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1 Introduction
Bargaining over the budget and over tax policy is one of the primary waysin which different state

and societd gods are reconciled in ademocracy. For ingtance, in Europe over the past two
centuries, taxation and disputes over the use of revenues stimulated the development of greater
citizen rights and privileges, with democretic ingtitutions enforcing accountability and greater
trangparency in expenditures (Tilly 1992).

Building on this higtorica anaogy, recent research on taxation in poor countries has brought new
indghts into the linkages between domestic revenue-raising, aid dependency and state-society
relations (Moore, 1998). The core argument in this research is that the more a ate ‘earns’ its
income through the operation of a bureaucratic gpparatus for tax collection, the more it needsto
enter into reciproca arrangements with citizens about provison of services and representation in
exchange for tax contributions. Thus, it is argued, the greater the share ‘earned’ income
represents of total revenues, the more likely it isthat state-society relaions will be characterised
by accountability, responsveness and democracy. Accordingly, effective democratic governance
is undermined when a state relies on a high degree of ‘unearned’ income derived from foreign aid.
African gates have ggnificant ‘unearned’ incomes in the form of aid (Goldsmith 2000). In 1997,
ad represented 10 per cent or more of GDP in 21 African countries (World Bank 1999). Aid
aone accounts for dmogt hdf the income of many governments of low-income countries. The

donors recipe for reducing aid dependence is sraightforward: increase domestic revenue

" This article was prepared with financial support from the Research Council of Norway and Danida
through the research programme * Taxation, aid and democracy’. It draws on ideas developed in a
paper published in The Journal of Modern African Studies (Fedstad 2001). Useful comments on
earlier drafts were received from Ivar Kolstad, Lise Rakner and Mick Moore. Points of view and

any remaining errors can be attributed to the author.



generation in the recipient countries. Consequently, by increasing the stat€ sfiscd dependency of
its population it is expected that the accountability of the State apparatus to societal forces will

adso increase,

Interms of loca government taxation in Tanzania, these assumptions appear not to be vaid.
Firgly, direct or indirect use of coercion characterisesloca government tax enforcement, and
revenue performance seems to depend on the degree of coercion involved in the collection
process. Secondly, the stakeholdersinvolved in loca government tax enforcement may have
widely different and contradictory objectives with respect to revenue performance. Thirdly,
arrangements used by donors to increase domestic revenue generation, for instance incentive
schemes which supply development aid on the basis of matching funds from the local government,
may induce increased tax effort at the expense of accountability and democratic development.

The purpose of this article isto explore the possible linkages between taxation and accountability
inatypica loca government context in apoor, aid dependent country. Loca authoritiesinteract
more closay with the citizens than other organs of the state gpparatus. Hence, local government
revenue mohilisation may be consgdered a more relevant testing ground for the proposition that
increased domestic revenue generation is positively correlated to improved state- society linkages
and accountability than the central government tax system. Typicaly local government taxes often
involves millions of people, whereas only afew of hundred thousands individuals pay income tax
to centra government, and substantialy fewer pay corporate taxes (Therkildsen 2001:118).

2 Local government taxes

Locd authoritiesin Tanzanialevy alarge number of taxes, licences, fees and charges. In a recent
study, Fedstad and Semboja (2000) identified 10 major categories of taxes; 18 mgor
categories of licences; 40 groups of charges and fees; and 16 itemslisted as* other’ revenue
sources. The distinction between taxes, licences, charges and feesis, however, often unclear. A
number of levies are referred to as charges athough they are in redity taxes, Snce no serviceis
rendered directly and exclusively to the payer. In addition, awide variety of fees for forms and
permits exist. The primary purpose of such permitsis regulation, athough in many councils they



have become more a source of local revenue rather than a control mechanism. Furthermore, the
number of different taxes, licences, charges and fees varies congderably between the councils! In
1997, for ingtance, there were at least 25 sources of revenue being levied in Kibaha Didrict
Council, compared to more than 60 for Kilosa Digtrict Council and about 50 in Dar es Salaam.

Despite the large number of revenue sources, four main types are important in dmos dl councils.
These are the * development levy’ (ahead tax), crop and livestock cesses (agricultura taxes),
business licences, and market fees. In 1997 these sources averaged two-thirds (66 per cent) of
the reported tax revenuesin 42 district councils sudied. The ‘development levy’ dominated by
contributing 30 per cent of total own revenues, followed by agricultural cesses (22 per cent),
business licences (about 9 per cent) and market fees (5 per cent).? In asample of 10 urban
councils, the magjor own revenue bases in 1997 were licences (33 per cent), property tax (21 per
cent) and the development levy (19 per cent). Tota tax revenues per capita differed substantialy
between councils. In 1995, in asample of 20 councils, reported revenues per person above the
age of 18 ranged from 344 Tanzanian ShillingsinLindi Digrict Council, to 1,541 Shillingsin
Mbinga Digtrict Council (Fjeldstad, 2001).

3 Coercion and reciprocity

There are two criteria we can use to judge the extent to which aloca government incomeis ‘ earned

(Levi 1988; Moore 1998):

1 1n 1999, there were 111 loca authorities in Tanzania: 92 District Councils, 9 Town Councils, 9

Municipal Councils, and 1 City Council (Dar es Sdlaam). However, the number of councilsis

increasing. Due to attempts to equalise rates on some revenue bases among councils within the same

region, some rates have tended to differ by regions.

2 These four main sources have dominated district councils revenue generation since local

government was re-introduced in Tanzaniain 1983 (URT 1991). In 1987/88, in a sample of ten rurd

councils, the development levy, cesses and business licences contributed 77 per cent of revenues.
Thus, dthough these sources are in rddive decline, they still account for the mgor share of the

councils own revenues.



Organisational effort: Thisrefersto the bureaucratic apparatus that the loca authority
deploysto collect revenues. It is represented by the enforcement activities of collectors and
the pendties imposed on those detected for non-compliance, i.e., the coercive e ement.
Reciprocity: Thishasto do with fisca exchange, i.e., how far citizens are obtaining some
reciprocal servicesin return for their tax contributions. Thus, taxation and the provision of
public goods and services may be interpreted as a contractua relationship between taxpayers
and the (locad) government.

To what extent are these criteriavaid in the Tanzanian context? In generd, there is widespread
dissatisfaction with public servicesin loca authorities, and the quaity of the services seemsto have
deteriorated in recent years (Cooksey and Mmuya 1997; Enemuo 2000; Fjeldstad and Semboja
2001). In asurvey of the tax compliance behaviour of householdsin five locd authoritiesin Tanzania,
including both rurd and urban councils, the mgority of the respondents judged that taxes were not at
al or only partly used to provide public services (Feldstad et a. 2002a). In a corresponding survey
of smdl and medium scae firms, amost 80% of the respondents perceived that the major problemin
tax collection was that taxes were not used to provide services (Fjeldstad et d. 2002b).

In response to the public sector’ sinability to deliver services there has been a proliferation of df-
help activities to contribute to the maintenance of serviceslike primary education, hedth care, road
maintenance and security. Participation in law and order enforcement through traditiona defence
groups (‘ sungusungu’) is today the most widespread commund activity in Tanzania. Thisreflectsa
growing loss of confidence in the government machinery (Mwaikusa 1995:170-1). Many people fed
that the state has left them without protection. Therefore, they have adopted their own way's of

ensuring security, to defend local communities and to protect them from crime and lawlessness.

The reciprocity argument does not seem to be vadid in this setting. Taxpayersin loca authoritiesin
Tanzaniasee, in generd, few tangible benefits in return for the taxes they pay. Virtudly no
development activities are financed by coundils, and even the existing capacities do not produce
the expected services due to lack of operation and maintenance funds (Semboja and Therkildsen
1995). Basic sarvices are increasingly funded by user charges or through self-help activities. The



deterioration and in some cases total absence of public services leads taxpayers to fed they are

being exploited by government, and promotes tax resistance.

Widespread tax resstance is observed in many loca authorities. People may go to the extreme to
evade taxes, for ingance, by literdly hiding in the bush when tax collectors are gpproaching.
Many locd governments rely heavily on smple physica coercion to obtain the resources they
need from their subjects and to ensure compliance. Roadblocks manned by the local militiaor
police and village-by-village invasions by collectors are frequently used astools of tax
enforcement. The use of coercion in raising locd government taxesin Tanzaniais So pronounced
and detested that this mode of earning income is not conducive to improving accountability of
state to society.

Taxpayers sometimes reciprocate in the form of violent ‘ counter-attacks on collectors, burning tax
offices, etc. In some councils, tax collectors avoid certain villages due to the high persond risk
involved in tax collection (Feldstad 2001). Other villages are only visited by collectors accompanied
by the locd militia The well documented 1998 tax revolt in Arumero Didtrict in North-East Tarzania
involved the refusd of dmost the entire district population to pay the poll tax (‘ development levy’),
the beating up of council collectors, the burning of the council chairman’s house, and his subsequent
resgnation (Kelsal 2000).

The argument that tax resstance is correlated with deteriorating public services is supported by
various sudies. Bukurura (1991:91) refers to an investigation from 1987 by the Tanzania News
Agency in Kigoma Town Council, which reported that ‘ many people were defaulting gpparently
because they thought the council was not doing its best to serve theresidents . Tripp (1997:154)
describes non-payment of the poll tax as aform of popular opposition towards state policies. She
argues (p.8) that tax evasion may be understood as one of many ‘ quiet strategies of resstance in

the form of economic non-compliance'.

Thus, in circumstances where taxes are percelved to be unfair and people receive few tangible
benefits in return for taxes paid, we may expect that only coercive methods of tax enforcement

will generate tax revenues. The reciprocity or contractua relationship between taxpayers and the



locd government seems to be absent. Coercive methods yield higher taxes per capita, but the
need for coercion aso reflects higher levels of distrugt in the governmenta system and
dissatisfaction with service deivery. Moreover, harsh tax enforcement combined with poor
sarvice delivery contribute to undermine the legitimacy of the local government and increase tax

resistance.

4 Collectors and councillors

In a setting where tax collection to alarge degree depends on the extent of coercion used to raise
revenues, we will aso expect variations between councilsin their capacity to raise revenues
depending on the extent of coercive tax enforcement. Thisiswhat we observein practice. Totd
tax revenues per capita vary widdy between councils. Some of these differences may be
explained by different economic structures, revenue bases, population densities, incomes per
capita, and the level and quality of public services. However, we aso observe variationsin
revenue performance between councils that apparently have fairly smilar socio-economic
characterigtics. How do we explain these observations? Why do the tax enforcement regimes
differ between councils, leading to subgtantid differences in the use of coercion? To explore these
questions we need to focus on the stakeholders involved in tax collection, and their relaive

bargaining power. They may have widdy different objectives when it comes to taxation.

Locd government tax collection in Tanzaniais basicaly a council staff affair, and completely
Separate from centra government revenue collection, that is undertaken by the Tanzania Revenue
Authority. In digtrict councils, tax collectionis organised at three levels: the council headquarters,
the ward and the village. Thisingtitutional set-up encompasses at least three principas. (i) the
adminigrative leadership (management team) of the loca authority, (i) loca politicians, and (jii)
the central government adminigiration (i.e. the ministry responsible for loca government). These
stakehol ders, sometimes independent of each other and sometimes through collusion, try to
influence the revenue target and, thus, the actions of the tax collectors. Based on evidence from

fildwork, the various stakeholders objectives can be summarised as follows (Fjeldstad 2001):

(i) The objective of the management of the local authority (the adminigrative leadership) isto

generate enough tax revenues to pay the wage bill and alowances of the staff. Thistarget seemsto



be a minimum performance requirement from the centrd government. Otherwise complaints will be
forwarded through the trade unions, and there isarisk of being fired or transferred to aless
attractive position due to poor performance.

However, since both revenue estimates and reports on revenue collection are based on information
from the adminidrative staff, there is room for manufacturing numbers. Tax collectors at the ward
and didtrict levels seem to be driven by motivations to maximise revenues. Thus, collectors can

report sufficient revenues that cover the wage bill and pocket whatever is left, with or without
collusion with their superiors. The larger the amount collected, the larger the amount that can
supplement their own meagre salaries. Fiscad corruption is extensve in locd authorities. It takes many
forms and varies by types of taxes, methods of tax collection and location, and it cuts across dll
levels of theloca government, from the villages to the councils headquarters.

Although many cases of collusion between taxpayers and collectors are reported, the most common
type of corruption is embezzlement of revenues by tax collectors and administrators (Feldstad and
Semboja 2000). In 1998, for instance, the Auditor Genera revealed a substantial gap between
reported tax revenues and the amount transferred to the bank accounts of the councils. In asample
of 31 councils this amount corresponded to 3.5% of totd reported tax revenues from dl locd
authorities to the ministry of loca government (Daily News 23 March 1998). Later the same year,
the East African (30 September 1998) reported that the Auditor General suspected extensive
embezzlement of tax revenues from agriculturd productsin various councils. The amount in question
corresponded to about 10 % of the totd reported local government tax revenues in 1997. Prolonged
embezzlement of large amounts of tax revenues requires the involvement of relevant senior officids
from the councils headquarters. Furthermore, the prolonged existence of such corruption is made
easer when: (a) the collectors and tax ingpectors are Sationed relaively permanently in their
positions, i.e., they arerardy transferred; (b) the network is limited to ardatively small number of
people in the tax adminigtration; and (c) taxpayers are not directly involved. The exclusion of
taxpayers from the embezzlement corruption network is possible because the tax collectors may
indeed provide genuine receipts to taxpayers on taxes paid. In some cases two sets of Smilar receipt

books are used.



These observations are consistent with Migda’ s (1988: 253) argument that politica systems
under pressure from the centre to produce certain development results are likely to exercise their
own form of accommodation. The most common form is Smply to pass fase or inflated accounts
of performance to superiors who are out of touch with loca conditions. Thus, where supervison
islax, digtrict leaders, including locd bureaucrats, may use their budgetary discretion and the
force at their digposa for persona gain.

(if) One important objective of local politiciansisto get re-elected (and thereby aso to obtain
alowances for participating in council meetings). Politicians may say they want an efficient tax
adminigration — but only to the point a which voters begin complaining theat they are being
harassed. Locd political |leaders are dependent on a popular local base (Kelsall 2000:15).2 Thus,
councillors are, in generd, reluctant to raise local taxes and charges, not only due to concerns
about their popularity, but aso because they may be mgor local landowners or businesspeople
who consder higher taxes to have a direct negative impact on them. As aresult councillorstry to

intervene in revenue collection.

Indications of the impact of palitical intervention on tax collection can be found in the councils
financid statements. For ingtance, many councils experience revenue shortfals in eection years,
particularly with respect to the ‘ development levy’ . In a sample of 48 councils, 31 experienced a
drop in revenues in the eection year 1995.* This may be due to the influence of politicians

@)  Theobjective of the central government administration (i.e. the ministry responsible
for local government) is vague with respect to taxation. However, atax sysemisaso a
mechanism of palitical control. According to Moore (1998: 105), it comprises two main eements.
(1) the sets of information on citizens that a government otherwise might not collect and maintain;

and (2) anetwork of public collection agents who use this information, and become ‘ repositories

% Under the previous one-party system a substantial minority of the MPs gained access to Parliament
either on tickets of the mass organisations of the party (e.g., Co-operatives, Y outh, Women), or as
appointees of the President. This system was abolished when the multi- party system was introduced
in 1995. Therefore, aspiring nationa |eaders today also need alocd power base.

* Based on data from the Ministry of Regiona Administration and Local Government.



of knowledge' about what is going on in remote areas where the Sate elites have little direct
influence and knowledge. Thus, the revenue itsef may not be the most vauable product of tax
enforcement. But active revenue raising may be an important means of kegping a state machinery
dive and active a the locd level. Anindicator used by the central level to confirmthat this
machinery isdive, isthat the locd authority generates sufficient reverues to cover its wage hill.

By and large, however, the centra government is not directly involved in matters of loca
government taxation. For instance, loca authoritiesin Tanzania have quite awide discretion to
introduce new loca taxes and to set tax rates, subject to ministeria gpproval (see Hedstad and
Semboja 2000). Due to lack of capacity and poor coordination between the centra and local
government, only limited redtrictions are in practice impaosed by the centrd level onlocd
governments' tax plans and activities. Therefore, the local revenue systems have devel oped

without much interference from the centrd levd.

To summarise, the various stakeholders involved in tax enforcement have divergent objectives
with respect to tax collection. In particular, political pressure seems to be a magor impediment to
revenue collection. Palitical intervention sometimes results in conflicts between the revenue
adminigration and loca politicians. Such conflicts seem to be rooted partly in divergent objectives
with respect to tax enforcement, and partly in lack of trust between administrators and politicians
at the local level. Based on data from 14 digtrict councils, Jacobsen (1999) finds that there isa
‘trugt deficit’ in the politicd-adminidrative rdations at the loca levd in Tanzania. Furthermore,

lack of trust seems to reduce the flow of information between politicians and bureaucrats.

The conflict between the tax administration, including collectors, and locd paliticiansis particularly
evident in some local authorities. For ingtance in Kilosa Digrict Coundil, locd paliticians have little
influence on the tax enforcement process (Fjeldstad 2001). Collection is facilitated through
extortive and violent methods that are mainly advocated and implemented by council
adminigrators, with minimum support from locd paliticians. Thus, in the absence of democratic
forms of accountability, tax collection in some loca authorities has turned into a licence for

collectors to more or less freely augment the loca treasury and supplement their own sdaries



through extortion from local residents In accordance with Mamdani’ s (1996:59) notion of
‘decentraised despotism’, financid autonomy has provided the framework in which lower-levd
offidds resort to extra-legd enforcement and violence to extort money from the population.

In other councils, however, tax collection is characterised by grester laxity due to the intervention
of paliticians. For ingtance, in some wards in Kibaha Digtrict Council locd politicians partly act as
executives. A generd view expressed by the tax collecting saff, reflecting their frustration at this
intervention, was that councillors obstructed tax collection. The expected consequence of this
intervention is reduced tax effort.

Thissmple analyss suggests that tax effort depends on the relative * bargaining power’ between
the dected councillors and the management of the council. Coercive tax enforcement is facilitated
when the balance of power with respect to tax collectionis in favour of the council adminigtration,

and the dected councillors have no direct influence.

5 Donors

Through digtrict development programmes, aid donors often exert strong influence on the behaviour,
decisons and actions of locad authority administrators and politicians. Generdly, donors co-operate
with council adminigtrators and gaff to implement their activities, usualy through the cregtion of
pardld sructures. Thisintervention increases the influence and power of the bureaucracy, at the
expense of the palitica systlem. Thisdaim is supported by other studies. In a comprehensive study
on therole of government in adjusting economies, Batley (1999) reports that public sector reform
programmes pushed by donors and emphasising technocratic solutions, lead to increased managerid
power without a strengthening of the accountability of the managers to paliticians and the public.
Moreover, Since donorsincreasingly use revenue generation as an indicator of the performance of

the councils they are involved with, this may further empower the management levd. For ingtance, in

® Wunsch (1990:54) argues that in circumstances where nationa leaders were dogmetic in
implementing comprehensive programmes, as Tanzanian leaders were during the late 1970s
regarding Ujamaa villagisation, bureauicrats have been reduced to authoritarian instruments for

enforcing compliance.
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asudy exploring the determinants of successin African loca governments, Smoke and Olowu

(1992) define success mainly in terms of fisca performance®

One strategy donors have used to reduce the problems of free riding by local councils has been to
adopt a matching scheme, which supplies ad only on the bas's of matching funds from the locd
government. According to Catterson and Lindahl (1998:20), this has ‘ created strong incentives for
revenue collection’ in Tanzania. Furthermore, donor support may cushion council adminigtrators
agang possible taxpayers opposition. Service provision through donor supported activities provides
afree riding opportunity to council administrators who often clam to be the providers of such

sarvices.

In councils where donors are not present, loca politicians seem to play amore important rolein
tax enforcement, and tax collection is characterised by greater laxity. We will dso expect that the
leve of fiscd corruption (both absolute and relative) will be lower in these locd authorities. Thisis
because locd paliticians to some extent carry out informal monitoring of the collectors. In generd,
the forma monitoring and auditing devices do not function & the local level in Tanzania

6 Conclusion

This article shows that coercion islikdly to be an integrd part of the effort to raise locd
government taxes. Furthermore, the study demondtrates that the involvement of donors at the
local level may have a least two impacts on tax enforcement: (i) donors presence may induce
increased tax effort, however, (i) at the expense of accountability and democratic consolidation.

Thus, the proposition that the more a state (in this case alocad government) ‘earns’ itsincome
through bureaucratic tax collection, the more likely are state-society relations to be characterised
by accountability and democracy, is not supported. In contrast, increased tax effort is achieved
through coercive methods, often characterised by violent and extortive forms of enforcement. The

® Changes in the performance of decentralised institutions have tended to be studied principaly in

terms of financid performance or revenue mobilisation (Crook and Manor 1998:8).
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reciproca dement between the Sate and citizens seemsto be absent in connection with loca

government taxetion in Tanzania.

Moreover, the analysis shows that donors, by the means they use to promote devel opment, may
undermine democracy and good governance. For ingtance, arrangements which supply
development aid on the basis of matching funds from the local government may empower the
adminigration at the expense of the elected councillors, and lead to increased extortion. Harsh tax
enforcement in Situations with poor service ddivery may thus contribute to further undermining the

legitimacy of the government and increase tax resstance.

Coercive tax collection has important consequences for citizens' rights and for the
democratisation process. If taxpayers' rights are unclear for both taxpayers and for tax
authorities, tax compliance and accountability will be affected. Aslong as coercion is accepted as
an integrd part of tax collection, it isunlikely that Sate- society relations can become more

accountable and democratic.

The paper provides us with some directions for further research. In particular, there isaneed to
explore whether there might be differences between locd and centrad government tax enforcement. Is
the proposition suggested by Moore (1998) on the linkages between ‘earned’ revenues and
accountability more appropriate to centra than local government taxes? There are some indications
that this might be the case.

Firgly, the sateis fiscally more dependent on centra government taxes, such asimport duties and
corporate taxes. As argued by Levi (1988), coercive tax collection is costly both economically and
paliticdly in the longer run. Thus, to minimise the cogts of enforcement and to maximise the output
that can be taxed, the government has to creste some kind of voluntary compliance, by entering into
reciprocal relationships with taxpayers.” In contrast, the rationale for local government taxation may,

" Levi (1988) uses the concept * quasi-voluntary compliance'. It is ‘voluntary’ because taxpayers
choose to pay. It is‘quas-voluntary’ because the non-compliant are subject to coercion — if they are

caught.
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asagued in this article, not be revenue collection but to keep a government machinery dive a the
locd level. One might even argue thet for certain small local taxes and charges the collection cogts
are the reason for the levy. In other words, the purpose is to create employment or at least an
income-earning opportunity for someone who would otherwise be unemployed. Secondly, the
objects of many centrd government taxes are fairly mobile. Thus, to discourage capita owners from
leaving the country, the sate has an incertive to protect them from arbitrary and exploitetive tax
enforcement. Such considerations are to some extent reflected in the granting of tax exemptionsto
larger and foreign owned companies. In contrast, local government taxes are oftenimpaosed on tax
bases that are less mobile, including fixed property. And findly, centrd government taxpayers arein
generd more powerful, organised and vocd than the bulk of loca government taxpayerswho is
composed of the peasantry and small-scale enterprises. In Tanzania, the influence of the larger
business associations that organise medium scale and larger companiesis clearly reflected in centra

government tax reforms in recent years.
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