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Introduction

THE PROBLEM AND THE RESEARCH

Local governments around the world are almost invariably short of money. As a con-
sequence, most local governments are unable to provide adequately the local services
that are needed by local citizens—services that are crucial for poverty reduction and
economic development. This situation arises for many reasons: the mismatch between the
functions assigned to local governments and the revenue sources assigned to them (the
problem of vertical imbalance); the widely differing levels of financial resources between
local governments (the problem of horizontal imbalance); inadequate or unpredictable
transfers from central or state governments; weak revenue collection performance by
local government; and poor expenditure management by local government. In most
countries, it is a combination of all of these. But among these, the inadequacy of local
revenue instruments is often a key issue, whether in developed, developing, or transitional
countries. This problem is exacerbated in many developing and transitional countries
because the local economy, on which local governments depend for their local revenues,
is largely “informal” and therefore hard to tax.

This research project, under the LGI Fellowship scheme, was designed to identify
whether and how local governments in developing and transitional countries can gen-
erate resources effectively, efficiently, and equitably from their local economies when
those economies are to a large extent informal. Studies were conducted during 2008—09
by local researchers in six countries: Georgia, Ukraine, India, Pakistan, Indonesia, and
Sierra Leone.

MOBILIZING LOCAL REVENUES

The extent to which local governments can finance their expenditures out of local taxa-
tion varies enormously both among and within countries—see Tables 1 and 2." In some
OECD countries, local governments may be able to generate a large proportion of their
budgets from local taxes and other local revenue sources.” In developing and transitional
countries, the proportion may be much lower, whether because of inadequate local tax
instruments or the relative importance of tax sharing (particularly in transition countries).
The variations within countries may also be enormous, with capital cities potentially
being self-sufficient, given the appropriate local tax instruments, while remote rural
areas have little or no local revenue possibilities. Nor should financial self-sufficiency
necessarily be regarded as a satisfactory situation, since it may simply mean that local
services are provided inadequately or not at all.?
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Table 1.

Local Revenue Sources: Selected European Countries
2007 (provisional data) UK Germany France Italy Spain
EUR billions,
except for the UK in GBP billions LG SG+LG LG LG LG
Local Taxes Income and profits 179.4 22.4 32.2
Payroll 6.8
Property 23.6 20.7 68.5 12.2 31.4
Goods and services 93.5 17.7 66.5 53.3
Subtotal: Local taxes 23.6 293.6 93.0 101.1 116.9
Social security contributions 3.4 17.8 0.5 1.2 0.8
Other local revenue 23.8 59.5 53.3 26.8 15.7
Subtotal: Local Own Revenue (LOR) 50.8 370.9 146.8 129.1 133.4
Grants/transfers 124.0 109.9 58.1 103.3 85.2
Total Local Government Revenue 174.8 480.8 204.9 232.4 218.6
Total General Government Revenue* 584.3 1,064.7 940.4 716.2 431.1
Local Taxes as Percent of Total Local 13.5% 61.1% 45.4% 43.5% 53.5%
Government Revenue
LOR as Percent of Total Local 29.1% 77.1% 71.6% 55.6% 61.0%
Government Revenue
LOR as Percent of Total General 8.7% 34.8% 15.6% 18.0% 30.9%

Government Revenue

Notes:  * Total for all levels of government net of transfers.
LG: Local Government.
LOR: Local Government Own Revenue.
SG:  State or Province Government.

Source:  IMF Government Finance Statistics 2008.

Much depends on the local tax instruments available. Property tax remains the
most common form of local tax around the world. There are good reasons for this, not
least the ease by which the revenue can be assigned to the right jurisdiction, and the
widely accepted connection between the services provided by local government and the
value of the property being taxed. But property tax has serious weaknesses, not least
the visibility of payment (unlike income tax which can be collected at source, or VAT
which is disguised in the final price of a purchase). This visibility makes the tax highly-
sensitive politically, which in turn makes for a reluctance to raise the tax rate, revalue
property, and update tax registers. Without such actions, revenues from property tax
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are eroded by inflation and fail to keep up with population and economic growth. In
addition, in many transition countries, there is still not yet a fully developed property
market on which to base valuations, so that property taxes are often levied on the even
more inelastic base of property size. Moreover, in some cases, as in Georgia, the scale
of exemptions is such as to render the tax almost insignificant. Meanwhile, in many
developing countries, property tax is often still confined to the urban core (and in some
cases just to the old colonial core), thereby not capturing the vast peri-urban growth,
never mind the property (not all of which is rudimentary) in rural areas.
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Introduction

Some countries allow local governments to tax a variety of other objects, such a
motor vehicles, tourism and entertainment, electricity consumption, land development,
and so on. These all have some very positive characteristics as local revenue sources,
not least that they are relatively easy to administer. Yet central governments are often
reluctant to surrender such revenue sources to local government.

Then there is a range of taxes on the local economy that can be found in different
countries: taxes on sales or turnover or profits, whether levied on the local economy as
awhole, or on certain sections of it. Such taxes present significant problems, in terms of
overlap with national taxes, how to assign the revenues to the right local governments,
and how to assess businesses” ability to pay effectively and fairly.

However, what is apparent is that, in many developing and transitional countries,
local governments have a variety of revenue instruments that impinge on the local
economy even though they may not technically be taxes. Levies such as charges for
markets (a major revenue source for local governments in many African countries),
business licenses, permits for street trading, etc., are not technically taxes but are rather
charges for a service provided, or a fee for a permit or license to carry out an activity.
However, inasmuch as the revenue generated greatly exceeds the cost of the service or
benefit provided, or of the regulatory function involved, these revenue sources are ef-
fectively taxes on the users of the services. Thus, the conventional distinction between
taxes and nontax revenues is unhelpful for our purposes. What we are concerned with
here is the range of local revenue instruments, whether tax or nontax, that impinge on,
and generate revenue from, the local economy.

There may also be a variety of other nontax instruments that impact the local
economy: charges for water supply, sanitation and waste disposal, fees for building
permits, tolls levied on local roads, etc. In most cases, such levies at best merely recover
the costs of the services or regulatory functions being provided. But to the extent that
any of these generate revenues from the local economy, or place burdens on the local
economy that exceed the value of the service being provided or the regulatory function
involved, such revenue sources are relevant to our study.

LOCAL TAXATION AND THE INFORMAL SECTOR

Thus, what we are concerned with here is the range of local revenue instruments, both
tax and nontax, that do, or could, generate net revenues from the local economy in
some way or other. The particular challenge addressed in this research is how to gener-
ate such resources in situations where large parts of the local economies are effectively
informal. The phenomenon of the informal sector is well known and widely documented
in developing countries, particularly in urban areas. But it has also been an increasing
feature of the transitional countries in Central and Eastern Europe and the former Soviet
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Union, as state enterprises have collapsed and newly-privatized enterprises have shed
surplus labor. Indeed, it can be argued that an extensive informal sector existed under
communism, but that it was largely hidden and therefore unrecognized. The situation
has become a great deal more severe as a result of the structural adjustments that have
taken place in these economies in the last two decades.

Itis not the intention in this volume to try to define precisely the informal sector, or
to spend time discussing the nature of that sector: there is already a huge and growing
literature on the subject (for example: Guha-Khasnobis, Kanbur, and Ostrom 2006;
Pratap and Qunintin 2006; Yuki 2007). But it is necessary to clarify what we mean by
the informal sector for the purposes of this research. Essentially we are talking about
activities that are in some way or other not fully compliant with state regulations and
so operate at the margins of the economy. They may range, at one end of the spectrum,
from street vendors hawking their wares in locations where officially they are prohib-
ited, to quite large businesses that do not have the necessary permits to operate, do
not confirm to various regulations, and/or are evading taxation. It may even include
certain activities of formal sector businesses that are set up in ways to avoid regulatory
or tax requirements. It may include criminal, or at least illegal, activities. All of these
things make taxing such activities more—even more—difficult. But it does not mean
that it is impossible to generate revenues from such activities: with a suitable range of
instruments, and with political will and administrative capacity, there is the potential
to generate significant revenues from informal sector activities.*

Nor is it the case that the informal sector is always poor, in such that any attempt
to generate revenues from it is burdening the poor. As the Indonesian case shows, many
street traders can earn incomes comparable to those in the formal sector. Indeed, some
parts of the informal sector may actually generate substantial incomes for those involved,
albeit often through the exploitation of unprotected workers. The evasion of regulation
and taxation can give such enterprises substantial advantages over formal sector busi-
nesses. It is therefore equitable that revenue instruments should be applied and enforced
on such enterprises. However, some parts of the informal sector are undoubtedly poor
—street vendors and shoeshine boys, for example. It is not the intention of this research
to identify ways in which heavier tax burdens can be imposed on such people. Indeed,
one of the conclusions from the research is that low-income informal sector activities
are often burdened by various levies that are unofficial or illegal, the revenues of which
are unaccounted for.
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EVALUATING LOCAL REVENUE MOBILIZATION

The aim of this research was to examine the ways in which local governments in develop-
ing and transitional countries do, or could, generate revenues from their local economies
when those local economies tend to be informal. However, it is not enough just to look
at how much revenue is collected. There are a number of considerations for evaluating
the performance of local revenues.

First, there is the absolute amount that is generated from a particular revenue
source, including the share of the local budget and the amount per capita. Regrettably,
many of the local revenue sources identified in the case studies generated microscopic
amounts of money.

Second, there are the trends in revenue collection over time, and particularly whether
revenues grow in real terms (adjusting for inflation), in per capita terms (adjusting for
population growth), and in relation to economic growth (comparison with GDP). All
too often, local revenues capture a declining share of GDP.

Third, there is the effectiveness of revenue collection: that is, to what extent does
the local government manage to collect the full potential of that particular revenue.
This can be highly problematic to assess in the absence of some basis for calculating the
potential of the revenue source. Nevertheless, it is often possible to identify where there
is a serious shortfall: large arrears in relation to property tax; property tax rolls that are
seriously out of date; the absence of any register of businesses for a business license fee,
or the failure to update that register; weaknesses in the revenue administration process,
meaning that monies paid do not reach the local government’s accounts; the existence
of unofhcial or illegal levies; and so on. Even the most rudimentary assessment of rev-
enue collection in some of the case studies suggests that their effectiveness is very low.

Fourth, efliciency: that is, the cost of collecting revenues as a proportion of the
amounts collected. In principle, revenue collection costs are not difficult to estimate,
yet the analysis of efficiency is rarely made. In practice, for our case studies, the reluc-
tance of local governments to divulge information on collection costs made it difficult
to make anything other than a crude estimate of efficiency. Nevertheless, it is clear
from the cases that collection costs can be very high, in some cases using up most of
the revenue collected. This is a very poor use of resources, creating a completely useless
burden on taxpayers.’

The fifth consideration is equity—how the tax burden is distributed between taxpay-
ers. This is often difficult to determine, especially where taxes and charges on businesses
can be passed on to consumers. Nevertheless, it seems clear that levies on small-scale
businesses selling mainly to low-income groups are likely to be regressive. Where the
problem is non-payment or evasion by larger businesses and higher-income groups—an
all too common situation in developing counties—the impact is also highly inequitable
and probably regressive. A further problem is that local taxation is often horizontally
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inequitable, taxing certain groups or sectors that can easily be captured while leaving
other groups or sectors untaxed.

Finally, the issue of neutrality. Taxes and other levies on particular sectors and activi-
ties influence decisions of consumers and producers. In most cases, such non-neutrality
is undesirable, harming economic growth.® Much reform of national taxation has been
designed to reduce non-neutrality, for example, through the introduction of VAT and
the removal of exemptions and other distortionary arrangements. It is inappropriate
for local governments to then introduce local taxes and levies that undermine such
reforms. Yet in practice, many local taxes do just that, discouraging business enterprise
and creating arbitrary, unintended incentives and disincentives for particular activities.

IMPROVING LOCAL REVENUE ADMINISTRATION

Mobilizing local revenues is as much about the administration of those revenues as it is
about the design of the tax instruments. This involves a number of elements:

= regular review of tax, charge, and fee rates; adjusting them in line with inflation;
» identifying all those liable to pay, and maintaining up-to-date tax registers;

= correctly assessing the amount of tax liability: this is a particular challenge in
relation to local taxes on business, with a sharp trade-off between fairness on
the one hand, and the ease of implementation on the other. Only with more
sophisticated assessment systems is it possible to make the tax sufficiently gradu-
ated to enable a significant amount of revenue to be collected (since flat rates or
only moderately graduated tariff structures have to be set at the level which the
poorest can afford to pay); yet more sophisticated measurements of the ability
to pay are likely to cost more to administer, lead to errors and inequities, and
provide opportunities for collusion and fraud;

= collecting the correct amounts in a timely manner, yet without incurring
substantial collection costs;

» taking effective enforcement action against non-payers: this can be expensive
and time-consuming, especially when court processes are involved;

= accounting for all receipts in a manner that permits cross-checking and reporting;
all too often manual systems are wide open to losses and fraud;’

= routine and regular cross-checks of assessments against payments, with regular
monitoring reports on collection performance, including arrears;

» reviewing systems and processes to ensure that scope for evasion, collusion and
fraud are minimized, and that staff resources are being used most cost-effectively;
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= taking action to prevent collection of unofficial levies, bribes, and rent-seeking
by those, such as the police, who are responsible for managing and regulating
economic and other activities.

The case studies revealed severe weaknesses in relation to all of the above issues, but
also examples of where reforms had been made.

THE CASE STUDIES AND METHODOLOGY

The study required local researchers to hold the various elements of the study in tension:
how revenues can be generated for the local governments from the local economy, much
of which is informal. In other words, this was not just a study of local taxation, nor
just of the informal sector. Inevitably, some case studies focused more on local revenue
generation (e.g., Georgia), while others focused more on the impact on the informal
sector (e.g., Indonesia). But between the case studies, some valuable material was gath-
ered about both current practices of local governments (including some interesting
innovations), and the possible reforms that could lead to better resource mobilization
from the local economy.
The six case studies were (in alphabetical order of country):

»  Georgia (Teimuraz Khomeriki): three municipalities including the capital city,

Tblisi—to be published at a later date;

» India (Aurobindo Ogra and Debolina Kunda): two municipalities in the state
of Uttarakhand plus the city of Bangalore in Karnataka;

= Indonesia (Edi Suharto): street trading in two cities, Jakarta and Bandung;
= Pakistan (Said Paracha and Mosharraf Zaidi): four municipalities in two districts;

= Sierra Leone (Adams Tommy): four cities including the capital, Freetown, one
district and one chiefdom;

»  Ukraine (Kateryna Pilkevich): three municipalities of differing sizes.

Each case study involved:

» reviewing literature and documentation (studies, reports, legislation, etc.)
relevant to the issue in the case country;

= collecting and analyzing national level data (and, where relevant, state/provincial
level data) on local government revenues;

= analyzing data on local revenues for the selected municipalities (both budgeted
and actual revenues, and including trends over five years);

11
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= making visits to each of the municipalities concerned;

= holding interviews and focus group discussions with officials of central (and
state/province) government and the local governments concerned, with local
business organizations and associations, and with individual business people
and taxpayers;

» identifying examples of good practice and reform initiatives already undertaken.

In many cases, getting access to local government data proved to be a challenge, as
did getting local government officials to respond to the issues.

Based on the field research, each researcher developed a number of options for
policy reform and developing an advocacy action plan. These are being pursued with
the national and local governments concerned.

SOME CONCLUSIONS

The cases studies demonstrated a number of common themes. First, the huge scale of
the informal sector, particularly in countries like India, Indonesia, Pakistan, and Sierra
Leone, but also in the post-Soviet countries of Georgia and Ukraine. This presents great
challenges to the tax authorities at both the national and local levels. Yet it is often the
regulatory arrangements adopted by governments, national and local, and the antiquated
and inappropriate legal arrangements, that force businesses to operate informally.

Second, the inadequacy of local tax instruments. Apart from property tax, which itself
is highly problematic, most case study municipalities have little by way of effective local
tax instruments. In Sierra Leone, local governments still rely on a highly inequitable flat-
rate poll tax. In Pakistan, provincial governments have arbitrarily withheld local taxing
powers from local governments. In Georgia, recent changes have eliminated all but three
local taxes, while large-scale exemptions mean that little revenue can be generated from
these. In Ukraine, an innovation was the introduction of a simplified system of taxation
on small businesses, but that still needs considerable reform to make it effective. In both
Ukraine and Georgia, virtually all tax is collected by the national tax administration, even
though the revenue may be shared with local governments; thus, local governments have
neither the scope nor the incentive to improve local revenue collection.

One consequence of the very limited range of local taxes is the exploitation of nontax
instruments, such as business licenses, market charges, building permits, and road tolls
(and in Georgia and Ukraine, privatization receipts), to generate revenues. These often
have quite negative effects on both equity and incentives (neutrality). Another result is
that, even in the capital cities, local governments remain heavily dependant on central
transfers, and hence have little incentive to improve their local revenue systems.

12
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Third, the revenue instruments that do exist are often very poorly administered,
with much of the revenue potential remaining uncollected. The case studies showed
the scale of evasion, collusion, and fraud to be alarmingly high. This also has serious
implications for the equity and neutrality of the tax system, particular where larger and
more profitable businesses (whether formal or informal) remain untaxed. Moreover,
collection costs often absorb a large proportion of the revenue collected (as much as 90
percent in one municipality in Pakistan), creating a huge deadweight for the economy.
Nevertheless, the studies found some modest attempts at reform of local tax administra-
tion, notably in India and Sierra Leone.

Fourth, and this is perhaps the most significant finding, the local, informal economy
is being “taxed,” but those taxes are often not generating resources for local governments
to improve local service provision. Money that is collected often ends up in the pockets
of the revenue collectors, while those with the power to regulate and control economic
activities are able to extract “rents” from the informal sector. Not only do such levies
create burdens for informal sector businesses, and particularly for the poor, but they also
create uncertainty that inhibits the development of such businesses. This was particularly
apparent in the cases of Pakistan and Indonesia but applies in other cases as well. No-
where did there seem to be any serious attempt to curb such unofficial or illegal levies.
In Pakistan in particular, there are multiple political interests in maintaining corrupt
revenue collection arrangements.

Finally, based on the evidence from interviews and focus group discussions, there
is a certain willingness on the part of the business community to pay local taxes in
return for services being provided. But at the same time, they want tax liabilities to be
clearly defined, small and overlapping levies (particularly unofficial ones) eliminated,
and greater assurance that the revenue collected would not be pocketed. This is even
more so relevant to informal sector businesses, which claim that they would be more
than willing to pay properly defined local taxes in exchange for the right to conduct
business without harassment.

These serious problems notwithstanding, there are examples of where modest reforms
have been achieved. The most notable example was Bangalore, which has made significant
improvements in the collection of property tax using self-assessment, as well as reforming
the trade licensing system. Also in India, in the municipalities of Uttarakhand, there have
been some innovations in local revenue sources, including an advertising tax and an entry
tax on tourists. In Sierra Leone, improvements have been made to the assessment and col-
lection of property tax and business licenses, at least in Freetown and Bo. These reforms
have generated significantly increased revenues, albeit from a very low base.

Elsewhere, reform has been more illusive. In Indonesia, local governments have
sought to exploit their new levels of autonomy by inventing numerous local revenue
instruments that are inequitable, adversely affect businesses, and create rent-seeking
opportunities. But the Indonesian case study shows the potential benefits of providing

13



LOCAL TAXATION AND INFORMAL ECONOMIES

greater security for the informal sector—in other words, greater formalization—and of
using associations of street traders as a mechanism for collecting revenues. In Pakistan,
the whole reform process is so highly politicized (not least in relation to the future of
any form of decentralized government) that it is hard to envisage any serious reform of
local revenues taking place in the foreseeable future.

In the cases of Georgia and Ukraine, the centralized nature of tax collection leaves
little room for local initiatives at reform. However, both those case studies present
proposals for reform of tax instruments that would offer substantial benefits to local
government. In the case of Ukraine, the proposals include the introduction of a property
tax and reforms to the recently introduced unified small business tax, as well as refining
the tax instruments assigned to local government and the reassigning of some centrally
collected taxes. In the case of Georgia, the proposals include the introduction of a local
sales tax and/or a local income tax, as well as the removal of the many exemptions to
property tax. In both cases, the reform would also need to make the municipal level
more clearly responsible for the local taxes, even if the actual collection still remains
with the national tax administration.

In the end, there is always a balance to be struck between mobilizing financial re-
sources to pay for local services and creating burdens on the local economy, especially
for the poor who are involved in the informal sector. But in practice, local revenue
potential remains largely untapped, due to lack of suitable revenue instruments, poor
administrative systems, and lack of political will. What this study has found is that, all
too often, those in the informal sector are often burdened with levies, little of which ever
feeds through into the municipal budget to finance improved services. Instead, these
resources are being extracted through fraud by tax collectors, illegal levies, bribes, and
rent-seeking by officials, leading to both loss of revenue and inequitable tax burdens.
Addressing these issues requires confronting vested interests, and so requires a degree
of political will that is rarely present.
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NOTES

6

This immediately raises the question about what constitutes local taxation or local revenues,
and in particular, whether shared national taxes (a major revenue source in many transition
countries) count as local own revenues. For the purposes of this book, local own revenues
are those over which the local government has some choice about levying (e.g., setting the
tax rate, although that choice may be quite limited), and has responsibility for collecting.
Thus, for our purposes, shared national taxes that are centrally levied and collected are not
regarded as local own revenues, even though the local government may be free to spend the
money as it chooses. However, a problem in most former communist countries is that all (or
nearly all) revenue collection is carried out under by the national revenue administration,
so that local governments effectively have very little revenue that is really under their direct
control.

Even here there is great variation, with local governments in the UK financing less than 15
percent of their budgets from local taxation, and around 30 percent from total local own
revenues; by contrast, the comparable figures for Germany (state plus local government)
are 61 percent and 77 percent, respectively, and for France 45 percent and 72 percent: see

Table 1.

For example, until recently, there were no central transfers to local governments in Kenya:
the consequence of this complete dependence on local own revenues was that most local
governments were insolvent and provided few, if any, services.

An early conception of the informal sector was that it was outside the tax system. Clearly,
this is not necessarily the case, although much tax may be evaded, and greater effort may
be required to tap the revenue potential from it.

Of course, in some countries and some local governments, the revenue collection “costs”
may be regarded as the whole purpose—i.e., creating employment, particularly for political

supporters. However, the burden to the economy is wholly negative, not to mention the
inequities involved.

There are exceptions, where taxation is used to reduce consumption or production of what
is regarded as “economic bads,” although such an analysis is rarely applied systematically.

Computerization does not eliminate errors, collusion, and fraud, but a properly designed
computer system makes these much less likely, with in-built cross-checks and a reduced
scope for discretion by tax officials.
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EXECUTIVE SUMMARY

The policy paper on Local Taxation of Informal Economies is an outcome of LGI Policy Fel-
lowship program to support policy research aimed at stimulating innovative and practical
policy reform. The research is based on case studies of select municipalities in the states of
Karnataka and Uttarakhand' in an attempt to identify the local taxation structure of urban
local bodies in a country like India where the local economy is largely informal. It analyzes
the local tax base of the selected municipalities and identifies the scope for taxing the
informal sector based on both secondary and field-based data as well as identifying best
practices across the country.

A common feature of urban local bodies (ULBs) is inadequate own sources of revenue,
a narrow tax base, and dependence of urban local bodies on state and other fiscal transfers.
Own taxes, levies, and user charges of urban local bodies in India are grossly inadequate
to meet the expenditure needs of urban local bodies where the economy is largely informal
in nature. There are some tax instruments which are unutilized or underutilized where the
exclusion from the tax net is a defining characteristic of the informal economy. The analysis
of local revenues from small municipality like Mussoorie municipality in Uttarakhand shows
that local tax revenue accounts for around 20 percent of the municipality’s income, the
nontax revenue accounts for around 23 percent, and the other sources like state transfers,
etc., account for 57 percent of the total sources of income. The nontax revenues accounts
to 54 percent of local own revenues and form a higher share of revenue among the local
own revenues. Similarly in case of large municipality like Dehradun Nagar Nigam, the aver-
age per capita revenue from nontax sources is observed much higher than the average per
capita revenue from tax sources. The street vendors forms the major informal sector and face
constraints in investing in and growing their businesses in the absence of formal licensing
and fees from the municipality. There is more scope for revenue mobilization by the way of
policy interventions like revised user fees, licensing fees, rentals, etc., as compared to the
nominal values at present.

Similar to the national level, in Karnataka too, property taxes are relatively more important
for bigger ULBs than smaller ULBs, where grants form a higher share of their revenues. An
analysis of per capita revenue by various sources and type of ULBs in Karnataka shows that
that city corporations generate more per capita revenue than the other classes of ULBs. They
generate three times more per capita revenue than the town panchayats and double that
of city municipal councils. Cesses, fees, and fines were the other major sources of revenue
followed by the surcharge on stamp duty. In the case of medium-size ULBs like Nagar Palika
Parishads and Nagar Panchayats, nontax revenues forms the largest component of local
own sources of revenues comprising of license fees, rents, stamp duties, entry taxes, etc.
Street vendors form an important part of local economy and varies according to the size
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of the cities. The innovative measures adopted by Bangalore Municipal Corporation has
resulted in mainstreaming the street vendors as part of the local economy and generating
income from local own sources. Until recently, municipalities have paid little attention to
mobilizing resources from their own local resources. A majority of the municipalities often
does not exercise their potential ability to realize revenues from potential sources in their
local economies. There are various classified categories of levies that have not been revised
for decades and, at the same time, are not subject to effective taxation. This has largely
resulted in evasion of the taxation system, compounded by lacuna in administration, and
resulting in the weak financial health of the many municipalities. The evidence from the case
studies undertaken show the potential options available for the municipalities to increase
their income from own sources.
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1. INTRODUCTION

The licensing of businesses by local governments is common in developing economies,
including India. It serves two aims: that of regulating business activities and generating
revenue for the respective local government.? Recent years have seen a sea change in the
perception and practice of regulation across the globe. Economies have been “deregulated”
in order to stimulate economic growth through the private market.’ It is argued that
the small formal sector typically bears a heavy financial burden and time constraints in
complying with tax obligations, which creates a strong disincentive to investment and
participation in the formal economy. The more the informal sector is incorporated into
the tax system, the wider becomes the relationship between state and citizens. The creation
of a deeper fiscal social contract is essential, since tax helps construct state-citizen rela-
tions and the mutual obligations between the two.* For scholars working on tax policy,
the issue of taxation of the informal sector has generally not been of much interest and
has been considered too difficult, requiring considerable effort and resulting in no great
research outcomes. Rather, the focus of tax reforms has been on simplifying tax systems,
widening the tax base, and improving tax administration.’ Similarly, taxation has not
been of principal concern to scholars working on the informal sector.®

Research shows that tax evasion is not the primary reason for the units keeping their
status informal.” Avoiding cumbersome regulations have been noted as more powerful
motivation.® Araujo-Bonjean and Chambas (2003), on the basis of their survey data,
argue that non-compliance with the tax system in the informal sector often results
from ignorance of the legislation or the complexity of the tax system rather than from
deliberate evasion. Research shows that informal sector operators are willing to pay
taxes, specifically when these are in exchange for some legitimacy, predictability, and
protection from arbitrary harassment from state agents (Baross and van der Linden
1990, Dickovick, forthcoming, Roever 2005).°

In India, the terms “organized” and “unorganized” are used as synonyms of the
terms “formal” and “informal” that are used internationally. The organized/unorganized
sector is thus used interchangeably with the formal/informal sector, the latter having a
standard international definition as reccommended by the International Labour Organi-
zation (ILO). However, the usage of the terms of unorganized sector and unorganized
employment in India lacks conceptual clarity and uniformity across the subsectors of
the Indian economy. Employment in the unorganized sector has so far been derived
as a residual of the total workers with those in the organized sector, as reported by
Directorate General of Employment and Training (DGET)."” As per the estimates of
the National Commission for Enterprises in the Unorganised Sector, the unorganized
sector accounted for 86.3 percent of employment in the country in 2004-05."" The
state of Karnataka accounted for 86.6 percent in 200405, slightly above the national
average, while Uttaranchal accounted for 87.4 percent.
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Few studies have been conducted to study the influence of tax regime on informal
economy in India.” Sharit K. Bhowmik concluded in his study' that Asian govern-
ments are by and large indifferent to the needs of the informal sector that constitutes
a large part of their urban economy. The goods sold by street vendors are sold to the
poorer sections of the society, as they are cheap. Moreover, a significant amount of goods
produced by small industrial units in the informal sector is marketed through them.

The National Alliance of Street Vendors in India (NASVI) organized a study on
hawkers in seven cities, namely, Mumbai, Kolkata, Bangalore, Bhubaneswar, Patna,
Ahmedabad, and Imphal in 2000. In 1998, the Brihanmumbai Municipal Corpora-
tion (BMC) commissioned the Tata Institute of Social Sciences (TISS) and Youth for
Voluntary Action and Unity (YUVA) to conduct a census of hawkers on municipal
lands. In 2001, SNDT Women’s University, in collaboration with the International
Labour Organization conducted a study on street vendors. Interestingly, all studies
found common features among street vendors. Their earnings varied between INR 50
and INR 80 per day for men. Women earned between INR 40 and INR 60 per day and
were frequently harassed by the municipal authorities and the police. The NASVI study
found that around 20 percent of their earnings are taken as rent by the civic authorities.

India, which figures in the middle rung in the hierarchy among low-income coun-
tries, is facing a shortage of resources for the provision of basic services for its growing
urban population in general, and the poor in particular. This problem is more serious
in towns and cities where the economy is largely informal. Many of the newly formed
states,'" too, are facing difficulties in generating adequate revenues for providing a mini-
mum level of amenities. Most municipal governments in India lack the financial and
administrative resources to provide basic urban services. As a result, the urban poor in
many cities have resorted to informal mechanisms to obtain basic services. However,
the availability of services is very low due to their low capacity to pay, uncertainties of
service delivery, and very high costs due to the illegal or semi-legal nature of functioning
in the informal market (Cheema 1987, Rondinelli and Cheema 1988, Rodwin 1987).1

Urban Local Bodies (ULBs) derive their revenue from own sources consisting of:
(i) tax sources and (ii) nontax sources. This revenue is then supplemented by: (i) fiscal
transfers and (ii) loans. A common feature of urban local finance across all develop-
ing countries is inadequate own source revenues. The devolved sources of revenue do
not match a wide range of functions that are required to be performed by them. Local
finance is characterized by a mismatch between functions devolved to ULBs and the
devolution of tax authority. This mismatch is exacerbated by the lack of: (i) buoyancy
and elasticity in local fiscal instruments, (ii) a narrow tax base, (iii) the abolition of a

buoyant and elastic source of revenue (octroi'®

), and (iv) dependence on only one or
two taxes that are not easy to implement (Dillinger 1991).
This policy paper attempts to analyze the main local revenues (both tax and nontax)

and their administration in the select cities/towns of India and examine how far such
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local tax instruments (both tax and nontax) in the informal economy are able to gener-
ate adequate revenue, are effectively and efficiently collected and are equitable, neutral
and transparent. It also tries to suggest proposals for reforms based on the results of
the policy research.

2. RESEARCH PROBLEM

The informal sector is large in most developing countries, including India. Govern-
ments obtain little tax revenue from this sector. Exclusion from the tax net is a defining
characteristic of the informal economy. On the contrary, licensing of businesses by local
governments is a common practice in many cities in India. While business licensing
has its origins in regulation, it is often seen as a source of revenue earnings for local
governments. Studies on local taxation in India have brought out that there is a mis-
match between functions and finances of ULBs, which primarily explains the vertical
imbalance. Out of 18 functions to be performed by the municipal bodies in India,"”
less than half have a corresponding revenue source. Own taxes and user charges of the
ULBs in India are grossly inadequate to meet the expenditure needs of ULBs where
the economy is largely informal in nature. This problem is more serious in the newly
formed states that lag behind in the rapid socio-economic changes occurring in India
at present. Elaborate state government controls on municipal authorities to levy taxes
and user charges, to set rates, to grant exemptions, to borrow funds, etc., and on the
design, quantum, and timing of intergovernmental transfers constrain the ability of the
ULBs in mobilizing resources. There are some tax instruments, which are unutilized or
underutilized. Therefore, the backlog of current and projected growth needed to fund
infrastructure in cities and towns, far exceed the resources at the disposal of the ULBs.

3. OBJECTIVES OF THE STUDY™

The policy paper is an attempt to achieve the following:

a) Analyze the main local revenues (both tax and nontax) and their administration
in the select cities/towns.

b) Analyze how far such local tax instruments (both tax and nontax) in the informal
economy:

— Generate adequate revenue,
— Are effectively collected,

— Are efficiently collected,
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— Are equitable—especially in relation to informal sector (which bears the

burden),
— Are neutral (do not create undesirable incentives/disincentives), and
— Transparent and have built-in accountability.

c) Suggest proposals for reform based on the results of the policy research.

4. SCOPE OF THE STUDY

The focus of the macro-level study is on the local taxation structure of the major states of
India. The state level study looks at the taxation structure of two states, viz., Karnataka,
a developed state, and Uttarakhand, a newly formed and poorly developed state. At the
city level, the taxation structure of Bangalore Municipal Corporation (a metropolitan
city) was studied in detail to identify the best practices as well as problems in taxing the
local economy in a developed state. Likewise, the local taxation structure of two ULBs
in Uttarakhand," viz., Mussoorie and Dehradun, were analyzed to bring about the
variations in the taxation structure of large and small ULBs. In these towns as well as
in Bangalore, both locally collected taxes and charges like market fees, business licenses,
etc., have been analyzed with respect to the focused emphasis on the nontax revenues
and the informal sector.

5. AN OVERVIEW OF LOCAL FINANCES: MACRO SCENARIO

5.1 Trend of Municipal Finance in India—An Overview

Urban development is a state subject® in India. Therefore, the revenue of urban local
governments, their tax structure, type of taxes, fees, and fiscal transfers vary from state
to state. However, property tax is the mainstay of municipal finance in almost all states
in India except a few where oczroi is levied. In India, the aggregate revenue of all ULBs
is very low, at around 0.75 percent of the country’s GDP. Primary data obtained from
the budgetary documents of 35 major municipal corporations (MCs)?' for the period
1999-2000 to 2003-04 reveal broad trends about the structure and composition of
their revenue and expenditure in a study conducted by the Economic Analysis and
Policy Wing of Reserve Bank of India. Tax revenue accounted for 45.2 percent of total
own revenue of MCs, followed by 28.7 percent of nontax revenue during 2000-04.
An analysis of the revenues and expenditure of these MCs reveals that most MCs have
a revenue surplus and their overall resource gaps are not very large, but a consequence
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is lower levels of spending than are required for providing a minimum level of civic
amenities. This apparent contradiction of sound fiscal health and a high level of un-
derspending is due to statutory obligations, whereby ULBs are bound to restrict their
expenditure to the resources available. In India, the revenue instruments, assigned to
ULBs by the state governments, at present, are grossly inadequate and not commensu-
rate with the functions expected to be performed by them in accordance with the 74*
Constitutional Amendment Act.

National Institute of Public Finance and Policy (1995) studied 293 municipalities
in India spread over seven states: Andhra Pradesh (54), Assam (21), Gujarat (63), Kerala
(57), Maharashtra (33), and West Bengal (32). The study documents the problems of
vertical and horizontal imbalances, the inadequate exploitation of existing resources by
local authorities, the high cost of administration and for the collection of local taxes,
and an arbitrary system of fiscal transfers from state governments to ULBs as the com-
mon features of the municipal finance system in the country.

Kundu, Bagchi, and Kundu (1999) find that the levels of inequity in the provision
of basic services across the states and size categories of urban centers are extremely high.
Given the resource crunch in state governments and urban local bodies, the authors
recommend privatization, public-private partnerships, and the promotion of commu-
nity-based projects as options for undertaking investments to create civic amenities.
However, the aspects of equity are required to be addressed through specific measures.

Bagchi and Chattopadhyay (2004) analyzed the impact of decentralization on the
mechanism for financing basic urban services in India. The study finds that domestic
institutional funds and external assistance flow to developed states and larger cities/
towns. It further argues that the emphasis made on a full cost recovery and the imposi-
tion of strict financial discipline on state governments by the Reserve Bank of India are
likely to result in a further concentration of funds in developed states or regions and
lead to intra-regional disparity.

Chattopadhyay (2004) further examined the impact of decentralization—both
revenue and expenditure—on the financial health of urban local bodies through an
empirical study of the aggregates of three states in the post-74* Constitutional Amend-
ment Act era. The study observes that decentralization improved the revenue structure
of the municipal corporations and positively affected their tax and nontax revenue
generation. However, it is only the large urban local bodies that have benefited most
from the decentralization initiatives, accentuating inter-regional disparity.
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5.2 Best Practices in Municipal Resource Mobilization
(Selected Case Studies)

The present section attempts to overview a few case studies pertaining to reforms in
municipal resource mobilization in the country.

The Mall Road Entry Fee, Mussoorie Municipality

The town of Mussoorie is predominantly a tourist destination, known as the Queen
of Hills among the hill destinations of India. Tourists flock there year-round, whether
winter or summer. Tourists enjoy taking long walks along its picturesque Mall Road,
which stretches for more than 3.5 kilometers in length. However, due to the high
tourist inflow in peak seasons, it was becoming difficult for the municipality to main-
tain as well as provide services, especially solid waste management, street sweeping,
street lighting, etc.

The municipality introduced a Mall Road entry fee, where users were provided
with entry permits, especially those wanting to allow their vehicles along the road. The
special permits were introduced for permanent residents of the town on a monthly
basis system, whereas the entry fee for tourists was based on each entry and valid for
certain hours.

For local residents, a permit fee of INR 500 was introduced, where as for tourists
an entry fee of INR 100 was introduced. Initially, the municipality managed the system
through its own resources and arrangement. However, the system is presently managed
based on annual auction or contract system, where bids are invited for the collection
and management of the entry fees. The highest bidder to the municipality gets the
contract for revenue collection and management of the entry of vehicles to Mall Road.

Over the period of years, the revenue from the Mall Road entrance fee has been a
significant source of revenue for the municipality. The revenue collected from this source
forms around 10 percent of local own source revenues at the municipal level, showing
a growth rate of around 35 percent from 2004-2008.

Eco-Tax System, Mussoorie Municipality

Nestled in the foothills of Himalayas, Mussoorie is a transit town towards the Garhwal
Hills and other scenic spots and destinations of Uttarakhand. Within 32 kilometers of
the city of Dehradun, known as the “Gateway to the Himalayas,” it is frequented by
many tourists throughout the year. The town of Mussoorie is nestled in environmen-
tally fragile environment, and in order to care for its environment and ecology, due to
the increasing inflow of tourist as well as vehicular traffic, the Mussoorie municipality
recently introduced an eco-tax system for all the vehicles entering its jurisdiction. The
new tax is expected to substantially contribute to the overall revenue base of local own
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resources of the municipality. Under the new system, the eco-tax is imposed on various
categories of traffic, including: INR 100 from heavy vehicles and INR 30 for cars and
jeeps, and INR 5 for two-wheelers.

The objective is to collect revenue for preserving the town’s environment and its heri-
tage, apart from maintaining its sanitation and cleanliness. The money will be spent on
encouraging plantations and educating tourists against using plastic while in Mussoorie.

Advertisement Tax Reforms, Debhradun Municipal Corporation

With a limited tax base and collection system as well as limitations in increasing property
taxes, the municipal corporation in Dehradun analyzed its local own resources and brought
innovative reforms to revenue mobilization. After the formation of Dehradun as a capital
for the newly formed state of Uttarakhand, business, real estate development, and tourism
flourished considerably. As the “Gateway to the Himalayas,” Dehradun quickly became
the focus of many government institutions, the corporate sector, and business entities.
The difference could easily be seen by way of the investments and marketing drives in
the city. Billboards around the city were mushrooming without any coordinated effort
on the management of advertising revenue by the municipal corporation.

The municipal corporation in Dehradun took the initiative of documenting the
number of such billboards in the entire city. It then analyzed the potential of maximiz-
ing the revenue from its local own resources by regulating the billboards by imposing a
tax. A policy was drafted and introduced for allowing advertising spaces to be auctioned
against the assured revenue from a private party that would maintain the billboards,
advertisement spaces, manage its clients, and ensure a one-time upfront payment to the
municipal corporation. The highest bidder was awarded the contract of managing the
entire city’s advertisements. The advertisement spaces were sold as per location, sizes,
and type like reflective, illuminated, etc. Over a period of years, the municipal corpora-
tion has been able to generate around six percent of the local own revenues from the
advertisement revenue, with a growth rate of around 33 percent from 2003 to 2008.

With a further, revised advertisement policy, the municipal corporation has fixed
the advertisement sites on its seven major roads, and banned hoardings at various places
to enhance the the roads, streets, and roundabouts. In one year, the municipal corpora-
tion would hardly make INR 5.6 million, but now due to strictness of the corporation,
they have received INR 7.2 million from advertisements on poles only. Once this policy
comes into full operation, the corporation should make INR 30 million every year
only from the advertising, as stated by the mayor of Dehradun municipal corporation.

Trade License Reform in Bangalore

The duty to issue trade licenses in Bangalore vests with the Health Department, which
issues license to a broad range of professions, trades, and occupations like healthcare
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institutions and their employees, for example, hospitals, nursing homes, laboratories,
and diagnostic centers, as well as people engaging in trades or occupations that affect the
public’s health and safety, for example, barbers, beauty technicians, launderers, or hotels
and restaurants. The process of obtaining trade licenses in the past was cumbersome,
leading to complaints about the delays and official harassment. The issue of licenses was
simplified with the introduction of “Suvarna Arogya Paravanige” in 2007. Under the
new scheme, for a limited period each year, the trade license was to be automatically
renewed and issued within 24 hours. For new applicants the trade license will be issued
within seven working days. To cut down on paperwork, the number of documents to
be filed has been reduced and a simple application form has been devised. To avoid
ambiguity, trades have been reclassified as well as the relevant fees. In the past, if one
carried on multiple trades, one had to apply separate for licenses for each trade. Now,
under the scheme, only one license will do for multiple trades.

Bruhat Bangalore Mahanagara Palika: Property Tax Self-assessment Scheme

The area-based property tax assessment of the city of Patna became the model for all
ULBs to implement widespread property tax reforms. Most of the cities introduced the
area-based system during 1999 and 2002. However, after this first revision of property
tax, none of the ULBs have been successful in revising their property tax assessment
processes except Bangalore, for unless there is a mechanism devised to enable periodic
revision of the property assessment values, property tax revenue will stagnate and will
lose all its buoyancy. Bangalore is an exception as it has shown how the area-based sys-
tem can be as effective and revenue productive as in a system under capital valuation.
The Bangalore property tax collection that stood at INR 4.4 billion during 2007-08
rose to INR 7.8 billion during 2008—09 and is expected to touch INR 10 billion by
the end 0f 2010.2

Bangalore introduced its property tax reforms in 2000 when it first brought forward
the optional Self-assessment of Property Tax scheme. Under the scheme the location
of the property was classified into zones based on the published guidance value set by
the Department of Stamps and Registration. For each of the zones the rental rates per
square foot were pre-determined, linking each building to its age, location, type, and
quality of construction. The zone, here, refers to a land value category rather than to a
contiguous area and hence, a street could fall in any zone in the municipal jurisdiction
depending on the rental value assigned.

Bangalore did not bring about the reforms through any amendment of the existing
provisions of the Property Tax Act, as any amendment would take considerable time for
enactment. Instead it made the scheme optional to avoid any legal challenge. Those who
opted for the scheme could assess their property in a manner prescribed under the scheme
and those who did not opt for the scheme, would be inspected by the Revenue officials
and assessed the property to tax in the same manner prescribed under the scheme. The
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scheme’s objectives were to get property owners to voluntarily declare their property tax
liability and to make timely payment. The “inducement” was to free property taxpayers
from harassment by tax collectors and to lower the compliance costs of tax payments.

The self-assessment and revaluation reform processes were also politically sensitive.
A cap on the property tax increase was set at 2.5 times the existing tax liability. This
cap on the net increase in the tax payable also contributed to the taxpayers’ success in
acknowledging tax obligations since there was a certainty that the taxpayer was made
aware that irrespective of the net increase by the new valuation method, he or she would
not pay beyond two and a half times the tax paid previously. About two-thirds of all
taxpayers reached this cap.

The new initiative did work. In its first year Bangalore’s property tax collection in-
creased by 33 percent. It is not just the increase in revenue that mattered. The taxpayers
finally understood the norms about how property is assessed to property tax and thus
heightened their satisfaction with and the acceptance of the new system. Another suc-
cess of the reform has been a reduction in compliance costs. The taxpayers were relieved
from harassment from the officials, who under the cover of the earlier, opaque system
of assessment, forced taxpayers into “negotiated” property tax liability. A well-designed
education program as part of the marketing plan for this reform was another reason
for its success.

6. THE REVENUE BASE OF ULBS IN UTTARAKHAND
(MUSSOORIE AND DEHRADUN)

6.1 Municipal Structure—An Overview

The state of Uttarakhand is located in the northern part of India, carved out of the
Himalayas and the adjoining district of Uttar Pradesh on November 9, 2000, becom-
ing the twenty-seventh state of the Republic of India. In January 2007, the name of
the state was officially changed from Uttaranchal, its interim name, to Uttarakhand.
The provisional capital of Uttarakhand is Dehradun, also a railhead and the largest city
in the region. There are three categories of urban local bodies (ULBs) in Uttarakhand:
Nagar Nigam (NN) or municipal corporation, Nagar Palika Parishad (NPP), and Nagar
Panchayat (NP), the latter two constituting medium- and smaller-size municipalities.
There are 63 ULBs, which comprise one Nagar Nigam (NN) or municipal corporation
at Dehradun, and 31 NPPs and NPs each. The ULBs of Uttarakhand are governed by
the municipal legislation of Uttar Pradesh, viz., the U.P. Municipal Corporation Act of
1959, which is applicable to the sole municipal corporation of Uttarakhand, viz., the
Dehradun and U.P. Municipalities Act of 1916, which is applicable to NPPs and NPs.

30



India

6.2 Resource Base of Municipalities in Uttarakhand

6.2.1 State Level Overview—Municipalities

The financial condition of most of the ULBs (with only a few exceptions) is not very
robust. Their main sources of income are the taxes and fees levied by them, grants from
the Central Finance Commission, grants from the state government, and devolution
recommended by the State Finance Commission. Nagar Palika Parishads (NPPs) and
Nagar Panchayats (NPs) do not have any mandatory power to raise revenue unlike a
municipal corporation, which has the mandatory power to levy property tax (includ-
ing general, water, drainage, and conservancy taxes), animal-ownership tax, and vehicle
and boat tax. The discretionary powers given to NPPs and NPs include power to levy
taxes on properties, trades, professions, theaters, vehicles, dogs, animals, water drainage,
salvaging, and conservancy, in addition to licenses and user fees.

A municipal corporation has the discretion to levy taxes like betterment charges,*
advertising, professions, dog ownership, and theaters (public entertainment/cinemas). The
other sources of revenue are transfers from the central and the state governments (through
the mechanism of finance commissions as well as other modes). Some of the ULBs earn
revenue by exploiting their immovable assets through rental arrangements or sale.

In actual practice, however, the property tax is the single most important tax (in
many cases the only tax) being levied by the municipalities and is also their main source
of own income. The other important source of income of the municipalities is licensing
fees. These are being levied to a varying extent by all municipalities. In general, the larger
municipalities and those located on the plains (the districts of Hardwar and Udham
Singh Nagar, the Nainital, Pauri and Champawat districts, and in the Doon valley) are
able to raise more money from licensing fees as compared to the smaller municipalities,
especially those located in the hills. This is to be expected, since the income from licensing
fees is dependent on the level of economic and commercial activity in the urban centers.

Table 1.1
Consolidated Municipal Revenues (Tax, Nontax, Other Sources) (INR 100,000)
No.  Details 2000-01  2001-02  2002-03  2003-04  2004-05
1. Nagar Nigam Dehradun 1,539 1,505 3,915 2,165 1,606
2. Nagar Palika Parishads 5,640 7,478 9,973 10,555 9,400
3. Nagar Panchayats 483 762 1,047 1633 1,326
Total ULBs 7,662 9,745 14,935 14,353 12,332

Source:  Compiled from First & Second State Finance Commission Reports.
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Table 1.2
Consolidated Municipal Revenues—Local Own Sources (INR 100,000)
No. Details 2000-01  2001-02  2002-03  2003-04  2004-05
1. Nagar Nigam Dehradun 355 469 478 451 324
2. Nagar Palika Parishads 1,631 1,863 2,219 2,214 2,200
3. Nagar Panchayats 125 256 229 259 294
Total ULBs 2,111 2,588 2,926 2,924 2,818

The average tax revenues account for 9.6 percent of the total revenues of all ULBs,
the nontax revenues on average account for 13.8 percent, and other sources, which in-
clude grants and other revenues from the state, account for around 76.6 percent of the
total revenues of all ULBs. The distribution of revenues gives a clear picture at the state
level that revenues from nontax sources are higher than revenues from tax sources. The
nontax revenues account for 59— percent of the revenues from own resources, where
as tax revenues account for 41 percent of the total own revenues at the state level. Both
the tax and nontax revenues have shown an increasing trend from 2002-03 to 2004-05,
which shows the ULBs’ dependency on grants and transfers from the state has reduced.

Distribution of Revenues by Type of ULBs

The following table provides a comparison of tax, nontax, and other sources of rev-
enues as a percentage of total revenues and own revenues in different types of ULBs

in Uttarakhand.

Table 1.3
Distribution of Revenues by Type of ULBs, in Percent
Type of ULBs Tax Revenue Nontax Revenue Other Sources
(Percentage of (Percentage of (Average
total revenue ) total revenue) percentage
of total revenue
2000-05)
Nagar Nigam Dehradun (NND) 11.93 7.54 80.64
Nagar Palika Parishads (NPPs) 8.51 15.01 76.47
Nagar Panchayats (NDPs) 8.78 13.38 77.85
All ULBs 9.16 13.49 77.35

The nontax sources of revenues is higher than tax revenue sources among Nagar
Palika Parishads (NPPs) and Nagar Panchayats (NPs); however, in the case of Nagar

Nigam Dehradun, the tax revenue sources contribute more as compared to nontax
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sources of revenues. The nontax revenue resources forms the major component of
revenue sources from local own revenues in case of NPPs with around 63.82 percent
of local own revenues, and around 60.38 percent in case of NPs, whereas in the case of
Nagar Nigam Dehradun (municipal corporation), the percentage is the reverse, where
the tax revenues contribute to around 62 percent of local own revenues.

Per Capita Revenues at Constant Prices (2003—-04)

The average per capita revenues as constant prices are observed to be the highest
among NPPs with INR 600, followed by NPs, at INR 459, and is lowest for Nagar
Nigam Dehradun with INR 406 (all consolidated revenues). An analysis of per capita
revenue of different categories of ULBs shows that the growth of per capita revenue
in real terms has been the highest for Nagar Palika Parishads, followed by Nagar
Panchayats. The per capita revenue has shown a decline from 2002-03 to 200405,
for both NPPs, and NPs.

The per capita revenue from tax, nontax, and other sources among the type of ULBs
shows that per capita revenue is the highest from the other sources of revenues that
include revenues from state transfers, etc. The per capita revenues tax sources are higher
than per capita revenue from nontax sources. The per capita revenue among the NPPs is
higher than among NNDs and NPs in the case of tax and nontax revenues (Table 1.4).

Table 1.4
Per Capita Revenue from Tax, Nontax, Other Sources (ULBs)
Per Capita Revenue Distribution NND NPP NP All ULBs
