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🗞️  WHY IN NEWS

The 16th Finance Commission’s award period commenced on April 1, 2026, with rural local bodies (RLBs) set to

receive ₹4.35 lakh crore over five years (2026–27 to 2030–31) — a landmark increase in devolution to

Panchayati Raj institutions that tests the constitutional vision of Article 243G.

The commencement of the 16th Finance Commission’s award period marks a new chapter

in India’s fiscal federalism. The allocation to Rural Local Bodies (RLBs) — principally Gram

Panchayats — represents an acknowledgement that the constitutional mandate of the 73rd

Amendment (1992) has remained incompletely fulfilled: most gram panchayats lack the

administrative and financial capacity to function as genuine self-governing institutions.

16TH FINANCE COMMISSION — KEY PARAMETERS

PARAMETER DETAILS

Chairman Dr. Arvind Panagariya (former NITI Aayog Vice Chairman)

Award period 2026–27 to 2030–31 (5 years)

RLB allocation ₹4.35 lakh crore

ULB allocation Separately determined (Urban Local Bodies)

Key mandate Review Centre-State tax devolution; grants to local bodies; fiscal transfers
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DISTRIBUTION PERCENTAGE RECIPIENT

Gram Panchayats 90% Village level councils

Block + District Panchayats 10% Intermediate and district tiers

Peak year allocation — ₹1,13,558 crore (2030–31)

COMPARISON WITH 15TH FINANCE COMMISSION

METRIC 15TH FINANCE COMMISSION 16TH FINANCE COMMISSION

Award period 2021–22 to 2025–26 2026–27 to 2030–31

Recommended RLB grants ₹2,97,555 crore ₹4.35 lakh crore

Released ₹2,82,632 crore (94.94%) Commencing 2026–27

Release efficiency 94.94% —

100% utilisation states Assam, Kerala, Mizoram, Tripura, UP —

The 15th Finance Commission’s release efficiency of 94.94% is considered reasonable — but the gap of

~₹15,000 crore unreleased reflects procedural delays in state compliance with utilisation conditions.

CONSTITUTIONAL FRAMEWORK — FINANCE COMMISSION AND LOCAL BODIES

India’s constitutional framework mandates a three-tier Panchayati Raj system in states with population above

20 lakh:

The 11th Schedule lists 29 subjects that may be delegated to Panchayats, including agriculture, land

improvement, rural housing, drinking water, roads, education, health, and social welfare. However, this is

enabling, not mandatory — actual delegation depends on state legislation.

Allocation Structure — Rural Local Bodies

Three-Tier Panchayati Raj Structure (Article 243B)

Village level: Gram Panchayat (Gram Sabha is the constituent body — Article 243A)1

Intermediate level: Panchayat Samiti / Block Panchayat2

District level: Zila Parishad3

Article 243G — Powers and Functions
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The gap: Most states have not transferred meaningful financial and administrative powers to Panchayats.

Finance Commission grants help compensate for this structural weakness by routing money directly to local

bodies.

Panchayats may be authorised to levy taxes, duties, tolls, and fees. In practice, own-source revenue generation

by Gram Panchayats remains negligible (often less than 5% of total receipts) — making Finance Commission

grants and Central/State scheme transfers the primary revenue sources.

The 16th FC’s ₹4.35 lakh crore is from the Centre. State Finance Commissions separately determine state-level

transfers.

WHY LOCAL BODY GRANTS MATTER

Despite the 73rd Amendment (1992) being passed 34 years ago, Gram Panchayats in most states:

The 16th Finance Commission has emphasised:

Article 243H — Financial Powers

Article 280 vs Article 243I

Article 280: Central Finance Commission (reconstituted every 5 years) — covers Centre-State

devolution AND grants to local bodies

Article 243I: State Finance Commission (SFC) — reconstituted every 5 years — covers distribution

of state revenues between state and local bodies

The Problem: Inadequate Self-Governance

Receive funds primarily as conduit for Central schemes (MGNREGS, PMAY-G, Jal Jeevan Mission)

Have little untied (flexible) funding for local priority spending

Lack trained personnel (panchayat secretaries, accountants)

Have poor audit and accounting systems — leading to FC grant release conditions not being met

The 16th FC’s Approach

Untied grants: Portion of RLB funds without tied-use conditions — allows local priority spending1

Performance grants: States get additional releases based on Panchayat audit compliance, own-

source revenue, and scheme performance

2

15th Amendment trigger: New Panchayat Extension to Scheduled Areas (PESA) implementation

monitoring

3
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📌  FACTS CORNER — KNOWLEDGEPEDIA

16TH FINANCE COMMISSION:

15TH FINANCE COMMISSION (REFERENCE):

CONSTITUTIONAL PROVISIONS:

KEY SCHEMES VIA PANCHAYATS:

← PREVIOUS ARTICLE NEXT ARTICLE →

Panchayati Raj Day

National Panchayati Raj Day: April 24 (anniversary of the 73rd Amendment coming into force in

1993)

Rajiv Gandhi Panchayat Sashaktikaran Abhiyan (RGPSA): Key capacity-building

programme for Panchayats

e-Gram Swaraj: Digital platform for Panchayat planning and accounting — transparency tool

Chairman: Dr. Arvind Panagariya | Award period: 2026–27 to 2030–31

RLB allocation: ₹4.35 lakh crore | Distribution: 90% GPs + 10% Block/District PRIs

Peak year: ₹1,13,558 crore (2030–31)

RLB recommended: ₹2,97,555 crore | Released: ₹2,82,632 crore (94.94%)

100% utilisation: Assam, Kerala, Mizoram, Tripura, Uttar Pradesh

Article 243A: Gram Sabha | Article 243B: Three-tier PRIs

Article 243G: Powers of Panchayats (11th Schedule — 29 subjects)

Article 243H: Panchayat taxation powers

Article 243I: State Finance Commission (mandatory every 5 years)

Article 280: Central Finance Commission (mandatory every 5 years)

73rd Amendment: 1992 (came into force April 24, 1993) — constitutional status to PRIs

MGNREGS (employment), PMAY-G (housing), Jal Jeevan Mission (water), SBM-G (sanitation)

e-Gram Swaraj: Digital planning and accounting for Panchayats (MoPR)

National Panchayati Raj Day: April 24
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