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Disclaimer 
This document has been prepared by Bankers Institute of Rural Development, Lucknow 
(BIRD) based on the field study by a team comprising Shri Maheswar Sahoo and Shri 
V iveka Gayasen, Faculty Members. The views expressed in the report are that of the 
study team. It does not necessarily represent or reflect the policy or view of BIRD or 
NABARD (National Bank for Agriculture & Rural Development). BIRD/ NABARD accept no 
financial liability or any other liability whatsoever to anyone in using this report as also 
for the accuracy of facts and figures quoted in the report. 
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Executive Summary 
 
 
1.        Panchayati Raj Institutions (PRIs) in India attained the constitutionally approved status of 

permanent political structures in 1993 with assigned powers on 29 subjects as stated in the Elev- 

enth Schedule to the constitution. It includes all important rural sectors like agriculture, allied 

activities, cottage and small scale industries, rural socio-economic infrastructure like roads, mar- 

kets, energy, health, primary education, water supply and sanitation. Trends suggest that bulk of 

the rural employment in the coming years will be generated in secondary and tertiary sectors. 

PRIs which enjoy the confidence of the people and are accountable to the local community will 

be called upon to promote rural employment proactively. Investing in long-life infrastructure as- 

sets as also creation of an enabling atmosphere for entrepreneurs who would invest in projects with 

potential to generate employment in rural areas will be key activities for the local bodies, more 

specifically the Gram Panchayats. More financial resources to the Gram Panchayats will mean 

better utilisation of local opportunities, leveraging natural and infrastructure resources, benefitting 

the village economy and better quality of life. 

 
 
 
2.         With a view to understanding the financial status of the Gram Panchayats, a study was 

undertaken in 11 Gram Panchayats in Rajkot and Vadodara districts of Gujarat, which has been 

in the forefront of empowering villages to enhance quality of life through various schemes. 

There is “Apna Taluka Vibrant Taluka” (ATVT) campaign to bring the ‘Vibrant Gujarat’ model 

of facilitating investment to Taluka areas.  The study focussed on the resources and activities of 

the Gram Panchayats, mainly natural and infrastructural resources, financial resources, system of 

governance, and scope for investment in micro infrastructure. 

 
 
 

3.        It was found that substantial tracts of unused public land, on an average 605 ha per Gram 

Panchayat (GP), are available within the boundary of the GPs. Ownership vests with the state, 

and the District Collector can permit use of such land for public facilities like building for gram 

panchayats, schools, anganwadi centres, water supply infrastructure etc. The GPs have however 

have not made any efforts to make good use of these unused public land. In Rajkot Taluka, the 

waterbodies dry up in the summer. In Dabhoi Taluka of Vadodara district, ponds retain water all 
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the year round. The GPs have not made efforts to develop these waterbodies. Drinking water 

supply is through hand pumps, stand posts and piped water to few households.  Many households 

in peri-urban GPs buy drinking water in 20 litre containers. The GPs have not thought of creating 

facilities to cater to this need. 

 
 
 

4.       Grants were the major revenue source comprising 37.1% of total receipts for all the GPs 

taken together. Nonetheless, local income from house tax, water tax, cleaning or scavenging tax 

and lighting tax etc., accounted for 32.3% of receipts, which was significant. Moreover, system 

of collection of local taxes was fairly stable. Total collections have registered considerable annu- 

al growth rate of 32.71% during 2011-12 to 2013-14. It was found that there is scope for increas- 

ing local income through periodical reassessment based on fresh valuation for house tax. Incen- 

tives for prompt payment and/or imposing penalty for late payment will further streamline tax 

collection. The GPs spent grant money on specific activities like construction of RCC roads, storm-

water drains and water supply systems. Infrastructure was the major expenditure account- ing for 

63.4% of total. A part of some discretional grants like awards and incentives, and accu- mulated 

surplus (non-grant income exceeding non-grant expenditure) was kept as bank deposits for 

planned/unplanned future activities. Surplus of local revenue over non-grant expenditure was 

Rs.2.34 lakh per year. Average bank balance for GPs was Rs. 9 lakh. Two GPs had bank balance 

in excess of Rs.25 lakh. 

 
 
 

5.        Other than imposing taxes, the Gram Panchayats can also increase local income by in- 

vesting in infrastructure and utilities. Some of these activities will also have long pay-back peri- 

od. Besides, convergence with ongoing schemes like MNREGA can be explored. 

 

 GPs  can collect  user  fee from  advertisers  for  bill  boards along main  thoroughfares. 
 

Wasteland can be used to excavate ponds for recharge of groundwater. 
 

 User fee can be collected from farmers drawing water from wells and borewells for irri- 

gation. 

 

 Wherever feasible, pasture can be developed for fodder. Quality of dry fodder can be im- 

proved through silage. A fodder bank can be created to sell fodder/silage to the landless 
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dairy farmers. 
 

 Waste from scavenging the streets and agricultural waste can be converted into compost, 

which can be sold to organic vegetable growers. 

 

 Agri service centres for hiring machinery and with storage and sorting/grading facilities 

can generate revenue while catering to the needs of farmers. 

 

 Other location specific infrastructure could be amenities for pilgrims, market complex, 

facilities for leisure like boating, river front development, etc. 

 

 Storm-water drains built in villages can be linked to groundwater recharge structure. 
 

 
 
 

6.        Other micro infrastructure found feasible were drinking water bottling (Community Re- 

verse Osmosis System), Wi-Fi services and citizen service kiosks. These have huge demand in 

Gujarat.  An RO plant of 500 litre per hour capacity would cost about Rs. 4 lakh and can meet 

the need of population of about 3000. User fee collection would make it financially viable. Simi- 

lar is the scope for offering Wi-Fi services. The citizen service kiosk can help in accessing gov- 

ernment services which are now available on electronic platforms. Some GPs have already taken 

up providing copy of land records for a fee. Some others are collecting electricity dues for a fee. 

GPs are issuing marriage and birth/death certificates for nominal charges. Scope for such ser- 

vices would go up tremendously once the ‘Digital India’ initiative gathers speed. Banks like 

State Bank of India engage Business Correspondents (BC) through kiosk model. In remote GPs, 

citizen service kiosks can also provide financial services as BC of banks. Solar street lighting by 

the GPs also offers opportunities in terms of durability, low maintenance cost and environment 

protection. 

 
 
 

7.        It was found that the GPs were able to collect considerable income from local taxes. A 

part of the surplus was also kept as bank deposits. They have a good governance system with 

elected Boards. About 4000 Gram Panchayats in Gujarat have unanimously elected Boards with- 

out the need for voting which is indicative of good community mobilisation. The control and su- 

pervision by higher tiers is also very effective, since the secretary of the GP is an employee of 

the state, and reports directly to the Taluka Development Officer (the CEO of the Taluka Pan- 
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chayat). All these elements put together (demand for financially viable micro infrastructure, 

reg- ular un-encumbered stream of local income and good governance structure), there are 

opportuni- ties for involving bank finance for micro infrastructure investments. New financial 

products can be designed for such investments. The asset will be created mostly on 

government land, which cannot be alienated. It is thus not very promising as security for the 

lenders. The GPs however have considerable un-encumbered cash flow from local income. 

Mechanism like escrow account to capture this cash flow may offer comfort to the lenders. 

Bank balances can be used towards margin for investments. Wherever possible, bank fixed 

deposits can be leveraged to access bank finance. Alternatively, the higher tiers viz. the 

Taluka Panchayat or the District Panchayat can provide collateral and/or guarantee on behalf 

of the GPs. 

 
 
 
8. In conclusion, it can be said that the demand for micro infrastructure in the villages is huge. 

The  Gram  Panchayats  need  to  plan  and  execute  effectively.  They  can  combine  on-

going schemes, grants, local resources and borrowing for creating micro infrastructure. The 

governance structure and the stable cash flow record will provide comfort to the financial 

institutions for ex- tending credit to the Gram Panchayats. New financial products need to be 

developed with alter- native securities and risk-mitigating measures. Moreover, an enabling 

environment through ap- propriate changes in policies, procedures and priorities will generate 

necessary momentum. 

 

* * * 


