Chapter I
Introduction

The Constitutional (Seventy Third Amendment) Act, 1992 has added third tier of governance in Indian federal polity through the Institutions of Panchayati Raj. The institutional mechanism for effective governance at district and sub-district levels has not only been created but has also been strengthened both in concurrent and perspective manner. The burning issues such as reduction of poverty and infant mortality, increase in literacy, creation of employment opportunities and development of infrastructure in rural area could effectively be solved only through effective functioning of the Panchayati Raj Institutions (PRIs). The Article 243G of the Constitution states that the Legislature of a State may endow the Panchayats with such powers and authority as may be necessary to enable them to function as institutions of self-government and such law may contain provisions for the devolution of powers and responsibilities upon Panchayats at the appropriate level with respect to the preparation of plans for economic development and social justice and the implementation of schemes for economic development and social justice as may be entrusted to them including those in relation to the 29 Subjects given  in its Eleventh Schedule. This is the mandate given by the Constitution to the States to empower Panchayats functionally, financially and administratively to enable them to fulfill the aspirations and expectations of the villagers.

The PRIs cannot become effective institutions of local self-governance unless they have a strong financial base with clearly defined sources of revenues and the revenues are properly managed to optimize the resources. As per the provisions of the Constitution, the State Legislature has been given the discretion to authorize Panchayats to levy taxes and assign taxes, etc, to enable them to mobilise their own resources for discharging assigned duties and functions. In the context of above and in the light of the experiences gained about the functioning of PRIs during the last decade, it becomes important to study the financial domain of the Panchayats, assess their capacity to raise resources , analyse their capacity to absorb devolved and own financial resources, evaluate the extent of  fiscal discipline practiced, the extent of proper management of financial resources at their disposal at different levels of PRIs and, finally, suggest suitable measures for improving the managerial capacity of these institutions.

  It has become even more important in view of the  grim position of the State finance indicated by the Working Group on States' Resources for the 10th Plan constituted by the Planning Commission. It says that decentralisation and involvement of people at the local level will have a critical role to play in achieving requisite level of saving. 

This Working Group also observed that: " Given the high negative Balance from Current Revenue (BCR) of States (with the all-states total going up to Rs. 32, 306 crores in 2000-2001), the need to step up resource mobilization by the states is greater today than it was at any previous moment. This has several important consequences for local governments in the country. First, as most of the local taxes are inelastic and some are unproductive, the need for sharing and/or providing for more revenue raising powers of the local bodies increases especially for the PRIs whose functional domain and responsibilities as per the 73rd Amendment are large and growing. Second, some states have taken away from local bodies such relatively productive taxes like profession tax and entertainment tax. In several States, octroi has also been abolished. This has affected their tax base and tax domain adversely, Third, despite the recommendations of most State Finance Commissions, the flow of funds to local bodies continues to be characterized by delay, unpredictability and inadequacy.... The 25 percent matching requirements in the allocation of grants to local bodies and several centrally-sponsored schemes means that if the local body/state raises 1 rupee, it can attract 3 rupees. Indeed, all tiers of government have to pull together in the federal context involving shared responsibilities. What should be the share of the local bodies in raising tax and non-tax revenue is the specific question in this context."


It has been projected by the Advisory Group on Tax Policy and Tax Administration for the Tenth Plan  that to raise the  Tax-GDP ratio of States from the level of 5.38 per cent to 5.98 per cent and 6.9 per cent by the first and the terminal year of the Tenth Plan, respectively, involved an increase of 0.92 percentage points or about 15.4 per cent in the Tax-GDP ratio at the end of the Plan period compared to 2002-03. Hence, the local self-governments have to increase their tax-GDP ratio by a substantial margin although it may be difficult to raise it by 0.92 percentage points.  If we compare both Panchayats and Municipalities we find that the challenges before the former are greater as the trend Tax-GDP ratio shows a declining trend when compared across the period from 1997-98 to 2006-07 as shown by the Table given below. Hence, mobilisation of additional resources by the Panchayats is essential for ushering these bodies in the sphere of fiscal autonomy which is indispensable if these bodies are to perform as institutions of local government.

	Year
	PRIs

	
	Tax
	Non-Tax

	1997-98
	0.025
	0.020

	2002-03
	0.023
	0.019

	2006-07
	0.021
	0.018


It is nonlikelihood of having any buoyancy in mobilising resources by the Panchayats in future because the assigned taxes of these bodies do not have elastic yield. Besides, the service sector which is one of the most growing sectors is rarely  taxed by the Panchayats.

In view of the above, it is clear that the low revenue mobilization by rural local bodies is a serious issue to be seen in the light of the Constitution which envisages Panchayats as autonomous institutions. Low revenue mobilization cannot be explained by the low revenue base alone. While the PRIs have been traditionally attached to the State Departmental administration. Simple reluctance to mobilize revenue, lack of role clarity  between tiers, lack of staff support, unviable administrative area, creation of parallel channels of flow of funds are some major factors for eroding the autonomy of the Panchayats. It is clear from the above that the states have not built up fiscal autonomy and fiscal base of the PRIs.

The finance is fuel which is indispensable  for working the engine in the form of Panchayati Raj Institutions.  In this context,  Kautilya  had reminded us that,  "All undertakings depend upon finance. Hence, foremost attention shall be paid to the treasury." Besides mobilization of financial resources, other  important aspect is  proper management of the mobilized resources by the Panchayats. In other words, present study's main concerns are as to how the Panchayat have been  mobilising the financial resources  and as to how these institutions are spending for the benefits of the people. In fact, Panchayats should not have  confined merely to mobilising finances  but should  also proactively involve the  planning and coordination of the financial resources for the overall  development of  rural areas.

Review of Literature

 The area of mobilisation and management of financial resources of Panchayats has not been much researched. However, while scanning the literature on the theme, very few studies were found which are mainly related to the management of common property resources.     

Singh (1995) conducted a study on Common Land Encroachment and Panchayat Finances with the purpose to examine the problems of unauthorized occupation on common land in Haryana and consequent loss of income to the Panchayats as well as identification of the factors which leads the occurrence of this phenomenon. Sixty respondents from four Gram Panchayats in two Blocks of Karnal and Kurukshetra Districts of the State have been interviewed beside interviewing  some select senior officials, both working and retired, for this purpose.

The main findings of the study, inter alia, include : encroachment of panchayat land and abadi deh; not giving of fertile land to Forest Department; cultivation of common land by the Panchayats themselves, and for this they need to should be given agricultural implements; people with political links and people with muscle powers encroached more Panchayat land; on an average, in a district, about one thousand cases of illegal possession are always pending in different courts and the Legal Officers have practically failed to justify their existence and protect the interest of Gram Panchayats in this regard. In nutshell, there was administrative slackness in initiating action against the encroachers having political support and links with officials.     

Based on the findings, the study suggested : (1) Block Development & Panchayat Officers (BDPOs) and  District Development & Panchayat Officers (DDPOs) may be made responsible in this regard and they should submit quarterly report to the Collector ; (2) conducting  girdawari of common land jointly by Block and Revenue Patwaris ; ( 3) exclusive Courts of the Assistant Collectors 1st grade to deal with the cases of encroachment ; (4) Penalty on the encroacher must be more than the benefits derived from the encroached land ; (5) constituting the 'Task Force'  for getting the encroached land vacated the members of this Force should be of high integrity.

Annamalai (2000) conducted a study on Mobilisation of Resources by Gram Panchayats through Common Property Resources in the State. For this purpose, he selected  the Sandhir Gram Panchayat (GP) which falls under Nilokheri Block of Karnal district. The study revealed that out of total common land of Karnal district, about 4 per cent was encroached upon by the villagers, causing heavy loss of income and other benefits to the Gram Panchayats. Out of the total 2580 acres total land of the village, common land constitute 62 acres in this GP. The income from the common land was Rs. 30,0200.00 during the year of 1997. The study further says that 8 acres of land had been encroached by a family in the village. This land was got vacated by the GP collectively under the dynamic leadership of the Sarpanch. However, the same efforts were not made for other common property resources. For example, fishponds have been contracted for a paltry sum of Rs. 5000.00 per annum which otherwise would have fetched an amount of Rs. 2.50 lakh per annum. This is the case of under-utilisation of the common property resources in the village. As a recommendation, the study suggested that local initiative and participation could ensure the restoration of control over common property resources by the Panchayats.                            

Rishi Pal (2002) has conducted a study on the Finances of PRIs in Haryana with the objectives to analyse, inter alia, the devolution of powers to Panchayats in Haryana and, on the basis of that, the researcher suggested some measures to increase the financial resources of the Panchayats. The study is mainly based on secondary data collected from different sources. However, some information on income and expenditure has also been collected from Kurukshetra , Karnal , Kaithal and Jind Zila Parishads.

The findings of the study, among others, include : the only source of income on which Panchayats are depending in the income from Shamlat land; trend of grant- in -aid and other sources are just nominal and grants are not being increased on yearly basis; the Haryana Panchayati Raj Act, 1994 does not empower PRIs to mobilise adequate resources. Even some of the taxes and cess levied earlier have been abolished; declining trend of own revenue. Based on the findings, the study suggested that there is need to  give clear-cut powers to the Panchayats in order to enable them to impose taxes and fees at their level besides restructuring the administrative set-up of the Panchayati Raj System and proper maintenance of the common property resources.

It is clear from above that neither has the power of taxation given in the Haryana Panchayati Raj Act been used nor have the common property resources available with them been maintained properly by these institutions. The aspect of the maintenance of accounts by these bodies has not been touched upon by any of the studies reviewed.    

Objectives of the Study

  The main objectives of the present study are as follow:

1. To study the present status of the finances and their management by the Panchayats at different levels in the context of existing provisions;

2. To delineate the modalities for strengthening the financial domain of the Panchayats through transfer of resources from the State and the Central Governments;

3. To assess the capacity of the Panchayats to raise financial resources and other resources and to prepare an action plan for the same;

4. To analyse the capacity of Panchayats at different levels to absorb the financial resources allocated to them under different Schemes and programmes of the State and Central Governments;

5. To analyse the extent of fiscal discipline and management of  financial resources practised by the PRIs ; and 

6. To suggest a framework for ensuring fiscal discipline and proper management of financial resources at different level of Panchayats.

Hypotheses to be Tested 

  Following are the hypotheses of the study :

1. Devolution of financial resources under various Central and State sponsored schemes and programmes have strengthened the financial position of the PRIs.

2. PRIs have the capacity to raise additional resources on their own

3. PRIs have the capacity to absorb the resources allocated to them under various Central and State Governments

4. Fiscal discipline and proper management of financial resources are practised by the PRIs.

 5.
Methodology 

a. Selection of Zila Parishads      

There are 4 Commissionaires in the State .One Zila Parishad from each of the Commissionaires has been  selected randomly for this purpose. Keeping this in view, Ambala ZP from the Ambala Commission, Jind ZP from Hisar Commissionary, Panipat ZP from Rohtak Commissionary and Mahendra Garh ZP from Gurgoan Commissionary have been selected.  

b. Selection of Panchayat Samitis

Two Panchayat Samitis (PSs) each from these ZPs has been chosen for the study. One of them was  relatively backward and the other relatively advanced in terms of certain  socio-economic indicators of development. This has been done in consultation with the district administration.

c. Selection of Gram Panchayats 

Two Gram Panchayats from each PS has been selected for the study. Care has been taken to select one relatively backward and another relatively developed Gram Panchayat as per certain socio-economic indicators of development. This has been done in consultation with the block administration.

Sample Design

	Sl. No.
	Name of the Unit
	No. of the Units

	1
	Zila Parishads
	4

	2
	Panchayat Samitis
	8

	3
	Gram Panchayat
	16


6.
Data

In order to meet out the objective need of the study, both the primary and the secondary data have been used in the study. 

7.
Selection of Respondents

Three sets of Schedules have been used for collecting/eliciting /getting relevant information relating to financial aspects of the Panchayats from the Panchayat Functionaries at different levels. Besides, focused discussions were also hold with different Officials and Non-Officials at the GP, PS and ZP levels in order to infer and/or corroborate various conclusions.
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