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This roport on the "Economic classification of tho budget

of tho Local bodies (UKBAN)," is an attempt to recast tho local

body'!s budgets into meaningful ccounomic categories, .wiich:
) ‘

enables to understand the geoneral effect of the local body's

transéctions on‘the economy, Classification preéented in this

"report relates to the years 1980-81 and 198182,

It is hoped that the 6ontents of this regport will be

-

uscful to planners and administrators and others interested

in the subject,” This is the first attempt of its kind and
sugzostions for improvement. are solicited, This report was
prepared by the Budget section cf the State Income Division

of this Difectorato;'

: | K.UALAGRISHNAN NAIR
Trivandrun, ‘ L . LIKLCTOR OF )
27w=5-=1938, \ ‘ _ ECONOMICS 4ND STATISTICS
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I. Introduction

Municipalities and Corporations, in the dewocratic set up

of the Government, play an important r.le in the deve;opment of the

urban areas. Governments! policy of decentralisatiun of power
enhanced the responsipility of Municipalities and City Coxrporations.
Large amount of funds are being spent on various activities in the

urban areas of tne statu, Hence it has become necessary to study

the impact of such largo amzount of spending on various aotivitios.

| Budgets of tho local bodies give us detailed information
abcut their revonue and cxpenditure and their financial transacti-
ons, for a given yvar, of tho deopartments functioning undor thoir
cocntrol, However the figuros given in tho budget do not indicate
clearly the cconomic significance of the various items of cxpendi-
ture and revenue. So alsc it do not give information scparately
rcgarding the amount of revenue spent on capital expendi ture,
Honeo the budget duvcuments of tnese local bodices, do not give clear
idea of the capital formation,savings,current receipt, expeéenditure
ote, It is thereforo nécessary to reclassify and regroup such
accounts into meaningfil-~ cqtegories for understanding the actual
cconcmic impact of the budgetary transactions of those local bodies..
Such an attempt of the budget of the local bodies for tho years
1¢60-81 and 81-82 is dono in the following pages.

Tho wudgets are collectod from all the 43 Municipalities and

3 Corvorations and compiled for preparing Lconomic Classification

of tho stato as. a wnoule,
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The framowork of the occnomic classification scheme, prescnted
here is pased on the delincation of local bodies transactions in a
sot of two accounts. The cerivation and rationale of cach of those

accounts arc briefly oxplained in the following pagos,

Lcecunt I 3~ Income and cutlay Account of the Municipalities and
Corporations,

Tnis acccunt deals with the current revenue and cxpenditure
¢f the all the municipalitics & corporations in the state. The
majsr part of the current cxpencditure of the municipalities and
corgporations consists of thc final outlays of the municlpalitles &

corjorations, On current account, which represent current consump-

tion,
' Contd,....
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- - - The final outlays are made up of purchase of goods .
and servicos and wages and salaries paymonts. Besicdes final oute
lays municipalitics & corporatiuns make transfor paymonts io.
intorests, granta, subsicdies, scholarships etc. to the rost of the
econory, Wwhich are adaed indircctly to the disgosable income of
the community. To mect tihese current cxienaiture, municipalities
and'co#porations appropriate a part of the income of tho comuunity
through a variety of taxos, fees, wmiscellaneous receipts cte,.,
occuring in the course of administration. In adaition, municipae
litics & corporations have an investment ihCOme from proporty and
entreprencurshi, and also roceives revenue grants, contributions.
and rccoverics from the stato government and other nodius. The
excess of current receipt over currcent expenditure denotoes th
savings of the municipalitics & cofporations available for capital

forpation. Somc 'of the itcms included in this account are explained

below,

4., Hocvenue:
i, Income from progerty and cntrepreneurship

This item records the income receivable by the municipglities
and corporations from the depértmental commercial undertakings if
any and rent, interest and dividents accruing to them from the

cwnorship of buildings or financial assets,

ii, Direect taxos:
Tho revenue is classified into direct and indirect taxes,

Dircect taxes are loviod Ly public authorities at regular intervals
Taxes

on dmcome from owagloyment, property, capital gains ctce.
falling under tiis category of the municipalities & corporations

ars profossion and trade tax, scrvants! tax, taxes on houses and

land cotce,

iii, Indircct taxoss
Taxos on goods and sorvices that are chargeable to business

exponscs and taxes on the posscssion or use of goods and services
w5y acuscholds arce treated as indirect taxes., The main Cateéories
in tho budgoets of municipalitics & corpérations.aro Octrodi, tormi-
nal tax, taxcs on vchicles and animals, foes for vehicle licenscs,
dangorwus‘and cffensive trado liccnse fees, liccnse foco for job
porters, tolls on vehicles and animals, local rates, acdministra-
tive tax, misccllanesus other taxes and duties.

Contdesse
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iv, Miscellancous kecelgots

Thesc .roceipts arc in the nature of fees, fines apd . forfei-

tures cte,

v, Revenue grants, contriputions ctc.

Thesc arce current rcecelpts accruing from the statc govetrnument

and varicus DLoards & commitiocs.

5, Ex—onditure

i, Compensation to cmployoess—

These include pay c¢f officers, say of estavlishaont allowane

avelling and daily allowances)

cos and honoraria (other than tr
nsions actually paic to

Jazos and salarios also include tho p©

Wagos paid to casual labourers have also

govornment cmployces.

hoon takon as wages and salaries.
i, Commoditioé and Serviccs:- _

all exponditure uncer conting

ratos and taxcs, fucl and light, orinting

telephones and telegraphic

lcss sales by

o enterpriees

This itcn includes ency such as

offico su,.plies, rcnt,
and stationary, travelling OXLCNSes,
caarpes and other items for current operations
ions of goods and services t

municipalitics & corporat
nt repairs and maintenan-

and acuscholds, 41l exponditure on curre

ce is_includod here,
iii._gntereggﬁ-‘l .
Interost comprisces in?orost on,débt and other obligations.
iv. Current transfer paymsntsi-—

Current transfor paymonts include grants an

stiponds ctc.

d other transfors

_1ie scholarsiips,

Savings on currcnt accounts-

Ve
ss of reccipts over expoendi tu

Thesce roprosent cxcc ro under
the currcnt account of tihc municigalities & corporatiuns.

of_tho municipaliltics

Cay.ital Finance account

account IT s~ Cagital FIRANCE A- o Clo-=-
and_gorporationg

the total caypital cutlay repro-

icigalitics & Coruora-

a capital grants

’ This account is concerned with
al assots formation Dy the mun
ferrcd from currcnt account an
ios and Corporations constitute the

scnting physic
tions., Savings trans
reecived by the tunicipalit

of financc. The difforent itcms jncluded in the account are

F-RES i o1

discusscd here unceTs
COntdQ s & a
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i. Gross fixed capital formation
Gross capital formation represents the gréss valuc of goods '
vhich arc added t¢ tho demestic capital stodk of the nation, - It
dompriscs both cxpondituro cn the acquisition of fixod assets and
the value of pinysical change in stocks; The pross fixed capital
Tformation has beon classifiod into buildings and other construction

anc :rachincry and oquipmont,

- 4d, Buildings and other construction

Capital formation uncer buildings include all expenditure on
new construction and wajor altorations to residential and non-~resi-
dential buildings including the value of the change in work in ‘
progross, Othor construction includes moEtly expondituro on cons-
tructicn of roads.and bridses and works on power and irrigation
orojoects, flood contrecl, forost clearance, land reclamation, wator
supily and sanitation, ' '
iii, Machincery and oquipnicnts

Tuils item include exponditure incurred on the purchase‘of

various cquipmonts such as buses, jeeps, trucks, tractors for road
Banlage, power generating machinery, agricultural machinery and
implements office furniture, machinery and equipment and instruments
used Dy professionai HON. '

iv, Change in stocks:-
Changes in stucks reprcsent the value of the th&ical change

in raw materials, work in progress (other than the work in progress
ip Suildings which aro included in fixed capital formation) and
in the stockgiles,

v, Copital transfexrs:-
Ca,ital transfors cover grants to finance the construction of

buiidings, ,gurchase of macninory and equipment and for public works,
Water su,..ly and sewage disgosal schemes etc. Capital transfors

arc intendod tuo assist cakifal formation in otner secturs cf the
Goconcny.

vi, Rceciut cn Capital Account:
Thnis part deals with the financing of the c¢apital formation

and tho scurccs for tho same arc savings on current account and

capital grants and contributions from state government and other

inctitutions,
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MAJOR FINDINGS. '

The systm of accounts presented in this study ana 1ys@s
the Vﬂ.rious operation of the budget of municinﬂitios and city
corporations, The najor Tindhge cmerging from this study are given
bclow: - '

L The total expenditure of the municipalities and city
corporations in the State is estimﬁtcd at %.2623 lokhs In 1881-82
comparcd to % 2072 1okhs in 1980-81, |

2+ Flnal outlay is the major component of the total

expenditure of the aunicipalities anad city col‘nor'vtions acoounting
for about 85 and 90 pereent in 1980-81 and 1981-.82 resnectivcly.

The final outlay of all the municipalities and corporations is -
Increased from s 1762 12khs in 1980--81 to K.2340 1akhs In- 1981-82,

31 The consumption expenditure accountedbr about 49%
of the total expenditurc in 1980-81 wnd 574 in 1981-82,

4. Transfer payments deercased from &, 108 1akhs in
1980~-81 to" %,99 lakhs in 1081-82,

S. Transfer payments accounts for about 5% and 47 of
the total exnenditurc of the munieipalitics and elty corporat_ions
in 1980-81 and 198182 respectively,

6. Finmelal investnent and loans amounting to |
. 202 1akhs in 1980-81 amnd Rs.1847}.okhs in 1981-82 contributed‘
awut 107 and 974 of the total expendlture in respective years,

Gontd......
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Groese Copital Formniion

Muniecipalily's ond Corporotion's contributign to groos
ecpital formiion ie, inveoimons in building, nochinery, conobruc—
tion ond for acquisition of siock ic estimated ot Be739/ lekhe
In 1980-81. If hos incrensed o B5¢847 1lokhe in 1981-82, Thig
ivon amownted Yo 36% in 1980-81. However in 1981-82 1% hng -
decyvesced 4o 32%. ' T

The compomentic of ccpival Tormobion,

The componente of capiiel formiion given in Table 3 shows
vhet mjor shoye of mmicipniitice ama corporatione expendisure
aceowted for conciruetion, I 1980-87 expenditure on emwodruction
Gccowied for cbout k.381/lakhe which wass Inereasad to ™.431
1akhs in 1981-82, Expendiiure o mchinery end equipnnnt'have
aloo.been increaced from k.344 lokhe 1n 198081 to h.396 lakhs
in 1981-82. _ e g e

Toble Npe3 - :

Cormponente of-capital'fcrzntion(&.!ooo)'7-3

temcﬁ _fgfffigfiffiff_ Gorpor?tions : ‘?oial L

- 1980-81 81-82 .  1980-81 81-82  1980-81 81-82

. - e . - : e

1o Congirictisn - 26876 33587 711195 '9498“38071’*“43085\
2e Mochinery & . S  :;  .  ]. RN

othor oquipmont 28481 ° 30134 5949 o466 34429 - 29600

P+ Chonge fnciock = - 4440 008 1410, 2008

55357 - o I

"RETTT- 63721 18554 /20972 73910 84693
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Gross savings of the municip-»litics and cor'porations
compl‘isa of savings on current t-ccount of nd:*linistration
(fe. supblus of current recoipt over current oxmcnditurc) and
depr_ociation provision, . |

Gross savings for the year under review are given in the

following table:w

Table 4,

Gross savings of the Munfeinndities &
Corporation (fs, '000)

—t.—--ﬁq—-ﬂ--———l—‘--——-———--—ﬁ—-ﬂol—-

1 Municipalities Corporations. Total .
e Items . e d T e N

1580-81 81-82 80-81 81-82 80-81 81—82

Gross stingg-, e ~~-"——'—-'§~-

Savings of tho
currant aduninil-

stration 59021 58491 13322 10608 72323 69099

Provision for -
dOprCCiaticn q-. LI ) .., - .‘.. ' »e - &
TO TAL: 50021 58491 13322 10608 72:3 69099“.

-t_--!--_—d—---‘--——-—---—n-——-———

Savings of the municipaiities and corporations for the

Years 1980-81 and 1981-82 are shown in the above table., It shows

a decreasing trond for both corpor«tion and municipalities,
Total savings of the municipalities nnd corporations in- 1980-81
was %.723 lakhs, It decreased to B.691 lzkhs in 1981-82,
Current receiptsy '

The cconomic implication of the expenditure incurred by
the munieipalities md corporations denends to a great extent

on the source from which it is financed. Henee it 1s proper to

exgnine it in detail, The currént;receipt of the municipalitics ;

Contdo-coo.-
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and corporations are fumished undor significant cconomic haads
In table Mo, 5, _

Total current roceipts have been showing wn upward trend
during the period unider reference, The receipts of the munici-
palities

1981~82 from %, 1848 1akhs in 1980-81, showing mn increase of

22.84 over the periad,

and corporations have been. inereased to 85, 2270 lakhs in

IABLE- 5,
Current Receipt (R, '000)
Muniéipalities Corporations Total
Ites - e e e e m e o - - - - - - - - -
1980-81 81-82 80-81 81-82 80-81 §&1-82
LaX _recaint; 80266 8823 43333 62592 123599 150826
Income from property and 23483 28532 4908 8676 28391 3708
entreprencurship; e STRR3S0512 1790 153005
Fees and misecellmaoous - .
receolpt 5884 5225 1404 1982 7958 - 7207
Revenue grants fron Governmment S
' 1853 23039 7008 8754 25542 31793
Total current receipt 128137 145030 56653 82004 184790 227034

Tax receipts which
recoipt
" of the municipalitices

Current Quteoing.

The current outgoing is

and corporations,

-—-m—ﬁ-b——;-‘——ﬁ—--——--uq--hﬂ

dlone contributed,about 67% of tho total
accounted for the highest profaortion of total incomo

shown in Table No,6,

The current outzoings have inereased from fse 1125 lokﬁs in

1980-81 to %, 1579 1akhs in 198

1-82,

It can be scen from the table

that consumption expendi ture exceeds transfer payments in bo th

the years,

Consumption oxpenditure accounted for about 917 ing

9% of the total outgoing in 1980-81 gng 1981-82 rospectively,

Contd......
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