
                              Insights Mind maps 
 

www.insightsonindia.com Page 1 

General Studies – 2; Topic: Pressure groups and formal/informal associations and their 
role in the Polity; Important aspects of governance, transparency and accountability 

Political Funding in India 

1) Introduction 

 Political parties have multiple sources of funding and thus accountability and transparency 
becomes all the more important.  

 There is a thinking in India that political funding is the nodal centre of unaccounted and illicit 
money transfers, and is the primary cause of corruption 

 Political corruption involves an unfair, and most often unlawful, use of public office to secure a 
private gain.  

2) Funding of elections 

 The big political funding in India, however, goes into election expenditures. 

 The spending by the candidates and the legal limit prescribed has huge differences 

  The Centre for Media Studies estimated that an amount of Rs. 30,000 crore was spent by the 
government, political parties and candidates in the 2014 Lok Sabha elections.  

 The Association for Democratic Reforms found that the total income of all political parties in India 
from 2004-05 to 2014-15 was Rs. 11,367.34 crore 

 69% of the income of political parties came from unknown sources 

 The amended Foreign Contribution Regulation Act (FCRA), 2010 allows donations to political 
parties. 

3) Concerns / Challenges 

 One of the important considerations before political parties in selecting their candidates is whether 
they can foot the expenditure of their election. The background of the candidate or his or her 
ideological commitment, become secondary.  

 Political entrepreneurs have always found ways of subverting official vigilance and spend lavishly to 
gain competitive advantage. 

 Study shows that probability of winning elections for a candidate increases with wealth and 
criminal background. 

 Voters are willing to vote for criminal candidates as they can help in getting things done in a society  

 As political parties are not legally bound to submit their income tax returns annually under Section 
13A of the Income Tax Act, 1961, it has been noticed that some of them do not submit their returns 
on time  

 Companies executing big industrial projects take heavy loans from banks and part of this money 
goes to political parties as election funds.  

4) Recent Initiatives 

 Demonetisation move has affected the ‘undisclosed’ sources of income of political parties 

 The recent Budget announcement that every cash donation above Rs. 2,000 needs to be 
acknowledged in the IT returns  

 Amendment has been proposed to the RBI Act to enable issuance of electoral bonds.  

5) Implications on Governance 
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 The Criminalisation of the political process and the nexus between politicians, civil servants, and 
business houses has an influence on policy formulation and governance.  

 The decisions by politicians in office can benefit those who fund them leading to Crony Capitalism. 
The public interest comes second.   

 Political corruption can divert scarce resources from poor and disadvantaged people. 

 Trust deficit in democratic polity. 

 Foreign Funding will have direct intervention by MNCs in the political system and subvert the 
integrity of parliamentary democracy. 

 Creates a cycle of black money generation, transmission and reuse  

6) Recommendations 

 Complete disclosure of political funding and audit of political parties’ accounts have to be the first 
steps towards reforming political finance 

 The key to regulate political funding lies in bringing down election expenditure and ensuring that it 
provides an opportunity to get the best public men and women to participate 

 Holding simultaneous elections to the Lok Sabha as well as the State Assemblies.  

 Citizen activism that keeps a close watch over campaigning. 

 A system for partial state funding should be introduced in order to reduce the scope of illegitimate 
and unnecessary funding of expenditure for elections. 

 Political parties should lead by example by coming under the ambit of RTI, especially with respect 
to their funding. 

 Have a regulatory authority to receive authentic reports on political funding, scrutinise them and 
put them in the public domain. 

 Funds must be put in a common pool which is controlled and regulated by the Election Commission, 
so that nexus between big companies and political parties will be minimised 

 Levying a cess or tax for the purpose of funding political parties and the elections which the Election 
Commission can administer as a constitutional body. 

  Implementing the recommendations of Institute of Chartered Accounts of India (ICAI) regarding 
financial statements of political parties 

  Transparency in funding is essential to ensuring clean, democratic governance. 
 
 


