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Decentralisation has recently been positioned high on the reform agenda of many Third World

countries. Economic reform programmes, across the world since the 1980s, have increasingly been

debated in terms of fiscal restraint and/or the idea of decentralisation. The failures of centralised

planning and the collapse of many erstwhile communist countries since the late 1980s gave further

impetus towards promoting decentralisation as an alternative to centralised governance. The current

reform process in India is also very much part of this enthusiasm for decentralised governance.

Decentralisation in reality, however, has not necessarily been a linear process from the centralised

governance to the more decentralised one. This is well demonstrated by the historical analysis of

Indian decentralisation since the late 19th century in Chapter 1 as well as by our case study in

Chapter 4.

The focus of this study is on the recent reforms for decentralisation to the local
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self-government in India. The 73rd Constitutional Amendment. enacted by the Indian parliament in

1993. marked a significant watershed in terms of advancing the goal for decentralisation and

development of rural local self-government; namely. the Panchayati Raj Institutions (PRI). Nearly

three-fold increases in the financial resources for PRI have attracted attention of many scholars to

the study of panchayat finances. However, sheer difficulties in gathering data from each panchayat

have prevented many from conducting empirical studies in this area. For the same reason, there have

been few comparative studies on the actual functioning of panchayats among different States.

This thesis is a modest attempt to fill in this gap and to understand the process of current

decentralisation reforms in India by contrasting the performances of local self-government in the two

States. The thesis chose to study the tax compliance to the panchayats as one indicator to compare

and contrast the performances of each panchayat. A series of study on compliance and trust appears

to suggest that administrative capacity of the government as well as trust generated by the

government matters for compliance. Thus. this thesis advances the following two hypotheses:

Hypothesis 1: House tax compliance for the panchayat is linked to the administrative capacity

created and maintained by the State government and Hypothesis 2: Administrative capacity alone

cannot lead to increased compliance. It is the translation of administrative capacity into

trustworthiness of the State government as well as that of the panchayat that helps increase the level

of tax compliance. The thesis will attempt to verify these hypotheses through both the descriptive

and empirical analyses of PRI
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In order to first appreciate the context of the recent decentralisation reforms in the 1990s,

Chapter 1 starts the historical enquiry from the decentralisation policies since 1871 when the

colonial government first attempted to decentralise. It reveals the paradox of ‘decentralisation’

reform since the British India had never succeeded in centralising powers when the reform was

initiated. The objective of the British administration, in effect, was in centralising the state

machinery in rural areas by using the popular concept of ‘local self-government’. The development

of local self-government during the British period, thus, coincided with the post-Mutiny (1857-)

expansion of state control to the rural areas. Local self-governments were designed to bear the

financial burden of the expansion of the empire. In the post-independence era, Jawaharlal Nehru

(1947-64), the first Prime Minister of independent India initiated a fresh set of strategies on
decentralisation in the late 1950s. The rhetoric on decentralisation this time around was located very
substantially as being an integral part of the larger project of socio-economic transformation. Local

self-governments were now expected to bring about transformation in rural communities by ensuring

implementation of various government schemes including land reform. However, the dominance of

the landed elites in the countryside was little affected by the abolition of zamindars or large scale

landlords and undermined the capacity of PRI, Dominated by local landed elites. PRI was far from

an ideal institution to realise socio-economic transformation. On the other hand, unlike the colonial

predecessor, the state apparatus in independent India successfully penetrated the countryside.

Centralisation of public administration rather than decentraligation had thus been accomplished by
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the mid-1960s. The following period of stagnation of PRI can mainly be attributed to the increased

tension between the central and State governments especially in the 1980s. In the 1990s, on the

contrary, the era of economic liberalisation starting from 1991 worked to move decentralisation

away from its overwhelming political jmperatives to the new_impetus drawn from ‘economic

reform’. The declined fiscal interdependency between the Centre and States, increased emphasis on

fiscal deficit reduction, and increased power and presence of regional parties in the national politics,

all have dispersed the long accumulated tension between the Centre and States. Economic

imperatives of liberalisation as well as transformation of the political system have, in a sense, set the

conditions for the comprehensive decentralisation reform in the 1990s.

Against this historical background, Chapter 2 examines the changes that accurred following

the 73rd Constitutional Amendment and reveals in detail the changed environment for

decentralisation in the 1990s. Tronically, just as when PRDs role as a local self-government was

substantially defined in the Constitution, PRI _has become increasingly regarded as one of the

implementers of government schemes. As a result, their mandate as democratically elected

government institution tends to be overlooked. This is perhaps related to the question why one of the

fundamental powers of the government, taxation, has never been effectively recognised as a crucial

function of PRI Chapter 2 also reveals different consequences that the 73rd Constitutional

Amendment brought about for both mandatory and discretionary provisions.

Chapter 3 tries to enquire into the instimtional development of PR as well as local
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administration in the two States. The institutional development of panchayats can be traced back in

the land-revenue system in each State. The frequency of interaction with the local administration as

well as accumulation of administrative expertise at the village Jevel in Madras benefited it to develop

effective local self-government system. Enquiries into the development of panchayats through the

post-independence era also reveal a sharp contrast between the two States in their administrative

capacity. It is reflected in the differences in the degree of interactions between the local

administration and panchayats in terms of monitoring and providing incentives. This difference in

administrative capacity is further enhanced by the kind of governance style applied by each State
leader in the early 1990s. Especially since the governance style of the ex-Congress government in

Madhya Pradesh (1993-2003) typicaily embodied that of ‘participatory decentralisation’. It appears

that the performance of local self-government in terms of taxation does not matter much in its policy

framework. Neither panchayats nor the State government of Madhya Pradesh demonstrates

trustworthiness to jts_citizens, but they were, in a sense, not expected to do so in_the policy

framework of the State government. This is in sharp contrast with the case of Tamil Nadu, which

maximises its administrative capacity to gain full control over the activities of PRI,

Chapter 4 is the case study of the twelve panchayats in Madhya Pradesh and Tamil Nadu,

Using the data of house tax collection and villager’s perception towards government institutions and

s0 on in these twelve panchavats, the efficacy of the two hypotheses was examined. While these

hypotheses centre on the notions of administrative capacity and trustworthiness, other factors such as
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level of socio-economic development, elements of fiscal exchange as well as caste configuration in

each village were also taken into account. As a result, the factors led to the high level of tax

compliance were found in the multiple relationships between a) trust in the panchayat and the State

government and b) administrative capacity of the State government that generated trustworthiness.

While examining the tax administration, it was found that the administrative capacity of the State

government of Tamil Nadu enabled the collaboration between the State government and the

panchayats. This has perhaps generated trustworthiness of both the State government and the

panchayats in Tamil Nadu. Thus, trustworthiness generated by the former works to guarantee the
credibility of the tax administration of the latter.
Villagers in Tamil Nadu perhaps hold some sort of perception that the state institutions have so

far acted reasonably. The differences in history examined in Chapter 3, in which the relationship

between_the local administration and the local self-government has developed in each State, might

have affected this trustworthiness of the State government. The close interaction between the local

administration and the loca) self-government that has endured in Tamil Nadu for more than a century

has perhaps established the reputation for the trustworthiness of the state. When making decisions to

pay or not to pay the taxes, such intangible perception therefore appears to be more significant for

taxpayers in Tamil Nadu than tangible benefits provided by the panchayat.

On_the contrary, in the absence of administrative capacity demonstrated by the State

government, Madhya Pradesh panchayats seem to be facing the caste-related conflicts more directly
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than their counterparts in Tamil Nadu. Only in the cases of Madhya Pradesh panchayats, the caste

configuration within panchayats seemed to affect the level of trust in the panchayats. As in the case

of MP3, the panchayat and the Gram Sabha tend to be controlled by the dominant caste. As a result,

participation of the lower caste population to the Gram Sabha meeting is limited. Not surprisingly,

villagers who belong to lower castes will not expect the taxes that they are required to pay are going

to be used for their benefits or managed in a fair way especially in the absence of the frequent

inspections by the State government. In a sense, the caste configuration within the panchayat rather

than the level of trust might define the Jow level of tax compliance in Madhya Pradesh. Just as in the
rest of the country, caste-related conflicts certainly exist in Tamil Nadu. However, such factors as
pointed out earlier does not seem to affect the level of tax compliance in or the level of trust towards

the studied panchayats in Tamil Nadu. This is perhaps due to the presence of the State administration

collaborating with the panchayat administration and thereby demonstrating its ability to secure fair

procedures that appear to be fair. Thus, there appears to be a strong case to support Hypothesis 2 as

being verified.

The conclusion of this thesis shares some similarities with the arguments of Judith Tendler

(1997) that the process of decentralisation is complex and multi-dimensional, involving both

centralisation and decentralisation of authority. She argues that successful decentralisation reforms

require the active involvement of the State povernment in_ensuring the fair and effective

implementation at the level of local self-government. As the cases of panchayats in Tamil Nadu
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suggest, decentralisation seems to work effectively with the active regulatory role played by the

centralised State government which at the same time demonstrates the attributes of trustworthiness.
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