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Republic of India

GEORGE MATHEW AND RAKESH HOOJA

Although community governance has existed in India since ancient times,
local self-governments in modern form were introduced only in the late
nineteenth century during British rule, and it took independent India
more than four decades to accord constitutional status to rural local gov-
ernments (panchayats) and urban local governments (municipalities). This
chapter examines the evolution of local government as an institution and
discusses the current system in India as well as the two key constitutional
amendments that led to the empowerment of local government institu-
tions. It also examines the impact of this change on India’s polity, gover-
nance, and socio-economic development. The chapter concludes with an
analysis of the functioning, deficiencies, and prospects for the future of lo-
cal government. Despite numerous developments — whether constitutional
Acts and statutes or government orders — state governments, members of
Parliament and state assemblies, and political elites have strongly resisted
any move to increase the powers and autonomy of local governments. In
sum, although the local bodies are defined in the Constitution as “institu-
tions of self-government,” they do not function as such in practice.

India became independent from British rule on 15 August 194/ with a ter-
ritory spanning 3,287,260 square kilometres, making it the seventh largest
country in the world. India is the second most populous country in the world
with a population of 1.4 billion (200%). According to the Census of India
(2001), 72.2% of India’s population live in rural areas and 27.8% dwell in ur-
ban areas. The population comprises 85% Hindus, 13.4% Muslims, 2.3%
Christians, 1.9% Sikhs, 0.8% Buddhists, 0.4% Jains, and 0.6% others. It is a
country with striking ethnic, cultural, and religious diversity.' India has an ex-
panding economy with a growth rate of over 9.4% (2007). It is the fourth
largest economy in the world after the United States, China, and Japan in
terms of purchasing power parity (pPP). Itis the tenth largest economy in the
world in dollar terms with a gross domestic product (cpp) of US$1 trillion.
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Currently, the Republic of India is a union of twenty-eight states — with
populations varying from 0.6 million to 170 million — and seven Union Ter-
ritories.” The states differ vastly in terms of their natural resource endow-
ment, development, language, ethnicity, and political culture. The Census of
India (2001) lists 114 spoken languages, 22 of which have official constitu-
tional status. Hindi is the official language of the Union, and provision exists
for the continuation of the use of English for official purposes.

India is a parliamentary democracy with a multiparty system.3 There is a
bicameral Union legislature. The members of the lower house of Parlia-
ment, known as the Lok Sabha (House of the People), are elected directly
by the people. The members of the upper house, the Rajya Sabha (House
of the States), are elected by the state assemblies through a proportional
representation system.

The president of India is elected by the members of Parliament as well as
the state assemblies. The prime minister can be from the lower or upper
house of Parliament and is elected in accordance with the Westminster
parliamentary system. The states have their own elected legislatures; of
these, five — Bihar, Maharashtra, Karnataka, Uttar Pradesh, and Jammu and
Kashmir — are bicameral. The chief minister of each state is elected by the
legislators of the political party or the coalition that commands a majority.

The entire electoral machinery functions under the Election Commis-
sion of India, which possesses autonomy of functioning under Article §24
of the Constitution. The Election Commission, as an impartial, autono-
mous body, plays a significant role in strengthening democratic practices
and conventions in the country. It enforces a code of conduct at the time
of each election to ensure a free and fair election. The commission is re-
sponsible for the elections of the Union bodies — president, vice president,
and Parliament (Lok Sabha and Rajya Sabha) — and the legislatures of the
states and Union Territories. Local government elections are conducted
through state election commissions.

The Indian National Congress, which fought for India’s independence,
dominated the political scene for several decades. It was the ruling party in
the Union arena and in almost all the states for nearly a quarter-century af-
ter the first general election of 1952. Since the mid-197o0s, coalition gov-
ernments have become the norm, both in the Union arena and in the
states. There are 886 registered political parties in India, of which the Elec-
tion Commission of India recognizes 6 as national and 54 as state parties.

Despite the occasional fractured mandate and the interplay of caste, reli-
gion, and region, the workings of the multiparty parliamentary system have
resulted in an inherent resilience of a democratic political culture that is em-
bedded in the broad framework of a constitutional scheme. Moreover, the
role played by regional parties in several states and their decisive say in the
affairs of the Union (due to the strength of their numbers in Parliament and
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state legislatures) have strengthened the federal structure of India. The
states have progressively asserted their autonomy within the existing system
while asking for more powers; consequently, the Union is more attentive
now than ever to the political sensibilities of the subnational units.

India is a federal republic, but the term “federal” does not appear in the
Constitution. The Supreme Court of India has used “federal” to character-
ize the “basic structure” of the Constitution, and this structure was de-
clared by the Supreme Court in 1974 to be unamendable.

For a vast country like India, administering the states and Union Territo-
ries, which have expansive and, at times, bewildering diversities, is a daunt-
ing task. The Seventh Schedule of the Constitution outlines the division of
legislative jurisdiction between the Union of India and the states. The
Union List includes matters such as defence, foreign affairs, foreign juris-
dictions, citizenship, railways, posts and telegraphs, telephones, wireless,
broadcasting and other like forms of communication, airways, banking,
coinage, currency, and Union duties and taxes. The State List includes, for
example, public order, police, public health, local government, agricul-
ture, land, rights in or over land, land tenures, land improvement, alien-
ation of agricultural land, fisheries, markets and fairs, money lending and
money lenders, and relief of agricultural indebtedness, as well as certain
duties and taxes. The Concurrent List includes items on which the Union
and the states can act, such as criminal law, criminal procedure, adminis-
tration of justice, constitution and organization of all courts (except the
Supreme Court and the high courts), marriage and divorce, adoption,
wills, forests, economic and social planning, population control and family
planning, social insurance, and the welfare of workers.

The residual legislative power rests with the Union Parliament, which has
exclusive power to make any law with respect to any matter not enumerated
in the Concurrent List or State List. It may be noted that Parliament can
make laws with respect to any matter enumerated in the State List if it be-
comes necessary or expedient to do so in the national interest. The Constitu-
tion provides that nothing prevents Parliament from making at any time any
law with respect to a State List matter, including a law adding to, amending,
varying, or repealing the law so made by the legislature of a state.

Each state government has districts as its basic unit of administration. A
district is a territorial unit that hosts almost all state agencies and depart-
ments while serving as the point of interaction between the government
and the citizen. India has 607 districts, of which 55 have populations that
are more than half urban. The populations of districts vary from o.2 mil-
lion to 2 million, and the areas of districts vary significantly. The district
collector (also referred to as deputy commissioner or district magistrate in
some states), an office of the Indian Administrative Service (1As), is the ad-
ministrative head, or fulcrum, with responsibility for coordination and
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supervision of a number of district offices. In fact, the office of collector
was initially assigned a pivotal position in local administration by the Brit-
ish in 1786. All local bodies in India exist at district or subdistrict levels.4

Mechanisms of intergovernmental relations include the National Devel-
opment Council (NDC), set up in 1952 by a Cabinet resolution to consider
matters relating to economic development and fiscal policy, and the
Inter-State Council (1sc). The 1sc was set up under Article 269 of the
Constitution on 28 May 1990 by a presidential order to look into better
coordination of policy and action between the Union and the states.
There has, however, been debate about how to facilitate fuller utilization of
the potential of these institutions.>

The legal system is based on English common law. The Constitution
provides for a single integrated judicial system at the central level. At the
apex is the Supreme Court. The chief justice of India is appointed by
the president on the recommendation of the prime minister. There are
twenty-five judges of the Supreme Court, who are also appointed by
the president on the recommendation of the chief justice. The Supreme
Court is the protector of the fundamental rights of the citizens and the
guardian of the Constitution.

The judiciary is an independent institution and enjoys considerable trust
of the people. The Constitution confers on the Supreme Court the power
to declare any legislation of Parliament unconstitutional, thereby creating
an important check on the government of the day and ensuring the su-
premacy of the Constitution.

The independent working of some of the national statutory commis-
sions, such as the National Human Rights Commission, the National
Women’s Commission, and the National Minority Commission, has added
to the vitality of India’s democratic system. The media also enjoy full free-
dom and autonomy. The free media have given Indian democracy an insti-
tutional depth and vibrancy.

HISTORY, STRUCTURES, AND INSTITUTIONS
OF LOCAL GOVERNMENT

The history of the panchayat (meaning “assembly of five persons”), which
looked after the affairs of the village, stems from ancient India. The
panchayats had both policing and judicial powers. Prevailing custom and
religion elevated them to a sacred position of authority at the head of the
hierarchical caste system, where they ensured that persons belonging to a
particular caste adhered to its code of social conduct and ethics. Although
this was a general pattern in the Indo-Gangetic plains in the North, the vil-
lage panchayats in southern India generally each had a village assembly
whose executive body consisted of representatives from various groups and
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castes. These village bodies, in both the North and the South, have been
the pivot of administration, the centre of social life, and above all, a focus
of social solidarity. These characteristics of the village panchayats remained
unchanged even during the medieval and Mughal periods. Although, with
their caste-ridden feudal structure of those days, the village panchayats left
much to be desired, Sir Charles Metcalfe, the British provisional governor
general of India (1835-36), called them “the little republics.”®

The municipal council for towns in India, in the sense of an accountable
institution, was the creation of British colonial rule. The British were con-
centrated mainly around the trading centres. As a result, their interest was
limited to the creation of local governments of nominated (and not elected)
members in the major towns for purposes of revenue collection. The mem-
bers were nominated by the district collector on behalf of the provincial gov-
ernments. Thus, as early as 1687, a municipal corporation was set up in
Madras, structured on the British model of the town council. Representing
local government of a sort, these bodies continued over the years to com-
prise nominated members, with no elective element whatsoever.

After the first municipality came into being, it took the British rulers
nearly 200 years to pass a resolution for decentralization of power, thereby
bringing about administrative efficiency in meeting the demands of the
people, and to add to the financial resources available to local govern-
ment. Although this resolution by Viceroy Lord Mayo’s council in 1870
was largely a result of fiscal compulsion, it was nevertheless a landmark de-
velopment. Another landmark in the same year was the revival of the tradi-
tional village panchayat system in Bengal through the Bengal Chowkidari
Act. This Act empowered district magistrates to set up panchayats of nomi-
nated members in the villages who could levy and collect taxes to pay for
the watchmen engaged by them.

Another milestone was the British government resolution of 18 May 1882,
passed during the viceroyalty of Lord Ripon. It provided for the establish-
ment of rural local boards, two-thirds of whose members were to be elected
representatives, presided over by nonofficial chairmen. This marked the pe-
riod during which the term “self-government” began to gain currency.

In 1909 the Royal Commission on Decentralisation, constituted by the
British government, recommended that “it is most desirable, alike in the in-
terests of decentralisation and in order to associate the people with the local
tasks of administration, that an attempt should be made to constitute and
develop village Panchayats for the administration of local village affairs.”
However, the commission visualized certain difficulties with regard to the
success of local governments because of “caste and religious disputes” or
the influence of the landlords with large estates, which “may prevent free
action by the tenantry.” The conclusion of the commission, however, was
that these difficulties were “far from insurmountable.””
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Furthermore, the Montagu-Chelmsford Reforms of 1919 continued the
process of decentralization. Under the proposed scheme of diarchy, areas
such as public health, education, and local self-government were to be
brought under the domain of Indian ministers in the provinces. To make
local self-governments fully representative and responsible, it was envi-
sioned that they would be subject to complete popular control.

By 1925, in almost all provinces and in a number of native states, Acts
were passed for the establishment of formally constituted panchayats. These
statutory panchayats covered a limited number of villages and generally had
a limited number of functions.

The Government of India Act 1955, which inaugurated provincial auton-
omy, marked another important stage in the evolution of panchayats. With
popularly elected governments in the provinces, almost all provincial admin-
istrations felt duty bound to enact legislation for further democratization of
local self-government institutions, including the village panchayats.®

It must be noted that village panchayats were central to the ideological
framework of India’s freedom movement. Mahatma Gandhi defined his
vision of village panchayats as a complete republic based on perfect de-
mocracy and individual freedom.? Despite this strong ideological frame-
work, when the Constitution of India was written, panchayals were
relegated to a place in the Directive Principles of State Policy,'® which are
nonjusticiable principles.

India’s development in the early 1gros ignored Gandhi’s idea of
panchayats. The folly of this approach was soon realized. The 1957 report
of the Team for the Study of Community Projects and National Extension
Service recommended that “participation in community works should be
organised through statutory representative bodies.”'! This provided impe-
tus to address the prevailing vacuum and accelerated the pace at which lo-
cal governments were constituted in all the states.

Prime Minister Jawaharlal Nehru inaugurated the first panchayat at Na-
gaur in the State of Rajasthan on 2 October 1959, hailing the system as
“the most revolutionary and historical step in the context of new India.”**
The thinking in India was then that democracy at the top would not be a
success unless it was built from below. S.K. Dey, minister for community de-
velopment in Nehru’s Cabinet and the architect of panchayats, viewed de-
mocracy as arising from an organic and intimate relationship between the
gram sabha (village assembly) and the Lok Sabha.

By 1959 nearly all the states had passed panchayat legislation, and by the
mid-1960s panchayats had reached almost all parts of the country. On aver-
age, a panchayat covered a population of about 2,400 in two to three vil-
lages. Younger and better leadership was emerging in the local
governments, whose functioning was met with a fairly high degree of satis-
faction among the people.
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The 1978 report of the Committee on Panchayati Raj Institutions,
which suggested measures to strengthen the rural local governments in
order to enable a decentralized system of planning and development, was
a turning point in the concept and practice of panchayats. It was a seminal
document seeking to make panchayats an organic, integral part of India’s
democratic process.

The West Bengal government in 1978, followed by the states of Andhra
Pradesh, Jammu and Kashmir, and Karnataka, revised their panchayat Acts
and gave new life to the panchayats. During this phase, the panchayat was
transformed from a development agency into a political institution.

The prerequisites for panchayats and municipalities to function as institu-
tions of self-government are (1) clearly demarcated areas of jurisdiction, (2)
adequate power and authority commensurate with responsibilities, () neces-
sary human and financial resources to manage their affairs, and (4) functional
autonomy within the federal structure. This could not, however, be achieved
in full measure because the local governments were not designated a place in
the operational part of the Constitution. Therefore, drawing from the lessons
and experiences of about four decades, the 79rd and 74th Amendments to
the Constitution came into effect in April and May 199g. They marked a re-
markable transformation in the nature and substance of the local government
system in the country. The adoption and content of these two amendments
will be examined in the following section.

The focus on decentralization and urban governance in India has been
an offshoot of the increasing urban population and of the concentration
of major development activities in the cities. The increase in urban popula-
tion over the decades (table 6.1) has been due to a natural increase in the
population, reclassification of new towns, and rural-urban migration.

During the period 1991—2001, the urban population grew by 31.48%.
Most of the growth occurred in the Class I cities (populations of more than
100,000). The share of Class I cities of the total urban population of the
country grew from 26% in 19o1 to 68.7% in 2001. There are 383 Class I
cities today, of which g5 are metropolitan cities with populations of 1 mil-
lion or more. The population of the metropolitan cities comprises as much
as 38% of the total urban population. Migration has been a major factor in
the growth of the urban population, especially in large cities.

Metropolitan cities are part of larger urban agglomerations having re-
gional dimensions. They encompass not only the main city, which has mu-
nicipal-corporation status, but also a number of other urban and rural local
governments surrounding the main-city corporation. The Kolkata metropol-
itan area, for example, covers not only the city of Kolkata but also forty other
municipal bodies and several panchayats spread over three adjacent districts.

The 74th Constitution Amendment Act defines a metropolitan area as
“an area having a population of one million or more comprised of one or
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Table 6.1
India: Trends in urbanization

Year Urban population  Percentage of total Percentage Percentage of
(millions) population of decadal growth contribution to GpP

1981 159.46 23.34 46.10 47

1991 217.61 25.71 36.47 55

2001 286.12 27.82 31.48 60

Source: Census of India (2001).

more districts and consisting of two or more Municipalities or Panchayats
or other contiguous areas.” The multimunicipal character is therefore an
essential requirement of a metropolitan area. According to the Census of
India (2001), thirty-two urban agglomerations with a population of 1 mil-
lion or more fulfil this criterion. The remaining three are principally
single-municipality corporations (table 6.2).

Metropolitan areas with a population above 400,000 are known as city
corporations. They have stronger institutional arrangements and better ac-
cess both to resources and to infrastructure. They have the necessary re-
sources for developmentrelated activities, and some of the municipal
corporations also have the capacity to access capital markets from domestic
as well as international sources. These are the cities that have attracted
most of the emerging business and economic activities during the past de-
cade of economic liberalization, leaving the smaller towns with extremely
limited financial and human resources to lag behind.

CONSTITUTIONAL RECOGNITION
OF LOCAL GOVERNMENTS

The experts, the activists, as well as the followers of Gandhi’s philosophy of
village republics have analyzed the Indian experience and concluded that
constitutional recognition of local governments is a necessary condition for
their effective functioning. Because there was no constitutional support for
the panchayats and municipalities in India, the state governments did not
take them seriously. Therefore, from the early 1980s, a demand for constitu-
tional recognition began to come from social activists, intellectuals, and
panchayats themselves. As a result, by the end of 1988 a subcommittee of the
Consultative Committee of Parliament for the Ministry of Rural Develop-
ment recommended that panchayats be constitutionally recognized.

It was against this backdrop that on 15 May 1989 the 64th Constitution
Amendment Bill on panchayats was introduced in Parliament,'3 followed by
the 65th Amendment Bill on municipalities on 7 August 1989. Although
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Table 6.2
India: Top ten metropolitan cities in 2001

Rank City State Population
(millions)
1 Greater Mumbai Maharashtra 16.4
2 Kolkata West Bengal 13.2
3 Delhi Delhi 12.9
4 Chennai Tamil Nadu 6.6
5 Bangalore Karnataka 5.7
6 Hyderabad Andhra Pradesh 5.7
7 Ahmedabad Gujarat 4.5
8 Pune Mahashtra 3.8
9 Surat Gujarat 2.8
10 Kanpur Uttar Pradesh 2.7

Source: Government of India, Ministry of Urban Development and
Ministry of Urban Employment and Poverty Alleviation, Jawaharlal
Nehru National Urban Renewal Mission (J]NNURM), 2005.

the 1989 bills were a welcome step, there was serious opposition to them
on two basic grounds as a result of their political overtones. First, the bills
overlooked the states and were seen as an instrument of the Union to deal
directly with the local government institutions. Second, the bills were im-
posing a uniform pattern throughout the country instead of permitting in-
dividual states to legislate the details, keeping in mind the local
circumstances. The bills failed to meet the required majority by three votes
in the upper house on 19 October 1989.

By 1991 all political parties through their statements and manifestos sup-
ported a constitutional amendment to strengthen panchayats, and a pro-
panchayati raj climate was created in the country. On 29 December 1gg2 two
Constitution amendment bills — one for the panchayats and the other for the
municipalities — were passed by Parliament. They came into force as the Con-
stitution (79rd Amendment) Act 1992 on 24 April 1993 for the panchayats
and as the Constitution (74th Amendment) Act 1992 for the municipalities
on 1 June 1993. The 73rd Amendment provided for each state to constitute
panchayats at village, intermediate, and district levels, and the 74th Amend-
ment provided for the constitution by individual states of nagar (or urban)
panchayats for areas in transition from a rural to an urban character, munici-
pal councils (often popularly referred to as town municipalities) for smaller
urban areas, and municipal corporations (also at times referred to as city
corporations) for large urban areas. In many states, such local bodies were
already in existence before the state enacted implementing Acts.



176 George Mathew and Rakesh Hooja

Today, there are prg7 district panchayals, 6,094 block/ tehsil/ mandal
panchayats at the intermediate level, and 23,293 village panchayats in rural In-
dia. The urban local governments, which cater to about 0% of the popula-
tion, are classified according to the size of the urban population, structures,
and economic conditions. The total number of urban local governments is
3,551. Of these, 2,009 are nagar panchayats for areas in transition from rural
to urban, 1,450 are municipal councils for smaller urban areas, and 112 mu-
nicipal (city) corporations serve the larger urban areas.

There are sixty-four cantonment boards, equivalent to a local municipal
body, for areas controlled by the military. These boards function under the
aegis of the Ministry of Defence. The cantonment boards are statutory
bodies having a mix of ex-officio members, nominated members, and
elected members.

It may be noted here that in Jammu and Kashmir, the Acts enacted by Par-
liament do not apply unless the state legislature passes them. The State
Panchayat Act of Jammu and Kashmir 1989 was amended twice, on 15 Janu-
ary 2002 and subsequently on 17 December 2004, to include the features of
the 73rd Amendment to the Constitution. Also, provisions of the Constitu-
tion amendment Acts do not apply to the tribal areas mentioned in the Fifth
and Sixth Schedules of the Constitution, as they are entitled to special privi-
leges and status. Under the Sixth Schedule, in the states of Meghalaya,
Mizoram, and Nagaland, as well as in the hill areas of Manipur, the tradi-
tional tribal-village and district councils work as local governments. However,
they do not have the economic and political advantages enjoyed by the
panchyati raj governments in the rest of the country. They have limited funds
and are under no obligation to hold regular elections and reserve seats for
women. Moreover, they are dominated by bureaucrats.

Fifth Schedule areas are in the states of Andhra Pradesh, Bihar, Chattisgarh,
Gujarat, Himachal Pradesh, Jharkhand, Madhya Pradesh, Maharashtra,
Orissa, and Rajasthan.'4 Parliament extended the 73rd Amendment Act to
these areas on 24 December 1996 by legislating the Panchayats (Extension to
the Scheduled Areas) Act 1996. The Extension Act is notable for the vast pow-
ers given to the tribal local governments.

Thus the journey of India’s local government system from the “local self-
government” idea of Lord Ripon to the “institutions of self-government”
concept in the Constitution took more than a century.

Because the constitutional amendments opened possibilities for fulfill-
ing these conditions, the new panchayati raj was seen as the “third order of
governance,” the Union and the states being the first and second orders,
respectively. An important aspect of the Constitution amendment Acts is
that the democratic base of the Indian polity has widened. Before the
amendments, the democratic structure, through elected representatives,
was restricted to the two houses of Parliament, the state assemblies, and the
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assemblies of the Union Territories. The magnitude of the institutions of
local government is best appreciated in the context of the governance in-
stitutions of the Union and states (fig. 6.1).

GOVERNANCE ROLE OF LOCAL GOVERNMENT

The 79rd Amendment empowered the states to “endow Panchayats with
such powers and authority as may be necessary to enable them to function
as institutions of self-government.”'> Such a law “may contain provisions of
the devolution of powers and responsibilities upon Panchayats at the ap-
propriate level, subject to such conditions as may be specified therein with
respect” to the preparation and implementation of plans and schemes “for
economic development and social justice” in respect of the twenty-nine
subjects listed in the Eleventh Schedule.'® A similar provision applied to
municipalities in respect of eighteen subjects.'?

Subjects brought under the domain of the panchayats include economic
development, employment generation, poverty alleviation, education,
health, social welfare (including women and child development), and infra-
structure development. Subjects brought under the domain of municipalities
are urban planning, including town planning; planning for economic and
social development; roads and bridges; water supply for domestic, industrial,
and commercial purposes; public health, sanitation conservancy, and solid-
waste management; urban poverty alleviation; and public amenities, includ-
ing street lighting, parking lots, bus stops, and public conveniences.

The subjects for the panchayats are specific to rural areas, and the sub-
jects suggested for municipalities are applicable only in the urban con-
text. Because there is a wide gap between urban and rural India, these
differences are significant, and the specially applicable subjects are there-
fore allocated to the panchayats and municipalities on the basis of geo-
graphical area.

Although forty-seven subjects are thus listed to be transferred to the
panchayats and the municipalities, no state has yet transferred all these pow-
ers to the local bodies. A major problem regarding the transfer of functions
from a state government to local government institutions is the nature of the
subjects. The subjects are so broad in scope that in certain instances all the
spheres of government — Union, state, and local — will have to undertake
some implementing responsibility in varying degrees. Furthermore, no
power has been given outside the subjects listed in the Eleventh and Twelfth
Schedules. Except in a few states, the local bodies and their elected members
do not have adequate assigned functions; nor do they have sufficient func-
tionaries and funds provided by the state governments.

The total expenditure of local governments as a proportion of the com-
bined expenditure of the Union, states, and local governments amounted
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Figure 6.1
India: Local government system under federal polity

Union of India
(first order)
Two Houses of Parliament:
Lok Sabha (EM - 543) and Rajya Sabha (EM - 250)
Total: EM - 793

States and Union Territories
(second order)
28 states and 7 Union Territories®
Total: EM — 4,508

@ Local governments (third order)
NS
A

=

All panchayats: 239,544
EM - 2,828,779
WM - 1,038,989

WP - 79,378
SC/ST - 853,931

Municipalities’ urban local
bodies at all levels: 3,551
EM - 68,554

f

District panchayats: 537

EM - 15694
WM - 5779
WP - 198

City corporations: 112
WP - 34

f

Intermediate panchayals: 6,094
EM - 156,609
WM - 58,094
WP -1,970

Town municipalities: 1,430P
WP - 476

*

Village panchayats: 232,913
EM - 2,656,476
WM -975,116
WP - 77,210

Nagar panchayats: 2,009
WP - 670

?

Gram sabha (village assembly)

Ward committees

| Autonomous councils for tribal and special areas® |

EM = elected members, WM = women members, WP = women presidents, SC/ST = Scheduled Caste and
Scheduled Tribe members.

# Of seven Union Territories, only two have an assembly.

b Smaller urban area: population under 00,000.

¢ Autonomous councils have been created in West Bengal, Jammu and Kashmir, and Assam for the adminis-

tration and development of tribal areas with special features, but they also have statutory local governments.
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to 6.4% in 1998-99 and 5.1 % in 2002-03. The decline in the expenditure
of panchayats (which covers nearly 70% of the population) from 3.9% in
1998-99 to §.3% in 2002-03g is a matter of concern.'®

Institutions of Local Government

The institutional arrangement of local authorities varies according to the
type of institution, but there are some common features. For rural local gov-
ernments, there is a three-tier system at the village, intermediate (block/ ta-
luk), and district levels. Smaller states with a population below 2 million have
only two tiers at the village and district levels. Seats at all levels are filled by
direct election, and seats are reserved for the Scheduled Castes (scs) and
Scheduled Tribes (sTs) in proportion to their population. One-third of the
total number of seats is reserved for women. One-third of the seats reserved
for scs and sTs are also reserved for women. Moreover, one-third of the of-
fices of chairpersons at all levels is reserved for women. For all local govern-
ments, there is a uniform five-year term of office, and elections to constitute
new bodies must be completed before the expiry of the term. In the event of
dissolution, elections must be held within six months.

An independent election commission in each state is responsible for su-
perintendence, direction, and control of the electoral rolls and for con-
ducting local government elections. Although responsibility for changing
the size/boundaries of a panchayat rests with the state government, some
states have delegated the power to their state election commission.

Provisions for an assembly of all eligible voters in a panchayat, popularly
known as a gram sabha, and for the ward committees in the municipalities
are aimed at ensuring direct democracy. These forums offer equal oppor-
tunity to all the citizens of a village or town to discuss, criticize, and ap-
prove or reject proposals of the local governments and to assess their past
performance. The village assembly also has the power to identify beneficia-
ries of various poverty-alleviation programs, propose an annual plan, dis-
cuss budget and audit reports, and review progress. It is a grassroots
watchdog of democracy. The village assemblies and ward committees are
statutory bodies, and they are expected to meet at least three times a year.
However, they have not been able to achieve the status and position they
should have attained by now because most state governments have failed to
devolve specific functions to village assemblies and ward committees that
would enable them to play a significant role in local self-government.

There is no local government staff cadre for a panchayat. Only the lowest-
level functionaries are directly recruited or paid by the local governments.
All other functionaries are deputed state government employees working
in various departments of the government. There is a strong demand to
create local government staff cadre at various levels, but this is yet to be im-
plemented in practice.
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The executive power of the panchayats rests with the president or chair-
person at all three levels. He or she, in consultation with council members,
acts as a political executive. A village panchayat, which is the first level, has a
population size ranging from 1,200 in Punjab to 15,000 in West Bengal
and up to 30,000 in Kerala. The intermediate-level panchayats are elected
directly, with members electing the chairperson. The average membership
of the intermediate panchayats is between fifteen and twenty persons.

Mayors and councillors are not full-time officials,'® so they do not re-
ceive salaries or wages, nor do they have pension benefits. The social status
and power associated with the posts, however, are more significant than the
remuneration they receive, which is meagre, although they have perks and
staff as well as meeting and transport allowances, which vary from state to
state. Many people get elected again and again, and local elected offices
are becoming stepping stones for those who want to get elected to state as-
semblies and the Union Parliament.

Historically, the commissioner system (popularly known as the Bombay
Model) has been developed for managing municipal corporations. Under
this system, the state-appointed commissioner, by virtue of his or her posi-
tion as the administrative head and due to his or her statutory position in
the municipal authority structure, wields enormous executive power. The
mayor, unlike his or her Western counterparts, is devoid of powers and au-
thority to decide on the municipal agenda. He or she remains merely a cer-
emonial head. There is no democratic control over the commissioner. The
municipal statutes provide the commissioner with enough power to work
independently in discharging municipal tasks and to cover a wide range of
subjects. The elected councillors principally have advisory roles and dis-
charge these roles through various standing committees. Even though
such committees can make decisions on certain matters, they have no au-
thority to oversee execution of the decisions. Such power rests with the
commissioner, who draws his or her authority from the statute itself. The
elected councillors can only draw the attention of the executives to any
lapse in the implementation of municipal tasks.

For the past several decades, voices have been raised, especially by the
All India Council of Mayors (A1cM), against such a bureaucratic authority
structure because it marginalizes the mayor. The emergence of the mayor-
in-council (M1c) system for municipal governance, which is modelled on
the cabinet system of government, was a response to the essentially bureau-
cratic nature of municipal government.

West Bengal was the first state to deviate from the Bombay Model and to
introduce the MI1GC system in the Kolkata Municipal Corporation (KMC) and
the Howrah Municipal Corporation (HMmc) through the Kolkata and How-
rah Municipal Corporation Acts of 1980. The M1c was constituted in Kolkata
and neighbouring Howrah for the first time after the municipal elections in
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1984. The xMmc is the body corporate with 141 elected members. The MIcC is
composed of the mayor, deputy mayor, and ten elected councillors of the cor-
poration nominated by the mayor. The corporation elects the mayor and the
chairperson at its first meeting. The mayor has a five-year tenure and is the
administrative head entrusted with the power and authority to run the corpo-
ration and provide guidance and supervision through his or her mayor-in-
council. The chairperson functions like the speaker of the state assembly and
presides over the meetings of the corporation. The mayoralty of the xmc,
even though not subject to direct election, has emerged as an effective and
strong position, unlike in Mumbai and Delhi. The kmMC’s mayor has a very
crucial role to play in the day-to-day administration of the corporation.

Each member of the MIC is in charge of a certain functional department
and serves as its administrative head. The officials of the department report to
him or her. All important decisions are made by the M1C at weekly meetings.

Because of the MIc system, the KMC is not required to have various statu-
tory and special committees for decision making, as is the case in other
metropolitan cities like Chennai, Delhi, and Mumbai. It has only one statu-
tory committee, the Municipal Accounts Committee (MAC), consisting of
five to seven persons elected from among the councillors by themselves (by
means of a single transferable vote) and two experts with special knowl-
edge of financial matters. As a separate statutory body, it oversees the func-
tions of the MIC to ensure financial propriety.

West Bengal introduced the MIcC system to other municipal corporations
in 1995 and extended it to other municipalities through a similar system,
that of the chairperson-in-council.

In Madhya Pradesh the mayor-in-council system for corporations and
the president-in-council system for other municipalities were introduced in
1998. The mayor is elected directly by the people. The ten M1C members
are selected by the mayor from among the elected councillors. The post of
the deputy mayor has been replaced by that of speaker of the corporation,
who presides over all the meetings of the corporation, including M1C meet-
ings. In 1998 the M1c was introduced in Maharashtra in the two municipal
corporations of Mumbai and Nagpur on an experimental basis for one
year, but it was discontinued after the initial period. The corporations re-
verted to the old Bombay Model in 1999.*°

Delhi, the capital city of the country, was designated the National Capi-
tal Territory (NcT) of Delhi in 1995 by the National Capital Territory
Act 1991. The population of Delhi, as per the Census of India (2001), is
13.8 million, of which the urban population constitutes g3 %. The capital
city’s governance is shared between the Union government and the state
government. The Delhi Jal (Water) Board, a parastatal body, is responsi-
ble for water supply, sanitation, and drainage. Electricity is provided
through a public-private partnership.
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The NcT of Delhi has an area of 1,483 square kilometres. Three local
bodies look after the civic needs of Delhi: the Municipal Corporation of
Delhi (mcp) (1,397.3 km?), the New Delhi Municipal Corporation
(NpMC) (42.7 km?), and the Delhi Cantonment Board (pcB) (approxi-
mately 49 km?). The McD is an elected body, and the NpDMC and the pcB
are nominated by two ministries of the Union government: Home Affairs
and Defence, respectively. Whereas the executive head of the mcp is the
municipal commissioner, the NpMc and the pcs are headed by the chair-
person and the chief executive officer, respectively. The chief executives of
the Mcp and NDMC are appointed by the Ministry of Home Affairs,
whereas that of the pDCB is appointed by the Ministry of Defence.

The chief minister and the ministers of health and urban development
in the NcT government do have some responsibilities to ensure that basic
civic services are provided satisfactorily in the capital so that public health
and hygiene are maintained. In other respects, the Delhi state government
functions like the government of any other state, handling power supply,
transport, industrial development, and revenue administration. However,
the planning and development of land, as well as the maintenance of law
and order, are not in the hands of the state government but are dealt with
directly by the Union government. The Delhi Development Authority,
which is the single largest landholding, planning, and development agency
in the country, works under the Union Ministry of Urban Development.

Thus institutional responsibilities are diffused in Delhi, with a multiplic-
ity of organizations having overlapping functions but no nodal agency to
ensure coordination between them. The Metropolitan Planning Commit-
tee (Mpc), discussed below, could have fulfilled the role of the nodal
agency. Delhi has to date, however, not constituted the MpcC.

There are different levels of elected representatives who share the po-
litical turf in Delhi, such as members of Parliament (%), members of the
state legislative assembly (70), and also members of the municipal corpo-
ration (160 elected and nominated). On average, a state assembly constitu-
ency in Delhi covers two municipal wards. The demands of, and expectations
from, the voters being the same, both the members of the legislative assembly
(MLAs) and the municipal councillor have to ensure that their respective sup-
port bases are maintained. Hence in Delhi, unlike in other cities, the council-
lors and the MLAs compete to secure funds for their constituencies.

The rural areas of the NcT of Delhi have a two-tier system of panchayat:
raj, the second tier being an advisory body at the block level. The
panchayats have been virtually nonfunctional in Delhi since 1989 because
after the 73rd Constitutional Amendment Act, no conformity legislation
was passed by the legislative assembly of the NcT of Delhi. Over the years,
the village panchayats in Delhi have essentially confined themselves to the
management of gaon (village) land.
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Generally, the metropolitan areas fall within one state. In the case of
Delhi, a broad area of over 30,000 square kilometres, consisting of the
NCT and a few other towns and rural areas around it, was conceived to be
developed as a metropolitan region. This is known as the National Capital
Region (NCR). This area cuts across four states, namely Uttar Pradesh,
Haryana, Rajasthan, and Delhi. A National Capital Region Planning Board
(NcrPB) has been constituted with representatives of all the above states
and others. It has the mandate to prepare plans for the development of the
metropolitan region and to coordinate and monitor implementation of
such plans. The NCRPB is a unique institution in the country, for it is en-
gaged in developing a region that is governed not only by multiple local
governments but also by several state governments and by agencies of the
Union government.

Planning for development has been an important function of the Union
and state governments ever since the first five-year plan was launched in
1951. However, a persistent criticism of the planning exercises has been
that the plans are made from above by the Union government or the state
governments, with priorities being conceived and decided, as Rajiv Gandhi
succinctly pointed out, “at ethereal heights, far removed from the realities
of the ground.”®! One of the key objectives of empowering local govern-
ment institutions through constitutional amendments was to put an end to
this “paternalistic planning” from above and to initiate a bottom-up pro-
cess that would ensure people’s participation and reflect responses to real-
ities on the ground. To realize this objective, the Constitution made two
important provisions. First, as mentioned, it mandated the panchayats and
municipalities to prepare development plans for their respective areas.
Second, under Article 243zD, it introduced a new institution called the
District Planning Committee (DPC), consisting principally of persons
elected by the members of panchayats and municipalities from among
themselves. In the ppc there may be some nominated members, who may
be drawn from among experts or social activists, but the number of such
nominated members cannot exceed one-fifth of the total. The constitu-
tional mandate for rural and urban local government planning institutions
is thus a milestone in institutionalizing decentralized planning.

The core approach is that, at the micro levels of panchayats and munici-
palities, plans are to be prepared with people’s direct participation. At the
district level, both the individual panchayat and municipal plans would be
consolidated by the ppc for preparation of the development plan for the
entire district. In preparing such a district plan,** the ppc also has to over-
see matters of common interest between panchayats and municipalities, in-
cluding spatial planning, sharing of physical and natural resources, the
integrated development of infrastructure, environmental conservation,
and assessment of the extent and type of available resources.
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A metropolitan region cuts across the jurisdiction of multiple local gov-
ernments — urban and rural. The major city within such a region exerts
considerable pressure on fringe areas in several ways. An integrated ap-
proach is necessary to address the development needs of such regions.
Against this background, Article 243ZE of the Constitution provided for
the establishment of a Metropolitan Planning Committee (Mmpc) for each
designated metropolitan area.

The Mpc is the ultimate planning organization in a metropolitan area. It
prepares a metropolitan plan after consolidating the plans of each munici-
pality and panchayat within that metropolitan area. Like the Dpc, it also
oversees matters of common interest between the rural and urban areas.
These include spatial planning, sharing of water and other physical re-
sources, integrated development of infrastructure, and environmental con-
servation. In preparing the metropolitan plan, the MpcC also takes into
account investments likely to be made in the metropolitan area by agencies
of the Government of India and of the state government.?3

Managing growth in metropolitan agglomerations involves several de-
partments and agencies of both the Union and state governments. Because
of the variety of tasks, multiple organizations have the responsibility to dis-
charge various functions; therefore, such multiplicity is inevitable. The
MPC has been conceived as an intergovernmental, interorganizational col-
laborative platform involving the local, state, and federal governments for
preparation of a development plan for a metropolitan area in association
with its main city.

Although fifteen states have metropolitan areas, only eight states (Karna-
taka, Kerala, Maharashtra, Punjab, Rajasthan, Tamil Nadu, Uttar Pradesh,
and West Bengal) have passed enabling laws for the constitution of MPCs.
The Kolkata Metropolitan area in West Bengal was the first to set up an
MPC in 2001. As a case study, let us examine its functioning.

The Kolkata Metropolitan Planning Committee (KMPC) consists of sixty
members, forty of whom are representatives elected from among all the
elected councillors of the forty municipalities and from among the chairper-
sons of the 133 village panchayats, intermediate panchayat samitis, and district
parishads within the Kolkata Metropolitan Area (KkMmA). Of these forty elected
members, six belong to rural areas and the rest to urban ones. The remain-
ing twenty members are nominated by the Union government, state govern-
ment, and other organizations related to planning and development. The
Kolkata Metropolitan Development Authority (KMDA) — a professional orga-
nization created originally for planning and implementing schemes for the
Kolkata Metropolitan Area —is the secretariat of the kKMPc, and the secretary
of the kMDA has been appointed as its secretary. The Executive Committee
of the kMPc is headed by the urban development minister of the state gov-
ernment. The kMPc has five sectoral committees for (1) drainage, sewerage,
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and sanitation; (2) traffic, transportation, railways, and waterways; (g) water
supply; (4) education, health, employment, and bustees (slums); and (5) en-
vironment, wetlands, urban amenities, and heritage.**

Apart from the local government institutions and the MpC, some other
bodies, such as the West Bengal Housing Board and the Housing and In-
frastructure Development Corporation, pursue their own programs within
the metropolitan area. Coordination between them and the MPc is an im-
portant issue. To mitigate the problem, the kMDA has formulated a vision
document and a perspective plan, which all the agencies, including the lo-
cal government institutions, have to keep in mind when preparing their
own development plans.

FINANCING LOCAL GOVERNMENT

Under the Constitution, state governments are required to endow the
panchayats and municipalities with financial powers and functional responsi-
bilities.?> It is thus the state governments that decide the fiscal resources
available to both rural and urban local governments in the form of the taxes,
duties, tolls, and fees they collect as well as the grants-in-aid they receive.

The revenue of local government may be broadly classified as deriving
from four sources: (1) the consolidated fund of the state as per the recom-
mendations of the State Finance Commission, (2) the Union government
through Union-sponsored schemes, (g) grants-in-aid as per the recommen-
dations of the Union Finance Commission, and (4) own-source revenue.

Own-source revenue contributes the least to the coffers of local govern-
ments. There are a number of taxes that local governments may impose,
with much interstate variation. By and large, the main own sources of reve-
nue for rural local governments are the professional tax, property tax, cess
(i.e., assessment over and above the existing tax) on land revenues, sur-
charge on additional stamp duty, tolls, advertisement tax, octroi (i.e., tax
on goods entering a municipality/panchayat), non-motor-vehicle tax, and
user charges. These sources contribute only 6% to 7% of their total expen-
diture. Village panchayats have powers to levy most of the taxes, but a few
items are given to intermediate and district panchayats.?® In general, the
tax base covers property, persons, and business. There are also a large
number of fees, charges, and other non-tax-revenue items.

For municipalities, the main sources of income are taxation, grants-in-
aid from the state governments, shares of taxes levied and collected by
state governments, and nontax revenue from municipal undertakings. The
taxes are mainly on property, buildings, land (including open land), vehi-
cles, animals, boats, professions, trades, callings, and employment. There is
also a terminal tax on passengers, including the pilgrimage tax, and there
is the theatre or show tax. In most states, the property tax and the share of
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receipts from the entertainment tax form the main sources of income.
Nontax revenue consists of fees, fines, and income from public undertak-
ings, such as tramways, buses, and distribution of electricity.

The finances of local governments are not in good shape. The own tax
revenue of the local governments of fifteen major states as a percentage of
these states’ own tax revenue plus local tax revenue was only §.97% in
2002-03. The own-source revenue (i.e., tax and nontax revenue) of local
governments (panchayats and municipalities) as a proportion of combined
tax and nontax revenue of the federal, state, and local governments for
1998—99 was 1.9%, and it remained so in 2002-03.

The authority of local bodies to levy taxes is determined by the state gov-
ernment concerned, which also decides whether it wants to share revenue
from certain taxes with local bodies. For example, in Kerala, stamp-duty
and land-tax revenue is shared between the local governments and state
government.

The potential for local governments to tap local revenue sources re-
mains unexploited. According to a study conducted by the Centre for De-
velopment Studies on the mobilization of resources by panchayats, even in
Kerala, which is a front-running state with regard to fiscal decentralization,
less than 40% of the revenue potential from property tax, professional tax,
and entertainment tax is mobilized.?” Andhra Pradesh, Haryana, and Pun-
jab have not yet exploited the huge potential of land-tax revenue. It may be
noted that the poor tax performance of local governments can be attrib-
uted mainly to the following factors: inadequate tax assignments, the less
elastic nature of those taxes, low tax rates imposed by the state or local gov-
ernments, the absence of adequate staff support for tax collection, and the
unviable size of village panchayats. Overall, local government institutions
are not free to change the tax policy.

The same applies to local borrowing, with local government institu-
tions having very limited borrowing powers. State governments have the
flexibility to determine the framework within which local governments
can borrow from the market. Urban local governments are permitted to
borrow from state finance institutions as well as from the market. Rural
local governments, however, do not have the freedom to borrow from the
market, but interstate variations in respect of their freedom to borrow
from the state financial institutions do exist. Some state Acts (e.g., the
Kerala Panchayati Raj Act) empower panchayats to borrow from finance
institutions, subject to clearance by the state government. In West Bengal
prior approval from the state government is not required for panchayats
to borrow from financial institutions. In a few states, panchayats are not
permitted to borrow from any financial institution. Borrowings by a mu-
nicipality were governed by the Local Authorities’ Loan Act 1914, which
specified the purposes for which local bodies may take out a loan, its
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amount, duration, repayment procedures, and so on.2® Today, several
other statutes — such as the Public Debt Act 1944 and the Companies Act
1956 — and regulations of the Securities and Exchange Board of India
control local government borrowings.

Up to the mid-19gos municipalities raised loans primarily from financial
institutions. In 1996, for the first time, the Credit Rating Information Ser-
vices of India assigned an A+ credit rating to a bond of 1 billion rupees
(US$28.5 million) issued by the Ahmedabad Municipal Council in Gujarat.
Since then, urban local governments have tapped capital markets by issuing
municipal bonds. Whereas some of them issue municipal bonds with a state
government guarantee, the municipal corporations of Ahmedabad, Kolkotta,
Ludhiana, Nagpur, and Nasik access the capital markets without a state gov-
ernment guarantee. Experience shows that only bigger municipalities are in a
position to mobilize resources from the market and financial institutions,
whereas medium-sized and smaller municipalities are unable to do so.?9

Local governments receive both tied and untied grant funds. As most of
the revenue comes from the Union government and the states, key institu-
tions in the financing of municipalities are the Union Finance Commission
and the various state finance commissions. The Union Finance Commis-
sion suggests measures needed to augment the consolidated fund of a state
in order to supplement the resources of local government on the basis of
the recommendations made by the finance commission of the state.3°

The grant allocation for rural local governments by the Union Finance
Commission is based on certain criteria, which have varying weightings,
such as (1) population, (2) geographic area, (g) the difference between a
rural locale’s per capita gross domestic product (GpP) and the highest per
capita GDP among all the rural locales in a state, (4) own-source revenue
efforts of the municipalities in a state, using the state’s own-source revenue
as an indicator, (5) own-source revenue efforts of the municipalities in a
state, using the state’s GDP as an indicator, (6) index of decentralization,
(7) distance, (8) revenue efforts, and (g) deprivation index.

It is mandatory for the state governments to constitute state finance com-
missions (SFcs) under Articles 2431 and 243Y of the Constitution.3' The s¥c
determines for its state the principles on the basis of which financial alloca-
tions can be made by that state to the panchayats and municipalities. The SFcs
recommend transfers of financial resources from state governments to local
governments in the forms of tax shares, grants-in-aid, and tax assignments.
The s¥cs review the finances of local bodies in accordance with their func-
tional responsibilities and fix the size of the divisible pool based on the func-
tional domains of the state, panchayats, and municipalities. They evaluate the
vertical gap, taking into account the tax assignments and expenditure assign-
ments. The objective of every SFc is to reduce the horizontal fiscal imbalance
in the state. SFCs recommend measures for improving the financial position
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of both rural and urban local governments, and these recommendations are
mainly related to assignments and sharing of taxes, duties, tolls, and fees.
They also recommend the distribution of grants from the consolidated funds
of the states.

In all the states the first and second s¥cs have submitted their reports,
and in a few states the third src reports are also ready. To a large extent,
the recommendations of the srcs have been accepted by the state govern-
ments. Even so, most of the state governments have not cared to imple-
ment the recommendations.

By and large, local governments are still at the mercy of the states. All
states have empowered the local governments to levy taxes, such as on
property, professions, and entertainment, but the rates are not fixed by
them, nor is provision made for any exemptions.

The composition of the state finance commissions does not follow any
specific pattern, nor is there any criterion for it, as there is in the case of
the Union Finance Commission, for which a separate Act exists. The s¥cs
use different means to determine the resource requirements of the local
governments and to accommodate the horizontal fiscal balance. But in the
absence of clear expenditure assignments, SFCs face problems as far as
such assessments are concerned. For example, village panchayats in Andhra
Pradesh, Madhya Pradesh, and Rajasthan neither impose nor collect the
taxes that they are authorized to levy because they perceive such actions as
unpopular with the people.

It may be noted that the Twelfth Union Finance Commission devoted
much attention to strengthening the fiscal domain of local government. It
discouraged the reluctance of various local governments to generate their
own sources of revenue. The commission held that “the principle of equal-
ization extended to the local governments would mean that while lack of
fiscal capacity at the State level as well as the local level can be made up,
lack of revenue effort should not be made up.”3*

The total expenditure of local governments (both panchayats and munic-
ipalities) as a proportion of the combined expenditure of federal, state,
and local governments amounted to about 6.4% in 1998-9g and 5.1% in
2002-09.33 State variations are quite visible in respect of the controls that
state governments exert over the expenditure of local government institu-
tions. For example, local governments in Kerala are required to maintain a
minimum of 5% of the total budget as surplus every year. By and large,
huge unspent balances are left with local governments in most states and
Union Territories. A significant share of the available funds remains unuti-
lized in two Union Territories — Chandigarh as well as Andaman and Nicobar
Islands — due to a lack of both functions and functionaries.

Municipal expenditures on salaries and wages in many states exceed
the revenue received by them from taxes, levies, and duties. These states



Republic of India 189

include Himachal Pradesh, Madhya Pradesh, Rajasthan, Uttaranchal,
Uttar Pradesh, and West Bengal. Moreover, more than 50% of municipal
expenditure is on salaries and wages, leaving a small amount for provid-
ing basic services.

Several states have set up local fund-audit departments to conduct reg-
ular audits of the accounts of local governments. In fact, Article 243] of
the Constitution provides for the audit of the accounts of panchayats; sim-
ilarly, Article 2487 provides for the audit of the accounts of municipali-
ties. The accountant-general in a state, who is the principal officer of the
comptroller and auditor-general of the Government of India, gives tech-
nical support to many local fund-audit departments to improve the qual-
ity of their audits. In addition, the accountant-general occasionally
conducts the audit of the accounts of local government institutions that
have a budget size above a prescribed level. Moreover, a social audit and
an independent evaluation of the performance of local governments also
function in several states. The independent evaluation is conducted by
committees of eminent citizens, constituted by the people.

Fiscal relations between the states and local governments remain com-
plex. The asymmetry in their functional and fiscal jurisdictions is a major
area of concern. State laws limit the autonomy of municipal governments in
deciding their tax policies, including tax rates, charges, fees, and exemp-
tions. The absence of autonomy in matters related to tax policies, staff sala-
ries, and borrowings is a major handicap of local governments in managing
their finances. In many cases, panchayats must get permission from the local
authorities to even spend the available funds. In some states, expenditure be-
yond a specified amount is subject to clearance. For instance, village panchayats
in Kerala can undertake a project worth up to R$100,000 (US$2,064) without
any clearance.34

SUPERVISION OF LOCAL GOVERNMENT

The Union Parliament set the broad parameters of local governance by
passing the two constitutional amendments. The extent of the Union gov-
ernment’s supervision is to monitor whether the state governments are fol-
lowing the constitutional provisions, such as the basic composition of local
governments (i.e., reservation of seats) and their duration. For the settle-
ment of all disputes, and to obtain clarification of the Constitution, the
Union government has to approach the judiciary.

Local government functions under the state governments. The latitude
of freedom of local government is severely restricted because the Constitu-
tion gives the state governments all powers over local government. For in-
stance, the legislature of a state may, by law, make provision for all aspects
of panchayats, from their composition to their financing.
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Senior officers of the Indian Administrative Service are the administra-
tors of districts, which fall directly under the state governments. Several
states have given the district collector supervisory powers over the local
governments; they can set aside panchayat decisions and even dismiss the
local governments and appoint administrators in their place. State civil ser-
vants and district collectors often compete with elected representatives of
local governments; thus they are not keen to devolve functions and powers
from the states to the local governments.

Broadly, the checks and balances in terms of state control over local gov-
ernment institutions can be categorized as follows:

+ power to cancel or suspend a resolution of a local body
+ power to take action when a gram panchayat is in default
+ power to remove elected representatives

+ power to dissolve panchayats

+ power to give direction to panchayats

+ power to call for records and inspection

+ power to conduct an enquiry

The state panchayat Acts empower government officials at various levels to
remove elected members and presidents of panchayats or other functionar-
ies. There have been instances of elected representatives being removed by
authorities designated for this task under the relevant state laws. The circum-
stances warranting removal include grave misconduct, financial irregulari-
ties, and failure to carry out instructions. The correctness of such removal
has often depended on whether procedures have been adhered to. In
Kerala, although the power of removal rests with the state government, an
enquiry by the office of the state ombudsman and its ensuing advice are pre-
requisites for removal. The issue of removal is often legally suspect, and
many cases challenging such state action are pending in the courts.

As a result, serious questions are being raised about whether a democrat-
ically elected member or president should be removed by a state govern-
ment official. Although the “no confidence motion” is the accepted
democratic norm to remove a president, rivalry between the ruling and op-
position parties very often results in state officials taking steps to remove
elected members or presidents of panchayats.

INTERGOVERNMENTAL RELATIONS

Since the enactment of the 73rd and 74th Amendments to the Constitu-
tion, rural and urban local governments have had well-defined domains of
governance. Owing to the mismatch between the powers of taxation and
responsibilities in the three orders of government, the Constitution calls
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for the Union to transfer resources to local administrations. The path for
the devolution of funds has been clearly laid out; it is from the Union to
states and from the states to the rural panchyats and urban municipalities.
The state planning boards with chief ministers as chairpersons look into
the issues related to the development and finance of local governments.
Overall, however, intergovernmental relations are exclusively between the
state governments and local governments.

Organized local government is as yet underdeveloped in India. Since
1960 there have been concerted attempts to bring the leaders of panchayats
and municipalities together in a forum. The oldest forum is the All India
Panchayat Parishad, followed by the All India Council of Mayors. Since the
79rd and 74th Amendments came into force, there have been attempts to
set up state-specific associations, as well as associations based on various
categories, such as women, dalits (“untouchable” caste), and tribes. The
latest development was the registration of the Association of the Local Gov-
ernance of India (ALGI) in May 2007%. These are forums for demanding
rights and also for engaging the state governments on issues related to the
functioning of the panchayats and municipalities.

POLITICAL CULTURE OF LOCAL GOVERNANCE

When India became independent, there was a powerful idea, inspired by
Mahatma Gandhi, that panchayats should be “nonpolitical,” meaning that po-
litical parties should be kept out of the functioning of local governments and
their elections. Consensus was considered the best way to arrive at decisions.
Gandhians were critical of political parties because they believed that parties
impede the spirit of self-government and the liberation of local initiative.

But another school of thought believed that the participation of political
parties in local elections is both healthy and educative because unanimity
and consensus mean continuation of domination by the traditional author-
ities and suppression of the new spirit of the youth.

The Report of the Committee on Panchayati Raj Institutions (1978) unequivo-
cally stated that political parties should be allowed to participate effectively
in all spheres of government because it “would make for a clearer orienta-
tion towards programmes and would facilitate healthier linkages with
higher level political processes.”35 It is further argued that the participa-
tion of political parties in local elections would “provide constructive out-
let” for the parties that are not in power in the state sphere, enabling them
to chalk out plans for program-based contests in the districts. This process,
therefore, offers greater scope for weaker sections of society to avail them-
selves of the opportunities offered by the political system.

Today, the accepted principle is that when the whole nation is ruled by
political parties, local governments cannot exist and grow in a nonpolitical
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set-up. Given that all governance is local, and since local governance is in-
extricably linked with the national, no panchayat or municipality can en-
gage the crucial issues of the social and economic forces of the day without
support from the political class. In a multiparty democracy, then, when lo-
cal governments are envisaged as the basic units of the democratic edifice,
they are destined to be political. After all, issues of economic development
and social justice emanating from local governments are not devoid of any
ideological orientation.

The first state to hold local elections with official political party candi-
dates was West Bengal. Today, in almost all the states, candidates with polit-
ical-party affiliation, directly or indirectly, contest elections in all arenas —
from the village to the district. As a result, the discussions and debates
about local issues in public places are elevated to the level of political ideol-
ogies, and assessments are made of the balance sheets of political parties
and the track records of political leaders. Local government elections are
proving to be a churning process of ideas and action that creates a high
level of political awareness. In fact, local governments are seen as nurseries
for political leadership. Young blood is often attracted to local government
institutions, as elections are based on political currents and ideology and
inspired by state, as well as national, leadership. Wherever official parties
have been involved in local governments, the enthusiasm of local people
has been high; the percentage of voting has been unprecedented.

Now, every five years, about 2,897,333 representatives, of whom
1,059,989 are women, are elected by the people through the democratic
process. Women head about 198 district panchayats, 1,970 block/ tehsil/
mandal panchayats, and about 77,210 village panchayats. Likewise, g4 city
corporations, 476 town municipalities, and 670 nagar panchayats have
women chairpersons. A large number of excluded groups and communi-
ties are now included in decision-making bodies. According to the Census
of India (2001), the Scheduled Castes comprise 16.2 % of the total popula-
tion, and the Scheduled Tribes account for 8.2%. Presently, 855,931 mem-
bers (29.47%) are elected to the panchayats from the sc/sST communities.

The national, state, and numerous other registered political parties play
a significant role in the election process. On average, three times the num-
ber who are elected contest the elections, either directly with official party
symbols or indirectly with party support.

Prior to the constitutional amendments of 1992, the democratic institu-
tions in India were more like a superstructure without a base, but now de-
mocracy has become deep-rooted, with an attractive edifice giving it a
wider base and stronger foundation.

Elections to panchayats attract the largest number of voters. For in-
stance, in the latest elections held in the five states of Chattisgarh, Karnat-
aka, Madhya Pradesh, Rajasthan, and Haryana, the average turnout was
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79.2% (with Haryana showing 80%).3% The elections for Parliament and
the state assemblies record lower voter turnout. The 1999 parliamentary
election had a 59.99% turnout, and in 2004 it was 58.07%. The state as-
semblies’ average turnout, according to the latest estimate, is 62.94 %,
ranging from Jammu and Kashmir with 43.7% to West Bengal with
81.97%.37

Because of the political nature of elections, violence is frequently ob-
served in local government elections. However, the rate of violence in the
context of elections appears to be decreasing. For instance, in 1978 when
panchayat elections were held in Bihar, 750 persons lost their lives, but in
the 2001 elections the number came down to 186, and in the 2006 elec-
tions it was 5o. Although proximity of people to the candidates, their con-
flicting interests, and party affiliation, as well as traditional rivalries, play a
role in the escalation of violence, positive changes have been taking place
as a result of the healthy democratic process.

LOCAL GOVERNMENT’S ROLE IN THE EVOLUTION
OF THE FEDERAL SYSTEM

The 73rd and 74th Amendments have had a major impact on India’s con-
cept of federalism. India is slowly becoming a multilevel federation with
elected local governments at the district level and below. But only when the
subjects mentioned in the Eleventh and Twelfth Schedules (listing local
government functional areas) are removed from state control will these
schedules assume a status equal to that of the Union and State Lists of
functional areas in the Seventh Schedule. However, the qualitative change
that has come about in the Indian federal structure is a matter of debate
and discussion today.3®

The strong undercurrent of thinking and advocacy vis-a-vis local govern-
ment has been that a genuine federal structure hinges on decentralization
to substate arenas.39 Multilevel arrangements in India, therefore, represent
the ongoing search for new modes of adaptation to the pressure created by
democratic development and contribute to making the federal system
more responsive. India is opening up the possibilities for moving from a
two-order federation (Union and states) to a multiorder one. The Consti-
tution does not mention anywhere that panchayats and municipalities are
the third order of government. Therefore, de jure, the Union and the states
constitute the federal system, but de facto, the local governments have be-
come the third order of governance because they have been defined as the
institutions of self-government.

The autonomous councils could be considered additional orders of gov-
ernment because they are de jure and de facto federal units created to satisfy
substate aspirations. However, they are located only in certain areas, are
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selectively applied, and are at varying stages of autonomous functioning.
Even so, all these innovative substate arrangements helped to give new
meaning and content to Indian federalism when panchayats and municipal-
ities became institutions of self-government throughout the country.

There is a view that the 1992 Constitution amendment Acts only
strengthen administrative federalism and nothing more. The argument is
that the amendment Acts strengthen administrative federalism in order to
facilitate and encourage the states’ delegation of administrative and finan-
cial powers to local governments. However, the administrative powers and
responsibilities of local governments, and their financial resources to exer-
cise these powers and to discharge their responsibilities, are entirely de-
rived from legislation that will have to be passed by the states. As they have
no definite executive, legislative, financial, or judicial powers, then accord-
ing to this school of thought, merely having constitutional status or regular
elections does not confer on them the status of the third order of gover-
nance. However, one can say that the scope of the democratic and political
processes that have taken place hitherto in the political structure have
gone beyond administrative federalism.

States, in contrast to their claims for autonomy in their federal-state rela-
tions, are reluctant to devolve powers to their intrastate institutions. The
states have not complied with the requirements of transferring “functions,
functionaries and funds” to local governments. There have even been in-
stances when funds received from the Union government and earmarked
for local governments have been diverted by state governments for their
own immediate needs. As a result of the growing frustrations of the Union
and local government institutions in this regard, there was even a move to
ensure that the Union government fund the district panchayats directly.4®
On 29 June 2004 the prime minister of India, at a meeting of the Confer-
ence of Chief Ministers and State Ministers in Delhi, proposed that the
Union government adopt a system of providing block grants directly to dis-
trict local governments. In response, there were protests from the states,
which argued that it would take away the constitutional power of the
states.4' That is to say, in India’s federal structure, there is no room for the
Union government to deal in any manner — be it in the design of pro-
grams, fund allocation, or monitoring — directly with local governments.

On the other hand, to bypass the local governments, the Union minis-
tries and state departments concerned with various rural development
programs, such as agriculture, health, education, women, child develop-
ment, and welfare, are setting up parallel structures, mostly parastatal bod-
ies, at the district level. They are registered societies, and funds are placed
at their disposal, enabling them to undertake many Union-sponsored or
state-sponsored schemes. They have staff, who belong to the state depart-
ments, going right down to the villages. Some of the active parallel structures
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are district rural-development agencies, watershed-development pro-
grams, joint forest-management committees, district primary education
programs, and several other state-specific institutions and programs. All
these are controlled by a minister from the state government, members
of the legislative assembly, and members of Parliament (in their electoral
constituencies), along with the district collector and other officials.
Panchayat presidents or representatives may also be members but without
any power.

In this context, the National Commission to Review the Working of
the Constitution (2009) recommended further amendments to the Con-
stitution to make panchayats and municipalities effective “institutions of
self-government.” Devolving exclusive functions, assigned to them with
financial resources (separate tax domains) to enable them to function as
viable local government institutions, was the thrust of the commission’s
recommendation.4?

The constitutional amendments were a necessary condition for bringing
local government to centre stage. But in order to implement them, both in
letter and in spirit, and to effect the desired results, political will was the
most important factor. However, in many situations the absence of political
will on the part of the ruling parties has unfortunately left the local govern-
ment system as a form without content. Local government comes under
the domain of the states, and members of the legislative assemblies are un-
willing to devolve powers to local governments.

The provisions of the Constitution have not sufficiently provided for an in-
tegrated administration that works under the elected bodies, from villages
and towns to the Union. The division between rural and urban local govern-
ments, effected by the two amendments, has created serious administration
and governance problems. Management and administration of institutions
in a district, maintenance of services, transfer of administrative staff, and sev-
eral other related issues are creating unfavourable situations for panchayats
and municipalities. A major issue is that of coordination between rural and
urban local governments, as well as between the Union and various state gov-
ernment agencies operating in the local area or in the district. Many local
functions, including law and order, are performed by the district administra-
tion, which is part of the structure of the state government.

The historical significance of India’s multilevel federalism is not yet
understood in its entirety by those concerned with the nation’s gover-
nance. In 2007, while India was celebrating the sixtieth anniversary of its
independence, there was a call from civil-society organizations for a new
culture of governance.

Bottom-up planning has not been institutionalized in the majority of
states, and district planning commissions have still not been set up. There-
fore, on 24 October 2005 and 25 August 2006 the Planning Commission of
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India sent circulars to all state governments outlining detailed guidelines on
bottom-up planning through panchayats, municipalities, and district plan-
ning committees, in conformity with the constitutional provisions.43

Today, because of the new local government system (and in spite of stiff
opposition), there is much greater recognition of gender equality, women’s
position in society, and women’s participation in decision making. In the lat-
est elections for the local governments in Bihar, 54 % of those elected were
women, a statistic that many consider to be a trendsetter. In fact, the theme
of women’s representation in Parliament and state assemblies was triggered
by the affirmative action in panchayats and municipalities.

Since the new generation of panchayats became operational, the hopes
and aspirations of the poor and deprived have risen. Their participation in
village assemblies and in elections is relatively higher than participation by
the members of other sections of society. The poor and marginalized are
moving to centre stage, although the pace is slow. It is no small achievement
that nearly 800,000 men and women from the former untouchable castes
and tribes are being elected every five years and that thousands of them are
heading panchayats and municipalities where they themselves, or an earlier
generation, were not even allowed to sit on a chair. India’s once hierarchi-
cally ordered society is slowly but steadily adjusting to egalitarianism.

Many innovative ideas and programs have followed the new local govern-
ments. The People’s Plan in Kerala, e-governance in village panchayats, the
idea of social audits, new accountability mechanisms, and so on have all
been made possible through the atmosphere created by the new panchayats.
There is also more awareness about the need for checks and balances to
make local governments free from corruption.

One of the most discernible impacts of the panchayati raj system is on
governance, which is now more structured, accountable, and transparent.
The right to information has created a transparency mechanism, which has
a bearing on corruption. As a result, the new system has fared better than
before panchayats and municipalities acquired constitutional status. Apart
from official audits, there are village assemblies in panchayats and ward
meetings in municipalities where citizens can question the working of local
government. Social auditing is now in vogue throughout the country. Be-
cause local governments are nearer to the people, the local community is
better able to connect with them. But the change has not been uniform
across the country.

Last but not least, local government has become the subject of debate and
discussion. If at one time it was a matter of concern to only a few thinkers
and idealists, it is now of central concern not only to the nearly § million
people who are elected but also to political parties, civil-society organiza-
tions, university departments, bilateral and multilateral organizations, and
above all, the common people.
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