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I. INTRODUCTION 

The emergence of regional parties at the central level along with the weak performance of the 

national parties at the local level necessitated the commitment and subsequent passing of the 73
rd

 

and 74
th

 Amendment Act, 1992 that provides for democratic decentralization. A new order is 

emerging under which the centre-state and state-local relations are redefined and rewritten. The 

present paper studies the decentralization process followed in India at length and the benefits as 

well as the Dangers of decentralization within the Indian context where rent-seeking 

predominates at all levels. This paper outlines the dangers of decentralization that brings in 

power without finance and finance without adequate administrative and apolitical patronage. 

--------------------------------------------------------------------------------------------------------------- 

II. DECENTRALIZATION: AN OVERVIEW 

The decentralization in the form of people’s participation has been in practice in India since 

ancient times. The British rule followed this system to regulate and control the resources at all 

levels. After independence this regulatory and control function continues to exist as the top 

priority rather than development oriented decentralization. Independent India opted for a planned 

approach where local self – government was evolved as a three – tier system of administration. 

To that extent, the 73
rd

 and 74
th

 Amendments deviate positively from the earlier attitude of 

control and regulate to development of, by and for the people. 

 

The decentralization, that existed previously, is limited to passing down administrative powers to 

local authority. For resource mobilisation, the local authorities had to depend upon states for day 

to day expenditure. The income of the state and the authorities were not shared on the basis of 

any formula. In other words, the fiscal devolution was worked out on the basis of political 

orientation rather than economic needs of the area. The elections at the local level were at the 

mercy of the party in power at the state level. As a result, neither political devolution nor 

administrative devolution was effective. The local government resources are being used by the 

rent – seekers who can garner vote banks.  The state governments also used their limited 

resources to favour certain areas based on political patronage and neglected the areas where it 

was required.  

 

As the centre became weak in terms of its administrative and political capacity, the state that 

were governed by regional parties, became powerful in dictating and influencing the centre in 

terms of resource allocation to all levels of the government. To bypass this increasing influence 

of the regional parties, the center came out with the 73
rd

 and 74
th
 Amendments and also with 

direct fund transfers to local areas through MP Local Area Development Scheme, etc, which was 

again a move to control and direct the local level politics.  

 

III. 74
TH

 AMENDMENT: WAYS AND MEANS 

With the 74
th
 Constitutional Amendment Act, the municipal government/local government has 

attained a special status as the government at the third level, after the two levels of central and 
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state government. The local government has got the statutory status, to raise finance by taxation 

or even borrow from open market or financial institutions directly for the development of the 

area under its jurisdiction, participation of local community in the decision making and the 

freedom to act independently of central and state level control.  

 

The change in the jurisdictions of the Municipalities based on newly defined criteria like density, 

population and economic base and the constitution of ward level committees in cities with 

population more than three lakhs, reservation of seats for women besides the other groups among 

the weaker sections, regularity of elections and constitution of state Finance Commission every 

fifth year for the devolution of resources to local bodies, District Planning Committee (DPC) are 

some of the salient features of the 74
th
 Amendment Act (AIILSG 2002).  

 

The 74
th
 Amendment Act provides the provision of establishment of District Planning 

Committee (DPC) for the purpose of preparation of plans and to take care of matters like spatial 

planning, distribution of natural resources, development of infrastructure and the existing status 

of the available finances with the local level authorities. However, in some of the states, no 

physical planner is present in such District level Committees even in the ratified Act.  

 

The central finance commission has been appointed to decide how much central tax revenue and 

other resources should be given to the states. The Eleventh Finance Commission has 

recommended the share of 29.5 percent of the net tax proceeds of the divisible pool, though the 

states had been demanding up to 50 percent. A number of states like Maharashtra, Gujarat, Tamil 

Nadu, Andhra Pradesh and Kerala see a fall in their share of the resource transfer where as U.P., 

Bihar, Madhya Pradesh and Orissa gain about the same amount. Again these things are based on 

the criteria of allocation decided by the EFC and also to some extent centre – state political 

relations that allow more of non – planned fund transfers than planned ones. The tenth and 

eleventh finance commissions have recommended devolution to ULBs (Rs. 1000 crore and Rs. 

2000 crore by TFC and EFC respectively) to supplement the resources of local bodies. The State 

Finance Commissions (SFCs) are created to address the issue of financial devolution to Urban 

Local Bodies (ULBs) and for formulating mechanism for sharing revenues of the state 

government’s. All these theoretical, rhetorical features were not represented while working out 

the formula for state – local fund transfers.  

 

IV. BENEFITS AND DANGERS OF DECENTRALIZATION 

The 74
th
 Constitutional Amendment has brought in apolitical elections at the local level in an 

environment that has deep rooted political system. But the general apathy towards administration 

by the educated population as well as others who follow the NIMBY theory (Not in My Back 

Yard Theory), political or apolitical democratic environment is not going to make any major 

change at the local level. The direct benefit of the decentralized institutions is that being closer to 

local people; the officials will be more accountable to the local people and would be more 

responsive towards the problems of the local area and can use the resources in a better way. The 

decentralization involves more commitment towards the local community because of the 

involvement of the local people and resources available to them. The transfer of power to the 

third level i.e. local level promotes the diversification of political experiences and paves the way 

to the political stability. 
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There are dangers of rent – seeking and other kinds of favoritism that will emerge at the local 

level though the corruption might be reduced to a great extent. It is generally argued that 

decentralization leads to corruption (Vito Tanzi 1995, 1996; Shah 1997). Again it is the question 

of demand and supply conditions that will dominate the local level development and will 

necessitate unhealthy competition in the market. 

 

The classification of existing municipalities into proposed three types i.e. Municipal Corporation, 

Municipal Councils and Nagar Panchayat, involves the fixation of the new boundaries of the 

existing local bodies. The composition and the territorial area of a ward committee and the 

manner of filling up the seats are left to the respective state which has resulted in increased 

influence of political party in the formation of ward level committee according to the political 

influence. The political party, who is in the power at the state level, influences the decision 

making in respect of the type of people who will be representing these committees at the local 

level and funding of the different projects has been taken over by the rent seekers.  

 

The constitution has provided for the formation of the state level finance commission but till now 

nineteen states has formed SFCs.  The democracy has its own problems when it comes to the 

devolution of funds because the state controls a large share of resources and when these are 

allotted by central government the reward for influence can be very high. Wade (1997) suggests 

that India’s over centralized top – down structure was largely responsible for corruption. One of 

the dangers of decentrlisation is that instead of having one person, as a rent seeker now the 

number has increased.  

 

The states, ruled by the ruling party, gets the larger share of resources in comparison to those 

states, which are ruled by the opposition parties because everything is ruled by the party politics. 

Only the vertical decentralization exists which allow some of the power of decentralized 

government to be delegated downwards to lower tiers of authority – to states and then further 

down to local governments. But in actual for doing the work the permission has to be taken from 

the higher – level government.  

 

V. CONCLUSION 
The 74

th
 CAA is a well thought off device to bring in people’s participation in the socio-

economic and political decision making process at the grass-root level.  However, its 

implementation hinges on political, administrative and fiscal devolution and political 

commitment for the decentralization. The following aspects need careful consideration during 

the implementation of the 74
th
 CAA. 

 The 74
th

 CAA should be uniformly implemented in all the states irrespective of whether it is 

hilly states, special states, etc.  

 Capacity building programmes needs to be in - built as a part of the devolution package at the 

local level.  

 Decentralization should be matched with the devolution of funds based on the needs of the 

local people. The mismatch between expenditure responsibility and revenue authority of the 

municipalities should be removed.  

 Community based projects rather then rent seeking projects should be given priority in 

funding at the local level. 
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 It is important to train the administrators, who are used to centralize the powers at local level, 

to change their mind-set towards the local level government. 

 Multiplicity of agencies, at local and state levels, dealing in the area of urban planning should 

be avoided and existing agencies should be restructured to fit in the new planning and 

development framework.  

 There is a need to develop proper information system at the town/city level so that the 

resources can be directed towards those areas where the demand for the resources are more, 

depending on the poverty, spatial requirements and other social needs of the population.  

 The sizes of the local jurisdiction should not be based on the population alone but should be 

based on the spatio-economic considerations. In other words, the revenue-earning capacity of 

the local area should be the foremost consideration which can usher in healthy local 

competition.  

 There is a need to establish functional linkages between area development and poverty 

reduction and infrastructure development agencies at the local level before the 74
th

 CAA can 

effectively implemented. 
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