11 s or pU\\'er sharin g, il is sa id Ihal "Ihe healed debak on rcsuurce cunlrol 

and some unpleasanl pronouncemenls on Ihe mailer by some dele-gales hi glili gh l Ihe l'undamenl;]1 

problems in Nige ria' s li scalfcdernli slll",l u<1 

3,5, CO lliparali, 'c Lc'sso ns III Ill' Drawn 

Whal lessons could Elhiopia learn 1'1'0111 Ihe cOlllp;] ralil'c perspecli ves siudied in Ihe prevIous 

seclions') The legal. insl iluli onal and polilical arrangelllenis or Ihe kder~d cou nlril's siudied in 

Ihis chaple r could serve us a ncc: essa ry rel'crc nce poinl rrom \\'hich we could juslify Ihe 

incorporalion or relinqui shmenl ai' a cenain idea in Ihe Elhiopian iniergol'ernlllcnial li sea l 

lranslers S)'Slelll, I haslen 10 'Idd here Ihal Ihe challenge Ihm each counlrv laces on ils liscal 

IransJ'cr SVS1c1ll Illay diner wilh Ihe Selille Ihal Iclhiopia !ill'es, The S'II11e is Irue on means or 

1(,/, Ibid 
Ill" !\pk<Hl E~p(). supra IlOll' 32. I), 230 
II,M N k\\ ac hll~\\'LJ Orji. su pra 1I0h..' 1-11. I) , 132 
Ih'I Apkan [kpo, su pra nOlC 32, P. 23 1 
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or hundr~d p~rce'lli derivation principle in the distribution or V 1\'1' revenues in order to nla ,s illl ize 

I, I ' 66 their rel'Cnue rOIll tle source , 

3A ,5, O n C hallen ~es or Fiscal Transfers in Nige ria 

V~ ri ous probleills arc witnessed on li sc ~1 trans leI's in Nigeria,I") One problelll is th at th~ lederal 

government is engaged in acti v iti~ s or di vening sOllle proceed s or the leckral revenue I'rolll 

including it in the Federation I\ccount. Such proceeds I'l'Om the illegal diversion arc used in 

activities which arc not the responsibility o r the slate and local governmcnts, The proceeds are 

also being u s~d 1'0 1' the development activities o l' somc states in the south in [l1ll~lIlner th~t signil'y 

prei'ercntial treatmcnt. It is in order to aven this problem and to provide I'or the propcr custod ial 

or the ICelknltion i\ccount that it is reCOlllnlencied to establi sh I\ ccoun lant General o r the 

Federation III make it responsible lor the maintcnance and op~ra ti o n or thc Federa ti on i\ccount. 

On the other hanl\. it is dirticu lt to lk vise a horizontal revcnue sharing I'ormula th ~l t wo uld be 

aec~plable to all pan ics (:on(:cl'lled, It is reponed that s inc~ 19-16, th~ gOl'Cl'Illllen t has dcvi sed 

about t\\'ent)' horizontal revenue sharin g I'orillulas but none or th(: 1ll have enjoyed completc 

acc~plancc, ' 6S In a Illanner that considers the Nigerian kdenrli sm as a fragile exper iment 

together II ith till' problems 01' JlolVe r sh;lring , it is said that "the heatcd debatc on re source con trol 

and some unpleasant pronollnee'lllent s on the maltcr by some dcleg;llcs hi ghli ght the 1\lIld[llllenlal 

problem s in Nigeria's li scal lederali sm" ,"'" 

3,5, CO lllparati"l' l.l'SS" " S to be Urall'n 

What Icssons could Ethiopia leal'll ,'rom the comparative perspecti ves studied in the prevIous 

sec ti ons',' The legal. institution~1i and political arrangements or the kderal coun tr ies studied in 

this chapter could serve us a necessary relercnce point I'rom which we could justil'y the 

incorporation or rd inqui shmcnt 0" a certain idea in the Ethiopian intergovcl'Illllcntal fi sca l 

transi'crs sys tcnl. I hasten to add hcre that the challenge that each cou ntry races on it s liscal 

transl'cr syslcm Ill"Y diller with the sallle that [thiopia I' lces, The same is true on means o r 

IM' lbid 
I\!7 l\pk;lJ) [kpo. supra nOlL' 3~. P. 230 
I{,M Nk\\aclwkwu Orji , slIpr<llloll.' 1-11. P. 132 
Ih'} J\pkan [kpo. Slipril1l0k' J:? I) , 23 I 
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handling the pl'llhkms whieh dil"i'CI' h"Sl'd "n the c"p'lcit )' "1ll1 re 'ldin,' ss "I' the c"ulll ry Itll' ' 1 

(ksir~d chang!..! t,:\ ' t.:ll \\'11t.:11 Ih\,.' probk ills art.: simi1'1r. 

The solutions coun tri es di scovered to tackle the problems on their tr"nskr s),s tem may only bc 

unique and loc:ll to lit their circumstances , However, so liciting thc rorei gn perspcc tivcs on fi scal 

transfers is benelieial to test thc Ethiopian case against it and rule on whl,ther Ethiop ia has va lid 

grounds 01' excuses to incorpor"te or not or a ce rt~in principle or idea. !\ecorLiinglv, wc could 

discern somc pt'inciplcs that :lre being applied in the count ri es reviewed above, This section is 

then to rellect some or such lessons th~t may be domesti catcd (or be strengthened ir there arc any) 

or avoided here in Ethiopia, 

The lirst rederal eount r)' \\ 'hose li scal tr:lnsl<:r system was revic\\'ed in thi s chaptcr is Germany, 

With the principa l aim 0 1' ensuring balanced regi onal development and maintaining equal livi ng 

standard or the people irrespectivc 01' their place 0 1' residence in the kder:ltion, the Cicrman li sc:ll 

transfer system has given special emphasis on the eq uali zation transrer where the richer Lander 

directl y con tri bu te to the poorer LOl1der an amounl whi eh is comparable 10 two ra id 01' the 

ass istance th~t all inciustri"li zed countries render ['o r de ve loping nati ons. There are also instances 

of re venue sharing eit he r on per capi ta or deri vation basis, rese rving one quarte r or the VAT 

re venue to the poorer swtes and direct transle r by the kderal governme nt for poorer Londer, 

Although such transrCl' sl'stems arc not devoid or criti cisms both rrom the poorer and richer 

states, the German systcm is tdling or the Inci th at wc should wo rry lllueh abou t equity 

considerations in the grant rormula, Stating otherwi se. ei"li ciency should not be the only, if not 

the principal. objective ortlle transl'er s),stem, 

Thc German s),stem is al so admiring in accommodating the interest or states by directl y 

representing them in the second chamber or thc Fcderal I louses, the Blllltiesrm, where it has a 

law making power. Thi s cnabled the LUI/tiel' to attack an y legislation that has a potential to 

jeopardize their interest. The exi stcnee 01' coopcl'ati ve lederali sm that expects the LUl1der to 

:ldminister tile bulk 01' l'cderal laws and the dominant role 0 1' Ihe ll:deral govcrnment with regard 

to the concurrent [1o\\el's creates a strong l'cdcral government in Germany at the expense of 

undcrmining the autonom y 01' the l,ul/der, 
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Like most rede ral countries, the lower level govel'llment s in (jel'lll<ln v arc al so unahk to I'ull v 

li nanee their respo nsibilities in spite 01' the "Ict that it is the k ckr(tI go vel'llinent that covers 

almost hall' or the go \'el'llment spending, Thi s is because the k ckral gowl'llmclll coliects almost 

t\l'O thirds ol'the re\'cnues or the I'.'deration (1lHlthe SW tcs do not h(I\ 'e the autollllm)' to lix thc tax 

base and rate, In addit ion to the li scaltransrcr. the German !.unde/' al so usc borrowing as another 

option or lin(lIIcing their expenditure and the (Ibsence or strong regui8tOl')' !'Ole or thc I'edcral 

government on state borro\\ illg accollllxlllied by the pr(:\'aiL-llce 0 " p ..... rv ..... rse incenti ve 011 

generating o\\'n rewnues has in practi ce created a soli budget constrailll in Germany , 

On thc other hand, the exi stence or perverse incenti ve, the need 1'01' reorgani za tion or the 

terrilories ol' the 1_(lnde r, strikillg a b,tlance between subsidiarity and solidarity , the prevalence or 

important I'eto playl'l's capable 01' blllcking an y rdorm agcnda cspL'Ciall y concerning thc transi'cr 

system and accountability and transparency problems arc the challenges faced by the fi sca l 

transrer sys tcm in the contel nporary Germany, 

It was India \l'hose transi'c r system was reviewed in the sceond place in this chapte r, We can also 

di scern some glari ng katur,' s or the Indian tr(lIlslc r systelll, India has a I:inance COlllmi ss ion that 

silldies and reeommcnds a gran t lormula to determ ine the proceed s 01' the sta les from all the 

kclcral ta,Xe s and the gap lilling non- plan transt'e rs that the rederal govcl'llment devolves 

alkrward s e\'ery live \'Cars, The grant lormula has at tempted to incorpora te both equity and 

e l'li ciency consider(llions although it is criti cized as it docs not wke account or e,Xpenditure needs 

or poorer :; talCs and create perverse incentives, 

HOII'ew r, the fun cti oning ol'the cxtra Constitutional organ-plan commi ss ion, 1'0 1' devolving pl an 

Iran:;rcrs and the centrally sponso rL'd scheilles to the states has greatly jeopardized the working 01' 

the Finance Commi ss ion, Unlike the Gcrman sys tem where the joint w,Xcs cons titutc the maj or 

10 I'm or revenucs or bo th the lecleral and state govcrnments, thc Indian system in principle 

rollows a sepal'ati st app roach where there is no concul'l'cncy in taxing powe l's, Al though Ihe 

inevitable fi sca l imba lance al so concerns India, the states could co llcc t -II % 01' the towl revenucs 

in the country which enabks thelll to Iinance 54 % or their current expcnditures, 

Borrowing in India is extensivel y pursued by the statcs that evcn hall' ol' the borrowing goes to 

cOI'C ri ng the recurrent e,Xpenditures cven ii-they could onl y borm w rrom internal sources with 
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( 

Ih~ appro l'al 01' Ihc ccnlral gll\"crI1ll1 ~ llI . Th~ ex pcCl;lIi on or being ba iled oul Iw Ihe kdc r;d 

gowrI1lllcnl is a ll1ere indicalor or 501'1 budge I co nslrainl in India. Thc liclcrioralion or Ihc li scal 

heallh ol' lhe S I ' II~ S Ihrough Ihe ) ea rs. Ihe increasing fi scal in equalili~ s bel\\"~~n Ihe SlHt~S . Ihe 

~eonoilli c liber;"izillioll in India 1i.)lI llwc'd by ulllkrll1ining thc la\abk capacil Y orlhe govc rl1ll1elll 

and crealing difleren l larirr zones. allli changin g polilic;d ell vironllleni s 111 ;11 cr~ ;Jl ed llluiti party 

coalitions to com~ to pOlwr alllithe subsequent probkill s or reconcilin g tile vmi ous int~r~s ts arc 

SO 11 H.' of I Ill' ch~lIkllgl'S uflllL' 11ldi ~ l!1 !i sc :tl tral1 s !'l'r systl'm {!It.'Sl' ddyS. 

Nigeria was the last f"eder;" coulltrv whose li scal transrer systell1 was review~d ill thi s chapter. 

In a manner that re lkcts a great vcrtical li scal imba la nce in Nigeria. th~ k ckral goverl1 ment 

co llects 9X% or the rewllUCs in the lelkrati on which leav~ s the st;lIes to be substantiall y 

cicpeJl(knt 011 the ICd~ral translCrs to execute their re sponsibilities. o r course. 60% or the 

e\penditure responsibilit v or till' kderation li es on the lecicrnl governll1ent. The debt 

nccumul;lti on 01' the sl ;lIes is ;d so dec lared rri ghlening togelher \\"ilh the low rcgulatory role or 

the ledcral govcrnmcn t on Sinte borrowing. Mos t or the revellues collectcd by the iCdernl 

govcrnlll~nt (other than rcvenues 1'1'0111 the V AT) in Nige ri a would go to the I' cderation Account 

where the 5t;]te and local govcrl1ll1ent s co uld al so claill1 cnt itlement 1"1'0111 it. In Ni geri;]. the 

rCl'ellue sharing Ii.mllulas arc recoll1ll1enckd every li ve years by the Nati onal Rcvenue 

Mobilization Alloc;lIion and Fiscal CO ll1ll1i ss ion and approved by the national assembl y. 

Among the conten ti ous issues raiscd in thc Nigcrian fi scal translCr system. one is that thc fed eral 

governmcnt is blamed lor rct aining SO I11C rcvenucs from subjecting it in to the Federation 

Account alkging special rund s lo r some acti viti es declared illegal by the Supreme Court. Further, 

some variables 01' the tr;tnsli:r rllrmula such ;IS gr;]nting domin;tnt weight to cqu;llity o f" stat es 

variable (irrcspective or population size) ami 13% reserve lo r the oil producing areas. internal 

rcvenuc elTort arc ve ry eonlroversia l up on which there is no con sensus 10 rctain OJ" change the 

status quo. Especiall y thc o il producing stmes arc loudl y denwnding a highcr percentage 

consicki"ation or the derivation principle;]s opposed to those \\'ho \\,;lI1t to maint;]in the status quo. 

In gcneral. it could bc said that there arc various lessons learned I'rom the comparat ive re views. 

1:01' instancc. \I 'C should not be surpri scd by the exi stence 01" li scal imbalance in Ethi opi;] sincc all 

thc thrce lederal coulllries di sc ussc'd ' lbow ha ve simil ;lr problem. /\ s il would bc di scussed in 

chaptcr li vc (section 5.3 ). howevcr. thc li seal imbalance in Ethi opia is hu ge than Germany and 
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India but be tter than lige ri a. It is because of such hu ge li sca l il11h,lI:lI1 ces in e thiopia that we 

I\'ould tend to cO l11e up \\'ith dillerent opti ons or rectir), ing it in chap ler live. I:u rlher. even if the 

COl11parati,·e rev iell·s ealkd lix the neeess it ), or erectin g regulalDl"Y l11echani sllls I·o r protecting 

so rt budget constraint s (a phenol11enon in all the three countries) . thc situ:llion we have in 

Ethiopia is total I)' dillercn!. /\ s it I\'ou ld be di sc ussed in cha pter li ve (sec ti on 5. S). inex istence of 

detailed rul es on how states co ul d borrol\' frolll inlernal somees and tile luI\' li sca l capacit v 0 1· the 

stal!"..'s pn .. :vL'llll..'d th ..... ' lll frulll m:d\. illg hurrowin g as ~I viahle opti oll . ThL' L' xpl.,:ril'Jl CCS .. Ire kll illg Ihilt 

we should create conduci ve environl11enl lor state borrowin g without un lknnining thc rolc to be 

playecl by Ihe IL-clcral gowrnl11ent 10 avoid di s incentives (sort budgci conslraint s). 

On the other hancl. Ihe counlries I""'l' devi sed thcir own mcans on reducing the li scal imbalances. 

For instance. GcnlHlIl Y has made importanl taxcs (income and corporati on taxes whcrc the 

L.ancier ancl the federal governmenl ha ve cqual share ) to be subj ec ted to concurrent ju ri scliclion 

so that it is the main re venuc source or the LOI/(/fr. About hall· percent or the revenucs or the 

VAT is al so devol w d to the statc' . In India and Nigeria. all the IL- tkral taxes are subj ectcd to 

revenue sharin g that help states to ha ve a better share. In India up to 32% 0 1· the redcral tax 

revenues I\'ould be de volved 10 Ihe statcs Ihrough this I11c'ehani sm. Allhough rederal dominance 

is predominantl y the rule Df tlte g,ulle in these countries. the experience 01· Germany is important 

in that lI'e should in vol ve the states in areas nllecting their interests calling samc practice to be 

ckveloped in F:thi opia than neg lecting them (sec secti on 4.3.3) 

The necess ily 0 1· est:lbli shing a li seal co mmi ss ion or organ capable 01· devi sing a transrer system 

(Io rmula ) thn! fos ler result based <l ccountability. enhance competiti on. promotc regi onal equity. 

avoid transfer cle pe nclcncics. and be open lo r periocli c re viell's lI'as also emphasized in the 

countries reviewed and calls lor Incorporating same In Ethiopia as it would be cliscussecl In 

chapter li ve (section 5.7 ). There are al so dirferent chall enges fa cing each o f' the countries 10 

justil·y that challenges to the li scal transfer is an cverYl\'here phenomenon. Thcre arc al so actions 

being taken by the co untries. It is in thi s general idea that chapter lil"e 0 1· the paper di scussed thc 

challenges 01· the li sc nl tran slcr system in Ethiopia and the poss ible opti ons of reclucing Ihe huge 

fi scal imb'll ances pre va lent in lethiopia. 
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CHA PLE&. E() Ui - f)(pEJII OlTLJRE AN D 1liO." !:illueASS1~l'1 EfIITSJ IL'i D EILI~J:: 
F'DRE CON?TII lJTl()(IJ 

4't Intro ductfol'< ().f.\/;i Btl'~f £un\lYlo.~ 
The lo rcgoin g chaplns II'crc principally conccrncd wilh Iracing Ihe gcncr~1! jurisprudencc on 

liscal lC'dcralislll in gcncral and inlcrgol'cl'lllllcntal li scal Iransi'crs in particular, Thi s and Ihc 

subscquenl chapl" I'S arc hcrc IU dir,'C111' dC: 11 wilh Ihc Flhiopi~ln sc,'n~lriu un Ihe issucs Ih~1I ha\'c 

alrcady bccn !'alllili~lrized , Thi s cklpl,'r is 101a11)' dc\'oled on di scussillg Ihc cxpcndilurc ~Ind 

r('\,('IllI(' assiglHlll'lll S as it is slipulall..:d in 1hl' L:tlliopian Constitutiull. 1\11 l'mkavor is also ll1atk 

as 10 II'helhn Ihe 1: lhillpian r,'Ie'nue ass ignllleill is in lin" wilh Ih,' principks 01' rCl'cnuc 

assignll1cnts that \\'('I"C discussed in Ch~1ptcr two. 

On cxpcndilurc assignlllcills, il lIuuld bc Illmic cic:lr Ihal Ihc ConslilLlliun assigllcd cach lier or 

gOl'ernmenl \\'ilh ils own cxpcndilurc rc sponsibililics, Thc stales arc dUly bound 10 cover 

expendilurc responsibililics un areas olher Ihan Ihosc ex prcss ll' giwn lor Ihe !'cderal govc l'lllllcni 

l'or residual p()\wr is, in principic, rcscrwd for Ihe SlaleS, In a man ncr Ihal places Elhiopia as a 

dual tCcicr:riislll coulllry, 11ll' scclion 011 cxpcnC/ilure ass ignlllcni s claims 111:11 each orc/er 01' 

gOVl..'rIlll1('nt is expecled \0 co\'('r till' L'\pL'ndi lu n:s Il(,CC:SS,II":' 1'01' its n: spol1sibililics by l'.\('cutillg 

Ihe la\\'s il Iras cnacl,'d, In 1:lcl. Ihl'l'c arc ins lances "herc Ihe Conslilulion requires somc Icc/era I 

laws 10 he illlpicmenil'd bl' Ihc Slalcs anc/ lI 'here Ihe praclice rel'cals Ihe bulk or Icc/era I 

legi slalions bcing C"ccUil'd III Ih,' sl:llcs and lI'here Ihe i'cderal gO\'Cl'Ilmenl incurs expcnd ilures 

a ll arC{lS it doC's not ha\'(, il legislativ(, pOWl:r. 

On re\ 'Cl1Ue assignilleills, Ih,' panicular seclion has 101 10 SCI)' on each tClI'I11 or class ilicalions o r 

laxing po\\'er in Flhiopia: exelusi\'C, concurrenl and undesignalcd, t:spcci:llly Ihe exc lusi\'c 

rederal alld slalc lax po\\'crs sec III 10 be based on Ihe calegory o l' lhe lax p:lye rs, 011 \\'ho owns Ihe 

objec i ol' lhe laX. and Ihc nali on:r1 /loca l conce rn and adminislralivc ei'lici,'ncy consider:Hions, Tire 

sec li on also discusses on II hal nOlion concu rrency is sli pulaled in :1l'1ick 98 o l'lhe Conslilulion 

ilnd discusses Ihe cOlllrol','rs ies 011 lI'h:11 is Illeanl hv 'joinlll' lev\' :1I1d colleci ' including Ihc 

al leillp led amend men I or lire conslilulion. 

;\ discussion \\'ould also be m:lde on Ihc peculiar approach Ihe Conslilul ion rolloll's regarding 

laxes nol cxprcssly :Issign,'d III ,'ilher ordc r or go\'ernllleni or COllcu l'l'cnlly 10 bOl h, Inslead or 

being residual 10 Ihe SI: II ,'S, Ihe ,jurisd iclion or such undesignaled I:!WS is subjccled 10 Ihe 
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deci sion 01' Ihe joinl sess ion 01' Ihe I:c'deral Il ous(' s, The di sc uss ion Iries III rc'spond Ik objecli ve 

served by subjl'l' ling Ihc juri sdi cli on In Ihe ,joilll sess ion 01' Ihe IWO Il ll uses, Ihe t'aelors III be 

lilKcn in 10 accounl hI' Ihe I:edcral I louses on ruling on Ihe juri sdie li on, Ihc un(icsignaled laxes 

whose jurisdictiolls ~ II\: l kl~rlllitll'li so I ~ lr. and SO III L' cOl1lnJ\'l'rsics r~\'ol v ill g ~lrllulld LJIH.k signatl'd 

laxes including Ihe V AT. In il s lasl seelion Ihe chapler assesses whelher Ihe r:thi opian revcnue 

ass ignmenl is in conlo rmil v lI 'ilh Ihe general principics 0 1' revenue ass ignmenl s Ihal we have 

di scussed in chapler 2, Despile SO IllC incon veniences Ihm Ihe consliltJlinn crealed 10 l' ll'or Ihe 

leeicral gOl'ernlllc' nl in sO llle cases and problem s wilh regard 10 splil organ s re sponsible lor 

incoille lax, il concludes Ih:11 Ihe lax ass ignmenls arc generall y in eonlol"lllil ), wilh Ihe prineipil;s, 

42- t::\lfel\.d iw te Assi'lMwte; 
The Conslilulion 01' Ihc' IDln: has dil 'ided Iegi sl'Jli l'c, exeeulil 'e, and judi ci al pOWCl"S bc'lwccn 

Ihe ledentl :Ind slUle gO l'el"llIllI'nIS, 1711 I\t'ier bOlh Ihc i'c(ler.t1 and SI'lle glll 'Cl"lllllenlS arc assigncd 

Iheir own Iegislali ve, execulil'e, and judicial re sponsibililies ('Ini clc 50 (2) 01' Ihe 17DRE 

Conslilulion), each is required 10 hear Ihe linancial expendilurcs neccssa ry 10 carry OUI all Ihe 

responsibililies a 11(1 l"tlilcli ons ass igncd 10 il by law (anicle 9-1 ( I ) or Ihe Conslitution), Thi s in 

principle tell s us Ihal Ihe 1: liliopi'lIl Conslilulion l'o llows Ihe dual l'cder.t1i sm Illodel Ihal expect s 

each lier or govel"llllleni 10 exeCUle Ihe laws il has enae led and 10 bear Ihe e,spcndilu rc 

respIl\l sibililies ari sing Iherl' rl"Olll , Ii olle l"er. Ihere arc inslances lI'hereby Ihe i'c(kral gOl'ernlllenl 

Illa l" enac i sO lll e Iegislali on .lIld lealc Ihe 'ldlllini str,Jli on 10 Ihe Sla le t!ovCl"llIllCnIS whcn il is 

provided in Ihc Consliluli on (~ , ~, anicle 52 (2) (d) expecls Ihe SlalCS 10 admini sler lands pursuanl 

to the l'cclentl 1:llI's) 01' I\'hl'n thl' kdel'.tI !,;ovCrlllnelli e,\erei sl' s its pOIl'l'\' tll delegate the states 1(11' 

SOlllC runcli ll ns (anick 50 (9 )), In ol hel' cases, il is .tIlegcd Ihal Ihe Con slilulion lacks clarity on 

Ihe admini slrali on 0 1' Ihe k (kl':1i 1:\11 S Iw thc Slates, In thi s connec li on, Su lolllon Nigussie (PhD) 

subillits: 

TIll' uc/llliui.\lrCllifJIl o( (~ 'd~ 'I"(/1 I" w\ h.I' file _"uh'., is 1UJ/ dt!ul' oll/w /lglI ill pruUicl' fhe 

c.H.'c lllil'e ! }(JI(' (! rs oj' fhe .1lofe ('x/c lld heyO/u/ ,//(! s('o/ )(' (~/ Ili eir /egi:'i/ol in' pUII'cr . Oil Ihe 

ulher fU /II e/. Ihe l'.rpel/c!illll'l' 1'l',\!u)I/.\ ihili,.I' o{thejt.'dl'l"a! .l.!, OI't' I"II J11 L' lIf /I/ o.\' //u/ hi! lilll ifed I() ils 

legis/ul;I'" p()I l'crs duC' II) (I de j ilCf() WYJllIIl(' fr.l' .\'11/1S/01l1;o/ly re/a/t'eI 10 c(//}(Icil), fl l"ohlclII ill 
!"I 

II/ US! (!f fhe regio/ls , 

17(1 For l11or\..' on thl.' (,x pl.'tlJi turl..' ;1~~ iglll l h.'J1b lur Ih l.' fl' liL'ral gO\(,nl lll I.' IlL st.' I..' Solomon Niguss i\.' . supra noll.' 22. PP. 
68 <I >"g , 
'" S' I N'" ' . . I' ()' "oomon 19U5S ll.' , supra 11 0 l\.' Y " . . j 
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-LJ. Hl'\' l'III1 C , \ SSig lllll l' llt S 

Th~ Elh iopi:1I1 ConSlilulioll has :lIso prOl'ickd 1:1 ." assi~nmenlS :IS 1\1I1Cli oll should b~ Illllc)\\ed by 

lill tlnc <.: . III 1 ~lct. the COllstillltiull lias also pro\'i(kd ulhcr nOI1 -t:l X sou rces sllc h ~IS borrowing and 

subsidies Ih:lI h:1\'e a pOlel1 li:1I 01' enh:lIlCil1g Ihe sl"lres o l' lhe reg io l1al slales. t.:."elusivc I,:deral 

lax('s. L~xclll Si\'c st;1 tc I<lX(' S. concur rclll t:lXc s. nnd lIncll' s i gJl~ l tc cl po\\'e r 0 1' laxation arc the f'our 

lo rm s 01' cl:lss ilic:lIi oll Il wl Ihe COl1slilUli oll OplS 10 assign "', powers be lween Ihe slale ami 

Ihkral governmenls. Such ciassilic:lIions llr (especi:llly) e,elosive po\\ers M laxa liol1 a ... : in 

conlormilY IVilh artiele 50 (8) or Ihe COl1slilulion Iha l npecls one lier 01' gove rnmel1l 10 respeci 

(nOI 10 encroach) Ih~ power or Ihe olher and articlc 94 ( I) llr Ihe same Ihal rcquir~s caeh order or 

govnnmenl III CllVcr Ihe c'xpl'l1dilurcs l1ecessarv ror il s l'UIl Cli oll s. 

1'3'1 fJ(cMNe r eda-1tl.11:Au5 
Article 96 or Ihe Conslilulion sli pulales Ihose ar~as on \\'hi ch only Ihe kderal govc rnmenl has 

Ihe Iegi sl"li vc al1d exec uli ve pll\\\'r 10 le vy :lIld coilec i Ihem. In 1:lel. Ihe eaplions 01' article 96 

"rctkral powcr or ta .'~ i.ltiUll" ;lnd :It' ti cl e 97 "st:Hc po\\'er 0 1' laxati on" aI'\,.' mi sleadi ng in that till' 

c0l1lel11 or Ihe pl'llvi s iOIl lias il1eurpora led olhcr mailers Ih an laxalion sllc h as delermining and 

collecling charges and l'ces on Ihe licel1ses issued "nd services rende red by each licr 0 1' 

gOI'ernmenl Ih al nalur:lIl )' illl'oil'es a ql/id jJl'II (tl/O whose absence in I"X is one or ilS 

di slingui shing fealurc s. 

II coul d g~ne rall)' be said Ihal Ih~ Consl ilulion opled 10 rul e on Ihe .juri sdiclion a i' Iceie ral anei 

Sl:lle pOlI'ers b:l s~d lln Ihc c:llcgory or 1:1 ." payers, Ihe Oll'ners o r Ihe undertaki ng, anei Ihe 

nali on~rI / l llcal concern :l1ll1 :ldmillislralil'L' conl'enience or 1 ~I"i n g Ih~ Ihin g subjeci 10 la":lIion . As 

1 ~lr as Ih~ c:llcgorl' o r 1:1." p:lvcrs is conc ~l'I1l'd. anick 96 prol'id~s Ihal il is Ihc r~dcr:l l gove rn lll eni 

111 :11 h:ls [lowcr 10 I"" incol11l' I" " on em[llo"ccs 01' Ihc' IL-ckr,,1 gOlel'l1l11en l allli inl~rnalion,,1 

organiz:lli ons. Rcg:lrdi ng oll nership o r Ihc Ihil1g subjcc i 10 laxali on, on the olher hanc!. il is Ihe 

!ctkral gO\'(, !'I1mL'111 tlwt hd S \,.'.\ clllsi\ \ .' power In tax iIlCOIll(" prol it. s~ l ks. ~lIld l',\c is(' taxes 011 

ellll'rpri sc's ollnc'd by Ih l' feelcr,,1 glll 'ern111l' 11I and on incollle or hOllsc'S :lnd propertics oll'ned by 

Ill e I,: ,kral glllcrnl11enl. II is ' "l sn IIIC fe ,kra l gOl'crnm ~llI Ihal h"s e"clusivc pOIl'er Ol'cr Ihose 

la."cs II'hich arc or n:lli on:1I COI1CCI'l1 and cou ld nOI ci'licicn ll v be undertaken by sub nalional 

gOl'Crnlllenls. Such include CUSIOI11 dulies and 1:I ."cs and chargc's on import anei e'port s, on 

incollle o l·air. r:lil. and Sc':I 11' ~ ln Spon sc'rl'ic~ s , and 1:1""5 onl11onopolics. 
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"'1 "3·:z4;~uSNeSit\te. T~f 
In like m:lI1n.:r \I'illl I~'dcral 1<1.\ c''; , ,\rlielc lJ7 o l'lllL' Conslil(llion l)I'lwi lk s "rcas (lP on wllicll Ille 

stalL' govl".'rI1llll'nts 11;1\'1".' l'Xc!llSi\'1".' po\\.:r to k\'~' (kgisldlion) <llld culk'L'\ (<ldill illi slratiun ) thelll 

and Ill.: elassiliealiun is basc'e1 on Ille t;al':t!0ry 01' Ia.\ pawrs, uwnl'rsllip, and slale/local nal1l1'e 

anc! adl11inislra li\'e ei"licic'llCV Oil Ille eullcel ion 01' Ille objeCi 01' Ille la.\, i\ccOI'dillt! ly, slale 

gO\'l.?rnml'nts ha\'l' l' .\cllIsi\\..' PO\\l'!" '10 kV~1 rind colke! ilKOllll' \:1.'\1.: :) 011 l'l1lploYl'L'S o f thl: statL' 

and privale l' lllerpri ses ' , In lille willl Ille cOlllelllion 111;(\ ownersllip delennines j1l1'i sdit;lion. Ille 

provision slipllla les Ilwl il is Ille slale t!ol'c rn mcnl Ilwl colicc i rC1l 1 on Ilollses alld Diller propC rli cs 

Illc), o \ I'll , allc! le vy alld eolicci proli l. salcs. c.\ci sc, alld perso n;11 incol11e Ia.\CS on incomc or 

cn lerpri ses oWlled by Ille sl;lk governmeil i. 

SI;(\eS arc also given e.\c!lIsi\ 'c' puwer 011 some la.\ SO lirceS presllmabl y based a ll Ihe s\a le/ local 

cOllcern ol'llle I:IWS allClllle iIllmillislralil'e cI'li c ienc y achieved il'lhe la.\es arc beslo\\'ecl \I'ilh Ihe 

SlalCs, These incilide 1;I.\es on Ille incomes or priva\c lilrl11er ,; and rarmers int;O rpo ralCci ill 

Coopl' l"ali\c associations. prolil and sales lax on prOpril'IOrs. kcs on land lIsul'nlctuary righ ts. 011 

illeome rrom IranSpOri services rl'nlkrl'd on \\'all'I'S \I 'ilhin Illeir InrilOl'v. and on income clerivecl 

rrol11 pri\'ale Il ollses allli nllll'r propel'lics \I 'ililin Ille slale, SI;(\eS Ilal'e al sll Ille power 10 le vy and 

colicci la.\es on income deri\'ed 1'1'0111 minin g opcrali ons. anc! roplries ;Illli lal lli rCll lal s a ll sllch 

operalions ;mel rewall)' "'" II SC ol'lllrl'sl rl'SOlirces, 

+.3:3 COl1cu l1'or'!t powor ~ TQ)(o.lio/\ 
Ordinarily speaking, concllrrenc), implies sharecl power Ihal balh Ihe Slale and recle ral 

governlllenis have po\\'cr ol'cr a cerlain mailer indepenclcnlly wilh II slial Icclcral supremacy in 

case or cOllllicl. Thi s siglli lil's Illal Ille 1;l\\s CllaCICc! hv onl' mder o r go\'C I'll Ille 11 I do nOI Ileecl lhc 

in vo lvemcnl or Ille oiller lll'dcT 10 hecome enlorccablc, II is in Ihi s manne r Ihal Ihe I'DR I': 

Conslilillion cnvisa~es Il)r CllncIIITCnljllrisdielion or COliriS lInder arlic!c gO whe re bOlh orclc rs or 

gOVl'l'I1mCnl ha\'c jlldici;,[ powcrs on Ihcir respl'l'livl' lil'lds conll:I'I'l'd lip on Ihem by law, 

Coming 10 conn".,.el11 Ix)\\ 'er 0 1' la ,\aliol1 lIl1 c1 cr Ihc I:D RE ConslilLllion, hO\\'l'ver. Ille nOlion o r 

COllcurJ\:nc) dini:rs. Cl)[H.'lI [T\.'IH.:~ ' Ill'rl...' is ;111 i Il S\ :H1Cl' ,,!lL'rc \\\0 <.lllilwrilil's .. let s conjo iJlt ly. 

f\niclc l)X or Ihe COIlSlil(llillll pl\l\'idcs Iha l b011l Ihe !'cderal and Siale govel'llmeili s shall joinl ly 

len' and collcel la.\,' s lI1l lkr I Ill' cuncl".,.enl jllristiiclions, These la ,\Cs sllbj eci 10 COnC IlITCl1 1 

jllri stiiclion or bOlh Ihe slal l'S ,,"d l'ctieral govcl'I1 mcnl arc pro IiI. saics, c.\ci se, and pe rsona l 
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income t a~es on en terpri ses the )' jointly establi shed: ta~es on prnlits or compan ies and on 

di vidends due to shareholders: and on incomes I'rom large s"lIe mining ami all pctroleu m ami 

gas operations. nncl 011 ro;.'nlli('s from slIch ope rations. 

Thi s stipulat ion invites the quesl ion 01' what is meant by jointl y levying ,md collecling the t a~ or 

huw th~ \\\'O li ~ rs or gl)\ · ~rllllh.'111 go ~lbo lll jointly k\'yillg lind l'olkclillb!, Ill\": lax. II is l:iISY to 

di sce rn that it is dil'licu lt, ii ' not impossible, lo r both ordcrs or gOl'Crn lllent to jointly mcct to 

lcgis late a la\\' on concurrent ta ~ es and thereafter meet \\'hen a need arise to chan ge the rate or 

the tax , Nei ther thc re ex ist a legal procedure in thi s l'<lvDr, The same is true ir one ordcr or 

govcrnment is giwn the powcr to approve the laws enacted by the other order. From the point or 

view 01' collection (admilli st r'lti on), nil the other h,n1(1. it should bc given lo r one enli ty lo r 

administr<llive cl'li ciency rcasons, Thc proc lamati on enacted before the coming in to lo rce or the 

Constitut ion has important sti pulations on the manner or dealing \\' ith concurrent w~es which 

was su rp risingly ignored by the provisions ol't he Co nsti tution, Article 8 ( I) or Proclamati on No, 

D / I <J<Je (A Proclama ti on to Deline Ihe Sharing or Revenue between the Ce ntral Government 

and the National / I ~ cgi() nal Sell'· Gove rnments) empo\\'ers the kdera l gnvernment to levy and 

collec t belore shar ing Ihe proceed s \\'it h the sta te governments, 

It "'as \0 go OU I or these tlle ss\..'s thai nn all1l'llcll1ll!J11 to article 98 of the Constitution \V:.IS 

proposcd, Even Ihe join t session or the I iouse 01' Federation (110 17 ) and I-louse or Peoples ' 

Represe ntati vL's approved lhe propos<1I whereby the Icdera l govemm~nt le vies and co ll ec ts the 

concurrent taxes,"! HOII'ever, it is not made clear whethe r the amend men t has passed all the 

requirements rL'lJuired under article I O~ and 105 or the Consti tution suc h as approval by six 01' 

the nine State Counc il s by ll1:ljoritv vo te and subjecting it to the general public and stake holders, 

Further the provision of the amcndment is no l proclaimcd in thc ortici,iI I-:cdc r,d NegoFil Gaze/a 

tha t is rcquired lo r ce rtain legi slati on be elTecti"" and en lorceable in Ethiopia,17) As such,legally 

speak ing, the prac ti ce or the re(leral govc rn lllelll that levies and collec ts conc urrent taxes and 

shares the procceds to the stntcs is not constitu ti ona ll y recogni zed lo r the proposed amendll1elll 

orthe Constitulinn is not binding as it did not pass nil the req Llirem ~ nt s provided by the law, 

17~ Sce thl' Illillllh:~ or thL' joilll 5l'ss ion of IhL' Ii olise or Peoples' RL'pr1.'SL'lltati\L's and thL' [I ollse of F('dcration. 
Minzin " I n9 E,C. 
l"li\rticle 2(2) or PrOCI<llllalioll No. 3' 199:;;, FClk-rat NL'gnril G<1L.I.'W E31nblishlllL'rlI IJror l,lIn,uioll 
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Tht.: othl'r issut.: raisl'<.\ concl'l"lling concurrent taxation powers is how t~) );0 about dl'(iding Oil til l' 

venicaltransl'er bl,t\\'een the kdn,1I allli stalc gOl'ernments (general pool) allli horizontaltranskr 

amllng the st"te s, ;\nielc he (7) ol'tlle Constitution cmpollcrs the 1101: to decide on such issues 

or apponioning the revenue , Iiollelw, the Constitution is not clear \\'hether the principle 

employed lor the hori zon taltr"nslcr is derivative or equity b<lsed, 17" 

4-3:4 l1~I~~J fbltJer- of'Tru.AtJ'/)jt\. 
The l'onh ItJl'lll or Ia,sing pOlll'r in I,:thiopia is undesigna ted pO\\'l' r or t'I."lIion, In sp ite 01' the 

gener,1i stipu l<itionundcr aniele 52 (I) o rthe FD"L Constitution that ellniCrs re siduary pOLVer to 

the statcs, the rule dirkrs as 1:lr as rcsidu:lry powcr ol'la,sation is conccrncd, Instead 0 1' re se rving 

il 10 Ihe Slilles, :Inick 'i') or thc Constilution cllunci:l lcS Ihal Ihose I:lxing po\\'ers IlIll exclusively 

givcn l'or cither order or gOl'ernment or concur rcntly given to them should be decided by two 

Ihird m:ljoril y llr Ihe joinl session ul' Ihe Ii ouse or Pcoples' l ~epreSen l:lli" es (IIPR) and Ihe 1101', 

It seems to be believed in the eonstitution:ll negoliation stage Ih"t assigning one o rd er 01' 

gO\'l' rIl111l'llt to k\'y lind collect LIlH.iL'sigIHltcd taxes in advance is nut wi sl' becau se Ih~ forgotten 

l11alle r n1<l v either h:ll'C nation:ll llI' 10c:lI concern, I\ S such unciesign:lted power dil'iCrs rrom 

residual powe rs bec:luse residu:d PO\\l'rS arc len ror onc order or government in :ldvanee, 

It is to be nllll'ti tilat till' joinl ,,'ssion or the- l.'ecier,1I I louses onlv rules on the jurisdiction or a t,,-, 

not lound either in thl' nclusil'e or concurrent li sl. I\ S such, il docs not hal'e a lall' making powcr. 

Tilt.: legis]'ltive P~ ) \\ ' l'r O\'l'r stich 1~I.'\l' S hl'longs 10 l11l' org'lll Ih~11 is decided by Ihe joinl sess ioll. 

i,c .. the Icderal 01' sta te govcrnmelll or concu rrentl y both, Therc arc dii'lcrenl taxcs that could 

salely bc grouped under this e:ltegmy, Owing 10 the va rious sou rces of' taxes that I'all unde r thi s 

clnssifie:l1ion, it could el'en he saicith:ltthe group has subsl:lnti:1i sOLirces 01' reVenLie pOlcn li al. 

On deciding Ihc jurisdiction over the laxes. Ihe Federal I-louses arc reqLlired to wke the fede ral 

arrangemenl in 10 aeeounl.l7j Accordingly, il ma y be imperative 10 obse rve Ihe tax ju risd iclion 

class ilications in the Constitution, The !'Ole of' the predecesso r 01' the Constitution Iln allocaling 

laxing powns and li se,1i Ir:ln siC r, l'rocla l1lalion No 33 /92 , th:lt sl ipul atl'd Ihe objec tivc achieved 

through cii stributi on 01' po\\ns should not al so be ulllkr cstimated ror it is reg:lrded as Ihe ' voicc 

P ,I I \, ould hit V\.' 11101\: 1(1 S;l~ OJ) l'Wll'UI'I\.'rlt t ;L\~S ill th~ Ih,' ,\1 Ch;lplcr ill \,'UIlIh.'Cli o ll \\ illl fcWtlLJl..' :-.haring and 
('mpo'\ I!ring. Ihe SI:III..' ::' 

11( I\n irit' 9) or I ill..' CU!1s lillllioll 
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b~hind th~ siicnces and alllbi !,!. uiti~ s of the Constituti on' 17/,. Article ~ of the proc laillati on 

stipu lates th~lt oll'nership of sou rc,' 01' rc ve nue, the national or region~i1 character ol'the sou rces of 

the rcvenue. ~on\'cnicnc~ of levying and ~ollcction o l 'tlt~ ta.'. and other 1"ctor5 II'hich arc tk 

basis 0 1' int e!,!. rated and balanced eConOlll v should b~ taken in to account to rule on thc 

juri sdicti on or a certain tax. 

Unt il reccntly, the uncicsi g n~ltcd tax bases II'hich have been decided bv the joint sess ion or the 

Federal II ou5cs arc excise tax on both private elll~rpriscs and individual s, state staillp duties, 

InCOllle lax on royalty dnivcd i'1'll1ll paten t right, income tax on interests 01' bank deposit and 

VI\ T.' 71 While excise t~tX on individuals is deeicicd to be the exclusive so urce oJ'regional 

governm~nt s , excise tax on private enterprises constitutes the joint source of r~venue .I1XOn the 

other hand. jurisdiction ovc r sl<ltc slamp duties and income I<IX on roya lt y frolll paten t ri ght s 

I . I 1 . I' . I I . I 11'1 I I I' . I b c enwc ')' 1I1 C IV IC lIa S IS gll'en 10 tle states . ncoille tax on roya t)' 0 patent ng lt y 

enterprises was clceicied to be the joint sou rces 01' revenues of bot h tiers of governlllenl. lXli The 

other uncicsignatecitax II'hose .juri sdietion was decided by the joint s~s s ion of the ICede ral I-louses 

was the power of levying and collecting incoille 1<1, on revenucs derived frolll bank deposit and it 

I . I . . I 'I I I S I was cxc lI S!\'!.: Y gl V1.!11 lor t)C 1e<"l'rH govern lllt..::nt. ' 

We Illay also cons ider sO llle other taxes sllch as girt, inheritance, and death tax as those subjec ts 

whose juri sdictions arc awaiting ckci sion by the joint s~ssion of the Fed~ral 1 louses. It is 

collected b)' the kderal govcrnillent \I ithollt the joint scss ion or the ICederal I louses conlcrrcdthe 

Icdcral government of such pOWCI'S. 'X] Among the ta .,es thnt arc considered lIndesignated , IVe 

could cite the contentious C~t Se 01' V AT which the joi nt sess ion or the Fcckral I louses decided to 

1710 l<ld(k ~l' I.L'JKho, Incollll' la\ ;\,,~igI1Jlh: llI untll'l" 111 .... Ethiopian Cun:-oli lllliull: h~ll\:S to Worry Aboul. MizlIll Law 
RL'vicw. Vol. -I. No, I. March. ~ (JIO. P. -1 2 
177 Gir1ll<l HUlldcssa and ZCWclll Kcb('dl.! (Dr). Elhiopi<lll Experience 011 SYS[(,ll1S or 1{ cv(,IlLIC Sharing ,mel Grn nt s 
made by [hl' I lOll s .... or F(' (kralioll \0 Ihe SI:UCS (Amharic), (unpublished). Ivkskercl1l . 1998. P. 40 
11)( lei., P. 39 
IN The jo inl sessioll orlhe IIOF and Ih(' IIPR. I\kskcrcIIl26, 1996, P. -I 
IIUI Ib id 
1111 Join! scs:, ioll orlhe llulISl' of Fc(k'r,ll iolls ilnd thl' Iiousl..' of Peop les' Rcpn:sclli <lli vcs . l'vlcsk('rcill 25. 1997. 1).2 
IR~ We would di sclIss Ihi s iS~lIL' ill dt'lail ill Ihl.' I1C ,\\ chapler 
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-'14 AIL ~pproJsct cf-/JIe roX-ftsl~rlWlQI'l-iS qftloe fO~ Of\~tfo~ 
In chapler 1"0, I have discUSSl'd SOllle 01' Ihe principles l'lllplo),l'd In assigning reVellUe 
respollsibil ilies bel"'el'n Ihl' kdcral :lIld slale gO\'l'rllllll'nls, 1\11 :llI l' l11pl 10 l'v:llu:l1l' Ihl' rewnue 
assignllll'llIs ol'lhe I' DIU': COllslilUlion inligh l ol'lhose principles is "onhv lo,iudgl' ,,'helhl'r Ihl' 
divi s ion has cl'lllralizing or decenlr:llizing Irends and 10 indic:i1e :1Il\' rl' COIllI11l'nd:i1ions IhCl'l'lO, 
Assigning th(' !(-(k'ral gO\'l'rtlll1l'Jlt \0 11:1\,\..' Ih(' lcgisbti\'l' ~IlH.I cXl'culivl..' powcrs ov...:r l .. lx es on 
custom dutil's. imports and cxpurts and un incotlles from .. ,ir. ["<til. :1111! Sl';' tran sports is illlportant 
because such laxes arl' in Ileed ol'l'lleclive adlllinisiraliull Ihrllugh eelliralizalion, Thi s is because 
such !axes require bcIIl'l' expenise 01' collec lion, bl'sl abililv 10 Ill oni lor. :Inc! Iheir rl':ll' h is nOI 
limill'd 10 a sing le SWle Ihal pUIS Ihe kderal govcrllmelll ill Ihe pJ'OPer side 10 regulale Ihell1, 

On Ihe olhcr hand, sillcl' Ihl' li:lkr:11 g()\ 'crnllleni does nol possess pO"l'r over all illcomc \aX 
sources , il is 1101 possible I'm il 10 purslle redislribuli\ 'l' (c'quilv) and S1abil iza lion rUll clions 
Ihrough income I:lXl' S, There arc <11 50 some <1ulhors Ihal argue Ihallhc nDrlllClIive Iheories or li sc<11 
l'ccleralism 101\'0 1' Ih l' l'cderal gowrnml'1lI ill assigni llg income Iaxes which is nOI Ihe case in Ihe 
Elhiopi<1n Conslilulion, IX7 This asscrlion is Irlle sel'n in liglil or Ihl' role o r Ihe !'cder<11 governll1cnl 
10 playa redislribulivc and s\:Jbilizalioll role Ihruugh "lx:i1ion, As nil incoll1l' laXeS arc nOI\cvied 
and colkclcd by 'I single l'llIily, il Illay :dso be <1rglledlh:11 ill'l'l'ale splillax base which Illay Icad 
10 a COI11plex and di s\()J'lionarl' la ,x S1rUCIU I\~ alld laX cOll1pelilion which is very dii'licull 10 
mlminisll'r. This is bl'c:luse il has a pOlelllial 10 e,\ pose dii'li.:rl'nl persons " 'ilh sallle incoll1e 10 
illcur dil'krenl laxes b:ISed on Ihl' r:lle Sl'l by Ihe orders 01' go\'el'llllleni. This led us 10 argue Iha l 
revellues 1'1'0111 all income laxes should be gi"el1 1'01' Ihe reckral go Vl' I'll nll' 111 , 

Howev.: r, as we: ha ve alre:ldy cOl1side rl'ti ill chapler 1\\'0, Ih.: principks 01' re vcnue ass ignlllenis 
may SO Il1l'(illl~ S go in conllicl \\ 'ith each other. !\ seriolls ch::lIkllt!-c 011 assigning all income taxes 
10 Ihe leticr:iI gO\'erllllll'nl clluld COllle I'mlll Ihe olh.:r principks 0 1' rl'\ 'elllie assigllll1cl1l. We ha ve 
sa id that \0 l'n S llrl.~ acc()llll ta hilil~' of r('gion~11 slates :111cl (, ll slIring rl'gional <ll ll o llomy. SUllL' should 
be givcn enough rC\'l'llll\..' suurces \0 Iii their expenditure needs with a r('vellue l11('ans and 

II" Tnddl!s(' L,,'llchtl. ~lIp ra rh)\1..' 176. P. -II. Ath:r r-":ll1illding lhal Ih~ t~'(kral gl)\\.'rnnh.:lll cannol. through the incolll(, taxe s. I"I.'<lch 1;11'111\.'1"5. coop\.·f<llivcs. b\JSjll\.'~~\"·S organiLL'd a~ sok' proprk'lOrships. (,l1lplo~I.·('S or sla l~ gOV(, fIlIllCll tS. and L'l1lplo~\"'('s o1"pl'i\;:1(o..' l'llh . .'rpri:.I.'s. T;l(h . .' ~s(' doubts "h('II1(,1" Ih(' j'('(h.'r;1i goWrnJllI.'JlI bl.' 1:!'1i:clive ill it~ stabilizing alld redi stribu[iv\.' role (P. 50). 11l\.·idl.'lltilll~. he abu argu\.'s [lwt th\.' pr\.'~elll arrilllgelll\.'I1[ is all obs[acle to reforl11 [he 
iIlCOIll\.' l il.\ 01 ' Elhiupia. Thj~ is b\.'l'~HI~\.' allY rl,.'l"urlll agl:llda ullth\.' i lll'OIIlI.' ta .\ 11\.'l:d s Ihl,.' (.'OI1S\.'l1l o f Ihe I"t.'giollnl sl,Hes 01" ill \\l)r~lll\.'\.'J~ Ih\.' ilrduum \ ;I~k ot"ilJll\.'lIding thl' CUllStillltiulll'~I)l' ciall) \dl\.' 11 Oil\.' l'UllIt.'lllplaleS the <klllisc orllle prt'sl'nt "/x.,ny disciplilll" [h:1I i~ dicl;lling Ihl: tOiles 01" t"e(k'ral·S\;lIl' rdaliollS. 
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be ~ ICdl'r~1 power.IX.l Thi s e,XpeCiedly compl'Omises the exclusive power ol'the states to levy and 
collec t saks tax 011 il1dividu~1l1r~llkrs carr:,r ing Ollt H bliSill\..'ss activity ill tlll'ir Icrrilory.IS-1 

There arc arguments rai sed whe ther V AT is reall y undesign:lled power bec:1llsc the principal 
purpose ol'the government in introducing it was to replace the sal es ta.\ used to be taxed by both 
orders or government which requires :ul1e ndment to the Constitution. There are some scholars 
th~t arguL'd that V J\T is not undcsignated power or taxation which can be mani rested through the 
rederal govern1l1ent's later decision to sha re a ce rtain percentage or the proceeds I'rom thc VAT 
to the st:lll'S on derivative basis. lxs Ol'course, thl' l'aCi that the ti:deru l gove1'1l1l1cnt opts to sharc 
the proceeds 01' the l'cdcral Wxes with the states could not by it selr manil'cst th:1l VAT is not 
undesignnted powcr to be given I'o r the rederal govc1'1lmenl. Thi s is becnusc there arc somc 
federal countries such as India and Nigeria that coni'c rred the states a legitimatc right to claim a 
share rrom the proceeds ol'the l'cderal ta.\es. 

What distinguishL's Ethiopia 1'1'0111 thl)sC count ries in that respcct is that it is onl y rr0111 the 
proceeds or the V J\T thnt the l'cderal govc1'I1ml'nt decided to share the proceeds with the statcs 
that llIay cast a doubt whether V J\T was undcs i gn~teel l'ro111 the very ou tsc t. Th~t is to say, it may 
be sn id that the sharing or V AT proceeds with the st:l te s is nn admission on the part or the rederal 
govc1'l1ment that V /\T was not undesign:lleei power. Onc should, however, note that the clecis ion 
ol'thc reelernl governmcnt Ill1' revenue slwring onl )' emanates rrom the re sol ution or the tlVO 
houses. Thi s is bccnuse thc minute or the join t sess ion or the two hou ses clea rl y inclicate that 
even ir thc mandate ai ' enacting legisl:llion ovcr VAT is given l'or the federal government. 
regional governmcnts arc cn titlcd to share the proceeds nlbeit the exact amOl1lll or the regiona l 
I · ,- I I x[, Sl<11'e IS not spccillc(. 

liP Set.! Ihl.! Jllinu[~s of lil l.! join! ~L'::.~iUll i.lf 1111.' IllHISl' or Pl'Opit' :. ' I{L'I)I'L'Sl'IHalivl's ;llld thl.' I [Otl !:> !.: or h.'(k'ra lion, MinziaJ.199-1, 1> ,1 -6 
IH~ Th~ practict'. howl'ver, re veals lilal Sta tt.'5 (11"1.' allowl'd to claillll' .... clu:.ive proc('l'd s 1'1'0111 V AT colh:cied from individual Iradl'l's as il would bt: IlHlIlil;:slI..'d in lhl.' lollu\\ing chapler. 
1M.' Tn(il:ssl' L\,.'IlCho, Hook rL' viI.·\ \. Solomon Nigllssil'. Fi scal 1:"L'dcralislll in till' Ethiopian Ethnic Baseci Federal System (Rl.'visL'd Ecliliun). 2008. Juurnal of Elhiopinn L'l\vs. Volunll.' 23 11 0. t. 2009, I) , 191 . T11I.'l'c <Ire (lIsa some Ilh.'l1lbl'rS or thl.' joilll session of Ihl' hOllSL'S thaI l'xprcsscd Ihl'ir COllcern thai Ihis arrallgcllh:nl needs a constitutional alllendillellt. S~e the minutes ofth~ joilli sl>~s ion, supra note 183 
IHu Sl'i.' minutes orth~ joi nt s~ssioll OJ"thl' 11 0F ,Inti IIPR, Miazia J. 199·1. /\ s it would bl' disclISSl'd in cktail in Ih~ 
11(':-'[ clwpll'1" . tl1l' 1"('giolml ~\ah:~ ;[1\' I,.'Vl'll t!t·!t:gall.'d by the fl.'dl.'ra l gov~nltlll.'l1t to collect V /\T from individual traders thl'I"I.;' by aI1O\\l'c! 10 take the proceeds ('.\clllsiV('ly. 
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rc<.lu ting !l'dl..'r:t! Ir, 1I1s/l'rs IP I!1\..' SL 1I1..' S. Competi tion hl'l\\'CI..'11 the Slall'S is ;dso favored 1'01' it is 

b~li~\'ed Ih~1 il is a sou rc~ oj' beller po lic ies, All such principles "dvoc;lI~ ror Ihe sla le 10 be 

ass igned wi th 1110rc rl..' \'c lltIl' sourcl..'s. SI..'CIl in l ight or such laltl'r principks allli owing to Ihe I ~H;I 

Ihal slabiliza lion allli red isl ri bulion arc nOI Ihe ill1ll1cliialc co ncerns in Elhiopia ' '', I believe Ihal 

Ihe argull1cnl 10 conkr all inco ll1e I~x es to Ihe ICde r ~1 govcrllll1enl is overwhelmed b)' il s 

coun lerp'lI'l or Il1l1in lllin in ); Ihe SIII IUS quo which is vi lill 10 cn5me Ihe llulo llOmy Ilnd 

accou nlabilil )' 0 1' Ihe Sill ies, II is ~vcn argued 10 ousl Ihe ICderal gO\'l'l"nmenl I'rom some oj' its 

incoll1e lax powers such IlS incomes l'rol11 emplo)'ees or Ihe kdcral goverllment so thlll we could 

I I ' , I 1 WI Clll<1lltC I1C rcvcnul' cap; lclty 0 1 Il l' staleS. 

On the olher hllnd, we have discussed Ihal econom ic cl'licicncy cri ler ion requi res thai I h~ power 

oj' II10se subjeels o l'lax \\'hich have a ICllcicnc), 10 ha ve ll10bi le characler and elleel in more Ihan 

one slille should be ); i\'en I'u r Ihe ICderll l gove l'llll1cnl. l icllllll'ilrill reading oj' Ihi s Il sse ni on enlilics 

Slale govcl'llmcnls 10 havc laxalion po\\'er 10 those subj"cls \\'hich ha\'e ll10bile c h~raclers , Thi s 

laltcr sli pul:lIinn could he ;1 hasis for l"oni'e rri ng Sl:lk' S power \() l' ,\cl usi\'l..'l y lax compani cs 

(especillily pri vil le limiled compllnies) (Ilnd pannerships) and Iheir share holck-rs so long as such 

undenakings do nol havc olher eSlllbli shll1enls in Dlher Sillies inslead 01' maki ng suc h powers 

under Ihe cDnculTcnl.iuri sd iciion oj'bolh Ihe Iclicro l and Sill l, gOVl'l"nll1enIS, 

Proclal11a l ion No , 33 / 1 <)<)2 h'ld also imponanl pl'Ovi sions on means o l' lax power calegorization 

\\'onhy 01' considering at Ihi s ,j uncllll'e, While slipulaling Ihe objec ti ws 0 1' div ision oj' re ve nue 

be l \\'een Ihe 1\\'0 orders or go\'erll l11en l. Article 3 of Ihe procl~I11~l i on pa ys due ernph~sis 1'0 1' Ihe 

revenuc carcgorizillion 10 cnable bOlh orders especially Ihe sub nillional cm ities 10 cover Ihci r 

e.'l pendilu re re sponsib ililies, IlIlITO\\'in); Ihe economic gap in Ihe developme nl o l' lhe regions ~nd 

pursuin i,\ aelivilies l'o r Ihe cO l11m on inleresl a i' all. lhese pr inciples have SCCI11CdlO inllucncc Ihe 

laX calegorizllt iol1 provided in Ihe Conslitution l'o r 111 051 cla ss ili calions me in 1; lvo r or the 

principles, Despile Ihe issue oj' ils c() nslilUlionalil y, Ihe pr' lclicc nl' Ihe rcdc ral govcrIl l11enl o r 

colk-cling and k\'ying 1111..' CUIlCLJ ITI..'Il I l<l.\I..'S and shari ng Ihc prol'el'(1s with Ih~ states is b~ll"ked by 

IliM This is I I'll\.' rur IwO 1 ... .'<1 50 11 5. First. it is alk'g~d Ihill in tl..'rpl..'rsollal distribution or incol1le and wealth is nO( all 
illlporlillll polity ill Ell1inpi:1 b\,.'(,:all s l' oj' Ill\.' I('vel 01" [ill..' coun1 ry' s l'collomic ckvl..'lop!lh.'nl. second. [l1cl,(, [Ire no 
di vl..'rgl.'l\( la.\ pulit:it..·~ (1I,.' [\\L'\,.'11 thl' ll'lk'!";!! ;1Ilt! 51<1[(' govl..'rIllllerlts bI'C;UISI..' of lhe I..' .\isling -Pan) disciplinc ', Tacil..'ssc 
LCIlCho, "tuprilIlO!l,: 176. P. 50 
1M'! So lomon Nigussic. supra 110\1..' ]1, I) . 130 
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nnicic C) 01' Ihe proclamalion alllHlugh Ihe laller has also indie;lIc'd Ihe possibili lV or deicgaling 
Ihe regional slales lor Ihi s purpose, 

III Spill' or SU ille 01' till' il1l':Oll\'L'llil'IH.:":S Iklt thl' Constitlltion crl'ated 111<.11 has ;1 IL'I1tIL:nc y tu 
shifting Ih..: bali.llll:c toward s thc Il'lkr:d governmcilt and sum..: prubkms wil ll('sst.:d 011 assigning 
income laxes 10 Ihe 1'1'0 o rders 01' gove rtlmetll. Ihis wriler believes Ihal Ihe I:IX ass ignme nls as 
slipulated in Ihe FDRE Conslilulion are, in general, in con rOnn il v wilh Ihe principics 01' re venue 
assignmenls, AI'tc r al l. we arc already lilmil iar in chapler IWO Ihal decenlrali zi ng revenue power 
is nOI as compe lling as ciceenlralizing expendilu re responsibililies on Ihe lilee o r Ihe rac i Ihal 
Ihere IS a reasonable suspic ion Ihal provincial j urisd iclion is susccplible lo r producing 
indlicieney ;Ind causing inequilics ,unong people in dilTe renl ju risdie lions, 
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CH"ml1.fr'lg:-Jl1:!l£~~D\lS:~f:;f'.lTAL _@.SeAL 1'Rt\~~F:E:jtll~J,-'1J:I:!OrM ~ 
C.HA L-L E:NG ES.AC'!P. SO~J£r.roNS 

5JIntrcD du c:t1ot\-
It is nOll ' llIO dl'CllieS sillel' 1:lhiop ia has l'lllbarked Oil a li-"ier,d ,n-rallgellleill lIilh Ihe adoplioll or 
Ihe Tr,nlSiliollal Chaner ill 11)'!I, The su bsequenl 1-'\)1(1 :: CllllSlillilioll has al so ronnalized Ihe 
reckral arrallgellleill dejlll'!' alld devolved power bClIl'Cell Ilw kderal ,nld slale gOl'el'lllllellts ,nld 
llh:chanislllS wlll'[\.' thl' rl'tkr~d !;O\'\..'rll I lll..' 11 I should gi"l' slIh:-;idil..'s ,llhJ shal'l..' n':\'I..'Il11I..'S 10 IhL' states. 
III Lle t. il is usu,dly allcgl'd Ih'll l:ihiopia had ulldergone sOllle l'calmes or l'c,ier,di sill 'lild liscal 
transrers 1'0 1' moSI tillle inlhe na tion's his tory albei t the li scallra llskr is nOI tOp-dOWll l YII 

The main Iheille o l-Ihis chapler is di scuss ing Ihc 111'0 rorlllS or inie rgol'el'llillental liscal IransJ'e rs: 
rel'enue sharillg and gr'lIlts (illaillil lnlellndition,, 1 grants 01' Ihe 2007 and 2009) togClhe r with 
Iheir chaliellges, Iklorl' direelly dealillg wi lh Ihe li se,d Iranskr, some seelions arc Ihl're 10 level 
Ihe ground 10 siglliry lI'helher the re arc legal rrameworKs 1'01' it and whelher il is an issue to worry 
about Ihrough discussing the pre l'a iclll liscal illlb,d"nces, A sligh l allelllpi is al so Ill ade on 
ascenaining 1I'lh:lhe r we hal'e '"l elfeCli"" inslitution 1'0 1' inlergowl'Illllenlalliseailransrers, 

Once I h"I'e ascenainl'd that Ihne is huge liscal illlbal'lIlee in Ethiopia and Ihe diJ'liculty or 
challneling Ihis problelll Ihrough Ihe currenl mechani sms 01' li sea l tran s\C rs, I hal'e espec ial 
seclion dl'l'Oled 10 illdiciling dilferelll oplions or Illinillli/_ing Ihe li scal dependence or Ihe states 
on the relkral gOl'el'lllllent. One thing that the seelion seeks to reillind, however, is th"t Ihe huge 
dependence 01' Ihe stales mOl)' ,dso be Ihe result 01' inel'liciency or Ihe Slales in pursu ing thc ir 
exe lusil'e lax sources '''ld lie should lirsl exhallsllhis nplion bell)re going 10 Ihe olhers, II should 
al so be emphasized I'rom Ihe very oUlse t that each or Ihe issucs rai sed in e'lCh section or Ih is 
chapler nrc in one way nr anOlhcr Ihe challenges to Ihe li sc'll Iran sre rs in Eth iopia , Thi s IS 

because they hal'e a lendency 10 exen Iheir oll'n impaci on thc linal amou nt or the share that IS 

di spe rsed 10 Ihe regions I-rom Ihe I'clkral !CoI'emment (be il rewnuc shar ing or granl)_ 

I'il) l3t!ft:kadu D~g(' I l'. 'Th\,.' LI.·g:l1 1-"!"<llllt.:\\Or)... It)" I:iscal Dl.'cl.'lltraliz;1 tioll in Ethiopja during Ihl' Tr;lllsi lioll Period', in Eslll'lli ChoiL' (I.'d). FIJccd D .. 'Cl' l lIru/I : (lfi lJ l1 ill ffililll,io , ;\A U Press. 199--1. 1) .60 
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S~.2. ,he I.. ~c,( ft1A.lllfi(JOrx..O/'Ilrml'tif0~rl1m(ntA l fisC<>.\I r~l15rcu.! It could be gl..'lh?rally conlL'lllkd 111;11 Ih~r~ are t\\'o orgulls fL'spotlsihk ll.lr illlcrgO\,\:r1llllcl1ta l li sc.11 Iranst\.: rs in Ih~ Consli lulion, While Ih~ rule is Ih'll Ih~ 1101: is Ih~ princip,d org'ln I()r Ihi s purpos~, Ih~r~ ar~ also cas~s \\'h~n Ih~ klkr,d g()l'e rllm~nl mal' dir~cllv inl'olw in Ihe li sell Irans lers 10 Ih~ S lal~S \\'ilhoul. in fac l. Ir'ln sgr~ssing Ihe condilions allach~d Iherelu, I:ur being composed 01' mel1lb~rs who arc r~prL' sc nl'llil'~s of ~' I c h Nalion , N'llionali l)" '1I1d I'~ople (which arc founding blocks of Ih~ Llhiupi'llI !\:lkralillll), IhL' 11 01: is L'nlrllsll'd \\ilh ,,,riulls "il,d po\\ers '11ll1 is ,li so consid~r~d Ihe IIl lim"IL' gmrl!i;l\l ul' Ih~ Con51illliion ilSL'II', /\ mong Ih~ fundamenlal powcrs conJ'crrL'd 10 Ihe house, 'I rti cle 62 (7) of Ihe Consli lll ii on slipul'll~ s Ihal il would dcl~rmi n~ Ihe l'orm ll ia on whi ch Ih~ I'ederal gOl'L'rIl m~nl gives subsidies (granl s) 10 Ih~ S lal~ S, II al so p rov id~s Ih'll il is Ih~ 11 0 1: Ih'll d~lcrmincs Ih~ proc~~d s 01' IhL' t\.:d~ral and Sla l~ governll1enls on Ih~ r~l'~nucs clllkcl~d frull1 Ih~ l'onCUIT~nl laxes, /\ ccordingly, Ih~ 1\\'0 asp~cl s 0 1' li setl Iranskrs, re\'Cnue sharing and granls, arc ulllkrtaken by Ihe 11 0 1', 

On Ih~ ll lh~r hand, Ih~ Cllnslilulion has also pro v id~d Ihe possibililY \\'hen Ih~ fed~ral 
gOI'~rnll1~nl cllu ld giw dir~cI a ss isl'111C~ (and loans) 10 Ihe SlakS, To Ihis end, Artic le 9-1 (2) of Ihe Consli lu lion ckarlv reveals Ihal Ihe Iccicral gOl'ernmenl could r~nder slales aSS iSI<lnCC and loans It)\' cmergeney, reh:lbilil:llion, and dcv~lopmenl purposes, This seems 10 be ~s pec i a"y targeled It)\' Ihose Slales which arc leasl advanlaged in ck l'elopll1cn l. We could say Ihal Ihi s is a silualion \\ ' h~n Ihe kder:ll gowrIlmcnl could :I\\,ml condilion,1i granls I'or Ihe ex~culion of ll1all~r s wilhin Ihe slales' jurisdiclion,12J /\ condilion is, ho\\'ever, al lached on Ihe exe rcise of such power. Thai is, such assisl'lnce allli 10'1il should nol b~ a hindrance 10 Ihe proportionale dev~lopmenl of Ihe Siales, Onc~ Ihe J\:d~ral gove rnmcnl ascertains Ihal Ih ~ assistancc and loan 1I'0uid nOI be a hindrance 10 lil~ proporli onak dcwloplllL'nl of Ihe sl' lks ami provicics Ihe a"iswncc, il is enliliL'd 10 aud il and inspeci Ihe subsidies il h'ls con f~ rr~cll o Ih~ slales, 

FUl'lhe rmor~, Ihe ~conoillic objeclives o l'lhe gove rnmenl have implicalions on li sen l IransJ'ers 10 require Ihe J\:ckral governlllL'n l 10 provide lime ly <lssi slHncc 10 lil~ vic lims in clIl crgenc), cases and 10 Ih~ N'llions, N' ll ion:rliliL's, '1I1d I'~opks leasl <lclvallwg~d in eeolll ll llic clc,'c!opmcnl. l
<j2 'fhe Consli lulion has also commi lled 10 slipulale ol her provisions 10 Ihe ~llL'CI of enhancing equi lY or solida ril ), principic, ICor in sl:lIlce , :lrlicie -II (3) of Ihe Conslilu li on conJ\:r, evcry c ili zen lile ri ghl 

I'll Solol11on Nigu ssi\,.'. ,:>upr: l nOll' :?:? P. :? 10 
.',' ilrlick S9 (3) (-I) oi'litc I'DIU' Con stilolion 
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to equal a<.:<.:ess to publi<:l v I"unded so<.: i.1i services, The policies 01" th,' go I'e I'll Illen t should al so 
aim to provilk all [thiopicll1S a<.:<.:,'ss to public hcalth ami edu<.:ation, <.:k'1l1 water, housing, I"ood, 
and socia l sccurity (art ick ()(J (I )), I\rticle Xl) (2) 01' the ,. 1111,' .liso e.\pe<.:ts the govc l'Ilment to 
promote equitable di stribution oi'\\e.lith among the cit il,ens, 

I\rtiek 35 01' pJ'll<.:t.lIllation No, 25112001 (Consolidat ion 01" the Iiouse 01' I'ellc ration 
I'roctaillation) has al so rccllfll'lll"d th,' I"ad that revenue sharing and subsidics are decicled by the 
I-lo r: and the latter would 1"0110\\' up whethcr thcy arc illlpleillented in accordance with it s 
recomlllclllt.lli ons, The prOl 'ision h<ls also rcquired the 1101' to I'a<.:ilitate the undertakings 01' 
studies to prl1 moll' proportionate dC\'elopmcnt 01" thc st<ltes (there by to recti I')' any dekc ts) and 
tll enable states be imlelll'n licn t l'rOIll IL' lkral ll rants, In I"<I<.:t, su<.:h illlport<lnt pO\\l'r 01' the 11 01' is 
onl y rcgulatcd in a sinllk pro vision 01" it s consolidation proclamation and it is illlper:lliw to ha vc 
11 la\\' th .1I possess claborate procedures on how to accoillpli sh such , 'ital I"unc ti ons a i' the house, 

5,3 fisc",' l,nbil1311CCU \1'1 Ethiopia 
We arc noll' \\'cli ,Ill'.lre thai Ihe issue to wor ry abou l is nol Ihe e.\i sle nc<.: ol'liscal im balance I() r 
it is a ph~nolllC't1011 or ('\ 'cry Coull tr~ ' . The cOLlll tries \\'1ll1s(' ('xperictlc('s \\ 'ere n:,vicwl'd ill chap1l'r 
three .1re all !:Iced \\ ith li s<':<l 1 imb.tiances, This is beC:\lIse , as il (l'as <.:onsidered in th<.: previous 
ch<l pt<:rs , the e.\i stence oi' (espl'Ciallv vc rtical liscal imbalancc) is inevitable owing to the nc<.:d to 
centralizc some rcwnuc so urces b, the tL-elcral govcl'llment 1'01' a<.:hic, 'inll objec tives other Ihan 
augmcnting its li se:) l cap:lCitil's, 1\lllong oth<.:1' things, it is only when Ih,' !Cetera I government is in 
a posi tion to control somc rewnuc sou rccs thai it could .Iceolilpli sh tile tasks 01" setting minimulil 
standards across the li:dcration, prolilot ing I"rce trade all OWl' the count ry, contro l sources thai 
ha\'~ national importanc\,,'. \.:Ilhallcing its I"L'di st rihuli oll amI stabilization rule. co ntrol reso urces 
unc"cnl y distributed across the kderation 10 play equity rote , .Ind the li~e , TI1:1t is I\'hy we havc 
all eged that decentralizing revenue powcrs is not compelling as Ihe necd to decen tral ize 
c.\ pcnd i t me rcspons i bi lit ies, 

II" the e.\i,t,'nce 01' illlb.tiance is an l'very",hel'c phenolllcnon , thcn \\l' should rathel' concern on 
the e.\tcnt to \\'hi ch it is huge, I:thiop ia could not in any \\'<1y be an e,sc,'p tion to the gennal rutc 
thai the re is both vertical .Ind horizontal li sca l ililbal'lIlcc bct\\l'en the i'cde ral and stalc 
govcrnml'nts on one hClnd and .1I11ong Ihe sta tes on the otlle r, It is e, 'en wilnessed tllal the 
im ba lance is hugc in Elhiopia, We could substan liale such con tention with dilTe re nl I'aets, As r:)r 
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as v('rtical lisen1 illlbalilllcL' is COl 11'I..'i'I1l'd , ill 1111..' 1 ()()] / l) ~ !j sc~ll yl· ~lr. re gions \\'l..'l'l' only able to 

COWl' 26% or thei r expenditure so Ihlll the res t three qU<lrter is covered bv gnillt s I'rom Ihe central 

gov~l'Ilment. During tha t pe riod, the reg ions' own rel'~nues were proje~led to linanc~ no mor~ 

th an -17% 01' th~ ir recurrent expc'ndi lure, and 26'Yu oi' their 10lal expc'nd ilure , I'I,l In th~ same 

peri ocl , regions were only able to cl<lim 37% a i' the tota l cxpenditurc or the government 

inclicating that the bulk 01' thc expenditure is nll ocllt ed to the ccn tral go Wi'll mellt. 1'1,1 On the 

rcvenuC' silk. thl' shart.' o( lhe rL'giolls ~ICCOlllHs luI' less thall I Otyu nr 1111..' (O[:tI rl'\ 'clllll' ,1
11
5 

In the 20001200 1 li scal y~a r the sh<lre o r all the Slate gOl'e l'llment s (including J\ dd is Ababa Ci ty 

Admi nistration) to the tOllll r~ l'enue or the n<lti on is little more than I X% the renwining X2% 

be ing the share 01' the feckral govel'llment to the tota l revenue, 1'10 As rar as the states' total 

revenue to their recur rent ~ " pelldilures is concerned, il <lccounted to 55% in the Siline li sca l ycar 

so that the remaining pereelltage or thc recu rren t expe nditure and the whole capi tal cxpendi ture 

is covered Ihrough feder<ll trllllslcrs"J7 In the 200612007 blldg~ lary yea r. the share or the states 

(excludi ng Addis /\baba ) to the towl rCl'l'nue is evcn reduced to 9,7% so thlll the lion' s s har~ 

(90.3%) or the re vc nu~ is collec ted by the Icderal gov~rnmellt.''IS In the sa me li scnl vear, the 

Icderal 1,!0vernmcl1 t 11ils managed to transfer 28% or its rCI'Cllue to the states as (uncond it ional) 

grant s rcta illing the remaini ng 1'0 1' its eapi lnl (45 ,2%) and recurrent (26,8%) expenditures,I"'! 

It is easy to wit neSS that the sharc 01' the Icderal government ' s ~xp~llCliture exceeds its st3tes 

cou nterpart because Illajor expenditures like de!ense, internlll and cxtem:11 debt rcpayll1~ nt s, lind 

spec ial purpose gran ts arc it s rcsponsibilities 2 00 As it will be Illanilestcd in the following tab le, 

regional states (exc luding Addis Ababa) cover only 19% or their ~.\pcllCliture in thc sa ille li sca l 

yea r so that they 3re clcpellclen t on the Icderal transfers lor the relll31nlllg 81 % or their 

1')\ Bckkadu Ikgcli.', supra 11011..: I ()O. I' . 72 
I'I~ Ginna SL'YOUIll. 'Fiscal DL'CL'rHfalizalion amJ (Vlne raeconomic Malla!.!L'Ill~rH in Elhiopi3', ill Eshelu Chole (cd). 
Fiscal Decell'r(l/i:ofiof/ ill Elhiupi(l, !\J\U Pn:ss , 1994. 11.129 
195 If ro n:i~11 ass istance and loan aI'\.' L'xdllllL'd. their sharL's or dOlllestic ft.'V(,lllh.'S ['i st' [0 slightly morL' than 20% 
which is sti ll low. EshCllJ Chuh:. 'I SSUl'S or Vt'nical Illlbabnce ill Ethiopi"'s E1llt'rgil1~ SystL'1ll of fi scn l 
Dt.'c('111ralizilliDJl', ill Eshl.'tu Chok' (ed). Fisc{/I O(,Cl'lIll'lIii:mi()" ill {.:Ihiopill, ;\t\U Prl.' ss. 109-1, P. 19<j 
1% Computed from "the Fcdl.'nll Gov\..'nlmcllI of Ethiopia COUIlII") wide l3udgl'!;lry Rl'Vl'rlU(' nnd E\pl'ndi tllfc". 
(MOFF-: D Archive. unpubli shed). Note Ill'!"1..' th:lI the sh;ll'e or Ihl' stale s 10 Ihl..' total rl'WIllIl.: \\'ould be !"educed to 
all110st I 1% i r we e~c IudI..' Add is A b'lba from t hl' compulal ion. 
1'/7 Ibid 

I'll( HOF. thl' New Fcck'rnl Bucl!!'l'\ Granl Distributi on FOrlll11I:1. 2007. P. 3 
1'1') Ibid -
'00 Ibid 

68 



..:xp..:ndilllr..: tll.!l'ds. ;\11 <I I lL'lll pt to l'xpl;!in thl.' rl.':! sulls 1'01' Ihis hugL' \'crlic:1I li sl'~ d illlb;tianct.: 
would indicate that the most krtik revenue SOlIiTes suc h as charges on imports and exports 'lie 
given for Ihe fed eral government. We should al so remember rroll1 the prcvious chapter'S 
di sc uss ion Ihat it is Ihe leder," ~o\'Crn ll1ent that levies and collecls laxes un cle r the concurrcnt 
jurisdiction or both orders or gove rnll1cnt. The states' revenue is, on the other hand, insufii eient 
to eovcr their expenditure nccds. In I'acl. as it would be m'ldc clear in subseq ucnt sec tions, 
insu l'licienttaxcs or the slatc's arc nOl only the rc sult ol' limited laX bases "rlhe statcs but al so the 
inei'licicnt tax adll1ini strations or the SW tcs and inability and unwillingness or thc states to 
discharge their responsibilities. The low level developll1ent 01' the regional sWtes also plays a role 
in dcmanding high cxpenditure nceds in the region that in it se lrdeepens thc verticIlli scal gap. 

One peculiarity ul ' the lthiupian case on vertical li scal ill1balance is that thc kderal govcrnment 
is not in a position to gl.'th:ratL.' rl.'Vl.'llUe in C.'\Cl.'$S o!' its l.'X IX:"llditun: requirl.'nll.'lH s. ThaI is to say. 
unlike Ihe convelltional 11l11ion 01' vertical li scal imbalancc that pUIS Ihc !'cdera l government in the 
surplus Silk, the surplus or thc Ethiopian kderal government is only true if onc cOll1pares thc 
revCnue it collects \\'ith the sall1e 01' Ihe regional slUtcs. The !'cdcr," governll1ent does not cover 
its expenditures rl'Om its O\\'n revenues- tax "nd non-laX. In the 2001102 lisc,,1 yea r, l'o r inslUnce, 
the rederal govern illelli was able to cover onl y 63% or its expenditurc 1'['Om tax and non- tax 
revenues so that it is dependent on domcstic loan and capital rece ipts as well as l'oreign loan and 
aid lor the remaining amount or its cxpenditurc20 I

. 

As rar as the horizontal li scal imbalauce is concerned, wc could al so witness substantial 
variations among the S!<ltes on the pncentage that they eovcr their expenditure rrom their own 
revenue sources, J\ ccordingly, while Ti gray regional State covers n% or its e,\pellliitures rrom 
its own revenue so urces, Somali region only covers 6.1 % 01' it s expenditurcs from it s own 
revenuc sources. We could note here that the share or the sta tc's own revenue tll it s expenditurc 
requirements is not only dependent on the amoun t or rcvcnue collected in that region but also on 
the amollllt or the l:xpl.'tHliIUrl' it requires. Till' expenditu re t'L'quin .. 'tl1L'nt may, infer olio, he based 
on population size and al'er')ge size 01' the staleS, As such, even ir O['Omia regi on collects the 
largcst amoun t orrevcnuc (63-~.3 million birr. compared to 195 million birr or the 'Tigray region), 

?!II MOFI:!). "till: I:('{k ral (jOV('rrlllll.'tlt of Ethiopi~ COUllll')'\\ id(' BlIdgetar~1 R(,Vl.'llliC <lnd Expenditure ror Ihl.! 2001102 liseal )ear (MO FU) ilrchive's, IIlipliblished) 
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it s sh~r~ to th~ tot,Ii expenditure or th c' regio n (2 <J5 X.3 million hirr ) is unll' :: 1%. Silllilarl y. el'en 
it' Gaillbeia l(egion,Ii SWte colkets the 10ll'est 'UllOlUll or Oll'n rel 'e'lllle ( 12.-1 Illillion birr 
eOlllpar~d to 31 million hirr o r th ~ SI)m:!li rq;ional sWte ). its s har~ to it s total c.\penditlll'e or the 
region (156.2 milli on birr) is 7. 9"1<" \V~ could tlc-duce then that thc hori l.O lllal li sc,1I imbalances 
ari se p~rti c ulnrl )' b~ cau sc or the dillerent per e'lpita capacities 0 1' the regional gov~ [,[)lllent s to 
['<-:lI se n.:\'~nll\: s. 

Table 5. \ I{ q,: iona l C OI'" rnnll'nt s Expenditure Fi nance fr ullI O\\'n 1{l'\'l'nliC (2 U() 6/() 7 Fl Y ) 

(In j\;lillion Oirr) 

I ~ l'\ ' ion 'I' lI lal b p. 0\\ 1\ I {C\ 'l' lHl l' '1.1 Shan' of (2) 
I 2 3 

T il!. ra~ (,'1) .7 1'14. 9 2~ . 0 
i\ I:,r 3320 38.0 IU 
A III hara I ~99 .7 380.3 20.0 Oroillin 29)8.3 624 .3 2 1.1 
SOllla\c 506.2 3 1.0 6. 1 
8 .S GUlllll Z 229 .0 22 .1 9.7 
SN NI'R 1624 .,1 262 M 16.2 
G alll b ~l a 156.2 12 ..1 7.9 -- -_. ~-.. -~-. Ilarar I 19.0 20.5 17.2 Dire Dalla 1 )3.9 3-U " , __ .J 
Tol;11/ f\ vc ra ~ l' X(,7(,.4 162 0.6 I S.7 - -Source: 1101' , the New h:dL'ra ll3udgL' 1 Grall ll'ufmu la, 1007, I) , ~ 

Once \I ' ~ ha ve ascertained that there arc both wrti cal and horizontal li se,1I imb'llances in Ethiopia. 
the ncxt sections 'Ire there' to so li cit on means ai' bridging such li sc nl illlllal'lnces which include 
lisealtransfers frolll the l'cderalt a stat c govcrnmcnts. 

5"1 fk('eoue Sho,ri~ 
;\s it \las intruduced abow '11ll1 di scu ssed in the IHel'ious chapter. one aspect of li sc:1I transkr in 
Ethi opia is reWnuC sharing II'her~ the I i:ckraI government is expectcd to s har~ the procceds ol'the 
taxes it has collected frolll the concurrent ta"es. The alllount 01' the proceeds 01' cach ordcr of 
govcrnillent is d~lerlllined l)\' the 11017 . It is al so a ile means of brid gi ng the li scn l gap bd ween the 

In lilcl. it is dirti cult to lab~ 1 rcwnue sharing as a li senl translCr of the IC tkral government to the 
stalL' S. Thi s is b~c "u s~ Ih \"., fn k'rill su\'\.~rnml· nt is n o ! thl...' so k O\\ 'no,:r or IhL Cl)J)CLJITellt tll .'\CS thai 
arc object s of the rel 'enue sl"lring. We have alrc:1d y di scussed in chapter Illre,", th'lt all ICdcral 
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taxes are Sllbj~Ch.:d Il) n~\ ' ellUl' sharing bOlh in Indi~1 ,lI1d Nigc ri ;'L~()~ Th;1l is tn say. unlike the C;lSC 

or India alld N igl'ri .. 1. ",hl're rl'Vl'lllIl' sharing involves a situati on \\'hl'll thl' kdl'ral govl'rIlment 

divides the proceeds I'rom its own ta.\ rel'enues to the sta tes, revcnue sharing in Ethiopia concerns 

only those ta.\es which artick 'lX or the Cons titution ,k'c!;Jr,'d as concurrent to ,'IHitle both ord ers 

or governnlent 10 joillliv In" a 11(1 cnllcct Ihem, We could ,riso rClllelllb,'r Ih,' discussion on tlte 

previous chapter Iltal the pracliee or tile l'cderal g(we l'nlllClH 01' levying a 11(1 eolkcting suclt taxes 

is not constitutionally I"l'cogl1izl'l1. In \.:rt'cCi. the stall'S arl' also the O\\'tll'rS ol'slich taxl'S and il is.[ 

mi snomer to consider suc lt Iranskrs or lite kckral gOl'ernmen t to sen'e Ihe sa ille purpose 0 1' 

re venue shari ng inlltherjurisdietions, 

Although the prac tice until 2003 /200 -1 li sea l year was lor the I'ederal gove rnment 10 dcvolve the 

II'hok rel'enue sharing, grant. roreign aid and loan in a singic pool to the states, the iCeleral 

government has si nce then int roduced a nell' sc heme or 1\~l'Cnue sharing rrom the conc urrent 

taxes d,'eided by Ihe IIOF, /\ s it lI'ould be Illaniksted in the lulloll'inl,; t,lble (Table 5,2), the 
r-

HOF has apportioned the shares o r each mder 01' government I'rolll each so urce of the concu rrent 

ta.\es, It is easy to discern that the sh"re or the li:cleml gove rnment is especialll' huge in case 01' 

indirect taxes presumabl y because 01' the cost required lur il s colkclion and Ihe dominant kderal 

jurisdiclion or some taxes sudl as lire V AT.10J On direci w.\cs, lI'e could see that the share or 

each order or gOl'ern lllent is equal. /\s there nrc no enterprises that both the kdcral and statc 

gOI'el'llments jointl\' establish~,1. there arc no re venUeS eollcclL'd I'rolll such concurren t sou rce, 

2U~ s\.'c gt:n~rall) 1l1~ d iscu~s iulb ofrhnpll:r 1111'1.'1.: rl.'garding illll:rg,ml'rnlllt' nt:lliiscal trall s, lt:r s ill India and Nigt'ria 
~ U.' For II (k'laikd analysis or' Ill\.' jurisdiction 011 11ll' V AT, Sl'l' 11ll' di sc ussions 011 Ul1 tksign<lh..'d 1<1 .\('5 in the prt'violls 
cllaplt:r 
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Table S.2: T)' pes alld I' erce llla ~c Share of Ih e Fl'lkr:iI alld Slatl' COVCrllllll'lIls of 
CO IICU 1"'l' 1I I Tax es as Dl'tided by Ihl' 11 01'. 

SO llrcc of.) oillt I{evcllllc The I{esped i"e Sha res (ill 'Yo, ) 
Federa l S I all' I Rel'ellues from Ellierpri sl's Ihel' .Ioilllll' I: slablished - -

" Rc v~lHl~ from Co~np\ lI1i~ s 
2.1 "rolil Taxes 50 50 
2.2 Sen·ice. V AT. :lIld lexcise Taxes 70 ]0 
? ' _ .J Tax on Dividcnd s 50 50 3 Revenues from !'arec Sca le i'vli nine and All Pelroleum and Gas Operalions 
3.1 Tax on I' rulils 50 50 , ? J._ Ro ya llies 60 40 , Source: As rt:ported by lh t: M 111I S1I"Y 01 RevcIHle, DecC'mber 200.> 

Allhough Ihe Conslil ulion is silenl un Ihis poin!. the praclice or Ihe IClhiopian Revenue and 
Cusloms AUlhor il y re vcal s Ihat Ihl' respective sha res of thc regional st:lles is di slribuled Oil a 
deri valive basis. ~I" This :IITangemenl is bcnelicial in Ihal Ihe Sl:lleS cou ld exc rt a Sense of 
belongingness so Ilwl aClivdy cooperate with Ihe ICcleral governmenl in Ihc c lTeeli vc collec lion of 
Ihose laxes in Iheir respecti ve region. This is because the )' now realize that they ha ve gua ranteed 
legitimate share in the proceeds of the ta xes. The revcnue shari nl' sc heme on derivalive bas is has 
al so its own problems. For one th inl'. on the apportionment of revcnue from companies. the 
syslcm onl y takes the place of incorpormi on of the company wi thou t due rq;a rd to the dilTc rcnt 
Irnnsactions and undertakings of the company in other parts " I' the countrv th :lt makes the sys tem 
neither deri vati ve nor redi striblltive in thi s n:gnrd. 20

:i 

That means. if'a company is incorpora ted in Addis Abab:l and it opera tes in dilT.:renl pa rt s of the 
count ry, the Icdcr,,1 govc rnment would onl y shar.: th.: proce.:ds of all the taxes from the 
undertakings or Ihe company with the Addis /\baha Cit y Alimini str:lIion cvcn ir the aClual 
undcrtakin~ ol'thc company or source ol'the tax is in dil'lcrcnt parts 0 1' thc eou nlry. On companies 
01' such mobile natures. oth.:r arl':lngcment such as population size of " region. adopting 
mechani sms to b.:n.:lit those regions whl're the company has branch undertakings. or at worst 
abandonin~ Ihe deri va ti ve principle allogcther secm to pl'Oduce a hellcr re su lt Ihan Ihc system wc 
ha ve noll'. For another thing. the d.: ri va tivc principle is a pot.:ntial source of co nlli ct on some WX 

1 \l~ Interview \\illl 1\10 reb Abrl'ha , Tax Accou nt Consolidati on Coordi lla lOr <l It he Et hiopian Rl'Wll lll' and CustOIllS Authority. made 011 2910717. 011 
!tI~ Solol11on NigllSSit.'. supr:l Il nlt;' 22 . I>, 215 
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sourccs suc h as rCI 'Cl1UCS I'rlllll 11 ,lIur,d re' sou rces whieh arc IlIlel'(nll' dislribuled all 1ll'Cr Ihe 
COUlltrv. 'This is ('specially tnl\..' \\, ll l'll 1\:\'(,llll(,S from sllch SOLl rcl'S :11' (' huge ill the future. One 
possiblc argul11 cnl in Ihi s regard is Ih'li sincc ownershi ps of n'liural resources llrc conslillllion,dl y 
conll:rrcd 10 Ihc sl'liCS and Ihe peoptcs of [Ihiopia in general ~lI" Ihe presen l arrangel11en l a i' Ihe 
re vclllu: sh~r ing sc hCIlll' to give at least 50U/o to a s ing!..: n:gion is to h(' chalkng('d.~t)7 

Wc could also argue Ihal since Ihere arc negalivc eX lc,.,1llIil ies ercaled on Ihc pan icular region III 

\\'hos(' land SLJch n:ltur:d rcsour<.':l'S ;\1\.' ('.'\tr.lc tl'd sllch as l'll vironmcntal de gradation. 20x it is wise to 
mainla in Ihc S/(lIIIS '1//" ai' eonkrring Ihe panicular Slale m leasl 50% of Ihe proceeds of laxes 
from such SOlJ]'(:es so Ihal il could co111pcnsmc il s losscs , There arc also sc holars Ihal argue 10 
favor a Slale whose reside nl s sholl' 'secondary allegiance 10 Ihe fede ralion', and allhough nalur'll 
reso urces be longs In Ihe gOl'el'l1111enl ,md Ihc pcople as a who le, Ihe se nse of CllIillel11cn l 01' Ihe 
place where Ihe r(So ure'e exisl is dillerenl.~ lI<' In I'ae l, 'we may also arguc Ihal somc ponion of Ihe 
kderal gOl'cl'I1 nl cn l' s share 01' 50- 60% I'rom such sou rces would bc used 10 eon le r gra nls 10 Ihe 
slill es for il play cquil )' role as il is i111plied under anicle 89 ( I) of Ihc Consl ililli on, Thi s linc of 
argu111cllI wo uld lead us 10 conclude Ihal Ihe share of Ihe federal govern menl could be used lor il 
10 playa redisiri billion role whe n il devolvcs grnnls 10 all siales 210 

5,5, Unconditi onal Crallts alld the C ralll Formu la 

The olher lo rm ai' itllergol'crIll11l'n lal liscal Iransi'cr recogn ized in Elhiopia is granl, cilher 
condiliona l or uncondilional. 2I1 We ha ve earlie r on considered Ihal il is Ihc federal granl logelher 
wilh Ihe re l'cnue sharing Ihal covers 111 0rc Ihan 80% of Ihl' cxpcndi lure of regional SlalCs, Thi s 
secl ion is only co mmilled 10 di scuss ing uncondilional granls and Ihe granl formula as il is 
appli cable ill Ihe Elhiopian Ic ~al s),s le l11, Al'll'r Ihe I'ederal governl11l'lll has delen11ined ,mel 
rese rved Ihe <lmOLlnl necessary 10 cover il s expcndilLire re spons ibilil ies , il wo uld leave Ihe 

~(j() Art icle -W (3) or 111e FDR E constitutiun 
'U7 S I I" ... .. 0 oillon N lgllSS1 C. ~upra note L~, P. 2 1-1 
!uH We Illay n:ml'lIlbl'r lhe har~h l'n virollllh:IlI :11 and soci al proble ills \V iIIl CSSl~d ill [ill.' Nigt' r (kiln regions of sOllthern Ni~p: ria ill our di sc ussion ill chapll't" 11m . .'\,.'. 
!1~1 Uekl'll.' II /Sl.'ll assic. lhe Cons tituti onal Law Or Taxulioll and it s Illlplicill ioll for rl·<.h:r~lI· Sla ll.' Relati ons. ~ Thes is. University or Wisconsin Law Scll()l)l. 1999, P. 10-1. Ilowcvr r. he did nul corll' •. :al that prdcrl.'nlial treat lllent or 0 11 1.' region is likely to cn usl.' [cllsion in it I ~'dl.'ra l ion IIlId "dlllilS 111[11 handling the iSsue i~ not all easy amlir panicul.,rly ill 
(l country \Ihere the 'celllrifug,11 (()rCl'S Ofl' lhn o- l"el:!,iOIl;l1 politics 'Ifl..' al work'. 
~lU I will havl' rt SeP:II,., IC sl'c lion {ka li llg \\ illl the rlwllL'ngcs with regard to rL'v(,llue sharing :lIld sOllle options 10 lac~h: them. 
111 SCl' the e.\lensive di~cussiolls on till' 111'0 forills o ftr<lll s l~rs ill ch:1ptc l' two (Secti on 2.5.2.2.) 
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remaining Hnlllllni 10 be disiribilled 10 Ille regiold siaies based ()n Ill,' applicable gralH l(lI'IllUla 
adopled bv Ille 1-101 :, I'lirsuing Illi s line or unde rslanding \lould illlpi v 111:11 il is lile rull di screlion 
of Ihe leekrnl govertlllleni 10 unilalerall), decide lile gener: 11 pool 10 be di spnsed In lile Slales, Ilul 

. 111 Ihere could also be made conlral,)' 'I rgllmenllo broadenille role () r lile 11 0 1: Inlilalregard, - -

We may reill ember ou r di scllss ion in clwpler 1\\'0 (se( li on 2.5 ,2.3) lilm up 10 d'lle and reli able 
dala is Ihe pr incip.t1 Jlrobkm in dev ising ellec live gralH IUrtllUI,1. Tilere arc al so 01 her !OlCiors lilal 
need 10 be cons ick red in lile gran l Illl'lllilla. In Ihi s regard, il is conlellCled lilal lile 'li se ur reliable 
and lip 10 dale daw on lile regional devciopmenl kvcl. lile impaci or exira budgei<lry Ilows, and 
Ihe impona nce 01' proponion:11 li:cleral spending in Ihe regi ons require l'tlniler relined gralH 
ror1l1L11as ' ,:I J 1{ l.'gil1Il:d populatiull ;\sYIH!llL'tri~s h:1VL' also llh.:ir problems in thL' gral H ro[" mu l"l 1'0 1' 
il was populalion Illal \\'a s Ill e main bone or conlcnlion in lile gra lll l'orlllul.1. 

Tile li:cieml govertlmenl 01' Eliliopia o J'li cia ll y decla res2l-llilal lilere arc al leasl six key cila llen ges 
in lile Eliliopian liscal s),s lCnl. II admils 11 1<11 lack or nekqll. ll e expcndi lure 1'01' ullCkn aki ng capiwl 
projecls al lile loca l lew l. !'eeler'll gove rtllll Cnl dominance 01' inlcrgoVCrtllllCIHal cxpendilure and 
rel'enlle ma nageillenl, lack 01' reliable and IIp-lo-dale chHa Illr lile gralH l'orillula, weak regional 
revellUC' b<1 S l~ ,Itlci 1"1CK or incell ti v(,s 10 rai sl' r('\'ellUL'S ['or local gO\'L' rlllllcllt. inadequate 
borrowing aUl iloril ies by regional Slales, and inequa lil y 01' regional Slales and growing demand 
for linancial resources by rclalivcl y less-deve loped regional S l a l<~ S and nalionalit ies are 
cllallengi ng , 11elow I '1111 going 10 discuss lile 2007 and 200<) Cronl ro rill ulas. Allhougll lile 2007 
grol1l Illl'lllui a was on ly cJ'li:clivL' luI' 1\\'0 ),carsw , il has cl1v isaged illlponani nove l ideas Illal 
ma ke il s discuss ion paramOUIH m leas I 1'0 1' academic purposes, 

212 \V~ Hllidd kl\L' So."parah: di""i.'u \si ollllil lhi ~ i ~~ltl..' in II ~Ub~\:qul..'nl ~U I H'I..·l..' l io ll in li1i:-'l..'il;lph.'r. 21- Solol11on N igll ssi (', supra 1101\..' 12. P. 221 
~IJ No[('s on risea l Fcc!t'ralislH. S ... ·rvic l..· Dd i, (.'I"Y and C(lpaci lY I3l1jldil1~ : ThL' C;l':'L' or Cthi opia. illlerrh.'1 source, supra nolL' J 
~I.\ Through Ih\.! dilkn:l1t ;llh:rv;I.'HS I havL' conduc ted . I call1'.! [0 fl'ali zl' thilt til l' ~007 forilluia wa s cn~'c liv(' for [wo ), t..'ars and lhlTl..' \\'(15 110 g;lp fl.'cl ing rok pla~ ('0 b) Ihl' Vl OFEJ) ill Ihis n:gard. For instanct'. Interview w il h Dr . Z('\\du Ki.'bl"dl'. Gr!l lll Di slriblllil)1l .llld Joint Revenue Sharing Forillula IJrl'pnralioll Case Manager at the HOllse of Ft.'deration, ~Ild Yacob l3 L~kL' k' «('~PL' rt) 111 ;1<1(' 0 11 20:07'20 1 1 
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Th e 20()7 Cra llt Forilluia 

13c1'or~ th~ illtroduuioll 01' Ih~ 2007 gr;ult 10rl11ul" th"t t,,~~s Ih~ li sc,,1 g"ps b~tw~~11 I'CVClllIC 
mcans and cxp~nditur~ n~~d s . th~ ~<lrli~r lorl11ul<l5 were concerned wilh c'qu<llizing expenditure 
needs and consideri ng liscal peri'orl11ancc or thc r~gions as <I b<lsi s to di stributc thc pool to the 
states, In the )'ear 2007, thc' IIOF' h<ls cOl11e up with a new gr<lnt 10rl11ul<l which is "Ikgcd to 
address the shortco1l1ings or thc' pr~ v iou s l'or111ula5 <lnd to en;lble rC),:ion,,1 go vnnl11cnts to provide 
public sc rv i c~ s based on th~ir rcl;ltiw e,xpcnditurc necd aSS~SS 1l1~nts <lnd revcnue r;lI slIlg 
cap<lciti~s!"' , albeit on sclective basis o r S0111e seClors owing to limit<lti ons of data on all sectors, 
It is s<lid Ih<ll Ihe pre vious 1(I1'111ul<l" were b<lsed m<linly on Ihe subjeelive we ighls given 10 
variables Ihm indieale s i z~ 01' populalion, dilTerences in level or developmenl. re vcnu~ COIl~cli o n 
el'l'ort and scc loral p~r l()rman c e, Th rcc problcms arc wilnessed on Ihe prcvious grant lonnulas 217 

Firsl. Ihe va ri ables adopled "nd Ihe rcspeclive weighl s ;l ss igncd 10 il wcre subjeclive Ihal could 
not measure Ihc aClual exp~ndilurc need 01' Ihc S la l ~ S , Sccond, Ihe l'onnul<l gave much wcighl 10 
capilal expcndilures wilhoul due regard 10 re currenl expendilures, Third. il is alleged Ihm Ihe 
previous lormula 1(liled 10 eon s id~r Ihc poknlial rcvcnue rai sing capacilies o l'lhe regions Ihough 
il \I 'as nOI <llso poss ible 10 i<l ckle Ihi s problem in Ihi s l'ormula, As <I rc·stdl. il was nOI possible 10 
idenliry Ihe di lTerenc~ bl'ill'~c'n Ihe aUu<l1 rcvenu~ colleclion allli Ihe pOlenli<l1 revenue rai si n!, 
capacilY or Ihe region s, 

~II' The 2007 grant 1'0nnul<1. supra n0 1(', I> , 6, Thi s fOftllUI;l ilJS three principles. Princi ple Olle provides Ihat ··(,,~\'t.·ry Ethiopian living in any IKln of thl.' cULJlllry is cillilkd. by and larg\!. to simibr nlllgc: and le vel of public serv ices", Principle two holtl s tilal "Iil.: allllual bud get dblribulcd 10 region s is indt:pl.'IH.knl or tileir lax eflon or expenditure J.:wl. i.l.' . it is e!'lon nl'lItral. rhis prilH.:ipk ath otatl.:.'s Iha1 :IS a l'eSU11 or hi gher tax colkclion (higher rL'Vl'Il11C on (1wrage than olhel' fI:gioll S) . Ihl.' f('gioll \\ ill 1101 gl..'\ irH.:l'lui vl.' or ils budg\.'( lr;ulsli:r \\ ill nul bl! afli:cIl'd . Similarly. ir a region lllilIW !:', I.' S III ~:IVL' iIlOI'\.'. il \\illnul gd dirl'!:l addiliunal11'<IIlsfcr as an illn:llli v ..; VI' ils shan: urlhe Iransli.:r will not be n:duL'l..'d , 11lt'l.'llli\l..·s 10 ,Ill..' r l.' ~ iu n s 10 \..' ,\I.' t' utl.' variou s <.h:.' vclopl1ll.'l1l rlt'livit il.'s uut ut't!ll..'ir uwn initia[;v\..'s arc, in print'ipk. onl y giVl'l1 by IIlI.' fl..' <.kral guvl.'rnml.'nl throu gh spl..'cillc purpOSI.' grant s, 111IJirl..'(lly, howl.'ver, Ihl.' gr;1!l[ formula \\ill accollllllOd:lIl..' Ihl..' 1\.'l.."lltTI..'!lll.' ,'\ pl.'l1di[u!'1.' 111.'1.' (1.:, or I Ill.' addit ion;ll inVl.' :::. trl1l.'llt ~ i.I.' , sc hools rind hl.'<1llh Cll!'\: Sen icl..'s (Oll strm'tl..'<i b} ~, r v in gs. Nl..' ithl.'r \\uulll rlddili o llilllrilll s l~'!'~ m:L lll.' il'a !'egion ~ Pl.'l\lI s 1ll0n.: cOl1lp<lrl.'d 10 oll11.' I'S, But 1111.' study latL'!' :I SS lIllll..' d Ih<ll effort I ~ I..'lju:r! 1'01' all r\.'g ion ~ li.)r il \\<1S diflicult 10 :15SI..' SS it and l'OIlC!tlllc Ihat 1,1.\ :1]) ll· l'a pa ri t)' l'quals al'[11a1 la X c(Jlkrll'd (P . 17). Tlw Ihird pril1cipk subillii s Ihill "rl.'gions [hal ::lIT forced (0 spl'"d tIlUI\' than Ill\.' st;IIHbrd 1\ 'gioll:tI 1.'\lll'ndihl!\' ~ ;11'1..' I.'llIilll.'d 10 budg,I..'I:lry support III linanel.' Ihl.' gap. T hi s prilll.'ipll' is inlighl u!'an it' 11' S f) ( -I ) l)fl] 11.' COnS[ilUl ill ll lilal rl.'quin: Ihl.' gO\l.'fllllh.'1l1 [0 IHU\ idl.' spl.'ci;t] ;I ss iSlanCI' lu Iht' N:Hi ons, Nali()llnlilil.:.' ~ , and Ill.'upk's iL' :]sl ildvantagl'd in ccotlomi( ,mel soc ial (kvl!loPIilClll. ( P. 7·l)) !1 7 Id ., P.6 
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(J There are three vari ab les includl'd in ti1c new Illrillula : popu lation , di rk rl' nces in the rl'l ;lti l'l' 

re venue rai sing capacity. ;o H.1 dirkrl'tl Cl'S in rL'l ~Hi \'c l...' .'\ pl'l1 diIUrC 1lL'l'dS.21
:-1 ,\ s I'lll' as populatioll is 

concerned, the proper \\';1)' is hcliewd to start wi th equal per capita di strihutioll 01' gnillt s. Then, 

an assessment is made to wklt signilicant respects the expenditure need s or re venue capacities 01' 

the regi ons an: such to W<1IT<1111 variati ons ( Ilq~,illi ve ur pusili ve) from the average: and determining 

how th ose dillerenees migh t best be measured, tran slating them to pCI' capit<r terms and adjusting 

I I · I' I ' I 'J t)C CqUH pCI' caplIn alllounl .. ]ceon Illg y . ~ 

Instead or allaching subjective percenl<l ge to the variables, the 2007 grant rormula ;Iimed to 

measure the expl'llditure nel'd s and revenue capacitil' s 01' the regions to compensatL', through 

ICderal grant, those rcgions th ;1I signiry more expenditure needs than the average nced or the 

regions :.IndIoI' le ss re venue c;:lpa cilil'S Ih:ll1 the average c:lp;lcity or all re gions. The asse ssment of 

the rewnue capacit y allli npcllliiture need s Iw\'c been made by comparing each region' s situation 

with an average 01' all regions combined . The l'o rmula begins rrom ap portioning the kdc ral grant 

based on thl' population sil.c " I' the rcgions (on pCI' capita hasis) allli modi rying it in due course 

taking the rclati"" l'apal'iti cs alld Ilecds o l' the regions in anl'i'I'ort -llcutralmanner. To tackle the 

problem or up to date data to make the assessment more re;tii sti c , the ro rmula used the average 

claw 01'2001 /02- 2005/06 li seal years. 

However. owing to the data rel ated problems on cX<l mining all 1:lclors necessary to signiry the 

revenue rai sing capacities and the expenditure needs of the rcgi ons, onl y so me fa cto rs are selectcd. 

On the revenue rai s in g c;qxlcitil' s six t~IXCS which account 1'0 1' marc than 90% of' regi onal reve nues 

mc selected that include personal ineomc ta .\, business pro lit wx, agricultural incomc tax, rural 

land usc fcc . tax on chat. allli thl' V 1\'1'. On the expenditure needs assessmcnt. on the other hanc!. 

six m~lj o r I'unction:ri areas th :lt again accounted 1'01' more than 90°1., 0 1' the rcgional expenditures 

arc selected, These I'unctional ;!reas arc I\ gri culture, I ~ural Water Suppl y, I( ural Road s, Educalion, 

Health, and ,\dmini stl'<ltion and Cl l'nel'al Sc'l'vices, And 1(11' l' aeh rl'venue or e.\penditure "Ictors 

that me mentioned above , it re sulrs in "plus" 1'0 1' sonle statl' s and "minus" for o thel' s .~ !1! 

'" t<l .. 1' . tt 
~I'I Ill .. P. 12 

!~U lei .. P. l-l.lhl' plus or I ni l1l1 ~ n:sult dilYl'rs bas\'.'d on \\ I1 .. 'llh,'1' th .. · \ :tri abk' is n: \ I,.'Il U\'" ~: {lpa l' i l~ or 1'.\pl'tltlilul'l' I1I.'cds . 

If it is re venue capnc il Y. a 'p1U3' Illl.:ans thai Ihl' reg. ion has JOWl' !" Ihan i1vl'ra g.1' ca pac il~ \0 raise taxt's and should be 
COl11 pL'I1 Snled for this. il rld a 'm inlls ' IIll',lIlS II1:n 11k' I'l'gioll has il hi ghl..'r than aVl'ragl.! cap;:J cil y to raise taxes <lnd 111m. 
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The l'o rl11 ul as arc developed based lm a dl'lailcd quant it ative assessnlent or relatil 'e c.\penditure 

nced and rewnue rai si n ~ plliL'nti~ils b~lsed un the " Ielms selcct"d tll Inanii'cst sanle. 1\I't er 

anal y'zing til l' IlWllI h .. 'r or C~dCllLlIiull S 01'\..'; 1\.:11 ur thl' r;I(": IOI' S ror thl..' Ill'cd and c;' p< ' Ci l ~1 lI SSI..'SS ll h .: llt S. 

thc study arrives at a linciing sUlllmaril.ed in the I'o ll owing t ~ l blc. It assumes Ihatthe gra nt re se rved 

for the sta tcs is 604:1.3-1 milli on and calcul ales Ihe shares or cach rcgion hased on Ihe ave rage per 

capita tr"nsl<: r anci any mod ilica li ons due to ciil'i'e rcnces in re l'l'nue cap~ l c it y and expcnditure 

nceds or the states. It l11ade it clear Ihat the share ol' the percentage share or the stntes wou ld not 

be al'i'ected il'the size ol' lhe pool is changed. 

Table 5,3 : SU l11mary Drt he Diri'crenccs in Revcnuc Capaci ty and Expendi ture leeds Assessmcnt 

Rc~ i o n ;\ ve ra gc !\ Vl'. per Di I'i'crence Di ITerence Sum ll r (5) I\ :rccnta gc 
Population capita In per In per 2, , 

mulliplicd share J , 

transi'cr capita capita a nd -I by ( I ) 
r~ Ve ilUi: cxpenditure 
capac it y nceds 

I 2 3 4 5 6 7 
Tigr~I Y 4.10 XS. 95 -50-1 10.25 94.16 385.59 6.38 
1\ I ~lr 1.33 XX .95 ' " 21.95 I 1-1 .23 151.57 2.51 J ... U 

Amhara 18.06 XX.9) -1 .26 -4. 57 88.63 1600.84 26 .49 
Oromia 24.97 88.95 -3.92 -3.4" 8 I .5') 2037.62 33 .72 
Somalc 4. 09 8X.,)5 6. I -I J.5X ()X.67 403.68 6.68 
B/Gul11uz 0.59 XX .95 -4. -12 60.54 1-15.07 R603 1.42 
SNN I'R 14.0 1 XX.')5 3.06 -2.67 89.3" 1252 .10 20.72 
Gambela 0.23 8805 -22.59 I72.S 239.1 5 55.87 0.92 
Harcri 0.18 X8.95 -56.91 133 .3g 165.4 1 30.40 0.50 
DireDawa 0.37 88.95 -34.02 52.43 10736 39.64 0.66 
Total/Ave 67,9-1 Sit <)5 11.00 0,00 81l, <)5 60-13,3-1 100,00 

'. -Source : the HOI', the Ncw [Jud get (,rant Distribution I' orm ula , 2007,1'.6" 

As it could be ini'crred rrom thc labl c, ir thi s rormula is totall y used, onl y Oromia and Am hara 

Regions would ge t a reduced share or grant comparcd to wha t would otherwi se transkrred to thel11 

so lely on avcnlge per capita basis. We could, ho wever , say thai the l'o rl11ula pays especia l emphasi s 

to population size , Thi s is because the rormul a start s l'rol11 apportioning the ~rant on per cap ita 

basis and it is onl y l'rol11 th~lt amount that it nwkcs the necessary modilications takin~ accou nts of 

reven ue capac ities and expendilure needs. On the other hand, the number of popu lation is 

Olhel' thin gs bl.,.' ing equal, it should r\.'c('iw a less [hall aVl'r'q;I..' 511<1 1'(' or ti ll..' grant s 011 thi s accoullt. I f it is 1.' ,,\ pC lld it lJI"(' 

Ih:CU S, Oil tilL' 01111.'1" h.II11!. a 'plus' indic:HL'::' lhal tilL' [\'gioll has ;l high('r than av('ragl.' l.' .xpl.'lldilllrc Ill'cds and Ihl'l'clorc 
should bl? compcllsa[ l . .' d \\hilt' a 'minlls' ind icall.'s [iiI.' 1"1.'\\:rsl.'. 
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frequently used in the aSSl'ssment process even to determinl' the nel'ds ;lIld ea l'aeitil's 01' the regions 
based on the 1:lctors giwn ubove. tcven the reduced shares that the two rcgions inculwd are not 
that much significant which is indie;lIive of the 1~1C t that the lorrllula confe rs cspecial cmphasis to 
population si/.e. 1' 01' eS;lIllpk. I'rom the 222 1 million birr that Oromia rq; illnal state could have 
obtained ir popubtion siZL' dominales IOO'X, or the IllrillUl;1. ils sha rc only decreased onlv by I X4 
milli ull birr <IS a n.: sull or thl' Llclors or r\.:v\...·JlllC clIp.ICily amI I'xpcIlLIitUI"l.' !lced s Ih.rl n.:I,-Itivcly 
favored other regions. Stming otheri' ise, the ratio or the percentage slwre or Ihe budget transl(;r to 
the re gion (33.72) to the pcrccntage sharc or ilS popul;lIion (:l6.76) is 0.917. 

If we compare these li gures with the gr;lnt proposed to be alloclled to the regions in 2003 /0~, rrom 
the avera!!e 85.3 pCI' capita share that each region would have got had population been the sole 
variable. the region on ly ge ts 75.6X pCI' e;\pita shares. nr II' we Cllnvcrt this li gure in birr tcrlllS, 
from the 2081 million birr that it should have gOI. the region only gets 1846 million birr, a reduced 
amount of' more than 235 million birr. It should also to be noted that the weight attached to 
population size even reach it s highest pe;lk. i.e. 65%. in the 2003 /04 li sca l ),ear. w The poss ib le 
inllation 01' the birr from thl' 200:1/0-1 to the year 2007 should not ulso be ull(icrestim;lIed. 

Accordingly, the 2007 grant lo rmula pays much emphasis to popUlation size even with a 
subsla illi al higher (kgree than till' previous grant Illrllllria that by it se lr confe rred paramount 
weight to population size greater than its predecessors. These ligures revcal that the 2007 rormula 
could not be welcomed by kss populous regions that need to sec high percent;lge shares to the 
revenue capac it y and expenditure needs variab les than consideration ai' the population size to a 

I I . "1· . I ' I b I ' I ' mllc 1 greater cmp 11iSIS.- -- As lar as nillTowlng t le per c(lpJta S larc ctwccn t lC rc gIOt1<l sta tes IS 
concerned, the 2007 lo rmula is much betler than its preoecessors partly attributed to the emphasis 
it accords to popul;llion size. lis 'In ill ustration. we could observe the grants of Gambcla and 
Oromia Regions in the years 2003 /04 and as it is st ipulated in the 2007 gran t lorr11ula. In crude 
terms. it could be observed that while Gambela region receives 130.58 million birr grants in the 
year 2003/04, it onl y receives 55.87 milli on birr in the 2007 lormula. But wh il e Oromia region 

~~I Calculmcd from a tabl~. Solomon N i gussi~. s ll p r~ no(~ 22, P. 228 
~~\o loll1oll Nigllssie, supra 110((' 55. P. 112. 
!~, Thai is \\ lIy the funnu 1<1 i Ilcorporall'J Ifall sitol,) prm is ions (illl pll'tllL'lll<lt ion modn I i (i\.'5) \\ hereby il was proposed for till' stalc>S \0 gI:' l only 25~u ill 2007. Su% in2UOS. and 75% in 2009 and IOO~o 1112010/ 11 liscal years bnscd 011 [he 2007 formula. s('(' thl.' 2007 granl tlll'lllUI.l. ~lIpra 1ll1iL', P. 66 
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receives IH46.61 milli on birr inthL' ~003 /0~ 1(1I'I11ula. its share is increased to ~O}7.()~ million birr 
in the 2007 rormula. 

To be more specilie. in the 20()}/0-1 li scal )'L'ar. the I'ati u or the percentage sh"re 0 1' budget trans l'e r 
to the Gambela region (2. 1 S) to it s percentage share 0 1' the population (0.}4) is 6. -1 I so th"t it 
derives morc th"n six 10 III 01' its population size.w When we come to the Orom ia region. in the 
same li scal year. the ratio or the percen ta ge sharc ol' the budgett ransrcr or the region (30 .9}) to it s 
percentage share or the popula ti on (3 ~ .X6) was 0.887 which indicates th .1t the regi on docs not get 
transl"r eom llll'nsurate to it s populati on size . On the 2007 1l1l'l11Llla. howevl'l'. as it cou ld be 
observed in the above table. the ratio 01' the percentage share or the grant or Gambela region (0.92) 
to it s percentage share ol' the pupulatiun (0.34) is reduced to 2.706. m The rati o ol'the percentage 
share or the grant or the Oromi'l region (33.72) to it s percentage sh'lre or the population has 
increased to 0.9 17. These lilct s re veal that the 2007 10 rmul'l is somehow elketi ve in narrowing the 
pCI' capita share 01' regional states. Ilowevc r. it is not dirticult to ckduce that it gives immense 
emphasis to population size at the e"pense or unckrmining the interest or less-populous sta tcs. 

The 20()') c rallt Fo rmula 

In May 2009. the 1-I0F endorsed" new gnlnl lo rm ula. Withou t prejudice to some peculiarities, the 
structure and methods or thi s lormula arc more or less similar with it s 2007 counterpart. In a 
manner enhancing pa rti cip'ltion 01' all stakeholders and transparency, thl: pre pa rati on or the 
formula is said to ha ve passed three stages: rev iew or the literatu res o l'li senl federn lislll. field visits 
during which di sc uss ions were 1ll.lde ",ith the dit'J'erL' lli regional author ities and proi'ess ional s and 
those data that could not be lou nd in the l'edernl gove rn111ent or the Cen tral Sta ti sti cs Agency were 
collected. and rev ie wi ng the cOlllp:lrative exper ience 01' other counlriL'5 tll draw sOllle lesson to 
Ethiopia. !11> It is nlleged that the expert tea111 thm prepared the lo rllluia had Iwd diffe rent 
discllssions with dirt"rent stakeho lders at the regional and l'cderal Ic ve lthl'Clugh which it col lected 
necessary inputs and 111ake the stakeholde rs to ha ve S0111e sense of ownership of the lor111 ul a. 

!!4 Ca lculated from a table. Solomon Nigussic. su pra noll' 22. P. 22~ 
225 The dOC UIllt.:1l1 .i llsliliL'd \\l1y (IlL' lr'lIl sl"l..'r sIWI"L'S or IIlL' less populolls regions arC' hi~hl! r than tlll';f populat ion shares CVl'1l ;11 slIc h (wide) v;lrialiolls. 11 submi ts lhal COS1 diIYL'l"cllcL'S frolll l'l'OIll>lllics oj' sc;dt.: L' s p~<.:ially illlhc le ss populolls regions. cost dilh.'l"l'!)(\!S arising frolll dispL'rsion/distallc\.' in some n:giolls including Galllbela. higher expenditure need s of ['ural roild s 1'01" SO ll1\,' rL' gio ll s in Cl uding Galllb..:la, and lowe[, (han average capac ity to rai se revenue. I-IOF. the New FcdL'r;lIlJud!.!,l.?\ Grant Distribution Formula, 2007, P. 66 
J!(o Til .... h:ckral DClllOCntl il.' Ih'publir of Lthi opia llouse of Federation l hl.· Fetkrlll Uudgcl Gr;lIll Distribut ion Formu la to Regional SW IC S. Ma) 2009. P. 7 
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Although soml.' l'OUlllril's m:ly th..'vist: lhl' grant l"orllllll,1 hasl'd 011 I...'i lhl'r l'XI1l'ndilLlrt: !ll'cds or 
revenue capacily, Elhiopia is like Ihose nalions Ihal ;ld Opl bOlh variables in 10 ;I(COlllll allli in Ih;11 
case Ihe 200<) li:m11ula is simila r 10 its 2007 counlerpan, This is bec;luse 01' Ihe hClero~c neou s 
COl1lposilion or Ihe re~ional Slalcs allli IhL'ir developlllelli needs lilal precludc rrolll deducing 
effeclive formula bascd on a single illllicaIOl", ~~7 

Thi s rorillub has also laken rC\'CI1UC capacilies and expcnd ilurc nceds in 10 accounl so Ihal il seek s 
10 balance dil'i'ercnces re ~arding capacil ies and needs. Aillong Ihe peculiarilies or Ihis li:m11ula, 
specia l perccntage sha re is re served 10 Ihe less developed Slales, Accordingly, Arar, SonHll e, 
Oeni shan gul Gumuz and Gaillbela, wh ich arc cklined as cl1ler~in~ rq,ions by Ihe Elhiopian 
govern menl because Ihev arc "11' hehind Ihc reSI regions in dc ve lopilleni. ,"'C allowed a specilic 
budgel gran l which is one percenl 01' Ihe gene ral pool Ihal is addilional 10 lheir share . '."\ The 
respec li ve sh"re or each region is "Iso allocaled bascd on a li:m11ula devi sed l'or Ihi s purposc, 

The 2009 I'orm ula has al so olher peculiarilies, 1-'01" one Ihing il allempicd 10 lake Ihe revenue 
pOlenlial o l'lhe Siaies Ihan aelual revenues col leC led in Ihe region in a IiiI' bcller way Ihan ils 2007 
counlcrpart so Ihal il pursues il s principic or el'l'on neulral ;Ipproach elTecliwly, This would 
pOlenlially l'o rce regional SIUIL'S 10 make subslanlial dian so Ihal Ihe pOlelllial t!ap bel ween 
reVellue pOlenlial and HCiU,d rcwnue would be closed, For anolher Ihing. Ihe expendilure need s 
assessmenl pays due eillphas is on Ille number or bencliciaries (e,g, nUlllber 01' sludenls, nUlllber or 
'k 1)1 'b, n" SIC ' prop e 11an 011 H pCI' caplla aSls.- -

~ 

Likc ali Ihc prev ious l'o n11u l"s, Ihe 2009 formula also concern region;d sl;lles Ihan Ihe building 
blocks or Ihe li:deralion: Na lions. N;llionalilics, and Peoplcs or Elhiopia, There are, howeve r, some 

2! 7 Dr. PI.'l ra Z immcrmann-Steinhart. 1IIl'll'l kr;lI lt lld:':'~'1 (If;1I1I l)j'.tlihUlill!\ I IlnnllL1 ll11d I ll\..' .... olidilril~ flrilKip!..: of 1hl' l .ll1 i\ ll' i;lIl II.'lkr,d I k'lllUlT;11ir l< cpubliL', ,I\aila hk ,1\ , 1 .. 

1) - (I' 111' i 

~111 The 200Q G r,lIll Funnu la, Il , ) I 11 i'i (Ollh.'ll{k 'd 111;11 while Ihe Ih.'cd s ;Ind cap'lcilil'S a ::,scSS Ilh,.'111 help 10 n:anirrlllhc 
cqu3lit )' rL'q uirclllL'llts or Ihl' conSl iWliOJl. Ihe Ihird sCf.:nario of special sllilrc \0 IhL' C' 1ll..:rging r('giens would cnhancl' 1hl.' solidnrilY prillcipk WIH.'I\.' rcl;lIivl,.'l y bl'l ll'f (kwlopL'd n:giolls arc Ilwking. indir\'C I hori zolltnl Ir<lllsfcr 10 til t.: 
~l1h.'rging regions. Incidl'll1:llly, il is \\onl1y or reminding lhal such emerging rl.!gi ons arc al so <lw<lrdecl tcchllic.-lI 
support (l'apacily building slIppon) in 11K' arl'as or Civil Sl'l"vicl' Re form, J\ gricuIIUrl', \Valer, Edue.ll ion and I kalth 
arl'n s and IhL' rvlinislry or Fcdl'ral Affairs is principally rL' sponsible for Ihe coo rdinalion or such prograills. Each conccl'I1c(\ min istry is tlk'll rcspoJ1~ibk In emcr Ihc COSI arising Il1l're from ( Inll'rvicw ,\ illl Alo I\dgo MilI"U, Plal1 ,mel 
Firw!lcl' Uireclor Gl'IK'ral <II Ihl' ~lil1i C) lr~ ul'I:L'th..'ral J\j'j:lirs, Illadl' on 27,07 2011) . 
~~') Interview Wi1h Uf, Zl'wdu Kebede alld Yacllb Ul'KI'Ii.', supra nOll' 215 
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Although SOIl1~ COlllltril's may dl..'\'i s ~ Ihl' grallt formula based Oil L'ilhl'r l'xpenditure [h:l'lis ur revenue capacit y, Lthiopia is lik~ those nations that adopt both variabks in to aCCOU lli and in that case the 2009 lormula is similar to it s 2007 counterpart. Thi s is b~c~ILI SC 01' the he tcro!lencous compositi on or the regio nal statcs and th~ir devel opment need s that prec lude rrom deducing 
. 227 effective fonnula based on a single indicator 

Thi s rormula has also taken revenue capacities and expenditure needs in to account su that it seeks to balance dirrcrcnces regarding c~lpacitics and needs. Among the peculiarities 01' thi s Illrmula, special perccntage share is re se rved to the less devcloped stat cs. Accordi ngly, AI~, r. Somalc, l3eni shangul Gumuz and Gambela. whi ch me defined as emer!ling re!li ons by the Eth iop ian government because they arc I~r behind the rest regions in deve lopment. arc allowed (l specific budget grant which is one percent or the general pool tha t is additi onal to th~ir share . ':.' The respec ti ve share of'eac h region is also ~llloc alcd based on a formula devi sed lo r thi s purpose. 
The 2009 lo rmula has al so <liher peculia rities. F'o r one thing it allel1lpted to take the re venuc potential or the states than actual revenues co llected in the re!li on in a frll' belle r way than it s 2007 counterpart so that it purs u~s it s principle ul' dlort n~utral approach cITeeti,,"I), . Th is wuuld potentially lo rce regional s l~ll l' S 10 mak~ subs tantial cl'fort so thai Ihe potenlia l gap bctwcen rc ve nue potential and nctu~" revenue would be closed. 17 0 1' ano thcr thin !l ' the expenditure needs asscsSl11cnt pays due emphasis nn the nUl11ber or bencficiaries (e. g, number o r studel1ls, nUlllbcr o r ." 1 ) 1 'b' "'' S I C~ pcop ~ tl an on a per caplin aSls.--

f" 
Like all the previous 10rl11ulas, the 2009 rorilluia also concern regional sta tes than the build ing block s or the kderntion: N~lIion s , N~llio nalili cs, and Peoplcs oJ' Ethiopia. There are , hOll'ever. sO l11 e 

!!7 Dr. Pet ra Zillll1l('rl1lann·Sl~in l l<lrt . 1 hl' ll'lh:r:d 1~\l d~~'1 (,I";III[ [) ;<'lribulill il 1'111"I1IUI:1 (llIlllh ... ' \olid:lril~ l'l"i ll l'ipio: (ll" 
thL' 1-. llIil'pidll I vlh:r,d I kllltl\.T<ltir 1(l,:IHlblic. ~!\' ;Ii1ilhk al 
, I, ~ 

\1- II' 'u I : 

!!II Tht: ~OOl) Grant Furllllll:1. P :' 1 11 is COlltl'lllh:d lilal wilile the Ill'cds and capaci l il.!s iI~:-'~:::'SIlll'1l111l.'lp 10 rcarlirm the eqll~t!ilY rcquirl' IllL'Il!S or Ihl' constitution. 1hl.' third ~c(' rwr io of spl.'cial share 10 1111.' l'llh:rging 1\,'giollS wou ld enhance til..:.' solidarity principiI." whel"!..' rl'laliwly belk'l" ck'vl.'loped rl'gions are making indirL'C[ hori zontal lral1 s l~r 10 thc ellll'rging rL'gi oll s. In citkillall y, it is worth y or r~lllindillg tlWI sllch elllcrging r\!gions arc <1 150 awarded t~chllic<ll support (l'apaci ly building support) in Ihl' areas or Civ il Sl'rv icl..' Ih,rorm, Agriculture, Waler, Educ:ll ion and li ea lth <ll'ens anti Ih",' Ministry or Fedaal A ffairs is princip'llly r",~s pon s ibl(' ror Ihe coord inalion or sllch program s. Each COJlc~l'Il('d minislry is Ih(,11 r"" spollsibk III eml'r lil(' cost arising Ilk' r(' Ii'olll (Intcrview \\ jill A[o Adgo Mal'll. Plan and Finance Direcl0r Gl' llI.'ral al Ih ",' !\ li lli stry ur h':lk'ra l Alfairs. madl' Llll17J07/10 II). ll~ • • • -. InterView with Dr. Zl'wdu Kcbl'lh: llllt! Yal'ub Ul'kl'k. slipralloll' ~ I:) 
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peculinrili~ s in Ihe 200<) rorillula, Thi s is b~C'llIS~ il '1llelllpled III accllllli llodale Ihe especial 
/ 

expendi lure r~quirelllenis or Illulli d lm ic slalcs, For inslance, Ihosc IllUlli elhnic regions Ih'lI have 

eSlab li shed councilor nali onalilies and special adlllinisl r'lliw slrUClure'S (t\lllhara, SNN I'IC and 

I 'I' I' , "" v' 'I I I I' I Ga11lbL' la) ar(' awarded SOmL' S 1~11\..' lor 11L'lr L' .'\tra L'X!1i...'I1C IturL' rL'qull\~lllL'nt. -· ,") 11111 al' y t 1(' Ol"lllll a 

has al so laken ,lccounl ol'lhe nUlllber or lirsl languages used in e'lch Slale in prilll'lr ), e'ducalion and 

, I ' I ' I I I ' I' I 2) I Ihe expendllure s l:i rC 01 IlC region wou , a so Incl'Casc accor, Ing y, 

The revcnue capacily or Ihe regions is assesscd by laking Illajor !:lX sou rces Ih'll arc reponcd 10 

cove r Illore Ih'ln X(J% or Ihe rewnues 01' Ihe regions, I'ursuin g ils principle or elTon neulral 

approach. Ihe IClI'Illula on ly used Ihe regions' reVenue polenlial nOI Ihe revenues Ihey h'lve 

aClually collecled , The 1'1.\eS used Il) r Ihi s purposc arc six which arc personal income laxes, 

business prolil !:lX. V AT, I\gricullural income lax. I~ural I,and Usc Tax: and Tlirn over Tax 

(T01'). Thl' Illl'lllul'l has ,ilSll incnrplll'aled nlln lax revcnuc, i,e, sales lll' IIll'die:iI vi sils 'tnd drug 

appoinllllcni whose proceeds arc alleged 10 be consislcn ll y incrc;lsing across regions, The 2009 

granl formula is beller Ihan ils predecessor in Ihal il Iries 10 lak e Ihe re venue pOlenlia l or Ihe 

regions Ihan Ihe 'lcilial revenues Ihey eo llecled, II is Illenlioncd Ihal e,\Cepl Icll' perso nal income 

la/n Ihe rorilluia alleillpled 10 lake Ihe rc venue pOlenlial or Ihe region Ihan ae lual colleclions, 

For inslance. Ihe pOlenlial revenue rrOIll agricullural incom~ lax as well as lZural Land Use Tax is 

arrived by applyin!; Ihe lowesl lax nile on Ihe nUlllbcr or holders by land size, The same is Irue l'or 

pOlen li al revenuc or Ihe slales rrom business prolil laX and TOT which is c:rlculaled by laking Ihe 

num ber ol'wholesale. rclail , Sl'rI'ice, and Illicro enlerprises inlhe region, 

The c,\pendilu re needs is al so calculaled based on indicalors Ihal aCCOunlS morc Ihan 90% 01' 

regiona l cxpemlilurcs, TheSl' indicalors lugelhn wilh Ihe re specliw weighls allaclted 10 Ihem are 

cxpendilures required l'o r gcneral adminislralion (Organ ol'lhe Slale, I)ublic order & securilY and 

Juslice)(29%): l'ril1lnry and secondary educ,lIi on (inc luding TV[T) (32%) : Public heallh (9%): 

!.'lU The 2009 Gra ll! FLlrillula. P. 28. [h'l1i s h ~ lll glll Rl:'gio!l:d St(ltC" is It'ft llut ill lht' li st preslIlIlably because. prese ntly. 
there is no slIch eSlab li sillllL'1l1 l1f l"lltJllCil of lIillioll;liilil's or ('sl",'cial ndlllinislf'miv(' structure dl;'spill.' its 11lullielhnic 
cOlllposilillll. 
!11 Tilt' 2009 u.rant Formula. P . .16 
2\! II is sa id thaI beciHlsL' or thl' dilfH.:uh y or Ilh.'rlslI rill g lht' I"('WllllL' pOlL'l1linl or rt'gi olls from perso nal illcome taxes 

<lilt! owing to the tiK I thaI gO\'l'rn1l11'11I L'lllpIO)Cl'S form thl' major sourCl' or pl.'rsollal irKo lll1? In .... , thL' lISC uf ncttlJI 

rCVl'llUI;' wil l npproxilll ,lle the POIL'llt i;l1 (Thl' 2009 Grall t Formula, supra Ilote, P. I J) . In fact, it is unfortull;lle 10 hear 

111m it is dinicuh to Illeasure thl' reVl'nuL' potl'tlliHI or regions from PL'["so lw l incoillc laxl'S alld thaI Iraders nrc less 

illlportml! [hall gOVCI"ll!llCIIIl'l1lpit))l'l'S as it ~U UITl' ul"inl"ollll' lax. 
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Agricullurc' and Na lural I{csnurcl' (1-1";',): Clean 1V<llcr supplv ('i 'y.,): I<ural wad cll nslruclion <Inti 

lllainlCn'lncc (5%): Micro allli small SC <l1e cnlcrpri sc t!c"c:!op'llcnl 10 rcduce puvcrly anti 

unclllploymenl ) (3%): and Work anti urban de vc lopmenl (3%). II is provided Illal c.\pclldillirc Ilccd 

for ndlllinislratioJl alld gCllL'ral sl'r\'ic~~ illclutk's specia l rund for etil llic di\I..'rsilics. cross·burder conll ie t. 

hardship all o\\'ctll CCS. vent ilation/air-conditioniJlg alld n.:rrigcralioll. On th ~ othl'r halld. 11lL: formu la has 

al so COl11m ill ecl 10 wke in 10 accou nli lle unil COS I dil'i'ercnces ac ross Ille members 01' Ill e i'cderali on 

l'or price "arialions can <l1'I<:el lllc lInil cosIo I' providi ng all kinds o r scrviccs. !.lJ 

II is 10 be nOled Illal Add is Ab<lb'l ('ill' Adlllini Slralion is nolille bcnclic iary or Ill e i'cdcral granl 10 

Ihl' Sla les unlike Dire Dawa Ihal ge lS 1.0 I % sll are or Ihe gran \. Tile reason 1'0 1' Ihc l'~c lu s ion is 

bCCnL1Se Ihl' cil l' has hu ge revenuc pOle nl ial. Ihere is no need 10 includc il in Ihl' gran\. Tile 

pl'rcl' nlage gr'lnl share 0 1' regions app roved by Ihc house to 200<)/ 10-20 Illll is sll own by the 

l'o llowing table. 

Table 5.4: Grant percenta ge shares of regions to 2009/10-2011/12 

I ~{'gjo ll s Percentage Share of the Grant 

Tigray 7.04 

Afar 3.3 4 

Amhara 23.33 

Dromia 32.53 

Somale 8.43 

Benishangul / Gumuz 1.96 

SNNP 19.90 

Gambela 1.57 

Harari 0.89 

Di re Dawa 1.01 

Total 100 

Source: The 2009 Granl formu la, P. 55 

[ven ir Ille dran Or Ille lo rnlld'l proposed 1'0 1' il 10 be en rorceable 1'01' li ve years rea ring Iha! Ihe 

SlalCS could nOI predici Illeir budgel <lnd will nOI undcrlake projeels lilal rcqu ire a longe r lime span 

irth~ rormLiLi h{IS to be challged cvery Y\,.', II', th~ Il oLl Sl: ,Ipprovl'd it [0 wo rk uill y 1'01' thr('c YL:a rs. On 

Illc o lll~r Ilam!. in a lllanner In lackle Illc lack a i' u lHeli~l ble and up 10 d ~ l1e daln, Ille lo rlllub is 

dcvised bv laking dala rcpo rl s issued by Ille Ce lliral SWlislics Agcncy . Likc il s predecessor, Ille 

1.\.1 The 1009 grant forillula, P. -l S 
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2009 gra nl lorilluia has ,Ii so eillphasi/.cd lor il 10 be dlort neulral so Ihal il would nOI he ,dh:clcd 

by Ihe policies o r Ihe region,1i glll'crnlllc'nis and shou ld nOI <llkcl Ihe' conducls 01' Ihe reg iona l 

governlllenis. This he'lps 10 ,Ivoid Ihe disincenlive probleills. 

As il is c"pc'eled, Ihere' '\I'e ch<dlenges tl)l' Ihe cri"cclive pre'I"\I'''lion or Ihe gr"nl lorillula . The Ill ain 

probicill is d:lIa related probleill n ., 1)"la is nOI oblained as il is required in Ihe variables slipu laled 

in Ihc granl forl11ula and dma oblained I'rolll regiona l and I'ederal bodies conlr"dici each 01 her. The 

olher cha llenge 10 Ihe gran l tlll'll1ula is ils '1l lelllpl 10 "ddress "II needs o r Ihe Siaies in Ihe Il)I'I11U I" . 

We have di scussc'd in ch:lptcr 1\10 (seclion 2.5.2.3) Ihal 1"lriable to a granl rorl11ul:1 should be 

available and cOlllparable across unils or gove rnlllenis. There arc also speci lie region probleills Ihal 

have jeopardized Ihe share or SOllle' regions. I:or instance. due 10 Ihe alleged problem ere:lled due 10 

Ihe populalion census rl'port or Ihe /\lllh'lra region. il is believed Ihal Ihe reg ion has losl 3%, share 

frolll Ihe gra nl t(lrJnula 2 " Thi s l11e,111S Ih:1I due 10 Ihe under eslilllatilln 01' Ihe populalion or Ihe 

region. Ihe region is alleged 10 have gO I 3% less Ihan Ihe share Ih'll il I\'(lu ld have gO I had Ihe 

populalion been counled properly. 

) ,6, Co nditillnal G ranls 

The olher Illeans or granls Ilwl arc used 10 bridge Ihe li seal gap and serve olher purposes such as 

largeling a certai n groups 01' Ille soeid)' is condil ional granls2J
(> Ii is only lor Ihe inlcndcd purpose 

or Ihc Iransi"cr Ihal Ihe gralH could be spenl 2 J7 Such Inln srcrs arc especially importanl 10 Secure 

national l11inil11um sl:tl1llards bee:luse il is Ihe l'cdcral govc rnment Ilwt principally diclales the 

manner or spending or suc h Ir'lI1skrs. As il \I'as already discussed in section Iwo or Ihis chaplcr 

Ihere arc assislances Ihal Ihe l"cderal goverl1mel1l is required by Ihe conslilulion 10 give lor Ihe 

Slales IClr emergency, reh:lhilil:lli llll. :l11L1 development pUI'PllSeS . The kderal gove rnmenl is also 

man(\ (I\('d \0 ~Iccord sp~L'ia! assi S\<I!llL' \0 thc re giuns least at!v;[ntagL'd in economic (il;vcloplllc ni. It 

could be said Ihal such provis ions arc Ihe basis lor Ihe federal governmcnl 10 give condilional 

grallt s IClr the 111:lI1d:ltl'S which '11'e thl' I'esponsibi lities ul'S\:ltc govc l'l HllelH s. 

~ t ~ Illll.'nil'\\ \\ jlll Dr. h.'"dul...:.d)I.'dl.' and Yacob Ih:h'h:. ~ lIpra noll.' 21 5 

~~~ Inll:nil.'w wilh J\ll) Ginll" TI.' ~ I ; I~\ . .'. [)I,.'\I.:lupllh.:nl Plilllllil1g Pruc\,.' ss O'\!1I.T a1 Ill\,.' Financ\.' and Econoillic 
Dc\('lopllh.'1l1 Burl',lU or I Ill.' ;\I11I1,II'a N;llioll;II I{ ('gioll ~1! Slate, Ill:Hh: llll 0--1 /08/2011 
~' c. As I hav\.' cklilllill'd Ih\,.' SCOpl.' nf 111\.' pap,,'r in (11;IPII.'I" Olle. 1ilL' paplT would 1101 bl' L' .\\l'f)ckd 10 dL';lIing with the 
practic:1I aspl..'C[s ol"<.:ondiliullid gl";lIlI :-. ill Eth iopia Ill!" illll'l'd s 1.' .\h:l1 ~ i\'L' stud y or il ~ uwn and is b~~oIlJ thL' SCOpe or 
thi s pap('r. 
!17 Sl'l' in g.l'!h.' ralll1~ di ~ rll ~ .l.ioll s 0 11 rOlld ilion.ll gr;IIl[ S in Chnpll'r [\\l) ( .l.l'clion 2.:\ .2.2), 
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Tb~ Constitution is not ckar 'IS to the rok or the 11 01' on l'ul1llitional gr'"lIs given by tbe kde'ral 

gove rnment. Howcvc r, since such gr'l llI s are condi ti onal on tbe perrormancc ai' a spccilic ta sk, it is 

proper to leave thelll to bc th e' I'unctions 01' tbe rederal govern mcnt to e''1u it'lbly undcn'lkc thcm 

witb tbe consultation 01' tbe statc e\ccu ti vc" Curren tl y, tbe bouse does not involVe' it scll' in 

contro llin g Ihe di strib ution or the conditiunal gr' lllI s across the li:cicr'lliun , 

We have already rcllccted on th'l t conditiona l gran ts could bc a tool l'o r accompanying Ibc grant 

formul a as to lil l the gap Ih'lt 'Ire be\'ond it s reac h, Accordingly, it is no t ncccssarily important to 

exhaust all objec ti ves or the li scaltnlnsrer systcm in the grant IOrtllUla ror doing so wou ld havc il s 

own inconven ienecs, In 1;lct, as dilllTent objec ti ves 01' li seal tnln,krs (g rant s) are cont radi ctOl'Y 

eacb otber, it ne~ds to limi t the objectives to bc se rved througb a singic sys tem leaving olbers lert 

to be servcd by other translCrs sucb :IS cond itional grants, For instance, unconditional grants arc 

di sadvantageous in tbat tbe y encourage benelic iaries to spend their Sb:IIT in any manner thcy 

decmcd lit. In those areas whe re the benel icia rics are li sClll v impruden t and corrupt. such 

unconditional grants would le:ld to inei'lic iency in provision 01' comparnbl e public sc rvices to the 

peop le concerncd, To 'll lcvi'lte sucb problems, it is wi se to dcvisc conditional gra nt s so that eacb 

act ivit y or thc benciiciaries are' under the im media te lollow up 0 1' the ICderal govern men t th rough 

Ihe co nditi ons th'l\ tll c laller has '1 1I ' I Ch~d, 

It is al so not possible to sat isry the e,tremely s p~c i al e,xpcndit urc needs or low revcnue capac it ies 

o r so mc regional st at es th rough unconditional gr'lIlt s bCC<l use tbere is a huge gap among the need s 

and capac itics o l'the s t at~ s, The best way to tackle tbi s problem tben would becomc to balance the 

special needs 01' suc h reg ions through conditi onal grants, In the Ethiopian case, Ihe emerging 

regions specia l needs due to hi storical margina lization cou ld only bc rectiliecl through SLic b grant s, 

Conditi onal grant s me 'i lso im po rt ant ror the rederal gov~rnm~nt ptlrstl~ a goal 0 1' minimtlm 

provision 01' some be n~licia l pmjee ts across the l'cdcrati on, Th is is because thc state govcrnmen ts 

would not otherwise he \I'il ling (S:lve lor otiler 1;lctors sLich as pa rt y disc ipline that great ly monitors 

feeleral- slate relati ons in t h ~ IJI'esclli ethiopia) to prov ide uni lo rm projects by thc gra nt s tbey have 

recciv~d owi ng to the ir autonomy to spl..'nd their share in their own priorit il..!s which is not 

necessa ril y the projcci rcquired bv th~ rcdera l governmcn t. 
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5, 7,IIls tituti olla i FrallIeworks for Illt er ~o"l'rrllll cll ta l Fisca l Trall sfers ill Iethiopi" 

Countries l11a y adopt "Illo n ~ dillnellt inst itutions th at undenake the fun ctions of rC"enuc sha rin ~ 
and gra nt s as a pril1\:ipal body ill alllannn il adopl s il scll'wilh Ihe daily c hiln ~ ill !! environlllcnlS (l l' 
Ihe rederal allel Slale cOllelilions.2.1X III lelhiopia, il is Ihe II Olc Ihal delerlllines Ihe shares o r Ihe 
federal alld Ihe Slale ~Ovcl'llllleni s rrolll Ihe procceds o r Ihe cOllcurre nl laxes levied and collecled 
by Ihe federal gOl'e l'lllllenl and Ihal (ielel'll1ines Ih c rorllluia lor apporti olling Ihc rederal subsid y 10 
be di slribuled [o r Ihe regional stat es. 2

.1'1 In Ihe process 01' dischar~illg ils I'unc lions, howcl'c r, Ihe 
110use has clleOtllllcred I'il riou s problell lS, II is on ly conlll1cncillg I'rolll the ycar 20()2103 Ihat il 
began 10 produce' a lo rnlula Itl rule tln lhe apportiollll1enl o l'lhe gcneral pool anlong Ihe S I ~lles u s i n~ 
il s own experts anel bero re Ih ~\1 il \\'as aC ling 10 approve Ihe rorl11ula based on Ihe recolll mencialions 
or Ihe now Mini stry o r I-'i nance and [conol11ic Developmenl (MOrE!) ). 

AI Ih is junclure one needs to query as 10 whelher Ihe II Or cou ld be el'i'cc livc in handling such 
poli li ca l and lechnical issue or (iclermining Ihe liscal Iransrer relalionship be l ween Ihe redera l and 
Slate gove l'lll11enls, The [;ICI Ihal il is a polilica l organ, il s melllbers being rep resentali ves or each 
Na lion, Na lionalil y, and Pcople, 111 ~ lkes il a proper organ 10 delerllline such conlenti ous pol ilical 
issue of detcrmining r l:VCllut.? sharin g. and gran ts nrnong the states. Th~ query is rnl hcr strong in 
relalion 10 il s cl'i'ccli vcness loward s aceomp li shin!! Ihe demands ari si ng rrom Ihe lechnica lities 
in vo ll'ed in Ihe Imnsi'el's on Ihe I;tce or Ihe 1:1CI Ihal il only llleCI S Iwice a year, Such lechnicalili es 
include so li cili ng up 10 cble and reliable dala rrom dillerent aUlhorities, devi sin g mcchanisms 10 
sludy Ihe revenue capac ily, expenditure nccds, and special realil ies 01' each regiona l stale, 
endeavorin g Ihe prope r raCIOrS Ihal could sarely indi ca le Ihe needs or c;lpacilics 01' regions, ruling 
on the prope r lVay or assess ing the I'ac lors Ihus se lecled, app rec iating Ihe impaels 01' condi lional 

1311 On [he C/irren.!111 institutions 011 rCV<.'IlUl' tralls fer across !~dcnl!i Ol1s . Sl'C Illy di scussio ll 011 2.:'.4 ~bovc. 2.1<) This would group Ethiopia [0 1hos\.' countries that cOllfcrn:d the power 10 rule 011 l"l'vt;'llue tran sfers 10 11ll';r second chambers. What is pecul iar aboul 11Il: HOF, howt: vl.'l", is Ihl.! fact Ihal il h<ls 110 law making powcr <lntl thl' members arc represe lltee! in Ilwjoriwrian IlWIlJl(,;r bl'C<lllSe t:t hnic groups would have additional one Illember wilh each one million people they have, In addition [0 the Iluillerical considerations (where those rl!gi oll s that have high population size would have many n:pres\,.' lllalivl's in thl.' hOllsl'). thi s majoritarian tClllll.'ncy is also rl'l1ec led in thost: states such as Ihl.' SNNPS that havl.' mall Y etllili c groups so Ihal il has al leas t une reprt: sl.' lHati w in thL" hOlls\.' 1'0 1' \.' ach et hnic group in [hl' n:giull . Such ll1ajori[Zlr i;1Il lellsilUlS from diOl.-rell t <lIlgk's subjL'cts the tkcisi oll s o r th e hou se to be chalkngt:d to bL' acct:p[l'd by all till' slak L' huitk'rs Link-55. ill kasl. it i~ ass istcd by a (('c linical cO lllmi ssion. On the other hilnd, thl.' fncI th ill [he l'L' giu ll hilW 111l.'mbl'rS wh ich afl.' I'l'prl'~l'll\;Jti\'L'~ or Iht: Nations, N;1[iollnlilil's, ilnd I\.'opkos. not thl'ir statl' s, is al so ano[hel' poin t of departurl' or thl' I lOF from second chambers o r somc other ll.-dl' ralions although one could al so obsl'f vl.' thallhcy could bl' appoint~d by Sl<1\1.' cou nci ls, and thai some (especiall y thuse who IHlVt' highl.'r population sizl') C'thnic groups have their OWI1 stntes ill which cas\.'s ethn ic repn!Sl'll1nti ves arc also ass lIl1ll.'d to reprl'sellt til!.'ir own state 's intL'res ts. 
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grants In ~ach r~gi()l1. ass~ssllig the' il1lpacts or the pr~ v i () u s rorl1lulas on th~ activitics or th~ 

regions. and so 0 11. 

Although it need s a stud y or it s o\\·n. the con tenti ons clail1lcd by the k ss populou s rcgions agai nst 

the 1003 and 2007 fo rmulas dcvi sed b)' th~ h ous~ indicate Ihat the grant 1()],]llula is somehow 

derecti ve in accommodating th~ intcrests or all groups. Thi s kar could al kast be mitigated ir a 

permanent and dfcctive hody \\',IS institutionali zed to stud y (needs and capac ities or the regions 

and any changing eircul1lstanccs to make necessary adjustillcilt s) alill presc lil reco llllllendations It)]' 

the house as to thc proper gr,lnl or re venue sharing rorl1lulas so that the house could be in a 

persuasive position to deliberate and approve the proposal o l'the bod )'. 

It is ullderstandabk Ih~1l the IH.Hl-c.\ish.:nce or p~rlllanellt ;tnd insliltllioll;tlizcd commi ssion 1'0 1' 

revenuc tnlnsfi:r is not kit in the prescnt Ethi opia because there are SO IilC il1lportant l'a ctors that 

sliloothes suc h a contentious issue behind the stagc. Sincc it is EI'RDF and its allies that dOl1li nated 

redcral and rcgional govc rnlilent organs. its party di sci pline has greatly contributed fa r reaching 

al1li cable se ttlelllcnts al1long the rq; ions. Il o\\'cvc r. there is a nccd to sc p,lrate govcrnlllcn tal and 

part y ehanncl s to rcso lve thc issuc in 1()],]lIal manner alill perlila nellll y.!<" One can ililaginc what 

the cha llcnges ror the house would be ii' opposi ti on partics arc represcnted in the housc 2
<1 Ir that 

is the case. it would be c.\trelllciv "halknging I'o r thc housc as there is no l1Io re party di sc ip line 

behind the sta~e . It is at th"t timc th"t the idca or ha vi n ~ a comm iss ion th ,lt assi sts thc house would 

spec ially be important since the commi ss ion is assumed to come up with persuasi ve 

recommendations amcnable to all p"rties. 

Thi s di scuss ion should not giw" \\'l'Ong impress ion th"tthc house is tot"ll ), devoid ol'some bodies 

to ass ist albeit in "d hoc "nd non in stilutionalized m,nlner. In I'act. the house "ss igns " commit tee to 

prepare a draft grant lorrl1 ula . For instance, the drart or the' 2007 gran l IOl'mu la \\'a s prepared by a 

technical committee which the house decided to be composed or e.\pe rt s ['rom regions and the HOF. 

As sllch , thel'e arc c.\pert committees that are assisting the house in the preparation or the grant 

f'onl1uias. On the other hanc!. among the rour case tcarns cu rrentl y in the I~ csca rc h. Dec ision, and 

1411 For lIlarL' abou t lh~ n~~d 10 S\.'jHHaIL' Illl' prese nt blurrctllinc DC!'\L'el1 governll1cntal ,tilL! party channels in Ethiopia, 
s«..'~ Assc fa Fisch,l, InlcrgovcrnmClll:ll lh'laliollships. Jou rnal or Ethiop ian Laws, Vol. No., 2009 
~JI Th is is po~sibk' Whl'll r\.'giun,1I parlia llll't1 ts are cOlltrolled by majority I11ctllbl'rS of opposition parties becau se 
illembers or thL' house could bL' appuil11Cd by 11\1.' sIDle coullciis from 1heir OWI1 tl1cmbl'rs. (Article 61 (3) of the 
Consti tution) 
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Implcmenl:ltion Surv~illan~~ I'ro~~ ss or the secretariat DI' th~ IIUI' , on~ is tlh' (i,.,1I1I Distrihution 

and Joint Rev~nue Sh:lrin \l FOI'mula Cas~ Team. 

The main runctioll or the te:1111 is to prcpare the grant rorilluia wi th the advice at' (e.\ tel'll:li ) 

consultants and adjusting thc re spective share or the sta tes yearly within Ihe rOl'll1ul(1 approved by 

the ho use as nell' d(lIa on e.\penditure lIeeds and re ve nue capacity is round that cal ls Il,r adjusting 

the share. Howeve r, it only has Illur members ( including the Illimilger) and we can imagine their 

elTectiwness esp~cially when the t!~lIe ral pool di spersed to the states increases, and when th e 

activitics and awaren~ss 0 1' the stat~s e.s pands in the rutur" to make it ve ry Ji flicult lor them to 

overCOllle the associated ch:ilknges. SD I'a r, the case team has never reeomillended lo r adjos tl11 en t 

oC the respective sha rc or thl' regions in its three yca rs lile span and did not perrorm any agenda lor 

amcnding Ilw 10rl11ula dcvi sed by the I-lUI' on the concurrcn t re\ ·e nu es.~"~ i\mDng Lltherlhings, Ihi , 

has so mething to clo with tile' capacity problems or the case team, II is at thi s junclure th at we need 

either indepcnden t or all inclusive fiscal comm issions. 

5,8 , Th e Need /'01' Empowe rin g S tairs 

A, Int rodu ction 

In ou r previous discossions, I\'C have just acqu(lintecJ ou rsc lves with the hugc ve rtical ancJ 

horizonl:ll lisc:II imb(iI:lnce pr~valent in Ethiopia. Taking th e venica l imb(ilance, lor instance, the 

states could not cover at least their recurrent c.\pellliitures but for the revcnue tr:rnsfcr Crom the 

federal government. The proceeds 01' the Sl8 te s rrom their own e.sclusivc~'u revenue sources could 

not cove r mOl'c th an 55'Yo or their recu rrent e.\pcnditu rcs let alone to h:rve a share in the ir own 

capital c.\pcnditures. This 1;let should make us consc ious as to \\'hat :rre the relevant factors 

responsible f()I' such huge imbalancc :Ind to so li cit any possible recommendations 10 inc rease the 

capacity oC the statl's so tlt ~lt we cou ld aticastminimize the problcms related 10 suc h imba lances, 

2~2 Irl1~rvil?w w ith Dr. Ll'wdu I\.CbL'llt.: ,lfld Y,l(:ub [kk<:k:, SlJprll 1l01l' :? 15 
~~ .~ [n fac!. the Sla tes ;115U Imvl' a cOIl~li(lIliul1ally t'1l1rCIlChL'd Clllitk'IlH .. 'lli 10 Iwve a shmc in the proceeds or the 
conclIlTl'1l1 1<1.\('5 as (kll'l"Illillcd by IhL' [[OF lilcrL'by dccrl.?asing the ('.\1('11\ or wrtical li se ;:!1 illlbalnllce that \\I<lS just 
reporll'd without rl')l-il rci 10 1hl..' kt,itinwlL' shan: 0[' till.' stales fmlll SUl'h particular source. This is because reVI.!IllIl . .' 

sharing ofslIch kind s ~holiid bL' rL'g;mkd a~ OWI1 r('Vl'llllC or lile 5(<111.'5 (JWillg. iI/fer (llill. 10 the [;lc llhal IhL'n: arc no 
slrin~s alinchL'd all Ihe simes 011 thl' millllll'r of spcnding of Stich sources and most importantly, states arc also aile 
SlaKchol ckrs Ofr.:OIlr.:lIITt'nll :-L\CS ilS per anir.:k 9:': or tilt' ConstitutiOIl. 
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1 ha v ~ alr('ad~1 considercd in my previolls di sc uss ions {hat the vertical li sc: 1l g:IP is vcry hu ge in 

Elhiopia b~yond Ih~ loicr'lIl ee Ihal II'~ should Ill:lk~ given Ihe inev i1:l bilil Y 01' illlb,Ii'"lce across 

l'eder:lli ons. On Ih~ olher han(1. Ihere is a concern Ihal Ii sea l Iransi'crs arc nOI eIT~C1ivc wa ys 01' 

handling such (especially huge ) ve nical Ii scal illlbal 'lnces ami we should onl y c1ailll thelll as a las t 

reso rl. ,,·1 Aillong the probleill s associ illCd with unconditi onal grants. lI'e could say thai the amount 

fixed is depencient on the will or the rederal governmcnt which the st,lles ha ve no option than 

accepting whatever amount is transi'crred to them. 

Thi s lowers their expectations and hinders thelll Crom ha ving long tcrm 'Ind advance stratcg ic plans 

I'rom the I'ederaltransi'crs. It would ,tlso di scourage them 1'1'0 111 pursuing th,'ir own re vc nue sources 

elTec tivdy and the transi'cr would be a di sinccn ti ve lo r them. It a lso red uces their aceoulliabilitv 

towards th ei r electorates since the v arc not undenaking subst'lntial percen t oC their re sponsibilities 

rrom their oll'n re venu,' sou rces. The d~llc i encies or the r,'venue transi'cr should be an alarming 

call lo r us to Iinci othcr so luti ons to enhance the capacity or statcs anci Ihereby rcducing their 

depend~nc~ on the i'cder'tl tr' ln si'c rs. /\niclc 35 or l'roel'lInation No. 25 11200 I has ,Ii so an 

impon'lnl stipulation Illr the 11 0 1: playa role in minillli zing or avo iding the depcnclence or the 

sta tes on the i'cderal subsidies. It reads: 

The HOl/se shall I/lId('/'(oke (f series (~i" sfIldies Oil Ih l' ill/poct rl slIhsidies (/I/d divisinll (?i" 

rl'l 'el/lleS Oil SI(ltes (0 oclJiel'£' h(ll(lll ced c/el'eloplllelll mllollg S'(o(es alld (' I'elllllull), I.! lIuh le (helll 

he illliL'I'elic/ell( li'oll/ suhsidies . I( shall Ihcrl'/iJre wA·t! (lr C(lUSt! (/11.1' correClin' measure he {ak en 

10 rectijl" dejecls. 

As it cou ld be inlerred rrom Ihe prov ision. the measu res on achie ving the propon ionalc 

de vc lopment 0[' st'lt es ;lIld relieving them rrom b~i n g dependent on feder,d gran ts could ei ther be 

pcrlo rmcd by the house it sdr or the house ma y direc t ot hers (nHlY be legislators or concerned 

organs lor const itutiona l amendment) to achi eve sa me. Thc prov ision is impl ying thnt there need 

to be 1I'0rks to be done to em polI'er the capacity or the states especially lI'hen statcs could 

admini stcr it without undulv jeop' lI'dizing eni cic nt tax administration. Diri'crcnt options could be 

rai sed [o r thi s purpose 'Illd thi s section is exc lusive ly de vo ted on re ll~c tin g on such poss ibilities 

or cmp0II'ering states toge th,' r \\' ilh a di sc uss ion on whether it is poss ible and associa ted ri sks 01' 

buying the idea. 

~ .u For Illor..:' nboullht: (h:fl'cIS or lj sc:ll 1r:lllS I~ rs, Sl'C Illy di scussions in chapter \\\ 0 (s('clioll 2.5.3). 
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1 ~ . I( llt!~';: I : ' I ll; I '~ i J' ~"'II:!J!I ! l ~l-\t"I I J I . ' 1'11 " " 11;: '1' : ' {I II I · (II ', .. 1 

Tht: primary issu(' that cross('s otlr milld to ~mpo\\'('r state s is wl1('the]' th .... 5t:lt('S are dlet: li v~ in 

actuall y co llecting the J'e\ ..... ·lHh.: sou rces ll ss igIH.:d to them bi..'C;,\lI SL· it Illay hI..! th l,,! cas .... th~lt the 

revenues of' tll(' states arc detL'r io J'iltl'd !lot bl'c(1l1sl' tl1(')' ha ve not bCL'1l assiglll.:d nli r revcllu(' 

sourccs but becau se thcy ha vc nll t cst'lbli shcd an clTcctil'e mcchani sm tll clllicct it s rcwnucs. 

Tllilt is 10 sa)'. it may hi..' cO lllell lkd 111:lt it is b .... culIs(' oj' capacity prohlems Ihut there is hllge 

vert ica l imbalancc not beC<luse statcs arc not ass it;ned enout;h re venue rai sing powers. I\ S such 

hard work should rather be done on means of capac it y building of the st' li es ' man power towards 

dlicient revenue collect ion 01' it s own . 

In thc 20 I 0111 li scal year. for instance more than 1.2 billion birr was collectcd from direct laXC S, 

morc than 0.5 billion birr from indirect taxes, and about 0.4 billion birr from non-tax re vc nues in 

the Oromian Ret;i onal State which in 'It;t; ret;ates bccome more tl;an ~.OI6 bil li on birr .!·I; In the 

same liscal yea r, morc than 1.06 billion birr was collected from direct ta.xes, about 197 milli on 

birr i"rom indirect taxes, and about 2(\0 million birr i"roll1 non-tax re venues I'rom the I\mhara 

Regional State which totall y collected abo ut 1. 52 billion birr 2
.
16 When we cOll1pmc such li gures 

with the respective share of the regions fromthc fedcral grants inthc 20 11 / 12 li scal year. while 

Oromia Re!!ion is alloeatl'" to !!ctmore than 10 billion birr, the Amhara I{cgion is in like manner 

resc rved to get \11orc than 7 billion birr from the i"edera l gran ts2H Accordingl y, roughly speak ing, 

it could be said that the regions ge t li ve fo ld of their actuall y collectcd revenucs i"roll1 the !Cderal 

subsidies. Without prejudice to their expenditurc requirell1ents, these two regions arc also the 

two top rcgions tl1<lt colkct thc highest revenues owing to their rcvcnue potcntial and we call 

ass ull1e the re venues collected in othcr reg ions are even less. 

For so ll1<lny reasons states do not collect as they could. The inenicient policies of tax co llection 

01' stntes, the loll' attitude of the pcopk towurd s ta.smi on. the relatively low level or clevelopll1cnt 

of regional ll1an power and their inadequacy in nUll1ber. problell1 s associ<lteci with ri go r 

cnro rcell1en t practices in the states arc onl y illustrations for thi s gapHX I'urther as the states do 

not have c<lsh regis ter machines like the li:deral gove rnll1en t. conceali ng of rel'enues. not 

~ ·H Data ubwincd from Orulllia Region:!! S tall' Rc.:vcnuc Uureau 
2 ~u Data obwincd from A!1Ih~rn Rt.'gional Stale Revellue Oureau 
~J J The 2004 rcd eral budget Proclamati on (subsidies 10 the n:giolls) 
: ~l! Inll'l'vicw with W/ro Bcrhanc Shi !craw. kg;1I cxp~ rt ;H the RcVt'llue Bureau ot"Oromi;m Regio!l:ll 51;1le. nHidc Oil 

27107120 tt 

89 



, 

[L j{ I I d ~' ; 1\:: III: I , ,: i I I .' '\": l' I I II II I I. I! I ~ n I ' i I II I , : III I ., ~', I I: :, I, l. '.' I I , I I \ I I, I I I "" I 

The pril11ary issue Ihal crOSSes ou r l11ind 10 el11power slaleS is whelher Ihe slalcs arc el feclive III 

actuall y colkcti ll ~ th ~ re "enlle suurces assigned to th em heGluse it 1ll;IY be the caSe \11; 1\ the 

rC\'C llucs of th~ slales arc dctL'r iorall'd !luI beca use they have not been ass igned I ~\ir revenue 

sources bUI because Ihey ha w nul eslabli shed an crkclil'e l11echani sl11 10 co ileci il s rcve nues. 

Thai is 10 say. il l11 ay be C(lnlelllkd Iha l il is because ur capaci ly prubk l11 s Ihal Ihere is huge 

vertical il11balance nol becau se sl;lles ;Ire nOI ass igned enough re venue rai s ing powers. As such 

hard work shou ld ralher be done '''' l11eans or capacily building ol' lhe SWles n1<ln puwer lowards 

eflicienl rc venue collecliun 01' ils own. 

Inlhc 20 10/ 11 li scal yea r. lo r inslance 111 0re Ihan 1.2 billi on birr was co llecled rro l11 direellnxes. 

111 0re Ihan 0.5 billion birr rrom indireci laxcs. and abou l 0.4 bi lli on birr l'ro l11 non-lax re venucs in 

Ihe Orom ian Regional Stale whi ch in aggregales beco l11 e 1110re Ilian 2.016 billion bi,.,· .~·' ; In Ihe 

sa l11e li seal ycar. l11 0re Ihan 1.06 billion birr IVas collecled rro lll direc i ta xes. aboul 197 Illil lion 

birr Irolll indirec i laxcs . and ;Iboul 260 l11illion bi rr i'rolll non-tax rewnues I'rom Ihe Al11hara 

Regiona l Siale which 10lall y collecled aboul 1.52 billion birr.w, Whcn we cO l11pare such li gures 

wi lh Ihe respective shmc or Ihe regions rrol11 Ihe redera l gran ls in Ihe 20 I 1/ 12 li sea l yea r. while 

Orol11ia Regio n is alloealc'd 10 gel 111 0re Ihan 10 billi on birr. Ihe I\mhal'a Region is in like l11anner 

re se rvecllo gel 111 0re Ihan 7 bi ll ion birr rrol11 Ihe kderal gran ls,w Accordingly. roughl y spcaking. 

il could be saidlhal llie regio ns gel live lo ld or Iheir aClua lly collecled revenues I'rol11 Ihe Icdcral 

subsidies. Wilhoul prejUdice 10 Iheir ex pendilure requ irel11enls. Ihese 111'0 regions arc al so Ihc 

111'0 la p regions llial coileci Ihe li ighesl re ve nueS owing 10 Iheir reVenue pOlenlial ancl we can 

assume Ihe re ve nues col lecled in 01 her regions are even less, 

For so man)' reasons Slales do nOI colleCI as Ihey could . The ine l'li cicnl pol icies 0[' tax co lleclion 

01' Slales. Ihe loll' alliludc' ol'l he peuple lowards taxation. Ihe relali"ely loll' leve l or developmenl 

or regional l11an power and Iheir inackquacy in num be r. pl'O b1cms assoc ialed wilh ri gor 

enlo rcemenl praclices in Ihe Slales arc only illuslrali ons lo r Ihi s gap2-lX Further as Ihe Siaies cia 

nOI ha ve cash rcgi sll'r l11 achinc's like Ihc !'ccl era l government. conceal ing or re ve nues. nOI 

~ ~ 5 Data ubla illl'd frolll Oruilli a 1{l'gion;iI St;l\l' Rl' vl.' llll l' Bun.:all 
2~(, Data obl(lill l'd from ;\l llilar,1 1{t.:giull;1i Stall.' RL' Vl.'llUe Bureau 
24 7 The 2004 !;:dcra l budgl.'l Pruclamalion (subs idies \0 the regions) 
~~" Illtl'J'vil'w wi th Wlro Berhal1l.' Shirera\\" k'gall.'xperl (l\ the RC'Vl'Il UC' Burt?l1u orOrollli:1Il Region;'!! State. lIlade 011 
27107/20 I I 
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hand ling accounts c!'ie-Clivel y ror c ltegmy " f\" and "13"" tax payers. and wx n 'asio n practices arc 
bott le necks lo r cfkctive tax collections in thc regi ons. 2

"" The ract that regional rcvenuc burcaus 
do no t have their own prosecutors to e tTecti ve ly undertake the tax cnrorceillen t is al so therc to 

. I t I I···· II ' "II C' I I' I take some sha re In t1e pru 1 em s 0 cllcCl IW tax co ectlon . -. urrent y, prll secutms 0 tIC 
rCVC:IlLl~ 13url'''HI 01' Orull1ia a 1'1...' lIlldl'r1~lkillg Ihl'ir acl i \' ili L'S by <.klcgalioll. Ill vesti g: llors i() r thi s 
purpose arc al so assigned rrom thc pu lice cOlllmi ss ion or Oromi a as ;1 way or coopcra ti on. A 
modilication to thi s ellec t is elketi l'c onl y in making the co mm ission dut l' bou nd to consider the 
inves ti ga ti on required lo r the I~e venue l1 ureau as their ordinary I·unction. 

Here, it is wo rth y or di sc ussi ng the CUITent practi cc or the lRCA 01' ad mi nisteri ng both the 
l'cdcral ta xes and t;lxes or the /\ ddi s Abab;l City Admi nistration . The lI~ CA is cu rrent ly (as or 
February, 20 II ) co llecting tax so urccs ass igncc1to thc cit y adm ini strati on ;Ind therealier transrers 
the proceeds to the administ rati on alkr retaining the costs lo r admini stra ti on2

;1 It is sa id that the 
City Adm inistration has dcicgatcd the lRCA and publ ic prosecutors or thc ERCA arc institu ting 
ac tions or the suit s or the administration m . There are dillerent reasons given lo r such 

I, . '" \ centra Il.atlun . - . 

Firs!. it is to trc"t simil ar tax payers simila rly. That is to say, the amounl paid by the tax payer 
was ckpClltiL'nl Ull \\hl'lhl' l' he is rl'g isll'n.:d as i.t kdc:ral or thl' admini str'lli on' s tax payer and. 
beeausc or low enlo rce mcnt capacities 01' the adm inistrati on' s tax o i'li c ials, he was sllbjected to 
less tax ir he is reg istered as the ad mini st rati on' s lax payc r. Thi s in efleel crealcd laX mi grali on 
rrom rcdera l 10 SlaiCS and cily ad mini slralions . Second , Ihe lax es 01' Ihe city "dmini str"ti on were 
not clTectively col kct~d and th~re al'~ som~ sign 01' improvcmen ts in th~ amount or the ta xes 
co ll ected since the in troduction or such rede ral admini str<llion. It is "Iso argued th m as the c it y 
has wide developmen t projec ts. tklcg;lting the rcderal gove rnment to colkct its taxes wou ld help 
the city to concen trate on such de\\?lopnlell t proj~c t s2;.' 

!N Ibid 
!~IJ Ibid 
!\I I tl h:rvil.: \\, wilh 1\[0 [Shl'lli \\'/ Sl'lll;'~;11. Public Pro::'l'l'u ltJrs D irl'CIOrilil.' Dirl..'clOl' (c h iL'!" public prosecutor) al Ihl' ERCII. 1I!;"k 011 2~/U7 /20 tt 
'" tbid 
1~ .; Ibid 
!j~ llllt:['vk'w wilh Wlro Algan\,,'sh I\1"L'fl..·. 111 1.:0 111 \.' T ,lX Law EnforcL'11lL'nt ProCl'S~ Coordi llator a l Ihl' 13 01c Sub Cit y. I1wck on ~l)/07120 I I 
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I IO"~Ver it is probktll~J!ic III ll1~a S llr~ th~ ~.\i.H.: t gap bl'l\\,~l'll th~ n .. ' \' ~l llJ l' ca pacit:' and " I cttl ~ d 
r~wnues 01" Ihe slalC, [I is ~\ ' ell eunlcnd~d Ihal 'il is simpl y impuss ible in a[mosl e v~ry case 10 
make lIsl'!'ul l'stilll<1tl's t) I' thL' pOIl'l1li ;i1 ItIX basL" ~~~ ( Or n:gio n:d s t ' ltl' s).~~ ( ' lt is bl'GHISL' 01' stich 
dini c ulii~ s in measuring Ihc pOI ~ Il!i o d la ,\ bas~ 0[' regions Ihal Ihe 2007 grail! il>rllllda equa[i zes 
pOlenlin[ lax base lI'ilh aelua[ re\ 'enu,' s eo[lecled b)' assuming Ih~re is equod revenue elTon in a[[ 
r~ g i o n s , D~ s pilc such dini c u[ l i ~ s 01" m~a s urin g Ihe pO I~llIi o d lax ba s~, Ihe [1 0 [: should 51 rive 10 
reduce capacil )' problem s 01" Ih~ Slal ~S as p~r Ihe lllandal~ giv~n 10 il in il s eon so[idali un 
proc[amalion, [I should slud ), II'hal I"aciois hinders elTeclive eo[[cel ion ol' laxes in regiona l sla les 
and lake me~ S llrl'S to I'l'ctil'y S<lllll', II' states are SlICcl'ss rlll in l'lh.'cti \' l'l:' co ll ec ting reVellUl'S as 
Ihe)' cou ld. il 1I'0u[d be a vila[ Slep as il is [ike Ihe nOlion 0 1' ~ ,\haU S li o n 01" [oca[ r~llledies , [I is 
on[), proper 10 pursue olher means 01' empolVering Siaies when Ih~ huge venica[ li sca[ imbalance 
sli[[ persisls "I'ler Ihe slal~ S an: eapaCilaled 10 co[ [eCI re venues comparable 10 Iheir pOlenliods, 

" lite'.J;S; t;l1~ \i.e fDjtf ConSiitiJli'ol\.. 
[f' lI'e asccnained Ihal Ihe venic,,[ li sca[ illlbalance cuu[d nol be brid g~d un[y by ass isling Ihe ll1 10 
pursue Iheir revenue sources ill Iheir I"u[[esl capaeil )' . Ihe nexl aliell1[l1 is 10 check II'helhcr lI'e 
should derive sOIl1C1hin g h~[pl"u[ on our issue I"rolll Ihe provisions 01" Ihe Consliluli on, 

I. [valualitJlI or Ihe [xriu sive Tax I'owers or Ihe Siaies and Ih e Federa[ 
Govc rlll1l cnl 

A point at iss lle hl'rl' is whl'lhl'r th l' re is " Ill'cd to n.:coll sidl'r thl' c.\clu si,'l' tax puwers or till' two 
orders 0 1" govtrnll1enl ill a 11 01), winnin g 1l10re la ,\ juri sdiCii ons l'o r Ihe slal"S, We could ill1agine 
di[Ter"nl sc~nari o s 10 Ihi s cl'kcl. Wc hOIl '" already (Onlc nele ti Ihal charges on illlPOr!S and expor!s 
are Ihe exclusive lax domains 01' Ih~ I;:del'a[ goverl1menl. There ar~ however some argumenls 10 
share Ih~ regional SWI~s Ihal ori ginale Ihe cxporwblc ilcm I"rom Ihe pro( "eds 01" such charges, 
The)' argue Illa l ralll~r than cenlra[i l. ing a[ [ expor! duties in [~ I vor 01" Ih~ kdera[ gOVCrl1menl, il 
wou[d hal'e been beli~r il" a mechani sm is adopled 10 share Ihe proceeds wi lh Ihe regio ns where 
Ille cxponnbk ileills arc ori gillakd 10 avo iel poss ible I'uilire conllicl. ~; ) 

~ 5.\ POI('llI;:11 I(J x basI.? is whallhe la, basL' ,\ olll(\ be in agg.rl'ga\e l'or a region ifn ll pl'rSOIl S and organizat ions legall y liabk 10 IXI) laX w(' re i(h:nl ilicd :t lld 111 ... , ba::, 1.! "pplicllbh: 10 them was acclirall.!l y 1l1l.'i\Slll'l..'d ( lh('r~ WiIS 110 lax avoitlalK l' or L'\<lsillll) 
! ~h I IOF. thl' New Fcdl'ral 13 ud'o.!l'1 Gr:ulIlJi slrib ul ioll Formula, 2007. P. 16 1 ~7 S010111011 Ig.ussle. supra Il l~l' 22 . I> , 1:11 
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No doubt that thi s con t ~ntion could be' against th~ inlc'r~st or thos~ r~gion s th 'lt h a\'~ no Illajm 
exportable it~lll s as it has a poten tial to reduc~ th~ s h ' lr~ to be di sp~rs~d to thelll by 1V.IY or 
unconditi on:I1 grants IVh~n the kder.I1 governmcnt tend s to s har~ it s rewnu~ I'rolll export charges 
with the staks that ar~ the' hOllle lands o l ' th~ cxportable itcm s, Thi s proposal also undermincs the 
redi st ri bu tion role to be pla v~d Iw Ihe li:(leral govc rnlll~nt e s p~c i all y in such cas~s ",hcre the 
rcsourccs arc not even ly di stribukd all over the country, 13 ut it is imp~rati\'c to acco lllmoda t~ the 
interes t or those sta t~s that ha ve: primary allac hment to the items be ing exported and who shou ld 
someholV especia ll y reap th~ rruit s 01' suc h itellls in prcl 'e r~nc e to others, It should be noted that 
the r~ gio llal state govern illent cO llce rn L'ci creates conduci ve environmcllt for the exporters. J\ 
reconcilin g approach is to accept the proposal. but undertaking due considerations on the 
percentagc share or the conccrncd SlaieS 1'1'0111 the items in a lVay it docs not undul y ignore the 
interest or both panics, 

It is al so argucd that income tax 1'l'Om employees or public enterpri ses and international 
organizations should be 'lssigned to the states for the proceeds rrom such tax is uscd lor the 
purpose or providing local pu bl ic goods and inrrastrueture,';x Thi s proposal could also empower 
them to provide cnic ient loca l services whcn the tax follows the cmployees ' res idence, not the 
clllployer. The othcr option in thi s regard is emitling thc sta tes to sharc the re venues accrucd 
Crom the ('ederal taxcs as it is practiced in Indi o and Nige ria, As it is remembered rrom the 
di sc uss ions in chapter three, re vc nue sharing ('rom the l'cderal taxes arc imp0riont sources or 
rc vcnues I'or the states in India .Ind Nige ria and arc wonhy ordolllesti ea ting them in [thiopia 2

;'J 

II. Co mm cnts on U ndl's i ~ nat e d Powcr of Taxati on 

It is to be remcmbercdl'rom our di sc uss ion in chapter lo ur that the ,j uri sdi cti on ol'tax sources not 
exclusive ly enjoycd or concurrentl y Ic vied and collected by both orders 0(' gove rnment awaits 
the decision ol' the: joint sess ion or th~ two houscs, A closer look at the pnlcti cc of rulin g on such 
tax sources howe ver signilies some unilivorabic trea tmen ts 0(' the sta te s, As such, some or the 
decisions made on undesigll:n~d ta xes III VO l' the federal ti er. for instance, there are arguments 

", lei" 1' , 285 
!~<) For morc 011 r~ vctlLJC sharing in Indi;J <lnd Nigcrin. sec my di scussions in chnplcr three (section 3.3 and 3.4). 
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that allege that V AT was not uillicsignated and the introduct ion of the V X I' r,'pLleing s" les t" ,s 
should haw onl y b,'en possible throu gh cons ti tuti ona l "mendnlent ~"". 

In fact, an attempt to so li cit the practice of the i:t hiopi,ul I~ evenue and Customs I\uthority 
(ERCA) manil 'cslS th"t region,,1 St;,t ,'S are, s ince the previous ye'lr, deleg"ted to ad min ister V AT 
and take the proceeds exclusil'Cl y I'rom uninco rporated undertakings (priva te trade rs) th"t arc 

, '<>1 I~ I ' , I I I V AT registered and the liles arc' "I so transferred to the I'<:glons,- ~ ac 1 re gion IS (e eg"tee to 
administer VAf I'rom unincmpll r"ted undertakings so long as it has introduced the SWnd,ml 
Integrated Governme nt Tax Administration Systcm (S IGT/\ S) , a system that h;lIldlcs all tases in 
a single so l't WHrC sys telll, The 1:lct that states arc ;lIl owed to wke all the proceeds of the V AT 
from unincorporated uncic'rtakings could help thelll to augmen t thei r li scal capacities albeil to a 
certain \,.· .\t~nI.2 (11 Tlll'r.: arc also sum\,.' unclesign;:lIcd taxes that arc kvil'd (llld co llected by lhe 
f'edcral government without the joint sess ion of' the t\Vo houses ass igns the tax jurisd iction to 
same, Such ta.ses include tax on ineoille deri ved by entertainer, Illusician, or spo rt s person. 
immovabl e property and apprenti ces thereto, inco mc ['rom li ves tock, roya lt ies der ived ['rolll copy 
ri ghts o l'a rt istie , literary or sc ientil ic works, and capital gains tax I'ro lll transrc r ol'buildings held 
for business, I:lctory, ol'liee ami sh" res o r companiesU>.l These li,c tors shou ld also be noted or to 
arrive ,11 more lax juri s<.ii<.:tiolls in li lvor or till: statl.: govcrnments. 

I I I. Ev aluatin g th e Clln current T ax .Iurisdi ct iuns 

It is to be rccal led that it is the lederal governill ent that lev ies and co ll ects the concurrent taxes 
and it shares the proceeds with the sta tes as pcr the l'ormula devised by the 1-101' . The share 0[' the 
states is 30% l'o r indirec t taxes and 50% l'o r direct taxcs 26

" As onc of the mandates o f' the 1101' is 
to strive to lind solu tions lor reliev in l; the sta tes rrom bein g dc' pClldcnt on f'ed eral translers 

2b(l SC1.! gi.'llL'rali y Ih t.' d i~L:lIssions 01 ' chaplL'r rour (sl'ction 4.3.4 ) 011 how IIJ t,: fClk r;d hou s\.'$ tk cilll' V AT to b~ the ju ri sdic tion or I hI.: fi.'tkr:tI g,OVl'l'IItlll'lll \\ lIb th ... , du ty 10 apportion prucL'l'ds 10 [hl' 51'l ll' S. 
2(,1 llllt.!l'viL'w willi Wlru AbaYlll' sh Abalt.'. Inland Tax AJlllinislr<lli ull 11rugralll Ol' vt:luPIlli.' I1[ TL':Ull Coordinator at Ihe ERCiI, mack 011 30107120 t t 
~(,! Wlro AbaYlll'sh hns al~o illfoJ"lllt'd 111(' thai Ihl,.' S1:IIL'S lI SI..? (/ \0 gl'[ 90% or IhL' V AT proceeds frolll unincorporated undertakings I'V\!1l "lll'lllhL' ~1 i1 11,' ~ al'l' 1l01lh:ll'gall'd to col lL'(1 il. Ilm \ l'wr. DilL' l"l'spOlldL'1l1 clialll'llgcd suc h practice oflhl' ER CA. I k said Ihal as VA T is Clllllpk',\ , SL' rvl.' (l S informat ion bnsc lor 0111 1..'1' la.\I.?S as wl.?lI. nlld an llndertnking who se iHl1 1lI ilI tUl'I\owr is OWl' 500000 i ~ prl.'sullll.'d 10 fu nc ti on nil over IIlI' coull try. it is ullwise to fl.' SerVe SO I11I' or its proceeds lor the exclusive dOlllillillll.:e or a specific region. ( 1ll1l'l'vil' w \\ illl 1\ 10 Mck01l1l1'1l I\ych?, Civi l Cases surveitlJ llcl' Teal11 Coordin:nOl' (Vicl.' ChiL, r Prosl.'tli tor) at the [ RCA made on 30/07t20 II). '"' See "nick 6 (c), 6 (I), 3 t (I), all<l 37 (I) (b) Ih" Illcome Ta x l'ro( I,,,I,,,,i ol1, I'rocta",alio l1 No. 2S612002 
!(,.j A detailed discussion on CUIlClIrrCllllaxl'S has b('e llll1a (h~ ill chapler rOll r (section 4.3.3) and in the sec tion oflhi s chapter dealing, with rCWIlIIL' sharing 10 which rl'adcrs are refI'ITI.'d. 
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(uncondilional granlS), il is exp~el~d 10 \ak~ lilc li seal ne~d or Ih~ slales in lke id ing Ihe 

rcspcclive shares or the two orde rs 01' gov~ l'Ilm ell1, In Ihi s eonn~eli o n, we could remember our 

di scuss ion in chapler Ihree (seclion 3,2,~) where the Lander in Ci~rlllanV gCi equal share or Ihe 

proceeds ol'lhc COnClII'I'Cn t 1:lxes (income :lIld corporation ta .\es). The 11 01' has not yel revi sed 

the revenue sharing rormula that "'as adopted in 2003 and, in conllll'l11 il y wilh the above 

asserlion: il shou ld reeo n si d~r Ihe Il\rl11ula lakin g eogni!.anl ol'lhe cu rr,'nl liscal probleills ol'lhc 

slales. 

One issue Ihn! cou ld be rai sed h cr~ is whelher il is proper 10 den y Ihe slalcs any say in Ihe 

Icvying and admini stration 01' such taxes. Thc practice 01' the l'cderal governillent 0 1' co llecting 

th~ concurrent taxes without a con stitutional mandale may be impOl'tant ~specially seen in li ght 

or adopling a unilied applicalion or Ihe WXC S to avoid adverse tux eom pelili ons, to reduce 

dupli ca tioll or ('Irorts ill diCkrl'1l1 jurisdictions ,Ind rot' tl'c;Ilillg similar tax p~lyl:rS cqu;l1ly. 2(,-, 

However. il is al so argued 10 incorpor,"e olher oplions such as allowing Ihe regions 10 levy their 

own addilional lUxes on Ih ~ eOIKIII'!'enl taxes to drivc besl bcnclil OU I or il.)(,(' For inslance, ir the 

transac ti on 01' a given company is b~low 500, 000 birr. the staks cou ld co ll cc t Turn ovcr Tax 

(ToT) I'rom suc h comp:1I1)' so Ihat thc)' wou ld cxc lusively retain the proceed s, Howcver. Ihe 

pmelice Ih:lI we cU lTenlly ha ve is Ihal eYen Ihe ToT collecled rrom Ihe companies Ihal are nol 

VAT registered is the eoncurrenl revenue or both the !'cderal and stale govern ments and the 

SlaiCS could nnly get 30% nl'the la .\.~('7 

The other issue worthy 01' con side rin ~ is the case or partnerships. There seems to be a 

di sc repancy betll'el'n the Amha ri c and the English ve rsions 01' article 98 (2) or the Cons titution. 

While the 1-: n~ l ish vcrsion subjected only companies to be the concurrent jurisd ictions (thereby 

making laxes rrom p:lrlnl'rshi ps undesignaled ), the Amharic version, which is prevailing as per 

arlicle 106 ol'lhe Constitution, op ted to usc the word" ' "": ." meanin~ "Enterpri ses" Ihat 

seem 10 include bOlh eOlnp:lIlies and partnerships. The praclicc 01' Ihe ERCA al so reveal s thai 

bOlh companies and partnerships arc Ihe conCU1TCni tax sources 10 enlille Ihe rederal go\'el'l1mC nl 

to admini ster them and share the proceeds with the states 2 6X Thi s means that the taxes co llected 

1lJ5 SolOlllon Nigll ss i~. supra nOll' :!2. P. I g<) 
~(oi) Taddcse Ll'llcho. supra nol(' IRS. P. I\)) 
1b7 11lIl'l'vil'W with AID TI..'S!;l J\dugn:1. Tilx Accoull t Conso lidation [(';'Jill L'xpcrl, Ill;) tk 011 19/07 /2011 
2t.!\ Interview with W/ro Ab<l YIlI,'sh I\ batl'. ~ lIpra 110\e 26 1 
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rrom mi cro and small seaie' ellinpri s,'s (p~l rtnerships) is Ihe ,joinl re l ellli es or Ih,' 111'0 "rlie' rs 0 1' 
go,,!.: rn tll~ III S. 

On~ respondenl has inrormed me Ihal Ihere arc some regiuns Ih'll opposed Ihi s praclice. While 
some regions argued lo r Ihe I 'I.~ colie'clion 10 be undertakcn by Ihe Slales by delegali on (Ihercby 
accruing Ihc proceeds arisinl! oUI or il) because LRC/\ docs nol hal'e ins li lulinn' l! arran l!emenl 10 

Ihe lI'oreda level like Ihc Siaies. oi llers conlended Ih'l l since such Illicro and slll ,dl scale 
enlcrpri ses arc conducling lI' ilh Ihc re sn urces or Ihe sla les. Ihcy should be Ihe exclusivc domain 
or Ihe slales. So il is imperali ve 10 ;)ss ign Ihem 10 Ihe SI;)les. On Ihe ulh,'r hanc!. Ihc Co nslilu lion 
subjccled ta x proceed s I'rolll an)' cnlllpan )' 10 b~ Ih~ concu rrenl juri sdiction or bOlh orders or 
governlllent. Ilul lI'e should remelliber Ihe di scuss ions in Ihe pre vious chapin (seelion -1.4) Ih al 
conlend Ihal slal ,'S should be given e.,e lusive juri sdielion on Ihe procc,'ds or Ihose CO lli pan ics 
Ihat ha ve no mobile ch'lrae ler. 

D, Ev aluatin g th e In co lll e Tax Lall' s 

II cou ld be argued Ikll bOlh Ihe k deral and slale ineollle tax laws have slipu lations delrilllental to 
the inleresl or Ihe SI'lles. T'lking Ih,' kdcral Ineo ille ta x I'roclalll ' ll ion (Proe lallialion No. 
28612002) . il subjecls SO 111,' ulllksignaled laxes 10 Ihe kder,rI gOI'C rllInenl wilhoUI Ihe federal 
houses clecidc them in il s 1;lvo r as il \\'as alread y di sc ussed in Ihe pr,' vious sub-sec lion. II has also 
some provisinns Ihal ha l'\' a klllkncy In ,'ncroach Ihe e .~ c1u s il'l' \;\x jurisdicli ons o r Ihe stales. I:or 
inslance. il is nOI proper lor Ihe proel'lmalion 10 regula le Calegory C lax payers under article 68 
(sec al so article I ~ (3) or Ihe Incnnle Tax Regu !;rlion. I ~eg. No. 7X12002) I'or suc h lax paye rs rail 
under artick 97 (4) or Ihe consliluli on Ihal enlilles Ihe states exclusive juri sdiclion to lax 
indi viduallradcrs so long as Ihe bus iness activities arc not incO\'por~lt,'d in th~ lorm or cOlllpanies 
to be joint ta .~es and I\lr the tax payer be Catcgo ry i\ tax paycr. 

On the other halll!. the region'll IIlC O lll~ tax I'roc lamations arc al so in a wa y limiting the tax 
j uri sdi cti ons o r the S' lt~ S . Thc 1;lclth 'llthey took the kd~ral lall' as a model implies th at the sta t ~s 
r,'cogniz,'d the jurisclictions all" "llll t:lken bv thc proc lamati on.''''' Such stipulations at' both the 

~(,'J Taddc sL' Li..'llc ho, SUp!":1 IW!i.' 17C>. p , ·15. I k' .... \('[\ CUIlh:nds th:11 "Ih,,' I"l',g,ion:1I incoille 1:1:\ laws an: not jllsl t:l'ril y similar 10 Ihl.! kdl.'ral tax ]:rw: Ih,,' t\'gilln ~ 1111\1,.' nnll.'vL'1l bOllll.'l'cd (0 sil't out pro vj~iolls lllal an.: cleady inappropri:rtl.' from thl' V;!lllagc or I'l.'giullal incuillc la .\ juri~dicl i O Il . For c.'\<ltllph .. • \\'\.' lind the sam\.' Jrtick (nu11lber as wcll as (Olllem) rL'i\:'rr ing 10 a pro visio ll (hal is (karl ), nol a regional inCOlllL' 1:1'\ jurisdiction-d ividcnd lax", 
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rederal and sta le income la .x lall's inC\'ilahly red lice Ihe re,'enlle pOlenlial or Ihe slales. This is 

because h~ld Ihe joinl session or 1i1c kderal houses ruled on Ihe ulltlcsil!n"led laxes which arc 

Inkcn by Ihe l'cderal law, Ihere mi l!h l h~I\ ' e been a poss ibilily whne Ihe "ales arc enlilled 10 tax 

them. We need the .joint sl'ssion Dr the IWO houses 10 re voKe such slipui:Jlions or Ihe kderal 

incollle tax proclamation by rulin g lIll a lax base which is 1I lKksignak'd even when it was already 

menlioned in Ihc procl[lnwlion. 

r:;. -A.uton OIl'<~ ~fS~WHtl\. FI'''}II ~th~lt'\)( 6<iSC1.(I..d R"~ 
The exten l of' Ihe C~'1XlciIY or Ihe s(ales on lax powers could be inlcrred rrom exalllini ng Iheir 

[lulOnomy in lixing Ihe h~lSe <lnd rale ovn, Oil leasl, Ihose I<lX sources th at arc in their exciusiw 

domain. In lile!. <I h<lnlloni zed t~I.X system advoc<ltes Ihat the tax rates <lnel bases should be 

ielenlical or at least si milar across Ihe kderation 2711 and Ihi s helps to avoid unequa l Ireallllelll or 

cili zens with si mil<lr position. Illr the Il-lki'al government pl<ly equily role (illlplied under anicle 

90 (I) or Ihe Conslilul ion) espl'Ci<llly in siluations " 'hen SI<lles do nOI have equ~iI n~ l lural 

endowments. nOI 10 jeopardi ze interslate husiness aetivilies. [lnd to avoid di saSl rOLiS cO lllpeti ti on 

among Ihe Slates Ihal wou ld. ill/a olio. h<l ve a tcndcncy 10 lower provi sion or public se rvices duc 

10 10IVer taxes . II is <llso desirahle especially when Ihe sl<lles arc nol C<lp"hle enoLigh 10 come up 

wilh Iheir o\\'n system 01' adlllinistering Iheir la,cs. II Illa y al so be sa id Ihal il is Ihe l'cdcral 

governmenl thai is enlilled to regulDte macroeconomic policy or Ihe counlry and tax is onc big 

inSlrumenl 1'01' achieving Ihat and II ,e Constilulion <lI sa aspires 10 creale one econOllllC 

community. I'or thi s purpose, it is argued that we need harlllonized li sca l policy one aspec t 01' 

which is harmonized tax.271 

Il owcvCl', sucll uni Illl'lllity lias a risk or subj ecting tile states to the inevitable dominance by the 

Cecieral govel'llmcnt . docs not enhance cOlllpeli li on which is helpl'ttl to inllucnce states to st rivc 

l'or bClier policics and 10 ~tllolV Ihl'lll III attract business wilhin Iheir boundary. and precludes the 

states rrom imposi ng taxl'S in a nl~1I11ll'r Iklt cou ld augment their revenue cap<lc il ), comparab lc to 

their expenditurc responsibilities. ;\n issue may be rai sed whethcr Ihe Constitulion stipu lates a 

n .. 'q uiretl1l..'n t for;J h~lrmnllizl'd 1:1:\ sys ll..'l11 ac ross thl' r~·(kr:l\it)Jl. Thl' Constitution docs !l0\ givl..' ;\ 

cie<lr ans,,'er lar Illis qucr\,. ;\n icle 100 (2) or Ihe Conslilulion provides Ilial (Ihe Icderal and Siale 

~70 Ta:.; Htlrmoniz:llioll. aVilil<lblc ill . lasl visill'd on 12/ 10/2011 
~71 Int~rviL'W wilh Ala rvkzg~bll ;\1111.'l1a. rvl"croL'collolllic nnd l)oliey Mnll:lgelllL'llI Directorme Dir('([ol' of the 
Ministry or Fill;}IKl' nile! FCOIlOlllic DI.'\l'll)Pllh:I1[. madl' on 25107/2011 
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gOVC rtllll cnt s) should ensure that " th e tax docs no t adverse' ly affect their rela ti on, hill" , In I'let, 

din~rcnt tax rates in dil'i'erel11 stalc' s and the iCderal govcrtl lll ent has a potential to ariCet the 

ve rti ca l and hor izontal relationships or the tiers of govcrnlll en ts th ough one still question whcther 

the stipulation is cspl'cially largctcd ['or harmoni zati o1l . 

However. the Illeanings 0 1' "leVI''' and "collect" undcr article 97 0 1' the Constituti on do not 

warrant such interpretation, Thi s is because the states ha ve the legislative and exccutive powcr 

over those tax sources which arc in their exclusive jurisdictions, Thc prov ision al so seelll s to 

imply the poss ibilit y or exi stence or dilTerent tax rates in di lk rent states but seek s to regulate it 

in a way it docs not adversely :illeet their relati onships, I{athe r th ,1I1 bein g a requirelllen t, the 

Constituti on seems to impl y tlwt harillonized t,I' systelll is a guideline to \\ 'hi ch states and the 

Ii:dera l govertlillents arc ellclHlraged to arrive ,II. Thi s could be done throu gh intergove rnillental 

forulll s and nego tiati ons between the !'ederal and state governments, 

Ho weve r. Proc laillati on No , G~g12009 (The cederal Govcrtlment or Ethiopia F'ina neial 

Administration Proc laillation ) h:lS opposite stipulation because it prov ides that "Tax sys tems at 

the Federal ,lIlel l{egion,lI lewis sh,lIl have harmonized and standa rdi zcd tax bases", Thi s 

stipulati on is in a way again st what is illlplied under arti c le 100 (2) or the constituti on, What is 

legitilllate Illl' the MO ITD is to lead the inte rgovernillental ne go tiations to reconcile and 

nego tia te so that there wo uld be a tn, sys tem which is proxilllate in al l the states, Thi s is to 

contcnd that states should be conv inced for the ta, harlllonization anel it should not be an 

illlPos ition , The reeleral gove rlllllent (MO I7[O) is required to sec k to provide ince nti ves 101' the 

states so that they woulel be consented to such kind orarrangelllents, 

Even ir we cou ld Sill' th:lt states could lix the ir own tax rates at least in revenue so urces 

exclusively re se rved to thelll, thi s entitlelllent shou ld not go to the exten t of a lTecting inte rstate 

CO llllllerce, It is thc power o r the li:de ral government to regulate intersta te eOlllmerce so that it 

could quash sOllle actions 01' the states that arc legitilllatel y alketing interstate cOllllllel'Ce,272 On 

the other hanc!. it c10es not seeill l'c:lsi ble Ill!' tile states to illlpose the ir own tax ra tes clue to 

capacity pl'Oblcms, The states pre' sently do not ilave the necessary expeni se to deal with the 

illlpact or impos ing di ni:rent tax rates, 

!7! An iell' 51 (12) or thl' COlls l it lJ! ion 
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f. Co/"mt"~ Ol'fl ~t G"' f\ ~rc.1 pool Ojsp~r-Hd to lheStC\1J2.\ o.nd ihe: /<.o,ll.of{j.e Ho F-The re vcnuc capacity or the states is al so inlluenced by the amou nt a i' mo ne v reserved le)l" the subsiciy or thc states by the k eleral gOl'C rnment and by the role or the 1101-' in th;lt re );;lrd. m Thi s reqoire us to eva luate II'hether the role or the 1101' on uneondition;11 grant under article 62 (7) or the Constilll ti on is only di strib uting ,"nong thc states II'lwtcver amount is given to it by the rederal !!overnmen t or docs it also have powe r to rule on the su rii ciencv or the ge ner;t1 pool that the J'cder,t1 governmen t prep;lIul ror the sta tes or II'hcther it is the 1101: that decides thc ,nllount that the k eleral go vc rlllilent should rese rvc as a general pool to the state s. We remember rrolll our di sc uss ions in clwpter three that eoul1lries such as Ge rmany kl\ 'e resolved such issue by involving their uppc'r house in the 1;111' making process so that it could bl ock an y agenda whi ch have a tendency to jeopardize the interest o r the s tates. Thi s is not poss ibl e in Ethiopia since the HOF docs not ha ve a 1a\V making power. The problem is also solved in India because it is the Finance Conlilli ss ion that is ;llItllllri zed to recommend the proceeds that should bc de vo lved to tlw states (sec section ],3. -1 ) and the sa me is true in Nigeria (sec tion 3.4,4). We do not al so have such a commiss ion in Ethiopia. 

Article 62 (7) o r the cons titut ioll is Ilot clear alld OIl C w,,)' or undcrswndin g it is th"t the role 01' the 11 01' on unconditional !!r;lIlt s start s to cO l11l11cnce only al'ter the klier, lI governillent ruled on the gennal pool di spersed to the states. The other wa y or understanding is to empower the 1-10 1-' to recomillend the possible gener,lI pool that the kderal governillent is expec ted to de vo lve I(lr the state S. Some respondent s inl<lrI11 ecl Ill C that when the III'R approves the tow l budget o r the keleral government, including gr,"l1 subs idi es to the s t ~tes , it is nssull1ed that it would take the e~pendi ture responsibilities 01' thc stat es I' is-ii-vis the kcler,t1 c~penditure s in to account nncl there is no role to be played by the II OF 2 7
' 

OthcTs al so emph<lsized that the pool reserved to the states is giwn speci 'll considerati()n. The process 01' determining the gener'll pool to the stn tes is like thi sn ; f'irst, estim~ti o n is m~clc as to the anticipated resource or the kdCl',1I government both rrom ta~ and non-l<1X revcnucs. Then an assessmcnt is m~ek as to the non-di sc retionary expe nditures or the IClk r,t1 govcrnment such as 

n; 111 a 1\.'Pllrll'd n.'cord <llll llun! l)r , hl.! share orlhe regional SI[l[ I.'S , thL' IIPR has :l ppru vL'd uver 117 billion birr butlgl.,t ur ille federal gUVl'l"Illl lL'IlL lur Illl' ~""':Ir 2011 / 12 ailIOIl); which ilIon: ,hall OIlL' -t]U<1rtl'r <lllhJlIll\ (man.' (IWIl 3 1 bi llion bi rr) is resL'rved for the: regional subsid y. ( SI'L' ,h\,.' budget prOCI<llllalioll urlhe 200-lli sc al )I.'ar (E.C)) m Inh.'rviL'w with Dr. ZL'wLlu "l'bl'ciL' lind Y;lcob BL'~(,IL' , suprn note 21 S ~ i5 Interview wi lll 1\1 0 Ml,.'Zgl'bu Allleh:l, supra 1101\.' 271 
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salary Ill[' l'eckra l elllplO\'ees, eXlel'l1al ;1I1d dOllleSli c debl rc'payn1C'nls, deknse, elc, Thirdly, an 

assessment is l11Htk as 10 tile minimuill expenditure n.:quircil1cllts or till' SWlcs in light or the 

expected comrnitlllent from Ihe states on a given stralegic plan a i' the govel'l1rne nt. It is only a!'ter 

sat isfyi ng Ihe needs 01' the st;ltes Ihrough the pool on Ihe rninimurn thai Ihe !'cderal governrnent 

allocates expendilure lor l'eckral c;lpit;d and other expenditures I'rorn Ihe remaining arnount. Ato 

Mczgebu believes that since the III'R ;Ipproves the feekr;11 budget a!'ter considering the given 

resource of Ihe k ckral govcrnment \I'ilh Ihe dilkren l expendilu re need s and alkr cornprllrni sing 

each need to the other, the pracliee th;lt we ha ve noll' is s;d'c , I k contcnd s that the HOI' should 

not be allowed to recommendlln Ihe general pool that should be di spersed to the sta tes because it 

only en tertains the rnatter so lely frorn the interest ai' the sta tes and that would tend to jeopardizc 

expenditure requirernent s 01' the other sectors of the l'cdernl gove rnrnent. 

Whether Ihere are pl'Oeedures in the Const ituti on on directing and con trolling such cond uct of the 

federa l govcl'l1mcn t is subjec t to interprct;ltion although one rna y cite the gener;d st ipulation 

made under article 95 01' the Consti tuti on that requi res each oreler 01' govcl'llrncn t to sha re 

revcnues laking the kder;d arrangernent in to account and broadl y interprcling the po\\'er ai' the 

HOF under article 62 (7) oJ' the Constitution to include ruling 0 11 the arnount that the !'cckral 

govcl'I1lllent should resl'r\'C' lor the sta tc's as a grant lor it ;d so studies the e.';penditurc necds of the 

states to devi se the grant formula. 

6 St~'" ~rrDl<li(1,s 
In addition to tax reVenues th;lt the statcs can usc , borrowings arc also the other mcans 01' 

augmcn ting the capacity of the st;ltes to discharge their expenditure rcsponsibilities, This source 

01' revcnue is ho\\'evcr subjected to dilh~ rcn t conditions attr ibutcd to the problcms associated with 

it. We are go ing to see how I';lr bOl'rowing cou ld be an clkctivc so urce of revenue for the 

regional sta tes in Ethiopia, 

Generally , sta tc borrowings arc subject to ill1ll1ediate control by the J\:clcral governll1ent because 

il has the power to regulate li scn l and 1l10netary policies, Article 51 (7) 01' the constitution has 

indicated Ihe possibililY or sl;lte borrowings 1'1'0111 internal sou rces as pCI' the la\\'s enactecJ by the 

l'ederal govel'l1ll1ent. Consistenl \I ith such stipu lations , Article 65 ul'l'roclall1ation No, 6~S/2009 

autho ri zed the MOFED to deterll1ine the ll1axill1ull1 all10unt that indi vidual regional sta te could 

borrow 1'1'0111 internal sources and required thc lallcr to subll1it the necessary inforl11alion, There 
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are no other stipubti ons concel"l1 in ~ state borrowin~s either in thi s proc lamation or Procla mation No, 59112008 (A l'roc];un;l ti on to Amend the National l1ank 01' Ethiopia Establi shment Proclamation), This generality would inevitably enable the !'cderal ~overnillent to close ly 10 11 011' up nnd scrutin izt: th ..: borrowings It) be 1<.11-:":11 by t.:a..:h indi vidua l sial..: rl'sliiting in !'ewcr [ouns al lowed to swtes, 

The practice shows that there arc two ways in which the states could borruw althou~h in both cases the sta tes subillit their sh;l re rrolll the redcra l ~rant as collateral 1<'". their repa Yllle nt or the debt. 17U The lirst case is when the sta tes apply to the MOI'TI) lo r the laller give them sOllle amount rrom their share in the next year in advanCe', The Ministry wLluld then sc rutini ze the justiliability or the application and whether the di sburse ment would not havc subs tantial erfcct on the region's share in the subseq uent ycar bcl'ore responding lor the application, The sta tes would usua ll y get a reduced amount than the amount they have applied, The other case is whcn the sta tes want to borl'OlI' money rrom banks to undertake SO llle activities such as to buy fertilizers, In that case eit her the Sla te or the bank would apply to the MOFED to check whether it is wi lling to reduce the share 01' the states to repay the loan in case the state is in default 01' disclwrging it s obligation, 

On the other hand, owing to the insign ifi cant re ve nues that rc~ion s derive rrom their own revenue sources and the current huge li sca l depcncicnce or the states on !'cderal translcrs, it does not seem that borrowing is a viable alternat ive to linanee regional ~overnillents, 277 This is because, in the nonn ,ll course or thin ~s, the Iinancial sources of the debtor and the lCas ibi lity or its projects should be eX;llllincd to approve the 10;111 and it is less likel y that thc states prcsen tl y could live up to the expectati on or suc h requiremcnls rrom their oll'n sources, Aeco rclingly, it needs to empower the Ii sea l c;lpacit)' 0 1' thc rc~ion s lirst belore we tend to broaden their borrowing capacity, 

1:1. EO$5ible.RAM~ Problel1\S AssociDr-ld wiH.1hQ Mea4!l> of fr.L,,¥OIIl~t,i ,,~ Sto,t{) All the op ti ons wc have discussed ;Ibove to cillpower the states have their own associated risks or problems to hinder their clTectil'c reali za ti on, I'robabl y the most import;lIl t ri sk 01' al l is the proposals' potential or requirin~ the arduous task 0 1' interpreting the constitution lu r their rull 
~7(, 11l!l!rvic\\ with Who Elisabt'th Malllo. Treasury Din.'elora!L' Ilighl'f OrlicL'r al [hL' Ministry of firHHlCL' and Econoillic DL'vel opJlIL'lll. IlHldL' Ull 26/07120 II ~77 Solomon NigLLssiL'. supra nulL' ~2. I) . 1)) 
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reali zat ion. Here. we co uld cite th at amcnding the Consti tuti on requ ires proced ures on IVho 

initiates it. requi rement to subject it lo r public discuss ions. consent or 2/3 or the State Council s. 

and approval or the proposa l by 213 maj orit y vo te or' the joint session 0 1' the Ii:deral houses.'7X 

Thi s indicates that to amend the Co nstitution. it nceds that the proposal shoul d be shared and 

supporied by ~llm os t all swkcholders "I' the SIn1l' and li:deral governilleni. Thi s in turn requires a 

commitmcn t tOlVards empowerin g the li seal capacity or the states there by reli ev in g them frolll 

being substan ti all y dependent on li:der,,[ transfcrs. 

Without prejudi ce to the role ol' the li:deral government to re gu late interstate eomille ree and the 

results ob tained rrolll the eswblishillent of intergovc rnlllcnta l I'o rum that is disc ussed above to 

reconci le tax rates in dilTcrent region s. accordin g stnt es the autonomy to lix their own ta x rates 

would al so crea te ' I ri sk or ddrimental tax competi ti ons that has a potenti ,,[ to undul y benefit the 

rclati vely ck \'eloped states that cou ld allract more in ves tment through its 1;lvo rab1e low tax rates 

and various exemptions. On the uthe r hand , obtaining such autonomy or the states docs not seem 

feasible presentl y IVhen the rule o l'the game is pariy di scipline that cou ld not fa vo r dirferent ta x 

rat es in dilTcrcntjurisdictions and requires the states to be loya l to the harmonized ta x systcm. 

~ 7 ~ Artick 10-1 and 105 or!ilc COIiSl illlli()ll 
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CON(LUllON 
After devo ting thi s Illueh on intergowJ'Illll cnwlli senltr;lI1 s rcrs and it s challenges in the Fthi opian 
context, a tillle has cOlll e to rec;lp the points thai arc rai scd in Ihe pre vious eh;lplers and poinling 
SO llle areas Ihal nced lo be eoneellll'a led and adjusled in Ihe rulure, One obvious lind ing Ihat Ihe 
sludy arri ves at is nol Ihl' exislence 0 1' Ii St::1 I imbai<lnce (bolh veni cal and hori zonlal) bUI it s 
eXl enl is huge Ihal co uld nOI even be rec ti li ed Ihrough li seal IranSrc'rs I'rom Ihe kderal 10 si<ll e 
governlllenl s, Allhough Ihe consliluli onal "IX assignllle ni cO lll es al Ihe rUl'errorli 10 lake Ihe kad 
10 ju slify such hu ge wni c;11 li seal g;1j1, Ihe eapaeily prob leill s o r Ihe sWles arc al so Ihere 10 lake 
sO llle share lo r Ihere arc also SO llle irn ponanl lax sources Ihal arc exc lusively ass igned 1'0 1' Ihe 
statl' S thilt if ll sed dl~ c li vd y CO llld boost their rl' v(:JlllI'S. It is ca s)' IU di scern I'rom our 

di scuss ions Ihal Ihe tax ClJlleclion ca pacily 01' Ihe stales is less el'li c ien l Ihan Ihe saille or Ihe 
federal government and there is mon: gnp between potemi:.11 r(' venue sources and aClu :.1 1 revellues 
collecled in Ihe Siaies Ihan is in Ihe fcderal governillent. 

On Ihe olhcr hand , lI'e h;rw disc usscd Ihe 111'0 10 rr11 s o r li scal Ir;rll skrs ill Elhiop ia: re w ilue 
sharing and granls, We haw said Ih;l l. Ihough arli elc 'IX o r lire co nsliluli on did nOI pass all the 
procedures 1'01' co nslilulional alllc'ndillent. Ihe pre vailin g prac li ee in Elh iop ia is lo r the Icderal 
govcrllllleni ic vy ami culkct the concurrent laxes and share thc proceeds to the states as per thc 
lo rilluia dev ised by Ihc HOr, 1\llhough the conslilulion is si lenl on Ihi s poin\. Ihe pracli ce of thc 
ERCA r~ ve" l s Ihat Ihe pl'Oeeeds 01' thc Siaies 1'1'0111 Ihe concu rrenl re ve nues is d e lerlllin~d on 
deri vati ve basis andll' ilh due regard onl y to thc place or incorporati on or Ihe underlaking , 

On lill conditi onal granl s, we have l'a und Ihat although Ihe conslit uli on is again not ck ;1r at thi s 
point. the pracli ee shows Ihal il is Ihe ICderal govel'lllllcrll (as approved by Ihc HPR) thai 
unilalcrall y dec idcs Ih~ s har~ 0 1' Ihe reg ions 1'0 1' regional subsid y, And Ihc rok 0 1' Ihe HOF start s 
10 commcnce al'tcr the reg ional share is delcrmined by the l'ednal govc l'llllll'rli and it has no ro le 
in recomillending the sharc that should be di spersed to Ihe S\;ltes, As 1 ~lr as the gran t 10 rr11ul a 
dcv ised by Ihc HOI' Ihrough whi ch il di slributc Ihe all ocalcd slwre 01' Ihe regions aillong 
themselves is co ncl'rIled, the di scussion was parti cularl y inleresled in elaborating the p;lrticuia r 
Icatlll'cs or the 200 7 allli 200<) gran t Illl'll1ulas, 
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The principal peculiarities or such 1(>r11lldas is the Inct that they at1cmpted to take the reVenue 
capacity alld expendi ture Ileed s 01' the Slates and seeks tll lill the g''1) to the extellt that the 
region's revenue potential docs not cover l'or its expenditure needs in an ei'l(l rt neutral manller. 
I3crore 2007. the l'ormulas used to give subjective weights to some vari'lbles that ollly indicate ~ 

expenditure needs alld "1me level 01' lise,d perrormanee 01' the Slates, Iloth l'orrnul:ls se lected 
nlDj or re ve llue and expenditures or the states that account to the extellt 01' 90% or regional 
revenucs and expend itures, Among the pecu li arit ies or the 2009 l'ormula. we have mentioned that 
it tri ed to take potentia l re venue '"ld expenditures or the Slates than it s 2007 counterpart that 
relatively I'niled to take the potential owing to the data problems, The 2009 l'ormula al so 
concentra ted on the number or beneliciaries than on a per eapi l<i basis, It has al so allocated one 
percent share ol' the pool exclusive lv to the l'our emerging regions in addi tioll to the share that 
they would get together with the ot her regions, It has also tried to take in to account the special 
expenditure requiremcnts or mult i-ethn ic stn tes such as cos ts required l'or Council or 
Nationa lities and other admillis trati ve structures and additional cos ts lor book prepmation for 
those Sln tcs that ha ve students with more than one fir st language (mother tongue), 

It was l'ound that in addition to the obvious daln related probleills. it wns also emphasized that it 
is challenging to accummodate the especial expenditure requirements 0 1' all the sta tes in the 
single gran t rorm ula because usuall y the problem prev,dent in une re~ion may not be shared by 
the others, There are al so speci lic re~ion problems thai wc have discussed such as the under 
estimation or the i\m hara Rq;ional State I'opulation due to which the region claimed to have lost 
three percent or its share. 

Wc have also rellected the e'xi sting institutional I'nllllcworks l'o r intergovernmenta l li scnl 
transrers in Ethiopia, It was said that the Inct thnt thc I-I Or: is a political orga n l'or it is composed 
or the represcntative or each Nation. Nat ional it y, and People would make it politicall y lit to 
undertake this I'unction, The unse ttled issue \\as whether the bodies undcrtaking the 
technicalities or the transrer are errective in adapting themselves to the changi ng li sea l 
cireumsrnnces or the federal gOl'el'llmelll and the Slates. Presently, among the l'our case tcams in 
the Resen rch. Deci sion, and Implementation Survei ll ance I)rocess ol'the scc rctariat or tile 11 0 1c. 
one is the Grant Di stri bution and .Ioint I ~el'enue Sharing I:ormula Case Team tllat prepares tile 
grant and revenue sharing lo rmula with thc ass istance 01' extcl'Ilal advisor. The inefliciency or the 
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case teilm is nlilniksted through dil'i"crent indicators suc h as it s kw h,"n,", p')I\er (I()u r including 

tilL' ca sl...' t(, ;1111 tll <. H1<lgcr ). 111\.: Y ha\'e nu l ye t ~1I11cnLkd thL' [\.'\ '1..'1ll11,.' sharing t'lH'Il111la despite" I1 l..'l..'d 

to update il " 'ith the chan gin g realities. Ihey have not adjustc'd Ihe lOO') grant lo rmula as the l' arc 

required when new cbw arc di scO\'ered wi thout allec ting Ihe gener,,1 I'r,"nework or the I(Jrlnuta. 

It was in that way Ihat the nccess it v or either independent or illl inclusivc li sc!l co mmi ss ion relt. 

On the premi ses that li scal illlixtiances in Ethi opian arc very hugc beyond the tolerance that we 

could make owi ng to the inevilabilil l' 01' imba lances across t'ccicrati ons and that We could depend 

on li scal trilnst'crs as a last reso n al'tc~ r all attelnpts to narrow the li sea l gap arc accompli shed, the 

writer round it proper to solicit means 01 ' empcl\v<:ring the states there by rc'dueing the cicpelllicncc 

01' the states on k cicral tr'lIl skrs. To that ellect, a di sc uss ion is Inade in a bctte r detail as to 

dirkrent ,dlernali ves orhollsting Ihe li sca l capac it y orthe states though In ,)s t orlhem involve the 

dirticult ta sk or inlerpreting the CClnstitution. It was lound that it is thc II OF th :11 should tilke the 

Icad to he lp sta tes so th at they would he relieved or rcderal grants though Ihere arc no dlcct ivc 

steps taken by the house yct. 11 '1sed on the miljor poinl s that arc rai sed above, here arc some or 
my recommendations that nced to be taken care or in the ruture , 

Rf<:..OMMt:.Nib ATlOI'I.s 
II is imperative to nOle thai v<triable to a grant 10nnul'l should be a\'ailabic and COm lXln,ble 

ac ross unit s ai' gove rnment. It is dii'licult to accommodate all the expenditure needs or each 

re gion in the rOrrllltia and doin!; so would compli cate the matter and execrate the data problem 

that we h''' 'e mc'ntioned earlier . Thi s is bc'c'luse we have now many va riables in to the grant 

rormula and it is imposs ible tll open ,111 doors with a single key . It would helve becn better ii' tlte 

cspecial expend iture nced s 01' the sta tes arc ehannded through oth,'r mc',n)s than incorporating it 

in the gran t lormula. Thi s is to ' lr~ue th 'l t thc grant rormula should onl y be based on indic:lIors 

that are sharcd by al l regions and other spee ilie rc~ion based ex pend iture need s should better be 

channeled through other me'"1S (such as eondi tional grant s), 

On the other hanel, ir the ClrrTc'nt (jr' lnt Di stribution and Joint I,cvcnue Sh"ring Formula Case 

Te:1I11 o rthe I-IOF is not ellecti\'e in discharging it s ['unctions erkcti\ 'c ly, wc need to so li cit olhcr 

options to rectiry the inconven iences. One proposal lo r the elleetivc "ll oe'liion or revcnuc 

tnJnskr then is to l'onn:lll y establi sh and institutionalize" commi ss ion "hich is all inclusive 01' 

the regional states (cqu<l l repr,' sentati\'cs for each state to retl uee the tension or dirk rent maj orit v 
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case team is manit'c s t~d throu ~ h dilh,r~nt indicators such as it s kw human power (I(ll tr including 
Ih(' cas(' t('am 1ll:1nagcr). IhL'~1 have Ilul yd allll'lllkd till' rl'Vt,.,.·IllIl.: sharing rurlllul ;.\ lk.' sp ih.: a need 
to update it with the changing realities, they ha w not adjust~d the 200<) grant I'ormula as they arc 
required when new data are di scove r~d without nlTecting the b\cneral rramework or the lo rmula. 
It was in that way that the necess it y o l'either independent or all inclusive li scal comm iss ion t'clt. 

On the premi ses that li sc,,1 itnl" tl:lIlces in Ethiopian arc vcry huge beyo nd the toler"nce th"t we 
could m"ke owi ng to the inevit :tbil it y o r imbalances across kderations and that we could depend 
on ~ scaltran s krs as a last reso rt "I'ter "II attempt s to natTOW the li sea l gap are accomplished, the 
writer round it proper to so li ci t me"ns 01' empowering the stat~s ther~by r~ducing the tkpendence 
or the states on kderal trans l<:rs. To th"t erICc!. a discuss ion is tn:t tk in a better tktail as to 
dilTerent :tl ternati vcs 01' hOllsting the' liscal cap"city o r the st"tes thou~h mllst or them in volve the 
diJ'ii cult ta sk 01' interpreting the constitution, It was round th:11 it is the 1101' th :t t shou ld t"ke the 
lead to help stHtes so that they would be relievcd llj' I<:deral grants though there arc no elTeetive 
steps taken by the house yet. 11ased on the major po int s th at are r:tised :tbove, herc arc some or 
Illy recommendations that need to be taken care or in the ruturc. 

ltE<:..OMM.£J'lib AT:lO,..,S 
It is imperati ve to no1c that v: tri:tbJc to " grant larmula should be avail:tblc "nd comp:trablc 
across unit s or government. It is dii'li cult to m,commod" tc "II the expenditure needs 01' each 
regton in the lo rmu la and doing so wo uld comp li cate the matter and execrate the data problem 
that lVe have mentioncd earl ier. Thi s is because lVe have nolV man y I'ari:tblcs in to the grant 
rorllluia and it is imposs ible to open ~lll doors with a single ke v. It wou ld Iwvc becn better ir the 
especial expenditure nccds o l'the st:tte s arc channeled thl'Ough other me:tns than incorporating it 
in the grant l'o rmula . Thi s is to argue that the grant rormub should onl y be based on indicators 
that arc shared by all regions :lI1d other sPecilic reg ion based e~pcnditul'e needs should better be 
channeled throu gh ot her Illeans (such as conditional b\ rant s) . 

On the ot her hand, ir the current Gr:ttll Di stribution and Joint Rcvenue Sharing Forllluia Case 
Team oi' the 1-1 0 1' is not e lTective in di sch:trging it s l'ttncti ons elTectivc ly, " 'c need to so li cit other 
options to reetil 'y the inco nvcniences. Onc proposa l lor the elTectiw all oca ti on of revenue 
transl'el' then is to lorrnall y estab li sh and institutionalize a cOlllllli ss ion which is all inclusive 01' 
the regio tlal sta tes (equal representatives lo r each stale to I','duce the tension or dilTeren t Illajorit v 
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tendencies in the hou se th 'l t I hal 'e di sc ussed above) and the house o r Icdcration in non 
di sc riminatory und equitable m'lIlner, The raet that it is all inclusive has al so the adl"1I1tagc or 
internalizing politics in the commiss ion owing to the identity a i' the members 'lild they could 
deliberate even on political compromi ses to reach at an am icabJc ,ic'cision, 

The other option is to establi sh an independent commi ss ion which docs not haw any parti san 
relationship/inlluencc, Such commiss ion is especially required in cases when it is dinicu lt to 
sare ly accol11modate the interests or all reg ional states in an all inclusive comm ission, For 
instance, ir rew or the regi ons are controlJcd by opposition parties. the in terest o r suc h regions 
would not be accol11modakd bcc'luse they would bc dominated by the illkrc'sts or the majorities 
o r the ruling party represent'llives, In such and other similar cases when it is not poss ible to 
accolllmodate the intcrcst nl' <III st'lke holdcrs. it is wi se to c'stabli sh an independent com mi ss ion 
whose deci sions would be acceptable 1'01' ~dl parties, The word 'indc'pendent' should hOlliewr be 
emphasized, The mcmbers ol'the commi ss ion should deli ne th eir ru le th'lt they arc onl y there to 
give recol11mendati ons based li n the technical lindings they haw reachcd through undertaking 
dilTcrent studies without there being any tendency to so licit an y political compromi ses, It is in 
that wal' that such cOl11ll1i ssion cou ld win the suppon or all parties to the revenue transiCr, Mos t 
importantl y, it is in that lI'ay it c'ln escape the poss ible inllucnces or the executive and the party 
discipline in the present I: thiopia, 

On cmpolI'ering the li seal ea[lac it y a l'the sta tes. it is in th at way whcn there is an organ that is a 
custodial lOr enh'lncing the li sca l cnpacity o r the stilles that we eould cope with the prevalent 
huge fi scal gap in Ethiopi'L One thing that shou ld be emphasized. however. is that the cu rrcn t 
practi ce or the HOIO of totally ignoring thc issue or boos ting the capilcity or the sta tes should be 
rectilied in the ruture bec.Hlse it is one orthc imponantillandates or the house as it is provided in 
it s conso lidation proclnl11atiun, 

As lar as some options o r c'lllpowCI'ing the fi sca l capacity 01' the states arc concerned. we hnve 
indicated the ways through II hich lI'e could bridge the li scal ,iepemlencc lIl' the states without 
prejudice to their associated ch,dk nges such as their requireillent to ame nd the Constituti on, The 
lirst 1<l sk and alternative lI'e should sought is to study hall' 1"11' the st,lIes arc capable 01' pursuing 
their re ve nue potential and what exactl v is the gap bctween the rel 'cnue potential and actuall v 
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collected revenue s or the stales and devising dilTerL:llt mCl'llanisms tu n~ItTUW the gap .. ~7'1 It may 

be the case th:lt the eapaeit\' pmhkllls "I' the st :Jtes t" c"llect their rel ','lIue s"urees could he 

prillcipall y responsible 1'01' the predUlIlinal11 dependencc ol'thc st:ltes 011 the Ic'ckral transkl'. 

The second propusal to aU ~l1Iellt tl1c capaci t)' 01' the states is revisiting the 1'1)1(1': COllstitutioll, 

To that elld, it was di sc ussed ill II'IHlt ways revisiting the e,sciusive tax ju risdictiolls " I'the kder:iI 

government would be bellelicial allli illlperati ve to give more jurisdictions to the st:ltCS such as 

returning n: V('llues to th~ ori ginating jurisdictions (withoul Itngelling tile assuc iated ri sk of 

ousling thc kderal ~()vcrnl1lcnt I'rom its redi stributi ve rolc (01' rc so l\l"ces Ihat me unevcnly 

di stribuled) and impacts o r the propos:iI on those states thai do 1I 0t Iw ve resources including 

ex portable items) , a ss i gni ll ~ the 1I1COllle tax I'rom employees or publ ic clltcrprises :Jnd 

internati onal orga ni zat ions to the regional state where they aCCl'lIe th ei r loca l henelits, and 

entilling thc states to ha ve a kgitim:lk share to the re(krally co llectcd taxcs as it is pract iced in 

India and Nige ria , 

On unclesignated power or t:l xa ti on , the prac tice shows that the leder:1 1 ~llvernlllel1l is usually in 

the winning posit ion of taking th~ jllr isdictioll ~spel'i"lly wh~n \\'l' cons ickr in stances wlll!re it 

has levied and collec ted it lI'ithout the ,joi nt session or the tll'O houses did not decide on it and 

thi s need to be adjusted in the ruture 1,,,. the sake 01' the illterest o l'the states, 011 the other h<1l1cl. it 

is an appreciating practi ce that the st:1Ies arc a ll owed to collect and take all the proceeds or the 

V AT 1'1'0111 unincorpora ted ullliertakings (individua l tra(krs) though the joi nt sess ion or the 

le(bal hous~s reqLlir~d Ih~ Il:dcral gove J'llll1enl onl y to s har~ Ih~ proc~ed s, 

Wc ha ve also com ment~d on concurrent powcr or la.\ation and it sho uld be adjusted that since 

Ihc 10rll1ula did nol undergo revision since il was introduced once, the house should cOllle up 

with other rclined and II'dl studied Illl'lllll ias thai would take in to account thc huge lise:11 gap to 

li vc up to the ~.\pectati o n 0 1' it s mandates to relie ve the swtes rrom lederal grant s, On the other 

haml. although it may be justilied to centralizc the leekral admin ist ration or the concurren t ta xes, 

the states should ha ve becn "lIolI'cd to aeCl'uc addili ona l ga in s such :15 alloll'ing them to Icvy and 

collect ToT rrom comp"ni," :11ll1 p:"'lller,hips, i\ I'l"Opo, ,,1 shou ld also be IIwele 10 ass ign le vy ing 

and co ll ecting or taxes I'rom partnerships c,\ clusiw ly to the states, 

~'" TI1~ study 1\.';1111 orlll...: 1009 grant rllflllUI:1 has rnu ghly cOIlL'lllueu 111:11 SI:Ht..'S arc unabk 10 ('OIlCCI lIlar\.' than 51%, 
oflhC'ir revellue potciltial UI1 (ill,,' 'l\cragL'. S...:c gelle rall y Ihe 2009 grnrll forl11ula, P. 2-1 
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If Ihe adminislralion or Ih~ <.:Llnc ulTelll 1<1 ,\es is allegcd 10 Iwve bCl'n givcn It)r Ih~ k llcral 
gove rnmen l lor adm inislralive conv~ ni e nee and if lases rrom suc h clllcrpriscs (partnerships) 
could better ilL' ;Idlllilli s\cn..: d hy th L' regions. thl'!\,; SL'L'IllS lu bl' ;I v:did gruund I'ur the st:ltcs be 
enlilled csclusiw juri sdi elion over lascs I'rom partnerships, OllC should nol also I,)rgel Ihal 
partnerships, unlike comp;lnics, ha v~ in principk unlimilcd li ab ililY which placcs Ihc slales Ihan 
Ihe l'cderal gove l'llmcnl in a beller posilion 10 pursue Ihe personal properties or Ihe members or 
Ihe partnerships (partners) as Ihey arc exclus ively en lilled 10 levy and co licci laxes from privale 
Iraders, On Ihc olher hand, e v~ n eompan ics (es p~eially pri vale limiled companies) Ihal arc nOI 
mobi le should be rc se rved It)r Ihe esclusive jurisdiclion or Ihe s!ales. 

The Ihirdl11eans or soli ciling 10 empower Ihe li scal capacilY or Ihe slales Ihal we have consiclered 
is Ihe problem Ihal we have lI'ilnessed on regional lax laws, I:or onc Ihing, Ihey should nol lake 
for gran led Ihe unlksignaled laxes Ihal arc laken by Ihe rederal governmenl when Ihey arc nOI 
decided by Ihc k lle ra l houscs and al so Ihose provisions Ihallend 10 jeopa rdize even Ihe exclusive 
lax juri sdiclions. The lounh means was checki ng whelh~r Ihe Slales arc en lil lcd 10 impose Iheir 
own tax ratL'S at least on n':VL'llut..: sources L' xclusively re ser ved to thelll and we ha ve considered 
Ihe pros and cons of Ihe pr'leli ce ol' lhe rederal governmcnl of "woring lax harrnonizalion bOlh in 
ils aClivilY and legi slalions Wilhoul Ihe Consl iluli on clearl y prescribing fu r Ihal requirement. 
Wilh all ils limitali ons, howe ve r, il cou ld be general ly sa id Ihal il is also poss ible 10 empower Ihe 
states if' they opted to levy the ral es of the taxes wi thin their exclusive jurisdiclions and it is 
desirable 10 capacilale Ihe Slales wilh Ihe necessary man power and ol her resources so Ihat Ihey 
could cka l the complexities in vo lved in it. Strenglhen ing intergovernillental relationships to deal 
with not seri ously jeopardizing rederal-state relalionships should lol low then 10 inlluenee the 
slates to adopt proximalC laX rales as poss ible , 

011 the general poo l di spersed to the states hy the ICderal govcrn menl and Ihe role or Ih~ house, 
the practice Ihal we ha ve now is th ai the housc does nOI haw any role. The main reason lo r Ihi s 
is Ihat Ihe rederal gove rnm~llI has onl y laken Ihe expendilure responsibilities or Ihe Sla tes in 10 
account while deciding the gelm'al poo l comprollli si ng it with it s other expenditures and the 
house is ill equipped It)r Ihe 1;lsk si nce il could on ly see Ill e 1ll;lller so lel y I'rolll Ihe inleresl oj' Ihe 
S lat~s , I argue Ih 'll Ihe conslilulion;ri requiremenl or unconditional grail IS 10 Ihe S!H les is 
l11eaningrul whell the il:deral gove rnlllen t is Illancbted to act withou t il s absolute di se relion and 
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sOl1le sort of recol1lll1enci:lIion l'roll1 the IIOF is ciesir:lhk , It is :lIso thc 11 01' that IS constituti ona ll y litted to best prot,'ct the intcrest 01' the states, 

Statc borrowing was the last altern:ltivc that we h:lve sougl1l to enh:lncc the li sc:1I c: lpacity 01' the states, The absence 01' detailed prov isions on state borrowings either In the Finance Adl1lini stration Proclamation ( I'roc, No, 6-1RI2009) or nOll ill I'ruci:t1l1:ltion No, 5') I 1200X ( /\ Proclamation to 1\l1l cnd Ihe N:lliollal 13:lI1k or Ethi opi;1 ICst:tbli shlllellt l' roclall1: ltioll ) would subjec t the states to st ringent bOITO\\'ing condi tions by the federal govcrnll1ent. hlrther. the I'act that the states do not have enough revenue sourccs through whieh to secure borrowing makes it improper altcrnative, The practi ce al so shows that the y arc only borrowing by discharging thei r share 01' the general pool as collateral lor their repaYll1ent and it docs not see III elrect i ve lVay or boosting the fi sca l capac ity of' the st:lles unless they ;Irc strong enou gh ill co llectin g their own revenue sources or be given other sO llrces ill Ihl:ir fnvor. 
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