


























































































































































































































































































































































































































































































































































































































































































































8.2 Some Policy Implications 

Based on the results presented above a few po I icy 

impl ications may be inferred. 

1 ) There is a need to rationalise powers and functions of 

urban local governments by the Central Government and 

introduce a uniform guiding principles to states who are the 

implementing agencies. This wi I I reduce the existing 

inequalities in constitutional, administrative functional and 

financial powers of urban local governments. 

21 There should be specific purpose lumpsum grant to urban 

local governments from the Central Government in addition to 

state grants to perform a few functions of national 

importance such as pollution control, tourism development 

etc .. similar to the grants given for slum development. 

31 The findings of the study show that at the national 

I eve I. the urban II)cai goverrlment expenditures and revenues 

are inf luenced by the economic base of the urban centres, in 

contrast to mere increases in size of urban centres. 

Consequently for a strong and effective urban local 

governments system, the support of state and central 

government policies are more important. For example, 

equitable rlispersal of industrialisation. particularly spread 

of industrial. commerr,.::e and trade etc .. to medium towns is 

I t · I'f propp_rly im[Jlemented. one of the so U_Ion5. 
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41 Til I now there are no ra.tional criteria or norms 

operating for distribution of grants-in-aid to urban local 

governments. This study has shown that, either at national 

level or at state level, the expected impacts of grants on 

urban local expenditures are very insignif icant. Hence, 

based on the resuls of this study, a formula can be devised 

by both Central and State Governments by giving appropriate 

weights to the factors that are significantly influencing the 

expenditure levels of urban local governments. We consider 

that at least population. to reflect the need, and economic 

base to indicate awn reVetlUe revisillg capacity should be 

included in any such formula. 

5. 

it 

By using the eKpenditure/revenue models of this 5 tudy, 

is possible to identify the special groups of cities and 

towns which require special attention with some priorities on 

categories by specially formulated selected 

financial 

expenditure 

programmes. For example, in recent years a few 

medium towns (50,000 to 1,00,000) have been 

selected for comprehensive urban 

populationl 

development programmes. 

While the selection bf these medium towns is on adhoc 

this study has given a methodology by using second 

basis, 

order 

regress ion resul ts to identify the town which really deserves 

the financial assistallce for developmental activities. 

61 Til I now. the llrban I oca I pub 1 ie sector has been kept 

outside the na t lana I or reg lona I I eve I econom ie models in 

India for lack of suitable empirical model I ing. This study 
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has give" sufficient scope for giving due importance to the 

urban I Dca I publ ic sector in macro level econometr ic models 

in future. This is important in the context of growing share 

of urban population in lndia. 

7) As this study has shown, it is useful and necessary to 

understand the behavious of urban local public sector economy 

through simple empirical model I ing. The state and central 

government.s should alsG develop such models periodical ly by 

campi I ing and publ ishing the relevant data, at least once in 

ff':e years. 
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of grants-in-aid indicated that a unit change in grants led 

to more than one unit change in new local expend i tures. 

Hence these grants were less than perfect income sUbstitutes. 

These grants also led to increase of local taxes and debt but 

by less than one. The responses of local expenditures, 

taxes and debts to population factor were that the 

metropolitan counties had positive effects while the non-

metropolitan counties had negative effects. 

Gramlich in one of his studies
54 

investigated in detail 

the simultaneity between expenditures and revenues of state 

and local governments. He assumed that state and local 

decision makers maximize a constrained one period quadratic 

utility function with aided expenditures, (rG), unaided 

expenditures, (E-rG)j private expenditures (V T) , and 

expenditures on construction less borrowings, (e - B), which 

may be expressed in the form: 

U = a 1 (E - rG) - a2/2 (E - rG)2 + a3 rG - a4/2 (rG)2 + 

a5 (Y - T) - a6/2 
2 

IY - T) + a7 Ie - B) - a7/2 

This was maximized with respect to current po Ii cy 

variables such as state and local taxes, (T), and borrowings, 

(B), for given value of federal grants (G), income, (V), and 

state and local construction outlays, Ie). The first order 

conditions are transformed into two simultaneous equations: 

54. Gramlich, Edward.M, (1969) loc. cit. 

82 



equations. For example, if the regression coefficient value 

of population size, (pi, is positive and significantly higher 

than 'one', it may be concluded that there are significant 

diseconomies due to size in the given expenditure level. On 

the other hand, for the same effect in revenue equation, it 

may be concluded that there are significant economies due to 

size in revenue levels. 

The inventory of possible economic variables are: 

Urban share of state domestic product usdp 

Share of urban population in 
total population 
Share of workers in total population 
of the state or urban centres 

Share of primary sector empployment in 
urban popUlation of a state or 
urban centr"e 

Share of non-primary sector 
employment in population of a 
state or urban centre 

u/p 

:w/ p 

:pr/p 

: otl p 

Share of water supply connections 
to houses to tota I houses :dc/ch 

Share of slum population 

Whole sale price index (for 
time-series analysis) 

:slum 

: W Pi 

The purpose of choosing the economic variables 

examine the influence of such indicators. which reflect 

is to 

both 

economic base of the urban sector and measure the demand for 

urban publ ic services in expenditure equations and supply of 

resources for financing the services in revenue equations. 

For example, the share of water supply connections to houses 

to total houses, (dc/ch) indicates that higher the share, 

155 


