
Georgia State 
     University 

 

Andre
Schoo
International Studies Program
Municipal Affairs in 
India – A Critical 
Appraisal of Selected 
Issues 

S. Rama Rao 
Senior Research Director 
Operations Research Group

w Young
l of Policy Studies

Working Paper #00-8 
September 2000 

 
 



 

 
 

MUNICIPAL AFFAIRS IN INDIA  — A CRITICAL APPRAISAL OF SELECTED ISSUES 

Dr. S. Rama Rao, Senior Research Director 

Operations Research Group 

Vadodara, India 

 

 

 

 

 

 

 

A Working paper of the Andrew Young School Of Policy Studies 

 Georgia State University 

Atlanta, Georgia 

 

 

 

 

 

 

September   2000 

 



 ii 
 

 

Foreword 
 

 In the Andrew Young School of Policy’s continuing effort to further a better understanding 

of intergovernmental fiscal relations of developing nations around the world, we welcome Dr. 

Rama Rao’s contribution to our International Studies Working Paper Series on Municipal Affairs in 

India.  The author, Professor Rama Rao, has extensive experience in the field of Urban and Rural 

Infrastructure Management and its sustainability and has worked with many reputable organizations 

worldwide.  The Andrew Young School of Policy Studies is grateful to Professor Rao for his 

contribution of this piece or impressive scholarship to our ongoing working paper series.
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Abstract 

 The paper addresses issues that hamper the functioning of the local governments in India. In 
view of the fact that more independence has been given to these institutions, there is room for more 
discussion about their efficient and equitable operations. The major issue is that state governments 
influence the decisionmaking of local governments. The octroi (Bombay) and no-octroi (Cochin) 
cities that are policies of the states are vivid examples of how states accentuate regional inequality. 
Octroi cities could be considered better off than no-octroi cities. The property tax, a direct tax, is 
alleged to be potentially unpopular and therefore dependence on this is relatively less favored than 
its potential. This initial differentiation widens the disparity in the budget outlook of the local 
bodies (LBs) with impacts on their infrastructural development. No-octroi cities rely more on 
property taxes to sustain their expenditures. 
 
 In addition, other issues come into play, such as difficulties in property tax administration. 
Any attempt to hike up the property tax base and rate involves a political cost, which politicians are 
not willing to face. Other than the tax, the Rent Control Act (RCA) tends to freeze rental values, 
which consequently dampens housing construction and renovation, which in turn dampens the 
property tax base. The dampening of the housing industry suggests a loss of revenue in terms of 
property taxes for LBs. To overcome these impediments, new funding methods (such as the issue of 
bonds and external technical assistance projects) were implemented. 
 
 Another issue addressed in this paper is the quality of services provided. The lethargic 
performance of personnel in these institutions is a contributing factor to low performance as 
evidenced by poor water quality, low water quantity, bad sewerage and drainage, poor road 
conditions and pollution. To cope with these problems, some suggestions are made in this paper. In 
the first instance, revenue generation is very important for the provision of services. On the cost 
side, overstaffing should be avoided in order to maintain expenditures within reasonable levels. The 
option for selective privatization, proper integration of NGOs and the ward committee in local 
affairs need to be considered. Accountability is an additional tool that could be used to enhance 
productivity at the personnel level. 



MUNCIPAL AFFAIRS IN INDIA* 
A CRITICAL APPRAISAL OF SELECTED ISSUES* 

 
 

1.0  INTRODUCTION 
 

   The main objective of local self-government is that local representatives are given the 
responsibility to look after local affairs. The best distributional justice is accomplished through 
local taxation as it is being used for local purposes, a sense of pride and satisfaction for taxpayers. 
However, increasingly high expenditure commitments, due to a high wage and salaries bill, 
extremely huge electricity and other maintenance costs, have made the system financially weak and 
ineffective. What is the nature of the problem, should the problem be destined to exist forever, what 
are the implications and how best to reform and restructure are some of the questions that engage 
the attention of today's political personalities, bureaucracy, practitioners and more so the most 
important person, the taxpayer. 

 
  The increasing migration from rural to urban, peri-urban to urban and small urban to big 

urban areas is a phenomenon being witnessed now. The result is an accelerated increase in the 
proportion of urban population to the total population. This is due to certain flaws in planning. The 
goals set by the Small and Medium Town Development Program (SMTDP), a national program to 
hold potential migrants, could not be accomplished due to certain inherent weaknesses like its 
overemphasis on the creation of concrete structures (like shopping centers and road network) and 
failure to create employment opportunities. The direct impact of this has been a continuous 
migration to urban areas, thereby creating additional pressure on existing infrastructure. This 
phenomenon has naturally resulted in increasing backlogs in infrastructure orders and thus a great 
mismatch between finances and facilities has emerged. 
 
1.1 Urban Centers as Engines of Growth 

  It is widely known that the contribution of urban centers is as much as 40 percent of the 
country’s GDP and this contribution is likely to grow. This underlines the fact that the existing 
facilities in these centers need to be improved. At the same time, concerted endeavors may need to 
be made to expand the infrastructure base so that the required expansion and/or diversification of 
industrial/commercial activities could take place. Major cities could play the role of engines of 
growth. 
 
 

* The paper is based on the Author's involvement in policy studies carried out in the field of municipal finance and urban 
infrastructure in the Madras metropolitan area, the Bombay metropolitan region, the national capital region and several 
states (Rajasthan, Andhra Pradesh, Orissa, Maharashtra and Gujarat) under both domestic and external aid and various 
seminars/workshops/departmental reviews presented by the Author. The Author owes greatly to Professor Roy Bahl, 
Dean of the Andrew Young School of Policy Studies (AYSPS), Georgia State University, Atlanta, USA for his 
comments and providing excellent facilities to work on the paper. Thanks are due to Dr. Avinash Samboo of the AYSPS 
for his helpful comments. Any omissions and commissions in the paper are the Author's responsibility. (It may be noted 
that the expressions "local bodies," "municipal corporations," and "municipalities" are interchangeably used unless 
otherwise specifically stated).  
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1.2  Poor Maintenance of Infrastructure and Loss of Credibility 
 

  In view of the falling per capita availability of infrastructure and its awfully deteriorating 
quality due to poor maintenance of municipal services, there appears to be a loss of credibility in 
municipal institutions.1 If these institutions have to exist, they need to improve their performance, 
play a role conducive to industrial and commercial growth, and create other economic linkages. 

 
1.3   74th Constitutional Amendment and Integrating Local Affairs with the States 
 

  There had been a consistent demand for integrating the affairs of the local bodies (LBs) with 
the states through the decentralization of powers and empowering these institutions to play a more 
creative role in local affairs. In this connection, the 74th Constitutional Amendment that came up in 
1992 has attempted to bring in a measure of reform integrating municipal finance along with  
political empowerment and the formation of ward committees and metropolitan committees. Some 
states have appointed the State Finance Commission to go into a variety of issues related to fiscal 
autonomy through reforming municipal affairs and some states are in the process of doing so. 
However, the problem is how do state governments find the kind of resources required to finance 
urban infrastructure needs? There are other questions like amalgamating the activities of the urban 
development authorities (UDA) with LBs. For instance, it is believed that in the state of Madhya 
Pradesh, UDAs will likely merge with municipal corporations. Now the issue is that when the cities 
themselves are in financial doldrums and not able to manage their own affairs satisfactorily, how 
can they manage the combined system in a merged situation?  It is therefore necessary that states 
give proper thought to this issue before any attempt is made to merge the UDAs with cities. 
 

  Against this background, the purpose of this paper is to bring out certain fundamental issues 
that are afflicting the municipal system from the viewpoints of resource generation, financial 
management, service delivery and the quality of human resources. Section 1 makes a general 
appraisal of selected urban issues. Section 2 brings out a critical analysis of important sources in 
revenue and management. Section 3 gives a brief assessment of self-financing services and 
provides a note of caution on the need for careful financial planning. Section 4 presents a picture of 
the quality of infrastructure and Section 5 reports on the need for higher levels of productivity in 
municipal personnel and an increased sense of accountability in dealing with public matters. 
Section 6 deals with a variety of issues that are directly or indirectly connected with municipal 
finances that have a great bearing on the overall performance of LBs. Section 7 makes concluding 
observations on the issues analyzed in the paper. 
 

2.0   MUNICIPAL FINANCES 
 

  The statutes of LBs have comprehensively provided the sources of revenue, the methods of 
mobilizing revenue and the functions on which to spend it. As LBs are under the state list of the 
Constitution of India, the sources of revenue available differ from state to state. These differences 
in the sources of revenue do have an impact on the ability of LBs in financing their services. For 

1 Samuel Paul, "Bangalore's Public Services - A Report Card," Economic and Political Weekly, December 25, 1995. 
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instance Bombay and Ahmedabad, which belong to the octroi-levied category of cities, have more 
money at their disposal to provide/maintain services than their counterparts like Coimbatore and 
Cochin, which are without octroi. In this connection, the following interesting observations emerge 
under the revenue and expenditure of these cities. These observations by and large are relevant to 
the LBs in the country. 

 
2.1  Revenue and Expenditures 
 
 2.1.1 Revenue 
 

1. In octroi-levied cities, revenue from these sources range from 47 percent to 57 percent, a 
significant size indeed in overall revenue. In terms of the growth of this source, it is as high 
as 87 percent in Bombay and more than100 percent in Ahmedabad. 

 
2. In non-octroi cities, the property tax has provided the highest revenue, ranging from 36 

percent to 57 percent. 
 

3. Per capita income: One of the best ways of understanding municipal revenue mobilization 
is in terms of per capita income. Due to the large local consumption base, Bombay and 
Ahmedabad have very impressive per capita revenues from octroi at Rs. 1699 and Rs.1044 
respectively, compared to non-octroi cities that have recorded considerably lower incomes. 

 
2.1.2  Expenditures 

 
1. A relatively higher expenditure was levied on the wages and salaries in all cities, followed 

by public health (Ahmedabad, Coimbator, Delhi) and public works (in the case of Bombay). 
The miscellaneous2 expenditure, the components of which could not be deciphered, 
constitutes a high percentage in all cities except Ahmedabad. This is more of an accounting 
problem, which needs to be addressed by city bureaucracy. 

 
2. Higher growth of the per capita expenditure on public works in Bombay is due to the laying 

of cement concrete roads in the city, which has tremendously improved vehicular 
movement in the city. 

 
3. The high per capita expenditure on public health in Bombay, Ahmedabad and Delhi is 

explained in both the large physical area and also high density of settlements. Table1 
provides details on the growth, composition and per capita of revenue/expenditure of 
selected municipal corporations. 

2A large number of small- and moderate-sized items are lumped together in the miscellaneous category, which is a bad 
accounting practice. Sometimes, this item is overwhelmingly larger than the few main items of revenue or expenditure. 
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TABLE 1: 
Municipal Revenue and Expenditures – Growth, Composition and per capita  

for Selected Octroi and Non-Octroi Cities 
 

Bombay Ahmedabad   
Heads Percent Growth  

(91/92 to 95/96) 
Percent 

Composition 
(95/96) 

Per Capita 
(95/96) 

Percent Growth 
(91/92 to 95/96) 

Percent 
Composition 

(95/96) 

Per Capita 
(95/96) 

A.  Revenue 
I. Tax Revenue 

Property 
Service 
Octroi 
Others 

142.0 
48.7 

265.0 
87.0 

* 

83.6 
7.7 
13.7 
47.5 
14.7 

1420 
132 
233 
806 
249 

112.8 
65.0 

227.5 
108.8 
50.0** 

79.9 
10.0 
12.1 
57.3 
0.5 

834 
104 
127 
598 
5 

II. Non-Tax Revenue -26.0 13.9 237 62.1 7.4 77 
III. Ordinary Grants 44.4 2.5 42 76.1 12.7 133 
TOTAL INCOME 8.7 100.0 1699 102.7 100.0 1044 
 
B.  Expenditures 
I. Ordinary Expenditure 

General Administration 
Public Health 
Safety & Convenience 
Education 
Public Works 
Miscellaneous 

127.2 
134.6 
24.3 
-51.2 
105.0 
389.5 
134.9 

66.4 
3.2 
9.9 
0.8 
9.4 
21.2 
21.9 

1713 
82 
255 
21 
241 
547 
566 

7.8 
80.8 
66.8 
73.5 
65.8 

139.0 
43.7 

63.5 
10.8 
27.2 
3.5 
14.1 
4.8 
3.1 

765 
131 
328 
43 
170 
58 
37 

II. Repayment of Loans -51.0 1.3 34 6.2 8.7 104 
III. Wages and Salaries 73.9 32.3 834 64.3 27.8 335 
TOTAL EXPENDITURES 98.2 100.0 1747 68.6 100.0 869 

 
 

Coimbatore Delhi   
Heads Percent Growth  

(91/92) 
Percent 

Composition 
(94/95) 

Per Capita 
(94/95) 

Percent Growth  
(91/92 to 93/94) 

Percent 
Composition 

(93/94) 

Per Capita 
(93/94) 

A.  Revenue 
I. Tax Revenue 

Property 
Service 
Octroi 
Others 

224.2 
258.3 

- 
- 

122.2 @ 

44.2 
35.9 

- 
- 

8.3 

130 
105 

- 
- 

25 

33.0 
49.9 
-93.7 

- 
15.5 @@ 

81.4 
47.5 
0.1 
- 

33.8 

447 
261 

- 
- 

186 
II. Non-Tax Revenue 19.4 48.3 143 -9.9 7.8 43 
III. Ordinary Grants 500.0 7.5 22 -88.2 10.8 60 
TOTAL INCOME 80.6 100.0 296 26.5 100.0 549 
 
B.  Expenditures 
I. Ordinary Expenditure 

General Administration 
Public Health 
Safety & Convenience 
Education 
Public Works 
Miscellaneous 

154.0 
188.9 
57.9 

- 
1900.0 
137.5 
883.0 

73.4 
20.0 
23.0 

- 
0.7 
14.6 
15.1 

350 
95 
109 

- 
5 

69 
71 

22.4 
11.6 
28.0 
25.0 
11.8 
22.2 
26.6 

56.3 
1.7 
21.5 
0.1 
14.0 
2.8 
16.2 

517 
16 
197 
68 
129 
26 
149 

II. Repayment of Loans 40.0 1.8 9 3.2 1.3 12 
III. Wages and Salaries 114.8 24.8 119 23.0 42.4 389 
TOTAL EXPENDITURES 149.2 100.0 358 21.8 100.0 529 

 
(Table 1 continues on next page…) 
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TABLE 1 (continued): 
 

Cochin   
Heads Percent Growth 

(91/92 to 93/94) 
Percent 

Composition 
(93/94) 

Per Capita 
(93/94) 

A..  Revenue 
I. Tax Revenue 

Property 
Service 
Octroi 
Others 

65.9 
43.4 
50.0 

- 
156.3 

80.6 
43.4 
13.7 

- 
23.4 

240 
130 
40 
- 

70 
II. Non-Tax Revenue 11.1 17.1 51 
III. Ordinary Grants -60.0 2.3 6 

TOTAL INCOME 43.4 100.0 297 
B.  Expenditures 

I. Ordinary Expenditure 
General Administration 
Public Health 
Safety & Convenience 
Education 
Public Works 
Miscellaneous 

91.9 
11.1 
21.4 

- 
100.0 
172.7 
256.3 

61.7 
8.7 
14.8 

- 
0.9 
13.0 
24.3 

241 
34 
57 
- 

32 
51 
96 

II. Repayment of Loans 271.4 11.3 45 
III. Wages and Salaries 84.0 27.0 105 

TOTAL EXPENDITURES 37.8 100.0 286 
NOTE: * High growth of 6575 percent. ** Includes Animal & Vehicles and Miscellaneous.  
@ Includes Trades & Callings, Animal & Vehicles and Miscellaneous.  @@ Includes 
Terminal, Animal & Vehicles and Miscellaneous. 
SOURCE:  Computed from data collected from the Statistical Abstract of India, 1997. 

 
 
 

 2.2  The Status of Municipal Budgets 
 

 The municipal budgets are in deficit because of the expenditure usually exceeds revenue. As 
the local fund audit department of the state government does not allow a deficit budget, LBs are 
clever enough to show a balanced budget. But how is it possible when payments made for capital 
works already executed remain unpaid in a fiscal year? The normal procedure adopted in such cases 
is that major payments to contractors executing the public works are held up till the end of the fiscal 
year (March 31) and checks are issued on March 31, with an understanding that the contractor 
presents the checks for realization only after April 1. The whole thing is an accountant’s 
professional skill and the whole operation is carried out in consultation with and approval of the 
department heads, including political bosses! 
 
 A brief appraisal of the important sources in revenue of the municipal institutions is made in 
the following paragraphs: 
 
2.3  Octroi:  To retain or abolish and its implications 

  
 There is no denying the fact octroi-levied cities are better off compared to those without this 
levy. The gains from octroi are reflected in the high level of infrastructure and greater elbowroom in 
the planning for and delivering/upgrading of services. However, the question is how long could this 
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situation continue, particularly when the tax has been considered to have certain deleterious effects 
in promoting trade and commence. Evidently, by stop and start of a motor vehicle at each 
checkpost, there is tremendous wastage of motor fuel and loss of man-hours and this also adds on to 
vehicle operating costs. It is also noted that this levy causes an impediment to inter-regional and 
intra-regional trade movement. Some of the other problems at octroi checkposts are manually 
handled and hence the extremely slow pace of processing/clearing papers, physical verification 
wherever necessary at checkposts and compliance with invoices. This involves a loss of time. To 
overcome this, truck operators resort to paying "speed money." The higher the "speed money" 
involved in the transaction, the faster the vehicle is released from the checkpost. Is this a correct 
practice? No doubt, revenue is needed to pay for infrastructure, but the repercussion is too serious 
and this defaces the image of self-rule. Now that LBs are so dependent on this levy, they would not 
know what to do without it. It is felt that by abolishing and by seeking compensation would lead to 
a near-stagnant situation of revenue (as experienced by the LBs in Karnataka and UP States). In 
Maharashtra, municipalities have given up this levy and started getting compensation while 
municipal corporations continue to operate the levy by themselves. Many states are in the process 
of abolishing the levy (for example, in Gujarat) to replace it with the turnover tax. This would lead 
to a difficult situation in financing services. Does this make a beginning for the unbundling of 
municipal services in the form of privatization on a selective basis? 
 
2.4 The Property Tax 
 
 The tax is a statutory levy on lands and buildings and is expected to be levied by LBs in all 
states. It is the most important tax in non-octroi states and the second most important tax in octroi 
states. The tax has remained underused in both cases as this is a direct tax. Any attempt to make an 
upward revision of the base of the tax (Annual Rental Value [ARV]) is generally feared to have 
adverse effects on the poll fortunes of local LB representatives. 
 

  There are two problems in administering this tax. These are (a) political interference and (b) 
the Rent Control Act (RCA). While political interference is reflected in not making tax revisions 
effective, the RCA tended to freeze rental values. In either case, the consequence has been the low 
yield from the tax, and inequities in the tax burden. However, many of these problems could be 
tackled with ease as they are within the statutory domain of the LBs. Ensuring correct physical 
measurement of the area of the property or making the landlord/tenant supply data on the area/use 
could be well implemented. Fixing zonal rates, by use/location, nature of occupancy (as practiced in 
Andhra Pradesh) based on external factors/locational advantages, could remove the mistakes that 
are inadvertently committed by assessors. 
 

  A study by the National Institute of Urban Affairs (NIUA), has indicated that 25 percent of 
the municipalities in Gujarat have a revenue gap under the current account and this appeared to 
have increased from Rs. 54 crores in 1984 to Rs. 146 crores in 1988-89, indicating an increase of 
165 percent in 5 years. Borrowing  money to meet current expenditures fell sharply in the quality of  
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civic services and not being able to meet even routine maintenance expenditures are the 
phenomena in some LBs3. 

 
2.5 Legal Provisions 
 

  Some of the statutory provisions have created problems in resource mobilization. For 
instance, the phrases “reasonable rent” or “fair rent” as the base of the property tax, has remained 
ambiguous, leading to different interpretations by legal experts. The result is the increasing numbers 
of litigations that have remained unsettled for long periods under RCA. This has led to poor rental 
yield to the landlord not even sufficient for basic maintenance of the structure of the property and 
this has resulted in a lower revenue base to LBs. This is a vicious cycle Interestingly, the municipal 
inefficiency in assessing properties that are outside RCA and its assessment has mostly remained a 
subjective judgment of municipal assessors. All these have led to a situation of stagnant revenue in 
comparison with the requirements.  

 
  As revenue from the property tax lags behind its potential, some of the LBs have resorted to 

hiking up rates, an attempt indeed artificial, to make the tax more productive. At the same time, 
there are many municipalities that have kept their rates as low and stagnant as possible for reasons 
unknown. The situation therefore calls for a detailed examination. 

 Periodical revision of the ARV is not undertaken in many states for fear of a hike in the 
tax burden and hence potential unpopularity. 
 

  In some of the municipal institutions in Andhra Pradesh, property tax remittances were low 
due to poor quality of services. This is a vicious cycle operating in many states. 
 
2.6 RCA and Supply of Housing 
 

  The circumstances under which RCA was formulated in the post-Second World War was to 
protect the tenant from the harassment of the unscrupulous landlord. However, at present this act is 
redundant and does not appear to be relevant. In reality, RCA has caused enormous damage to the 
housing supply and also has affected the revenues of the LBs. In view of this, some states have 
amended the act and more states are expected to make the necessary reforms. 
 

  The impact of RCA has been disastrous leading to distortions in the rental market. 
Landlords are afraid to let out their properties for fear of getting caught in the vicious cycle of low 
rent that could neither fetch the bare minimum return for the upkeep of the building nor help them 
provide an income that is reasonable for their sustenance. Consequently, the old stock of housing 
under RCA is getting dilapidated and on the other hand the prospective owner (who wants to build 
or buy a house) is indeed afraid to invest his life-savings due to doubtful returns. The result is that 
private investment in the housing sector has greatly suffered. In view of this, interestingly, a well-
to-do household who owns more than one house is not interested to let out the house for fear of low 

3Asnani P.U., “Strategy for Improving Financial Health, Institutional Capabilities in Urban Areas in the State of 
Gujarat.” Unpublished mimeo. 



 8 
 

rents under RCA and other unfortunate litigations created by some unscrupulous tenants. The whole 
issue is complex and a matured understanding by both tenant and landlord is required. It is therefore 
essential that both landlord and tenant behave in a responsible manner without taking undue 
advantage of each other's gullible situation. 

 
2.7 Who gains out of this deep-rooted malady created by the RCA? 
 
 On account of the RCA, an extreme shortage of housing is the phenomenon. The needy 
tenants are not likely to get houses as landlords become suspicious about the honesty of tenants 
while needy landlords (for example, senior citizens who depend mainly on rental income for their 
sustenance) are not able to get a rent that could help them depend on rental income.4 The result is 
that there has been a shortage of housing stock despite the hike in demand, and hence the loss of 
potential revenue from the property tax to municipal institutions. Another interesting aspect is that 
the vacant sites allotted by UDAs have been used for speculative purposes without building a 
structure on it. This is an unfortunate trend. Should this be allowed to continue particularly when 
the municipal infrastructure has existed around vast vacant lands in newly extended areas on the 
outskirts of cities without yielding any revenue? A realistic approach to tackle the whole issue is 
needed. Every state has to expedite amending the RCA and see that neither the landlord who puts 
his life's savings in housing suffers, nor the supply of housing is denied to those who genuinely 
needs shelter. 
 
2.8 Encouraging Trend of Housing Finance 
 
 Interestingly, in view of the income tax concession (from 1999-2000 fiscal year) on the 
housing investment, the lower interest rate and the fall in real estate values, there is considerable 
scope to enlarge the housing market. Many housing finance companies are coming forward to grant 
loans for purchasing/extension/renewal purposes on extremely generous terms. Even the HUDCO 
has opened up retail housing loan outlets with free consultancy services to help on the design plans 
and so on. All these are important changes that are occurring today to boost the housing stock in the 
country, which automatically should lead to a good growth in the tax yield from housing. The direct 
impact of all these would be considerable growth in the housing industry and a big boost of revenue 
from the property tax for LBs and wage employment for the unorganized labor force in the 
construction industry. 
 
2.9   Low Tariff and Tax Rates and Dwindling Finances 
 
 Endeavors in improving tariff/tax base deserve particular attention. Ensuring equity in the 
supply of services, generating adequate revenue, achieving a low cost of collection and consumer 
satisfaction are important. However, unfortunately, tariff/tax rates have failed in their goals. There 
are many factors associated with this. For instance, many municipal acts are silent on tax rates. In 
some acts only the maximum rates are specified, leaving the minimum level of rate to the discretion 
of municipalities. This has given an opportunity for LBs to levy the minimum rates only. 

4Madhav Godbole, "Outdated Rent Laws and Investment in Housing," Economic and Political Weekly, February 13, 
1999. 
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 Logically, tariffs are expected to reflect the cost of producing a particular service.   
However, this objective is poorly understood by municipal councils. Today, it is simply a mess. No 
tariff really reflects O&M costs, interest, principal repayment, and the cost of replacements. An 
interesting example is the Calcutta Municipal Corporation (CMC) wherein the World Bank and the 
Asian Development Bank (ADB) team found that the filtered water supply was being distributed 
virtually free! The reforms include that water supply, besides being metered, will be levied a charge 
at the rate of Rs. 15 per 1000 liters (30 US cents). Now, due to the ADB’s insistence, the CMC 
appears to have agreed to the following schedule of rates that look rational (Table 2). 
 

Table 2 
Tariff on Water Supply in Calcutta - Present and Proposed (in Rupees) 

 
User Category 

Existing Charge 
(once in 3 months) 

Proposed Monthly 
Charge 

Family of 5 Members (200 lpcd) 
Small Trader (1000 lits per day) 
Trader 
Grand Hotel consuming 5 lakh liters  
    per day 

-- 
55 

880 
 

2400 

450 
45 
450 

 
7500 (per day) 

SOURCE:  Complied from Indian Infrastructure, Vol. 2 (Monthly, April 1999), p.23 
 
 

 The tax instrument, being a direct levy, is resisted and therefore the councils for fear of 
risking the vote banks do not dare touch it. It is therefore necessary to make user charges and tax 
instruments more rationalized if they are to serve their designated purposes. 
 
2.10   Intergovernmental Financial Transfers 
 
 Financial transfers from the state to the LBs through grants-in-aid and other subventions 
underline the major principle of upgrading the performance of selected services. Block grants are 
expected to cover a part of salaries/wages, while specific grants on the other hand help introduce/ 
upgrade/improve the quality and quantity of a particular service. Considering the fact that some of 
the sources (like the profession tax) have become the state source, and octroi is steadily being 
removed or replaced, the trend has become to increase the compensation for LBs. However, in view 
of the fact that the state governments themselves have their own financial straits, financial transfers 
from the state will likely be reduced gradually signaling the need for more dependence on own 
sources. This also warrants a progressive reduction in the O&M expenditure by LBs so that there 
are tangible savings in expenditure. (Money saved is money earned!).The whole theme of financial 
transfers is likely to undergo substantial transformation, probably towards competitive market 
borrowing along commercial lines and investing in viable projects. Similarly, it is essential for state 
governments to introduce performance-based grants-in-aid code so that LBs would consistently 
strive to improve. The performance-based approach has to be made mandatory not only towards 
resource mobilization efforts but also to the delivery of services. It would be rational if the 
standards of basic services are prescribed by the state governments and are strictly ensured. 
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 With a view to improving state-local fiscal relationship, many state governments have 
constituted Finance Commissions (FCs). These FCs have recommended an improved pattern of 
mobilizing revenue by LBs and also an increase in octroi compensation by states. The reports 
submitted by the FCs of Rajasthan, Karnataka and Andhra Pradesh are reported to be very 
comprehensive. An interesting aspect of these reports is that for the first time in the history of the 
LBs, a comprehensive database on fiscal matters  (in both aggregate and disaggregate form) has 
been presented. 
 
2.11  Finance Commission:  Wage Bill and the Need to Raise Resources 
 
 In its terms of reference, the Government of India (GOI) had advised the Eleventh Finance 
Commission to be very specific in matters relating to (a) the emoluments and terminal benefits of 
LB employees, including those of teachers; and (b) the existing powers of municipalities to raise 
financial resources, including those by way of additional taxes by municipalities. An important 
aspect, which is noteworthy, is that the expenditure on emoluments and terminal benefits has been 
as of late quite considerable - a fallout of the Fifth Pay Commission's recommendations. While the 
GOI with its enormous resources could afford to hike-up the wage in the case of the municipalities 
or for that matter the states, it is not that simple due to their limitations of raising resources. The 
result is that a large part of the revenue in the case of LBs would go into the wage/salary bill, a 
distortion of the municipal budget. 
 

3.0  SOME NOVEL METHODS OF FUNDING 

 
3.1   FIRE (D) : 
 
 The Financial Institutions Reforms and Expansion Program - (Debt) joint Indo-USAID 
(FIRE-D), the first comprehensive countrywide municipal infrastructure under the USAID program, 
has two phases. Phase I (1994-98) had two components: (1) FIRE-D and (2) FIRE-R (FIRE-
Regulatory). Under Phase II which is currently on (1998-2003), FIRE-D continues to exist while 
FIRE-R was discontinued due to the post-POKHARAN sanctions. FIRE focuses on developing 
market instruments that could be accessed by state and LBs for water supply and sanitation projects. 
LBs lack the capacity and know-how to plan, implement or deliver commercially viable projects 
that attract private funding. One of the most successful consequences of the FIRE-D is the 
Ahmedabad Municipal Corporation which has raised Rs. 1 billion secured redeemable bonds – an 
experience first of its kind in South Asia. This may be the beginning for other municipal institutions 
to go for market funds. However, a note of caution is that the funds raised have to be invested in the 
designated portfolios without losing time. This has not happened in the case of Ahmedabad, as it 
lacked advance planning in executing the plans resulting in depositing borrowed funds at the rate of 
12.5 percent in banks as opposed to the 14 percent of dividends paid to bond subscribers. This 
experience is a very important precaution for the LBs. Recently, Vijayawada and Guntur Municipal 
Corporations in Andhra Pradesh have got their credit rating done by the CRISIL (a credit rating 
institution in India) as a prelude to raising funds from the market. 
 The FIRE-D program has also helped LBs improve their method of financial management. 
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The CRISIL, has evaluated the financial management of various LBs and found that their 
performance has been decimal. Raising funds from the market is a difficult task for many LBs as 
service delivery of many LBs has been poor and therefore their credibility has remained low. 
Utilizing market funds efficiently is necessary. This calls for effective planning and adequate 
groundwork. 
 
3.2   Self-Financing Projects 
 
 Many externally-aided technical assistance projects (TA) and non-TA projects have started 
looking at the viability of projects as a pre-condition for sanctioning aid, this approach of involving 
the stakeholder is gaining ground. All these call for the recovery of the cost of services through a 
variety of development steps such as the improved information system, a simplified accounting 
procedure and its operation and, above all, a skilled and committed workforce. Corporations have 
started engaging the sources of audit-rating institutions to appraise their state of finances so as to 
position themselves for stakeholder participation in selected services and also for funding from 
commercial banks. While this is a welcome sign, much of the success depends upon the efficient 
planning of the resource mobilization and rational utilization of funds along corporate lines without 
losing sight of equity and distributional justice. This calls for an approach of achieving 
distributional justice, keeping in view the low-income strata of society. 
 

4.0   QUALITY OF SERVICES 
 
4.1   Accountability 
 
 Municipal performance could be judged by its quality and quantity of services. The 
hopelessly entrenched conventional bureaucracy makes the system all the more difficult to 
administer. A building permit, a water supply connection, a birth certificate or a change of 
ownership of property is not possible to do in one go. One is constrained to visit the corridors of the 
municipal office repeatedly, take chances, and run from pillar to post wasting precious time. To get 
a piece of work done in the municipal office under normal circumstances, one may make a phone 
call first. But things are not that simple. The disgusting cycle starts now. The phone does not work. 
Even it works, nobody responds. And, even if somebody responds, nobody puts you on to the 
proper functionary. When the functionary comes on the line, he replies in such a sadistic manner 
implying that you need to meet him. A thing that could be easily done by a phone call or by a single 
visit to the municipal office is not possible in the municipal system. Now, even if one ventures to 
visit the municipal office, the person concerned answers in the most impolite manner and tries to 
shift the responsibility, making the individual run from pillar to post. 
 
 Under these circumstances, how could these local self-institutions gain the confidence of 
the people? How best to improve the situation? One way probably could be to make the employee 
realize that he has to serve the clientele satisfactorily. Now what is important is the question of 
work culture and proper mindset to serve the people. It is therefore viewed by LBs that the problem 
is serious but not insurmountable. Probably, appropriate training may need to be imparted to lower-
level officials basically in the art of public relations. Secondly, certain workstudies may need to be 
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carried out and these should lead to fixing accountability of selected officials. Training in work 
culture and public dealings may be imparted. To the extent possible, it is advisable to privatize 
some services and remove the municipal monopoly so that the people are happy. These require bold 
decisions, an effective implementation process, less political interference at the institution level and 
a good understanding or cooperation from employees and citizens. 
 
4.2  High Growth of Population and Dwindling Services 
 
 It is felt that as the population has grown, the result has been the dwindling per capita 
availability of services. Out of 9 cities taken into account, a few of them have experienced this 
phenomenon in the case of water supply, as shown in the following paragraph (Table 3). 
 

Table 3 : Declining Trend of Public Services—Water Supply 

Water Supply 
(in lpcd) 

Serial 
Number 

City Population 
(Average Annual 

Growth, in percent)  
1989/90 

 
1993/94 

Percent 
Change 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

Delhi 
Madras 
Lucknow 
Surat 
Visakhapatnam 
Solapur 
Raipur 
Bhubaneshwar 
Vadodara 

4.7 
1.7 
7.6 
9.3 
2.9 
1.8 
2.9 
8.7 
4.04 

295 
116 
203 
111 
149 
188 
233 
366 
448 

350@ 
108 

210@ 
164@ 
158 
174 
208 
291 

371* 

18.6 
(-)6.9 
3.4 

47.7 
6.0 

(-)7.4 
(-)10.7 
(-)20.5 
(-)17.1 

NOTE:  @ = Data relates to FY 1996/97.  * = Data relates to FY 1994/95.  Lpcd (liters per capita 
per day) is a measure of water supplied per individual. 
SOURCE: Based on data collected from municipal/utility board budgets. 

 
 As the needs for augmentation/network development increase, the municipalities are not 
able to find adequate funding to finance the development expenditure and therefore there is a fall in 
per capita. Table 4 shows that except in Surat and Delhi, and to some extent Visakhapatnam and 
Lucknow, the rest of the cities have shown a declining trend in the supply of potable water. 
 
 Failure to open new transport routes in cities has led to unmanageable traffic jams and 
unabated pollution levels in certain routes. The main reason for this is the shortage of funds to 
acquire the land needed to open new routes. As far as the water supply and sewerage are concerned, 
LBs are more concerned with the former than the latter. The result is the spread of untreated 
sewerage all around the city, causing a mosquito menace. The problem due to this is more serious 
in the western zone of the country, which is endemic for malarial incidents. Existing sewerage 
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treatment plants do not work due to low allocations to meet O&M costs. The situation is indeed 
alarming in the major cities while it is worse in smaller cities. 
 
 In his analysis on the quality of the infrastructure, Professor Prem Pangotra has made a 
comparison among four cities (Pune, Ahmedabad, Bangalore and Hyderabad).5 His observations 
revealed a picture of the deteriorating situation as listed as follows: 
 

Water Supply: Poor quality, leaking and contamination 
Sewerage & Drainage: Attracting a galore of complaints due to direct release of sewage 
Solid Waste: Dumping of hazardous waste 
Roads: Encroachments and poor road conditions 
Law and Order: Chain Snatching 
Pollution: Anti-pollution drives were initiated but there is an extinction of greenery in and 
around the cities. 

 
4.3  Water Supply in Selected Cities:  Managerial and Financial Aspects 
 
 Satisfactory delivery of services requires sound managerial skills. This includes: (a) 
financial viability through appropriate tariffs and recurring the cost; (b) satisfactory delivery of 
services; (c) good manpower management; and (d) lowest possible unit costs to make the system 
viable. Keeping these in view, a comparison of four cities such as Calcutta, Madras, Bombay & 
Delhi has been attempted. The following are some interesting observations: 
 

• = Among Calcutta, Bombay and Delhi, the supply situation has been quite satisfactory 
in Delhi, followed by Calcutta and Bombay. Calcutta appears to be more liberal in 
providing supply for 10 hours a day while the rest are providing supply for 4 to 5 
hours a day.  

 
• = Tariff levels are unfortunately low in all cities except Madras, where scarcity level is 

pronounced to be high. 
 
 It is unfortunate that the ratio of maintenance staff per thousand connections is very high in 
all cities, the highest being in Bombay followed by Madras. While this is a phenomenon reflecting 
overstaffing, it is also due to the distance of the source of supply in cities like Madras and Bombay 
which draw water from long distance compared to cities like Delhi and Calcutta, which are on river 
banks and therefore the high ratio appears to be justified (Table 4).6 
 
 
 The cost of new connections is very low in Bombay and Delhi, compared to their 

5Prem P. Pangotra, CITY MONITOR – 1996/97. Ahmedabad Management Association, Ahmedabad, 1998. 
6Rama Rao S. and Sehgal M.M., “Some Aspect of Water Tariff and Organizational Restructuring in Brihan Mumbai 
Municipal Corporation.” Paper presented in Bombay University Workshop on Economic Aspects of Water Supply and 
Sewerage Management with Special Reference to the Mumbai Metropolitan Region (December 4, 1998). Brihan 
Mumbai is in greater Bombay. 
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counterparts. It is a matter of considerable astonishment that despite its moderate level of tariff, and 
at the same time with high ratio of staff to a water connection, Bombay is able to do well. Is this a 
reflection of good managerial skill of the city administration? Calcutta, with its lowest tariff rate 
and highest percentage of transmission losses, has registered the highest unit cost. Good managerial 
skill is an essential prerequisite for making services satisfactory to the consumer and at the same 
time financially viable. It is therefore felt essential for a proper review of the services from time to 
time and taking effective steps in implementing policies are needed to make these services 
sustainable. 

 
Table 4 : Water Supply in Selected Cities - Managerial and Financial Aspects 

Component Calcutta Madras Bombay Delhi 
Daily availability of water (in hours) 
Daily per capita consumption (lpcd) 
Water wasted (in percent) 
Average Tariff on 1000 liters (in Rs.) 
Number of Staff per 1000 connections 
Cost of a new connection (in Rs.) 

10 
202 
50 

0.42 
17 

1700 

4 
-- 
20 

10.60 
26 

1742 

5 
178 
18 

2.50 
33 
340 

4 
209 
26 

1.27 
21 
637 

SOURCE:  Indian Infrastructure, Vol. 2, op. cit. Lpcd (liters per capita per day) is a measure of water supplied per 
individual. 
 

5.0   OTHER ISSUES 
 
 The 74th Constitutional Amendment is being looked at as the Magna Carta of the LBs. It is 
also the opportune time to think of institutional capacity building at the municipal level. Otherwise 
autonomy alone is not enough to carry the LBs forward. Management efficiency, which has 
traditionally been absent in other LBs, need to be geared-up to prove that they are capable of 
working autonomously.7 
 
 There is a host of other issues, which have a direct and indirect bearing on municipal 
finances. A careful look at them by policymakers is bound to improve the performance of the LBs 
in both short and long term. These are: 
 

• = project management and the issues related to cost escalation; 
• = quality of construction; 
• = long range planning; 
• = manpower management and productivity; 
• = privatization and cost saving; 
• = compliance with the 74th Constitutional Amendment; 
• = investigations lacking thrust; 
• = regulating the growth of slums. 

5.1 Cost Escalation 

7Mohit Bhattacharya "Municipal Planning in the Perspective of 74th Constitutional Amendment." Nagarlok 1998, p.4. 
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 Due to poor planning and execution delays, project completion is delayed and this has 
tended to increase the cost. Once there is an escalation in cost, where does the LB find the money to 
meet these unexpected penalties generated by the rise in costs? Considering the fact that the LB has 
the capability to raise funds from domestic sources through the capital market, two phenomena are 
noticeable: 
 

(a) original estimates are rescheduled, leading to the reduction in the scope and coverage 
of the project area; 
 

(b)   reduction in service standards leading to lower per capita delivery of services than what 
was originally anticipated. 

 
 In some cases, escalated costs are adhered to by resorting to additional borrowing, which 
normally increases the interest burden than originally estimated. 
 
      5.1.1  Factors Responsible for the Cost Escalation 
 
 There is a host of reasons responsible for the escalation in costs. LBs (except for municipal 
corporations, which have their own highly-qualified professionals like engineers, doctors, chartered 
accountants and so on) depend on state-level agencies (which have highly qualified professionals 
on their rolls) like the Public Health Engineering Department (PHED) or the state-level water 
boards for executing water supply/sewerage projects, or the Roads & Buildings Department of the 
state governments for road works. These state-level agencies aim at taking up the jobs for other 
departments and are usually overburdened with their normal work. This makes these agencies have 
their own priorities in taking up the works for the other departments. Surprisingly, smaller LBs get 
lower priority in executing these jobs. Whatever might be the problems of the executing 
department, the impact of delays in executing the jobs are increasing the cost of the project, which 
ultimately prove burdensome for the smaller LBs in terms of interest burden. Under normal 
conditions, the following are reasons for the delay in execution: 
 

• = shortage of personnel/specialists in executing agencies; 
• = delays in matching contributions by state governments and, in some cases, the promised 

amount has not been made available by state governments; 
• = delays in land acquisition/land consolidation; 
• = delay in getting cooperation from other utility agencies in planning, execution and 

completing the work. 
 
5.2 Quality of Construction 
 
 The quality of public works in local areas is poor. Either lack of supervision or poor quality 
of supervision causes low quality of construction, which has ultimately a great bearing on the life of 
the asset created (such as buildings, roads, drainage/sewerage, etc.). Any asset needs careful upkeep 
and maintenance and in absence of this the asset created starts deteriorating, necessitating stepping 
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up of O&M costs. If maintenance costs are not met adequately, the asset becomes defunct and 
eventually may have to be written off. The LBs’ eagerness to buy or create new assets (movable or 
immovable) and poor servicing of existing assets should be properly evaluated before a final 
decision is taken. (Unfortunately, any new purchase appears to be generating a large "slush money" 
fund). This needs a total overhaul in the thinking process and mindset of the LBs. In view of this, 
multilateral funding institutions insist on incorporating design, construction and supervision as the 
most important ingredients in project execution so that the quality of construction is assured and 
remains within construction standards. 
 
5.3 Long-Range Planning 
 
 LBs are not used to formulating a long-range plan. The only plan they make is the statutory 
Annual Budget and the Annual Administration Report. The former contains financial details of the 
previous year’s actuals and the forecast for the current and the next year. The latter contains the 
physical achievements of the LB during the previous year. 
 
 The Annual Budget is an annual ritual. This is a myopic approach. There is need to have a 
long-range plan with at least a perspective for 15 years and the annual budgets may be a part of this 
perspective plan. This type of long-range plan should take into account the population growth, 
industrial/commercial growth, inter-sectoral and inter-regional linkages, areas wherein privatization 
is likely to take place, development programs on the infrastructure and the methods of mobilizing 
funds to support such programs and so on. All these require a professional approach of considering 
a host of parameters, their interplay and their overall impact rather than a conventional and crude 
method of applying a random multiplying factor, which has no relevance. LBs require a perspective 
plan with projections of revenue and expenditure carried out on a scientific basis. This should be 
followed by efficient appraisals from time to time. 
 
5.4     Manpower and Delivery of Services 
 
 The recruitment of street cleaners and garbage pickers is taking place mostly based on 
considerations outside of the requirement. Often, no norms are adhered to resulting in excess 
staffing and this redundant staff is a drain on the slender finances of LBs. Manpower with a 
proportionate output delivery leading to better service delivery to the satisfaction of the taxpayer is 
necessary. For instance, despite the excess staffing in the solid waste management department, 
street cleansing in many cities is irregular and in small LBs the situation is awfully bad. Not 
covering the whole physical jurisdiction of the city in terms of cleansing, collection and lifting of 
garbage is a common feature. Added to this, due to the frequent breakdown of garbage transporting 
vehicles, the lifting of solid waste is irregular. The pity is that despite a large number of street 
cleaners and garbage pickers, the performance of the department is far below satisfaction. 
 
 Cases of excess recruitment by the party in power are not rare.  Unfortunately, garbage 
disposal, which is mostly manual, has become a source of corruption. With regard to recruitment, 
politicians are scot-free (although the State Municipal Administration could question it, rarely does 
such questioning is resorted due to political maneuverability) to recruit due to some reasons beyond 
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explanation. On the other hand, due to the lenient approach and weak followup by LB officials, 
street cleaners and garbage pickers do not stick to their work schedules and thus leaving many areas 
of the cities uncollected. This is a worrisome factor for taxpayers. 
 
 The garbage is mostly disposed in low-lying vacant lands, which are either owned by LBs 
or are private lands located on the outskirts of the city. In either case, since it is an open dumping, 
there is every possibility of mosquito breeding. The problem is more serious in the western India, 
which has a large number of endemic zones of malaria. 
 
 The incineration of garbage is rarely done because of either not having the facility or its 
breakdown. It is necessary to install the facility and operate it to full capacity. Hospital wastes, 
which are toxic in nature, are a big threat to the environment. In this connection, huge government-
run hospitals pose a bigger threat than well-organized private hospitals, which have their own 
incinerators. 
 
 The interesting part is that the expenditure on solid-waste management is relatively sizeable 
in the LBs’ budget; but the performance of the department is rather poor in many respects. 
Privatization and evolving stricter controls and their compliance are needed. Periodic performance 
evaluation of staff, to ensure proper output delivery by introducing proper checks and balances, are 
the fundamental reforms immediately required. 
 
5.5 Privatization 
 
 Inefficiencies in public sector operation have compelled policymakers to think in favor of 
private operation. The whole public sector at GOI, state level or LB level has become a source of 
worry due to excess staff, high expenditure on operation and maintenance leading to high unit costs, 
unjustified tariffs, poor quality of services and so on. Some interesting examples of poor 
operational efficiency include the Ahmedabad Municipal Corporation’s transport undertaking, 
which makes few millions of rupees in losses every year. Similarly no municipal corporation made 
any profits from its so-called “enterprises.” In the interest of saving public money and providing the 
public with improved quality of services, private sector operation needs to be encouraged at the LB 
level on a selective basis.  
 
  5.5.1 Areas For Private Operation at LB Level 
 
 Considering the importance of these services, the first to be brought under private operation 
is the water supply and sewerage/drainage service followed by solid waste management (including 
street cleaning, garbage picking, its transportation and its dumping or incineration). Once these 
areas have been identified, the question that remains is the method of selecting the operator so that 
time is not lost in formalities. A large number of unforeseen problems that crop up to delay project 
implementation (as in the case of Tiruppur [in Tamil Nadu State]) may need to be overcome. 
(Tiruppur is the first water supply project in private operation in the country encouraged under the 
FIRE-D Program.) 

5.5.2 Caution on Privatization 
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 The act of privatization is not an ultimate panacea and at the same time cannot be 
indiscriminately applied to every service and in every LB. In selected cases, with proper checks and 
balances, the operator may be inducted. In any case, those cities where income levels are high 
(Bombay, Delhi, Calcutta) and the value of time is considered high, the involvement of a private 
operator would be an instant success (or in a town like Tiruppur, which has a strong export 
potential of hosiery products). 
 
  Privatizing selected services should be offered at competitive rates so that there is some 
control on expenditures. It is important to keep a watch on the private operator so that quality is 
ensured and the delivery schedule of services is adhered to. 
 
     5.5.3  Commitment by the State Government Against Local Risks 
 
 For any purely private operation, the long-term commitment of the LB is essential. Gujarat, 
in this connection, has done a pioneering job by bringing out an ordinance on private infrastructure 
for public use. For instance, the Vadodara-Halol Expressway and Gujarat's commitment for 
privatizing selected state highways, and the creation of an Infrastructure Development Board (IDB) 
are the best examples of dynamism, which other state governments may need to emulate. 
 
5.6 Compliance with the 74th Constitutional Amendment 
 
 The creation of ward committees is expected to be done strictly in line with the 74th 
Constitutional Amendment. This arrangement is supposed to ensure the involvement of members in 
the monitoring of budgetary planning process, ensure the effective collection of LB's dues, provide 
an equitable allocation of resources and help in making a balance between revenue and the citizen's 
needs. Participatory budgeting process as being used in Porto Alegre in Brazil, wherein citizens 
participate in resource mobilization and prioritizing expenditure, may be emulated.8 
 
5.7   Investigations Lacking Thrust 
 
 Unfortunately, state governments have taken a piece-meal effort and the result is the lack of 
an integrated view. Although some states have constituted committees/commissions on municipal 
affairs, a comprehensive view on the infrastructure level and cost recovery in the overall context of 
municipal finances is conspicuous by its absence. Some of the recent initiatives to improve 
municipal finances are from the World Bank and the ADB in terms of appraisal studies. In the 
Karnataka and West Bengal states, the World Bank sponsored rapid appraisal studies, probably as a 
prelude to detailed investigations. These endeavors may need to be repeated in other states too. 
 

8Sita Sekhar and Smita Bidarkar, “Municipal Budgets in India - A Comparison Across Five Cities.” Economic and 
Public Weekly  May 15, 1999 
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5.8  Basic Facilities in Slums 
 
 There are two reasons for the formation of slums and these need to be looked into by state 
governments: 
 

1.  Slums are mostly the consequence of large-scale construction activity in both public and 
private sectors. These activities attract rural folk to come to the city and work and 
eventually settle down there. Instead of facing the threats of droughts and unfortunate 
underemployment situations in going back to their place of origin, the emigrants tend to 
be squatters and thus slums spring up. Under these circumstances, it is suggested that 
pre-fabricated construction material may be brought into the city so that the potential 
squatting of workers within the city could be arrested at a place on the corridors of the 
city. In this case, the experience of constructing huge stadiums and other complexes for 
the Asian Games in Delhi was a bane and became detrimental to the city's ecology. 
Added to this, politicians and "slum lords" encourage the multiplication of slums for 
their personal gains. It is believed that out of nearly 14 million living in the Delhi 
agglomeration, as much as half of it is slum population. Bombay and Calcutta are no 
exception for that matter in this regard. 

 
2.   It is widely believed that the Small and Medium Town Development (SMTD), as stated 

earlier, has failed in its objectives. This program has laid overemphasis on the creation/ 
augmentation of the infrastructure than on employment schemes. A combination of the 
infrastructure- and employment-oriented schemes is important, rather than the exclusive 
proliferation of concrete development. A rationally carried-out SMTD program would 
be advantageous to towns as it tends to retain potential emigrants and engage them 
productively.9 In the absence of a well-articulated and effectively- implemented policy, 
the formation of slums would multiply adding to the financial straits of LBs. 

 
 Realizing the problems caused by the creation of slums, substantial financial assistance on 
matching basis has been given by the United Nations Children Fund (UNICEF) and the Department 
of International Development (DFID) of the Government of the United Kingdom. Under the 
UNICEF program, emphasis on household health, education and vocational training for men and 
women was laid. An important aspect of these programs is the encouragement of community 
participation in local welfare activities. An interesting development in Indore is the improvement of 
the slums with the help of the DFID and the cooperation of the Indore Municipal Corporation and 
the Indore Development Authority. Under this scheme, a concept on slum networking has come up 
resulting in the improvement of facilities in both the slums and other parts of the city. It is therefore 
important to realize the fact that active community and municipal participation are prerequisites for 
any development process. 
 

9“Study on The Rural-Urban Linkages in the Agriculturally Prosperous Regions.” This study was funded by the Agro-
Climatic Regional Planning Unit, Ahmedabad and was carried out by the ORG, Vadodara, 1990-91. A case study of 
Kolhapur has revealed that irrigation facilities or a fertile soil may keep small/marginal farmers (including their families) 
so occupied productively that they would not think of migrating to a city during the agricultural off-season. 
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6.0      NEED FOR HIGHER PRODUCTIVITY 
 
 Higher levels of accountability, coupled with higher productivity, are most urgently required 
in LBs. Commitment is essential to work and this comes up with proper checks and balances. To 
start with, it is essential to do an employee’s performance evaluation. This evaluation depends upon 
the availability of data on each employee and his/her performance, with reference to the designated 
job. These look simple but require bold decisions and adequate followup. The following analysis 
dwells on some important aspects that have a major role in improving the productivity of the 
institutions and the employees. These are: (1) database creation and its access by municipal 
management, (2) an management accounting system, (3) computerization, (4) a performance 
evaluation and (5) training. 
 
6.1  Management Information System (MIS) 
 
 Creation of a reliable database and its retrieval for planning and evaluation purposes is 
something missing in LBs. Taking adequate steps to collect the data and organizing it in a classified 
manner are necessary steps to be followed. Presently, the data required is collected on a piecemeal, 
haphazard and emergency basis and are used to serve the immediate purpose. The problem is due to 
two reasons. Firstly, the state government does not insist on data collection and MIS creation. 
Secondly, LBs have not realized the importance of data. For instance, finance data is dealt with by 
the revenue officer, who in turn is assisted by a bunch of clerks who are conventional in their 
approach and rarely try to understand municipal affairs in the proper perspective. The Annual 
Administration Report, a statutory annual ritual, is brought out irregularly with inconsistencies. The 
contents of these reports and their style of presentation differ widely among states. It is essential to 
have uniformity of data/information within a state and among states. State directorates need to pay 
proper attention on database generation and the creation of an MIS at the local level and linking it 
up to the state for formulating plans at the state level. This aspect deserves a fresh look in view of 
the 74th Constitutional Amendment. 
 
 The type of data to be generated has to be properly thought over. For instance, property tax 
information on property characteristics (built-up area, gross area, occupancy [owner or tenant]), use 
(residential, commercial, industrial and institutional), rental income, and also the incomes of the 
household, facilities provided by the LB by locality etc. need to be built into the mechanism of 
database. This endeavor needs the full cooperation from within the municipal institutions and from 
the departments of Revenue/Tax, Town Planning, Public Health, Property Registration (both at 
local and state levels), District Administration and so on. Considerable work on computerization 
has been attempted by the state of Andhra Pradesh on a large scale; and, other states in the country 
are planning to introduce computerization. 
 
 The task of computerization is huge and may need to be assigned to specialist institutions 
on a competitive bidding basis. Since the costs involved are too high, probably it may be easier 
under  the  Technical  Assistance  Program  of  the  ADB  and World Bank. Installing Geographical  
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Information System (GIS) is required particularly on land use and property tax management, as is 
done in Philippines and other countries. 
 
6.2 Management Accounting System (MAS) 
 
 The conventional and archaic method of the municipal accounting system needs to be 
replaced by the MAS. Presently, it is the single-entry system, which has no relevance in today's 
context of improved accounting methods. This calls for the introduction of a computerized double- 
entry system of accounting, which is on an accrual basis. (A double-entry system of accounting 
confers an additional advantage of showing both the receivable and the received amount of funds 
and thus enables LBs to evaluate their performance skillfully and rapidly). However, as the existing 
staff of municipalities is not capable to do this, it would be advisable to go in for consultancy 
involvement to streamline the system. Some cities like Surat, Madras, and Ahmedabad have 
adopted this method. Major- and medium-sized municipalities may have to opt for it. However, this 
is not an easy task to accomplish. First of all, there will likely be considerable opposition from LB 
clerks who are with low educational qualifications (undergraduates) and are conventional in their 
approach and therefore resist modernity. The problem is more serious in the case of small LBs. 
Secondly, present income level of LBs is too inadequate to fund such tasks. It would therefore be 
necessary to approach the ADB/the World Bank to fund projects on MIS. This should be followed 
by a carefully planned Municipal Finance study, and a training course for conventional accountants 
so that their productivity levels may increase. It is not out of place to enumerate the benefits of 
MAS to the LBs: 
 

(a)  Retrieval of arrears and thus tracking down defaulters and increasing efforts of 
followup. 

 
(b) A correct picture on finances that enable LBs to plan and ultimately evaluate their own 

performance and also reconcile their accounts efficiently in time and at regular intervals. 
 

(c)  It will improve the possibility to work out cost recovery by properly accounting for the 
attributable costs and revenue on relevant heads. It may be noted that the so-called 
paradigm of cost recovery would not be possible without a clear switchover to the 
double-entry system of accounting and this has to be adequately supplemented by 
efficient computerization. 

 
 Quite a large number of LBs, with an urge for computerization, have recruited local data-
entry outfits but failed to continue the arrangement due to bureaucratic interference. Discussions 
with the officials of municipalities like Anand city (in Gujarat) indicate that a one-year contract 
entered into with the local tenderer failed to get renewal from within the municipality. Part of the 
problem is with the municipal employees themselves, who are opposed to modernization. 
 
 As a prelude, a full-scale computer-training program to LB employees may be organized. 
To the extent possible, it would be ideal to select commerce graduates from the open market at a 
competitive salary. This should be followed by a private vendor's one-year involvement in 
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computerization involving trained municipal employees. This provides the employees to get a 
practical in-house training in the “nitty-gritty” of computerization. Towards accomplishing this, the 
following aspects may be taken into account: 
 

(1) the database may be created, streamlined, strengthened with the help of seasoned 
consultancy firms; 

 
(2)  it may be noted that good payment to those selected from the market would induce 
efficient professionals to join the LBs. Well-qualified employees with a sense of 
accountability are needed than present-day averagely talented employees whose productivity 
is marginal; 

 
(3)  the computerization of data may be made by the vendor; 

 
(Required training of LB personnel in the techniques of computerization, format making for 
evaluation, etc may also be provided.) 

 
(4)  Computerization at the state level: No computerization at the LB level could be 
successful without there being a major effort of the same at the state level. Full appreciation 
by the bureaucracy about the need for computerization and creating a strong computer 
database are preconditions for the successful computerization and eventual modernization 
of the municipal system; 

 
(5) a periodic evaluation of the process of computerization and its extent of utilization and 
introducing an built-in system of checks and balances are required purely along the lines of 
corporate principles. 

 
6.3 Need For Performance Evaluation:  The Question of Accountability 
 
 Accountability is something very much required for improving the quality of service. In the 
public sector, the term "accountability" is rarely understood and hardly practiced. Detailed studies 
have to be carried out on the performance evaluation of employees. Based on this, incentives and 
punishments have to be given. Unless these measures are incorporated in the manual of 
performance evaluation, there is no way the productivity level would improve to serve the people. 
These things appear better in some municipal corporations compared to the municipalities 
themselves. As political interferences are reported to be more involved in municipal affairs, 
performance evaluation becomes a sensitive issue and needs to be carefully handled--taking the 
trade unions, political parties, and the perceptions of the councils and the employees into 
confidence. 
 
6.4 Role of Training Institutions 
 
 The Indian Institute of Public Administration (IIPA), Regional Centers of Urban Studies, 
All-India Institute of Local-Self Government, and the Human Settlement Management Institute 
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(HSMI) of the HUDCO have specific training modules in municipal capacity building and 
upgrading human capital. These institutions would accept the task of designing suitable training 
modules on demand. Municipalities need to take full advantage of the professional expertise of 
these institutions and plan to take their services to the doorsteps of the LBs so that they can be 
activated. 
 
6.5 Some Interesting Practices 
 
 LBs need to look into a great deal of work being turned out by various institutions. This 
work relates to environment management and is funded by both domestic governments and external 
assistance. A brief review of this is made here: 
 

6.5.1 Scientific Studies Carried Out By the National Environmental Engineering 
Research Institute (NEERI) 

 
 The NEERI, an institution known for its scientific investigations, has done studies on the 
carrying capacities of regions funded by the GOI’s Ministry of Forests and Environment (MOEF). 
These studies have amply indicated regional capacities related to air, water, sanitation, 
transportation, industries, and brought out institutional strengths and weaknesses for improvement. 
LBs need to take these studies into account for understanding the problems, challenges and 
prospects and plan accordingly in the context of rapid urbanization. 

 
6.5.2.  Environment Studies by the ADB, World Bank and Other Agencies 

 
 The British DFID in Calcutta, the World Bank in Delhi and the ADB in ten cities in 
Karnataka have funded studies to bring out environment studies by sector (air, water, sanitation, 
industries, etc.) and point out viable projects for private participation. The municipal institutions 
have a great role to play here. However, much depends upon how serious are state governments in 
providing conditions congenial to facilitate institutional changes and effective implementation. Any 
indifference in this regard would make the quality of living deteriorate further. 

 
6.5.3 Efforts by the British DFID 
 

 The DFID is doing a considerable amount of good work, particularly in the field of 
environment improvement. Interesting cases are its assistance in the recent cyclone hitting Orissa 
State, in terms of damage assessment; in the case of Visakhapatnam city, the DFID helped in 
protecting low-lying poor localities from flood erosion. At present, a multi-million-pound 
assistance on a matching basis is being given to the Government of Andhra Pradesh to improve its 
32 cities/towns of various sizes. The main emphasis in this project is the improvement of basic 
services, fundamentally in low-income localities and also in other parts of urban areas. Presently, 
scientific investigations are being initiated. Eventually, this project is likely to expand LB capacity 
and strengthen their revenue base. 
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6.5.4 Efforts by Urban Development Authorities 
 

 Visakhapatnam UDA and the municipal corporation have done a tremendous amount of 
good work in protecting the environment by encouraging a green belt around the city. These 
initiatives further encouraged the participation of industrial groups to adopt certain localities for 
intensive social forestry. In Gujarat State, many municipal corporations have initiated detailed 
actions with the assistance of the GOI’s MOEF in renovating lakes and ponds and making them 
tourist locations under private operation. Other interesting aspects relate to water conservation 
practices being adopted by the Vadodara Urban Development Authority in constructing storage 
tanks connected to newly built massive residential colonies to collect rainwater for both drinking 
and minor irrigation purposes.  
 

7.0     CONCLUSION 
 
 LBs have been playing a very important role in consolidating and strengthening self-rule. 
However, there are many problems that come in the way of planning, evaluation and improvement. 
Poor quality of manpower is the most worrisome factor. Other impediments are the indifference of 
employees not showing the required level of accountability and also frequent political interference. 
With the implementation of the 74th Constitutional Amendment, there are horizontal 
responsibilities pertaining to ward committees that would look into more local affairs and anticipate 
less interference of state governments in local affairs. 
 
 The most important step required is fulfilling the aspirations of the people by providing 
basic civic amenities at prescribed standards. In this connection, infrastructure creation and its 
delivery are the most important responsibilities of LBs. Revenue generation is to be viewed as a 
means to provide these services. 
 
 There are a few bold steps required to be taken up by the LBs. Some such are: downsizing/ 
rightsizing departments, opting for selective or strategic privatization and the proper integration of 
NGOs and ward committees in local affairs. Credibility and confidence built up in LBs through the 
provision of a reliable supply of civic services are more important than going by the sheer 
application of rules and paper correspondence which delay decisions. This also calls for diluting 
today's monopolistic attitude of LBs and accepting a transparent and market-based approach for 
selected services (like water supply and sanitation, which would require huge funding for source 
development, transmission and distribution). Such steps could perhaps lead to an improved level of 
urban infrastructure that would ultimately result in an improved quality of life.  
 
 Equally important are the active participation of the people in local affairs and articulating 
their demands and making LBs more responsive and responsible in the delivery of services. 
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