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In the last two and a half years, the Modi government has laid immense 
emphasis on giving a greater role to states in economic and foreign policy. 
Most people attribute the government’s thrust on a larger role of states to the 
fact that Narendra Modi as CM had been amongst the more pro-active Chief 
Ministers reaching out to foreign investors. As CM Modi also made the point 
that New Delhi needed to give more attention to the sensitivities of states.  
Before discussing some of the important steps taken by the current 
government towards redefining centre-state relations, it would be important to 
point out that the BJP’s Manifesto of 2014 laid a significant thrust on 
strengthening ties between New Delhi and the States.  

The manifesto made mention of: 

(1) ‘Harmonising Centre-state relations by evolving model of 
national development driven by the states’. 

(2) ‘Setting up a Team India initiative which will include the PM and 
CMs as equal partners’. 

(3) ‘Ensure fiscal autonomy of states and creation of regional 
councils of states of common problems and concerns 

(4) ‘National Development Council and Inter-state Council will be 
revived and made into active body. 

(5)  Involving state governments in promotion of foreign trade and 
commerce. 

Tridivesh Singh 
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After taking over as PM, Modi on more than one occasion has unequivocally stated that his 
government is committed  to ‘Cooperative Federalism’ as well as ‘Competitive Federalism’. While 
the former refers to a constructive relationship between the Central Government and State 
Government, ‘Competitive Federalism’ refers to the need for healthy economic competition 
between states. 

If one were to look at the significant steps taken in the direction of Cooperative Federalism, they 
include the abolition of the Planning Commission, and replacing it with Niti Aayog (National 
Information to Transform India), a think-tank Chaired by the PM. The Planning Commission set up 
in 1950, which facilitated India’s model of economic planning  -- adopted by India’s first PM 
Jawahar Lal Nehru. The Commission was responsible for allocating central funds to states. A 
number of states often complained about the Commission’s approach, saying that it was out of sync 
with the changing times. As Chief Minister of Gujarat too Modi had been critical of Planning 
Commission arguing that it was not in sync with the current economic system in India.  

“States do not want to be mere appendages of the Centre… They seek a decisive say in determining 
the architecture of economic growth and development.” 

The Niti Aayog is chaired by and Chief Ministers of states are also key stakeholders in this.  A 
number of important sub-groups of Chief Ministers have been set up for pushing forward key 
policies of the government, such as Skill India and Swacch Bharat (Clean India).  

The second important step which has been taken is states are free to make expenditures on welfare 
schemes in a way they desire, the Niti Aayog which replaced the Planning Commission has no role 
in determining the states expenditures. State Government often complained that New Delhi 
followed a one size fits all towards states, and that the allocation of finances for welfare schemes 
was not appropriate. 

State Goverments in Indian Foreign Policy and ‘Competitive Federalism’ 

The Modi government has pitched for a greater role for states not just in the context of domestic 
policy, but also foreign policy. He has sought to make them partners in his mission of seeking 
Foreign Direct Investment, and as mentioned earlier he has urged them to compete with each other. 
During his visit to China in 2015, Modi along with his Chinese counterpart Li Keqiang inaugurated 
the India-China Forum of State Provincial leaders. A number of CMs have visited China in the past 
two years. While CM of Andhra Pradesh has visited China in 2015 and 2016, the Madhya Pradesh 
CM also visited in June 2016. Interestingly, these visits co-incided  with tensions at the national 
level between both countries in June 2016, since China opposed India’s entry into the Nuclear 
Suppliers group (NSG). 
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It would be pertinent to point out, that before Modi too there was a realization in India that states 
need to be active participants in foreign policy. There were two reasons for this, economic 
liberalization in 1991 and the rise of regional parties. 

In the late 1990’s Chandrababu Naidu (current CM of Andhra Pradesh) then CM of Andhra Pradesh 
took the lead in promoting his state as an investment destination. Hyderabad now the capital of 
Telangana managed to attract many giants and was in fact named ‘Cyberabad’. Modi as CM of 
Gujarat too was pro-active in reaching out to many countries including China, Japan and 
Singapore. The Vibrant Gujarat Summit which began in 2003 played a key role in promoting 
Gujarat as an important investment destination.  

One of the interesting developments in the past two years has been that it is not just economically 
prosperous states like Maharashtra, Gujarat. Tamil Nadu and Haryana which are laying greater 
emphasis on reaching out to investors, but also those such as Madhya Pradesh, Rajasthan, West 
Bengal and Orissa which for very long lagged behind.  While West Bengal organized an investors 
Summit in February 2015, Rajasthan organized an Investors Summit in 2015, and is also trying to 
learn from successes of countries like Singapore  in areas like skill development and education. PM 
Modi inaugurated the investors summit organized by Madhya Pradesh in October 2014, the 
Finance Minister Arun Jaitley inaugurated The West Bengal Investors Summit in 2015. This sent a 
positive message because West Bengal is currently governed by the Trinamool Congress, with the 
Chief Minister being Mamata Banerjee, which is not a BJP partner.  Apart from investors Summits, 
State governments are also working closely with the Centre in promotion of schemes like ‘Make in 
India’ which seek to make India a manufacturing hub. The state of Orissa recently organized a 
Make in India Summit which again was inaugurated by the Finance Minister. The state managed to 
draw a significant sum of money through this summit. Apart from seeking FDI, Orissa is also 
seeking to rekindle historical ties with Indonesia and enhance people to people contact. Initiatives 
by Eastern India and North Eastern India are crucial. The Modi government has on more than one 
occasion reiterated its commitment to ‘equitable growth’. While the overtures being made by states 
are welcome it is important to keep a close eye on whether these efforts are yielding positive results 

Rapport between New Delhi and States  

So far the government has been able to establish a good relationship with some Non-Congress 
CM’s and was also able to get the support of states, such as West Bengal and Tamil Nadu for 
passing the Goods and Services Tax GST bill. The PM has also been able to establish a strong 
rapport with the Telangana CM. Post demonetisation of 86 percent of the Indian currency, while 
some of the Non-BJP CM’s have taken an aggressive stance others like Orissa CM, Naveen 
Pattanaik and even Nitish Kumar, CM of Bihar have defended it in principal. States like Andhra 
Pradesh and Telangana are also working with the centre to promote a digitalised and less cash 
economy one of the objectives  
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While some impressive steps have been taken in the direction of improvement of Centre-State ties, 
a few points need to be flagged. 

First, one of the key objectives of both cooperative and competitive federalism is to draw 
investment not just to the already progressive states like Maharashtra, Tamil Nadu, Andhra 
Pradesh, Karnataka and Haryana but also to states which have been lagging behind. While there 
has been a rise in FDI, it is clearly evident that a handful of states which have been attracting FDI. 
It remains to be seen whether the efforts of other states are successful. 

Second, domestic politics could act as a roadbloc to the desire of ‘Cooperative Federalism’. While 
the Modi government has been able to strong  relationship with regional leaders like  Naveen 
Pattanaik (Biju Janata Dal) who is CM of Orissa, and Nitish Kumar who supported demonetization 
of the currency and it is working closely with Andhra Pradesh and Telangana there is a tense 
relationship with not just Congress Chief Ministers, but also those like Mamata Banerjee in the 
aftermath of Demonetisation.  

Third,  there may be limits to ‘Competitive Federalism’, it is not individual states which are 
emerging as economic hubs, but there are a number of economic belts across states. Some of the 
key economic belts run in Southern India (between Karnataka-Tamil Nadu), Western India 
(between Maharashtra and Gujarat) and in the NCR region from Delhi-Gurgaon (Haryana). Apart 
from this,  places like Chittoor in AP (Andhra Pradesh) , which borders Tamil Nadu,  is emerging 
as an investment destination. While currently, Tamil Nadu is viewing this as a threat in future, there 
is space for both states to cooperate not just in infrastructural projects but also create an industrial 
belt which benefits both states. In such a situation, there is need for states to work jointly and rise 
above politics.  

Finally, states need to learn from each other’s best practices. While states do join hands on certain 
issues, seldom have serious efforts been made by the centre and states in such a direction.  

In conclusion, some interesting ideas have been put forth for promoting a more constructive centre-
state relationship, but the possibility of politics emerging as  a roadbloc can not be ruled out. Also, 
India is a complex country where the economic landscape is constantly changing, there is a 
perpetual need for imaginative and fresh ideas.  

Biography of the author  
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