Urban Governance — The ‘Municipal Bond’ Surge

Context: Five more Urban Local Bodies (ULBs)—including Surat, Visakhapatnam, and Pimpri-
Chinchwad—listed Municipal Bonds on the Bombay Stock Exchange (BSE) in January 2026. Key
Theme: From Grant-Based to Credit-Based Urbanization. Keywords: Muni-Bonds, Credit Rating,
Double Entry Accounting, Escrow Mechanism, Financial Federalism.

1. The Context: The "Grant Trap"

For 30 years since the 74th Constitutional Amendment (1992), Indian municipalities have suffered
from a "Grant Trap." They rely on the State and Central Finance Commissions for 60-70% of their
revenue. This dependency stifles autonomy and innovation.

In January 2026, the Ministry of Housing & Urban Affairs (MoHUA) released a report celebrating the
"Bond Revolution." The total capital raised by Indian cities through bonds crossed the 10,000 Crore
mark, signaling a structural shift towards Market-Based Financing.

2. The Mechanism: How 'Muni-Bonds' Work
The new listings in January followed the "Indore Model" (which issued Green Bonds in 2023).

e The Structure: A city (e.g., Surat) wants to build a Sewage Treatment Plant (STP). Instead of
begging for a grant, it issues bonds to public investors.

¢ The Guarantee: To make the bond safe (AA+ rated), the city pledges specific revenue streams
(e.g., Property Tax from Zone A or Water Tax) into an Escrow Account. The bondholders are
paid first from this account before the Mayor spends a single rupee on anything else.

e Governance Impact: This enforces Fiscal Discipline. A city cannot default on a bond without
destroying its reputation forever.

3. The Hidden Reform: "Double Entry Accounting"
The biggest governance win is not the money, but the process.

e The Problem: Most Indian municipalities use "Single Entry Cash Systems" (like a grocery
store)—they record cash in/out but don't track assets/liabilities accurately.

e The Bond Catalyst: To get a Credit Rating (essential for bonds), a ULB must adopt "Double
Entry Accrual Accounting" and get its balance sheet audited by a third party.

e Result: In January 2026, 45 more cities completed this transition solely to qualify for the
bond market. The bond market is doing what 30 years of policy circulars couldn't—forcing
Financial Transparency.

4. The "Green" Shift
A key trend in the January listings is the focus on "Green Muni-Bonds."

e The Purpose: The funds raised are strictly "ring-fenced" for climate projects—Solar Roofs on
government buildings, Electric Bus fleets, or Water Recycling plants.

e The Incentive: The Union Government (under the AMRUT 2.0 scheme) provides a cash
incentive (X13 crore for every X100 crore raised) for Green Bonds, making the effective
interest rate cheaper for the city.



5. Mains Analysis: The "K-Shaped" Urbanization Risk

e The Inequality: While rich cities (Pune, Indore, Surat) with high credit ratings can raise cheap
money, smaller towns (Tier-3/4) with poor tax bases are left behind. They are stuck in the
"Grant Trap," widening the gap between "Smart Cities" and "Stagnant Towns."

e The Solution: The 16th Finance Commission (discussed in Section 1) has recommended a
"Pooled Finance Mechanism." A state-level entity pools 20 small towns together to issue
one big bond, using the State Government's guarantee to improve the credit rating.



